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To the Board of Directors: 

 

 Enclosed you will find the final version of the financial statements for Lake Forest II 

Master Homeowners Association.  These statements should be distributed to the owners, in their 

entirety.  If you should have any questions, please contact our office for further explanation. 

 

 Again, it has been a pleasure providing service for your Association. 

 

 

Sincerely, 

 

 
VanDerPol and Company 

A Professional Accountancy Corporation                         

 

 

Enclosures 



 

 

 

 

 

 

 

 

 

 

 

 

 

 
LAKE FOREST II MASTER 

HOMEOWNERS ASSOCIATION 
AUDITED FINANCIAL STATEMENTS 

DECEMBER 31, 2021 AND 2020 
 

 

 

 

 

 

 

 

 

 

WITH 
 
 
 
 

INDEPENDENT AUDITORS’ REPORT 
AND SUPPLEMENTARY INFORMATION 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 2 

LAKE FOREST II MASTER HOMEOWNERS ASSOCIATION 
 
 

Table of Contents 
 

 
Independent Auditors’ Report      Pages 3-5 
 
Balance Sheet 
 with Comparative Totals     Page 6 
 
Statement of Revenues, Expenses 
 and Changes in Fund Balances 
 with Comparative Totals     Page 7 
 
Statement of Cash Flows 
 with Comparative Totals     Page 8 
 
Notes to Financial Statements     Pages 9-14 
 
Supplemental Information      Page 15 
 
Schedule of Tract Fund Revenues and    
 Expenses and Changes in Fund Balances   Pages 16-17 
 
Future Major Repairs and Replacements    Pages 18-20 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 3 

VanDerPol and Company 
A Professional Accountancy Corporation                                              
151 Kalmus Drive, #M-3A, Costa Mesa, California 92626                                                                  (714) 437-1025, FAX (714) 437-5900 

 

 

INDEPENDENT AUDITORS’ REPORT 

 

 
To the Board of Directors and the Owners 
Lake Forest II Master Homeowners Association 
 

 
Opinion 
 
We have audited the accompanying financial statements of Lake Forest II Master Homeowners 
Association, which comprise the balance sheet as of December 31, 2021, and the related 
statements of revenues, expenses, and changes in fund balances and cash flows for the year 
then ended, and the related notes to the financial statements. 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, 
the financial position of Lake Forest II Master Homeowners Association as of December 31, 2021, 
and the results of its operations and its cash flows for the year then ended in conformity with 
accounting principles generally accepted in the United States of America. 
 
Report on Summarized Comparative Information 
 
We have previously audited the Lake Forest II Master Homeowners Association’s December 31, 
2020 financial statements, and we expressed an unmodified opinion on those financial statements 
in our report dated March 8, 2021. In our opinion, the summarized comparative information 
presented herein as of and for the year ended December 31, 2020, is consistent, in all material 
respects, with the audited financial statements from which it has been derived. 
 
Basis for Opinion 
 
We conducted our audit in accordance with auditing standards generally accepted in the United 
States of America. Our responsibilities under those standards are further described in the 
Auditor’s Responsibilities for the Audit of the Financial Statements section of our report. We are 
required to be independent of Lake Forest II Master Homeowners Association and to meet our 
other ethical responsibilities in accordance with the relevant ethical requirements relating to our 
audit. We believe that the audit evidence we have obtained is sufficient and appropriate to provide 
a basis for our audit opinion. 
 
Responsibilities of Management for the Financial Statements 
 
Management is responsible for the preparation and fair presentation of the financial statements 
in accordance with accounting principles generally accepted in the United States of America, and 
for 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. 
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In preparing the financial statements, management is required to evaluate whether there are 
conditions or events, considered in the aggregate, that raise substantial doubt about Lake Forest 
II Master Homeowners Association’s ability to continue as a going concern within one year after 
the date that the financial statements are available to be issued. 
 
Auditor’s Responsibilities for the Audit of the Financial Statements 
 
Our objectives are to obtain reasonable assurance about whether the financial statements as a 
whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s 
report that includes our opinion. Reasonable assurance is a high level of assurance but is not 
absolute assurance and therefore is not a guarantee that an audit conducted in accordance with 
generally accepted auditing standards will always detect a material misstatement when it exists. 
The risk of not detecting a material misstatement resulting from fraud is higher than for one 
resulting from error, as fraud may involve collusion, forgery, intentional omissions, 
misrepresentations, or the override of internal control. Misstatements, including omissions, are 
considered material if there is a substantial likelihood that, individually or in the aggregate, they 
would influence the judgment made by a reasonable user based on the financial statements. 
 
In performing an audit in accordance with generally accepted auditing standards, we: 
 

 Exercise professional judgment and maintain professional skepticism throughout the 
audit. 
 

 Identify and assess the risks of material misstatement of the financial statements, whether 
due to fraud or error, and design and perform audit procedures responsive to those risks. 
Such procedures include examining, on a test basis, evidence regarding the amounts and 
disclosures in the financial statements. 

 

 Obtain an understanding of internal control relevant to the audit 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 Lake Forest II Master Homeowners 
Association’s internal control. Accordingly, no such opinion is expressed. 

 

 Evaluate the appropriateness of accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluate the overall 
presentation of the financial statements. 

 

 Conclude whether, in our judgment, there are conditions or events, considered in the 
aggregate, that raise substantial doubt about Lake Forest II Master Homeowners 
Association’s ability to continue as a going concern for a reasonable period of time. 

 
We are required to communicate with those charged with governance regarding, among other 
matters, the planned scope and timing of the audit, significant audit findings, and certain internal 
control related matters that we identified during the audit. 
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Disclaimer of Opinion on Required Supplementary Information 
 
Accounting principles generally accepted in the United States of America require that information 
on future major repairs and replacements of common property on pages 18-20 be presented to 
supplement the basic financial statements. Such information is the responsibility of management 
and, although not a part of the basic financial statements, is required by the Financial Accounting 
Standards Board, which considers it to be an essential part of financial reporting for placing the 
basic financial statements in an appropriate operational, economic, or historical context. We have 
applied certain limited procedures to the required supplementary information in accordance with 
auditing standards generally accepted in the United States of America, which consisted of 
inquiries of management about the methods of preparing the information and comparing the 
information for consistency with management's responses to our inquiries, the basic financial 
statements, and other knowledge we obtained during our audit of the basic financial statements. 
We do not express an opinion or provide any assurance on the information because the limited 
procedures do not provide us with sufficient evidence to express an opinion or provide any 
assurance. 
 
Supplementary Information on Tract Revenues and Expenses 
 
The supplementary information of Tract revenues and expenses and changes in fund balances 
(pages 16-17) are not required parts of the basic financial statements and have been presented 
for the purpose of additional analysis.  We are not aware of any material modifications that should 
be made to the accompanying supplementary information in order for them to be in conformity 
with accounting principles generally accepted in the United States of America.   

  
 
 

 VanDerPol and Company 
VANDERPOL AND COMPANY 
A Professional Accountancy Corporation 

 
Costa Mesa, California  

 
February 24, 2022
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LAKE FOREST II MASTER HOMEOWNERS ASSOCIATION 
BALANCE SHEET  

AS OF DECEMBER 31, 2021 
(WITH COMPARATIVE TOTALS FOR DECEMBER 31, 2020) 

 
2020

Property

Operating Expansion Replacement Tract
Fund Fund Fund Fund Total Total

ASSETS

Cash and cash equivalents [Note 2] 882,914$     --$                716,533$     1,032,881$  2,632,328$     2,929,899$     

Member assessments receivable, less

  allowance for doubtful collection of $45,000

  at 12/31/21 and $30,500 at 12/31/20 [Note 4] 33,171 -- -- -- 33,171 37,440

Investments [Note 11] 803,225 -- 1,960,000 3,238,403 6,001,628 8,071,281

Accrued interest receivable 53 -- 610 3,945 4,608 20,726

Property and equipment, less accumulated

  depreciation of $6,244,187 at 12/31/21

  and $6,182,516 at 12/31/20 [Note 14] 170,873 1,025,633 -- -- 1,196,506 1,293,436

Land -- 713,742 -- -- 713,742 713,742

Other assets 13,176 -- -- -- 13,176 10,441

Deposit - events 3,780 -- -- -- 3,780 5,125

Prepaid insurance 123,394 -- -- -- 123,394 115,771

Prepaid lake maintenance [Note 10] 13,621 -- -- -- 13,621 18,428

Prepaid taxes 7,485 -- -- -- 7,485 6,062

Due (to)/from fund 86,689 -- (219,568) 132,879 -- -- 

                             Total Assets 2,138,381$  1,739,375$  2,457,575$  4,408,108$  10,743,439$   13,222,351$   

LIABILITIES

Accounts payable and accrued expenses 14,452$       --$                --$                123$            14,575$          20,565$          

Prepaid assessments 130,440 -- -- -- 130,440 106,569

Accrued payroll 151,312 -- -- -- 151,312 130,279

Refundable deposits [Note 9] 10,680 -- -- -- 10,680 5,980

Other liability 612 -- -- -- 612 -- 

Contract liabilities [Note 5] -- -- 2,369,930 3,881,666 6,251,596 8,854,084

                              Total Liabilities 307,496 -- 2,369,930 3,881,789 6,559,215 9,117,477

FUND BALANCES 1,830,885 1,739,375 87,645 526,319 4,184,224 4,104,874

TOTAL LIABILITIES AND FUND

  BALANCES 2,138,381$  1,739,375$  2,457,575$  4,408,108$  10,743,439$   13,222,351$   

2021

 
 
 
 
 
 

See independent auditors’ report and accompanying notes to financial statements. 
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LAKE FOREST II MASTER HOMEOWNERS ASSOCIATION 
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND BALANCES 

FOR THE YEAR ENDED DECEMBER 31, 2021 
(WITH COMPARATIVE TOTALS FOR DECEMBER 31, 2020) 

 
2020

Property

Operating Expansion Replacement Tract

Fund Fund Fund Fund Total Total

REVENUES

Member assessments [Note 4] 2,509,188$  --$                580,589$     3,469,703$  6,559,480$     3,402,458$     

Investment income 1,691 -- 4,403 70,236 76,330 153,164

Recreation income 315,710 -- -- -- 315,710 147,431

Food and beverage income 37,089 -- -- -- 37,089 4,248

Lounge rental and events 33,059 -- -- -- 33,059 20,774

Cell site income 91,050 -- -- -- 91,050 87,548

Gain on disposition of asset -- -- 350 -- 350 -- 

Bad debt recovery 2,676 -- -- -- 2,676 37,074

Other income 269,063 -- -- -- 269,063 211,435

                              Total Revenues 3,259,526 -- 585,342 3,539,939 7,384,807 4,064,132

EXPENSES

Salaries and related expenses 1,801,063 -- -- 79,560 1,880,623 1,705,522

Labor reimbursement [Note 17] (386,417) -- -- -- (386,417) (420,618)

Cost of sales 22,179 -- -- -- 22,179 8,977

Utilities 263,016 -- -- 66,842 329,858 252,092

Maintenance and repairs 131,843 -- -- 129,671 261,514 268,486

Supplies 68,244 -- -- 19,773 88,017 73,115

Street sweeping -- -- -- 43,988 43,988 46,920

Janitorial service and supplies 6,845 -- -- -- 6,845 14,398

Lake maintenance [Note 10] 178,379 -- -- -- 178,379 173,572

4th of July event 121,100 -- -- -- 121,100 8,060

Landscape/tree trimming 189,856 -- -- 171,290 361,146 373,338

Fitness/tennis instructors 122,260 -- -- -- 122,260 106,391

Recreation expense 49,591 -- -- -- 49,591 14,918

Community service 10,530 -- -- -- 10,530 8,957

Project expenditures 29,370 -- -- -- 29,370 87,026

Reserve expenditures [Note 15] -- -- 561,965 2,928,126 3,490,091 272,695

Professional services 66,366 -- -- -- 66,366 60,910

Insurance 415,444 -- -- -- 415,444 391,101

Income tax expense [Note 8] 7,467 -- 355 5,655 13,477 19,938

General and administrative 85,192 -- -- -- 85,192 76,484

Depreciation expense 64,450 51,454 -- -- 115,904 119,182

                              Total Expenses 3,246,778 51,454 562,320 3,444,905 7,305,457 3,661,464

EXCESS OF REVENUES

  OVER/(UNDER) EXPENSES 12,748 (51,454) 23,022 95,034 79,350 402,668

Beginning Fund Balances 1,799,163 1,790,829 83,597 431,285 4,104,874 3,702,206

Interfund Transfer [Note 2] 18,974 -- (18,974) -- -- -- 

Ending Fund Balances 1,830,885$  1,739,375$  87,645$       526,319$     4,184,224$     4,104,874$     

2021

 
 

See independent auditors’ report and accompanying notes to financial statements. 
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LAKE FOREST II MASTER HOMEOWNERS ASSOCIATION  
STATEMENT OF CASH FLOWS 

FOR THE YEAR ENDED DECEMBER 31, 2021 
(WITH COMPARATIVE TOTALS FOR DECEMBER 31, 2020) 

 
2020

Property

Operating Expansion Replacement Tract
Fund Fund Fund Fund Total Total

Cash flows from operating activities

Excess of revenues over/(under) expenses 12,748$       (51,454)$      23,022$       95,034$       79,350$          402,668$        

Adjustments to reconcile excess of  revenues

  over/(under) expenses to net cash 

  provided/(used) by operating activities:

Depreciation expense 64,450 51,454 -- -- 115,904 119,182

(Increase)/decrease in member assessments

  receivable 4,269 -- -- -- 4,269 (31,905)

Decrease in accrued interest receivable 542 -- 9,744 5,832 16,118 20,776

(Increase)/decrease in other assets (2,735) -- -- -- (2,735) 2,420

Decrease in deposit - security cameras -- -- -- -- -- 16,379

(Increase)/decrease in deposit - events 1,345 -- -- -- 1,345 (5,125)

Increase in prepaid insurance (7,623) -- -- -- (7,623) (6,578)

(Increase)/decrease in prepaid lake

  maintenance 4,807 -- -- -- 4,807 (18,428)

Increase in prepaid taxes (1,423) -- -- -- (1,423) (6,062)

Decrease in accounts payable and accrued

  expenses (5,616) -- -- (374) (5,990) (1,492)

Decrease in lake maintenance liability -- -- -- -- -- (4)

Increase/(decrease) in prepaid assessments 23,871 -- -- -- 23,871 (11,275)

Increase in accrued payroll 21,033 -- -- -- 21,033 29,746

Increase/(decrease) in refundable deposits 4,700 -- -- -- 4,700 (6,900)

Increase in other liability 612 -- -- -- 612 -- 

Decrease in income taxes payable -- -- -- -- -- (8,410)

Increase/(decrease) in contract liabilities -- -- (169,094) (2,433,394) (2,602,488) 556,392

Change in due to/(from) fund 95,519 -- (41,444) (54,075) -- -- 

Net cash provided/(used) by operating activities 216,499 -- (177,772) (2,386,977) (2,348,250) 1,051,384

Cash flows from investing activities

  Acquisition of fixed assets (18,974) -- -- -- (18,974) (79,385)

  Acquisition of certificates of deposit (803,225) -- (1,960,000) (3,238,403) (6,001,628) (8,071,281)

  Maturity of certificates of deposit 477,086 -- 2,397,000 5,197,195 8,071,281 7,950,297

Net cash provided/(used) by investing activities (345,113) -- 437,000 1,958,792 2,050,679 (200,369)

Cash flows from financing activities

  Interfund transfer [Note 2] 18,974 -- (18,974) -- -- -- 

Net cash provided/(used) by financing activities 18,974 -- (18,974) -- -- -- 

Net increase/(decrease) in cash (109,640) -- 240,254 (428,185) (297,571) 851,015

Cash at beginning of year 992,554 -- 476,279 1,461,066 2,929,899 2,078,884

Cash at end of year 882,914$     --$                716,533$     1,032,881$  2,632,328$     2,929,899$     

2021

 
 
 

See independent auditors’ report and accompanying notes to financial statements. 
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LAKE FOREST II MASTER HOMEOWNERS ASSOCIATION 
NOTES TO FINANCIAL STATEMENTS 

DECEMBER 31, 2021 
 
 

NOTE 1. ORGANIZATION 
 

Lake Forest II Master Homeowners Association [the Association] is a statutory homeowners association 
which was organized as a non-profit public benefit corporation in April 1971.  The Association, which is 
located in Lake Forest, California, serves as a master association for 3,436 residential units.  The purpose 
of the Association is primarily to maintain, preserve and control the common areas of the Association.  
Owners residing in each of the “tracts,” which are known as Forest Creek, Parkwood Estates, Indian Hills, 
Serrano Ridge, Lake Park West, The Woods, Prairie Ridge, and Parkwood Estates II, also pay additional 
assessments for separate maintenance costs.  

 
NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

 
Principles of Accounting - The books and records for the Association are maintained on the accrual basis 
of accounting.  The tax returns are also reported on the accrual basis of accounting. 
 
Capitalization Policy and Depreciation - In accordance with industry standards, the Association has not 
capitalized in the financial statements the common area real property acquired at its inception from the 
developer.  Replacements and improvements to the real property which are directly associated with the 
units are also not capitalized. They are instead charged directly to either the Operating Fund or the 
Replacement Fund in the period they are incurred. 
 
Significant capital assets not directly associated with the units, referred to as personal property assets, are 
capitalized and depreciated over their estimated useful life using the straight-line method of depreciation.  
During the year ended December 31, 2021, the Association capitalized $18,974 of equipment. 
 
Fund Accounting - The Association’s accompanying financial statements have been prepared using fund 
accounting. Under this method of accounting, financial resources are separated into three categories, the 
Operating Fund, the Tract Fund, and the Replacement Fund.  Disbursements from the Replacement Fund 
generally may be made only for designated repair or replacement of major common area components.  
Disbursements from the Operating Fund and the Tract Fund are at the discretion of the Board of Directors 
and generally are for on-going repairs, maintenance, and administrative functions.  Additionally, a fourth 
fund (Property Expansion Fund) was established in order to separately account for a building replacement 
project and the capitalization of fixed assets. 
    

Investment Income - The Board’s policy is to allocate interest earned on Operating Fund, Replacement 
Fund and Tract Fund cash and investment accounts to the respective funds, and to pay the related income 
taxes out of the respective funds. 
 
Cash and Cash Equivalents - Generally, certificates of deposit and other debt securities with original 
maturities less than 90 days are considered cash equivalents, while certificates of deposits and debt 
securities with maturities over 90 days are considered “investments.” 

 
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 the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the 
date of the financial statements and the reported amounts of revenues and expenses during the period.  
Actual results could differ from those estimates. 

 

Interfund Transfer - As Replacement Fund cash is disbursed for Board-approved capital expenditures, the 
assets are capitalized in the Operating Fund and the related fund balances are transferred to the Operating 
Fund in accordance with industry practice.  
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LAKE FOREST II MASTER HOMEOWNERS ASSOCIATION 

NOTES TO FINANCIAL STATEMENTS 
DECEMBER 31, 2021 

 
 

NOTE 3. COMPARATIVE FINANCIAL STATEMENTS 
 

The financial statements include certain prior year summarized comparative information in total, but not by 
fund.  Such information does not include sufficient detail to constitute a presentation in conformity with 
accounting principles generally accepted in the United States of America.  Accordingly, such information 
should be read in conjunction with the Association’s financial statements for the year ended December 31, 
2020, from which the summarized information was derived. 

 
NOTE 4. ASSESSMENTS AND ASSESSMENTS RECEIVABLE 
 

Association members are subject to paying assessments to fund the Association’s operating expenses, 
future capital acquisitions, and major repairs and replacements.  Assessment revenue is recognized as the 
related performance obligations are satisfied at transaction amounts expected to be collected.  

 
Under the revenue recognition standard of ASC 606 [Note 6], the Association (an entity) has a performance 
obligation to the unit/unit owners (customers).  The Association’s approved annual Operating Fund budget 
establishes the maintenance, management, and administrative services that the Association is obligated to 
perform.  These services can be bundled together as a single commercial objective and a single 
performance obligation.  The budget establishes an implied contract price, and because these services are 
provided within an annual cycle, the respective Operating Fund assessments are considered revenue for 
the current period. 

 
The performance obligations related to Replacement Fund assessments are satisfied when these financial 
resources are expended for their designated purpose.   

 
For the year ended December 31, 2021, the Association’s monthly master assessment was $71 per unit.  
Homeowners who reside within one of the separate tracts pay an additional monthly assessment based 
upon specific costs and maintenance for that tract.  For 2022, the monthly master assessment has been 
raised to $73 per unit. 

 
Assessments receivable at December 31, 2021 represent assessments and other fees due from owners.  
The Association’s governing documents provide for various collection remedies for delinquent 
assessments, including filing of liens on the owner’s unit, foreclosing on the unit owner, or obtaining 
judgment on other assets of the unit owner. At December 31, 2021, the Association has recorded an 
allowance for uncollectible assessments of $45,000.  This allowance represents an estimated amount which 
was calculated using historical collection information.   

 
Under ASC 606, assessments and other fees that cannot be collected with certainty are now charged 
against the respective revenue rather than bad debt expense.  For the year ended December 31, 2021, 
assessment income and late charges and related revenue was reduced by $6,788 and $10,384, 
respectively, for this change in accounting.  Bad debt expense will still be used to account for uncollectible 
receivable balances that were recorded in prior periods. 

 
NOTE 5. CONTRACT LIABILITIES 
 

The Association recognizes revenue from members as the related performance obligations are satisfied.  
Contract liabilities are recorded when the Association has the right to receive payment in advance of the 
satisfaction of performance obligations which specifically pertains to Replacement Fund assessments.  For 
the year ended December 31, 2021, the Association assessed and allocated a cumulative contribution 
(from assessments) to the Replacement Fund of $906,227. Contract liabilities at the beginning of the year 
and end of the year were $8,854,084 and $6,251,596, respectively. 
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LAKE FOREST II MASTER HOMEOWNERS ASSOCIATION 
NOTES TO FINANCIAL STATEMENTS 

DECEMBER 31, 2021 
 
 
NOTE 6. REVENUE RECOGNITION 
 

The Financial Accounting Standards Board (FASB) issued guidance in the Accounting Standards 
Codification (ASC) Topic 606 Revenue from Contracts with Customers.  FASB ASC 606 is a revenue 
recognition standard that affects businesses that enter into contracts with customers to transfer goods and 
services, including public, private and non-public entities.  The purpose of the standard is to eliminate 
variations in the way businesses across industries handle accounting for similar transactions.   

 
NOTE 7. REPLACEMENT FUNDING PROGRAM 
 

In accordance with the Association’s governing documents, which require that funds be accumulated for 
future major repairs and replacements, the Association has established certain amounts as reserves for 
future capital expenditures.  Members’ assessments relating to the replacement funding program are 
considered capital contributions from members’ dues and as such are restricted in usage.  Disbursements 
are to be made only if specifically approved by the Board of Directors. 

 
Independent studies of Lake Forest II Master Association, Forest Creek, Parkwood Estates, Indian Hills, 
Serrano Ridge, Lake Park West, The Woods, Prairie Ridge, and Parkwood Estates II’s replacement funding 
programs were conducted in November 2021.  The table included in the unaudited supplementary 
information on future major repairs and replacements is based on these studies. 

 
Replacement funds are being accumulated based on estimates of future needs for repairs and replacements 
of common property components.  Actual expenditures may vary from the estimated amounts and the 
variations may be material.  Therefore, amounts accumulated in the Replacement Fund may not be 
adequate to meet all future needs for major repairs and replacements.  If additional funds are needed, the 
Association has the right, subject to the Association’s governing documents, to pass special assessments, 
increase monthly assessments, or delay replacement until funds are available. 

 
The Association is funding such major repairs and replacements over the estimated useful lives of the 
components based on the studies’ estimates of current replacement costs, considering amounts previously 
accumulated in the Replacement Fund.  Actual expenditures may vary from the estimated amounts and the 
variations may be material.  Therefore, amounts collected for replacement obligations may not be adequate 
to meet all future needs for major repairs and replacements.  If additional funds are needed, the Association 
has the right, subject to the Association’s governing documents, to pass special assessments, increase 
monthly assessments, or delay replacement until funds are available. 
 

NOTE 8. INCOME TAXES 
 

The Association has been granted tax exempt status by the IRS under code section 501(c)(4) and therefore 
is subject to income tax only on income unrelated to its exempt purpose.  For California purposes, the 
Association is taxed on non-member income at a rate of 8.84%.  For the year ended December 31, 2021, 
the federal and California income tax expense was $0 and $13,477, respectively. 

 
The Association utilizes the liability method of accounting for income taxes.  Under the liability method 
deferred income tax assets and liabilities are provided based on the difference between the financial 
statements and tax basis of assets and liabilities measured by the currently enacted tax rates in effect for 
the years in which these differences are expected to reverse.  Because there is no material difference 
between the financial accounting and tax basis of the Association’s assets and liabilities, the Association 
has not recorded any deferred tax assets or liabilities. 
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LAKE FOREST II MASTER HOMEOWNERS ASSOCIATION 
NOTES TO FINANCIAL STATEMENTS 

DECEMBER 31, 2021 
 
 
NOTE 8. INCOME TAXES – (CONTINUED) 
 

The Association has adopted accounting standards for the accounting for uncertainty in income taxes.  
These standards provide guidance for the accounting and disclosure about uncertain tax positions taken 
by an association.  Management believes that all of the positions taken by the Association in its federal and 
state income tax returns are more likely than not to be sustained upon examination.  The Association’s tax 
returns are subject to examination by the Internal Revenue Service and the California Franchise Tax Board, 
generally for three years and four years, respectively after they are filed. 

 
NOTE 9. REFUNDABLE DEPOSITS 
 

The Association collects deposits from homeowners for facility room rentals and fitness center passes. 
These deposits are refundable upon return of the facility in a satisfactory condition or when the fitness 
center passes have been returned. 

 
NOTE 10. LAKE COSTS 
 

The Association has an obligation with the sub-association [Lake Forest Keys] for shared maintenance of 
the lake.  Annually, the Association pays its share (one half) of the budgeted expenses, which is then 
reconciled with actual expenses at the end of the year [see Note 16].  Variances are recorded as either a 
prepaid expense or a liability, accordingly.  At December 31, 2021, the Association recorded a prepaid 
amount of $13,621 for lake maintenance.  
 

NOTE 11. INVESTMENTS 
 

The Association’s investments consist of certificates of deposit with original maturities over 90 days.  
Investment income from these investments is recorded when earned or accrued.  The investments are 
considered to be held to maturity and are carried at adjusted cost, which approximates the fair value.  At 
December 31, 2021, the Association’s investments totaled $6,001,628.  The investments have remaining 
maturity dates ranging from one month to over two years and interest rates ranging from 0.02% to 3.40%. 

 
NOTE 12. CONCENTRATION OF RISK 

 
The Association maintains operating accounts at financial institutions that are insured by the Federal 
Deposit Insurance Corporation (FDIC) up to $250,000; however due to the Association’s operating 
requirements, the account balances periodically may exceed the FDIC limit.  Depending upon the timing of 
cash flows, this condition is temporary but necessary to meet routine operating requirements.  The Board 
of Directors reviews the financial statements monthly and takes steps to correct this condition whenever it 
occurs. 

 
NOTE 13. SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION 
 

Cash paid for income taxes amounted to $14,900 for the year ended December 31, 2021. No interest was 
paid and there were no non-cash investing or financing transactions during the year. 
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LAKE FOREST II MASTER HOMEOWNERS ASSOCIATION 
NOTES TO FINANCIAL STATEMENTS 

DECEMBER 31, 2021 
 
 
NOTE 14. PROPERTY AND EQUIPMENT 
 

Property and equipment (net of fully depreciated assets) consist of the following as of December 31, 2021: 
 

Capital expansion 3,604,404$     

Buildings 1,839,737       

Machinery and equipment 1,312,623       

Furniture and fixtures 427,381          

Vehicles 256,548          

Total 7,440,693$     

Less: accumulated depreciation (6,244,187)     

Net property and equipment 1,196,506$     

 
NOTE 15. RESERVE EXPENDITURES 
 

Reserve expenditures for the years ended December 31, 2021 and 2020 are as follows: 
 

Master: 2021 2020

Sports courts 135,660$     59,208$       

Lighting/electrical 134,136 -- 

Banquet area remodeled 118,410 -- 

Fences/walls 75,852 -- 

Pavers 57,804

Deck/stairs resurfaced 16,050 -- 

Pool area and furnishings 10,790 3,300

Barbeque grills 4,685 -- 

Tree maintenance 3,850 -- 

Pool - equipment and other repairs 2,766 -- 

Street repairs and consultants 1,013 -- 

Fitness center 949 7,601

Termite fumigation -- 19,005

Youth center -- 4,703

Gate repairs -- 1,700

Clubhouse -- 975

Boiler repairs -- 892

Park lots -- 688

Signs -- 537

Sub-total: 561,965$     98,609$       
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LAKE FOREST II MASTER HOMEOWNERS ASSOCIATION 
NOTES TO FINANCIAL STATEMENTS 

DECEMBER 31, 2021 
 
 
NOTE 15. RESERVE EXPENDITURES – (CONTINUED) 
 

Tract Fund: 2021 2020

Street repairs and consultants 2,864,724$  25,312$       

Tree maintenance 40,023 20,534

Signs 10,814 32,217

Water meter 5,350 -- 

Bridge repairs 3,715 3,039

Pavers 3,500 41,286

Landscape -- 42,718

Lighting/electrical -- 5,026

Doggie stations -- 1,902

Storm drain -- 1,060

Erosion control -- 992

Sub-total: 2,928,126$  174,086$     

Total Reserve Expenditures: 3,490,091$  272,695$     

 
NOTE 16. LEGAL AND CONTINGENCIES 
 

As discussed in Note 10 of the Notes to Financial Statements, the Association shares lake maintenance 
expenses with Lake Forest Keys in accordance with a stipulated judgment.  Although the Association is not 
currently aware of any significant items, or dollar amounts, it does recognize the fact that a major lake 
component could be substantial and could cause increased assessments. 
 
The Association is occasionally involved in litigation arising out of the normal course of business for which 
the Association consults with outside counsel.  The extent of any future liability is currently unknown.  
Accordingly, the accompanying financial statements do not include a provision for any such liability. 

 
NOTE 17. LABOR REIMBURSEMENT 

 
As part of operations and the budgeting process, certain payroll costs are allocated to the respective tracts 
based upon hours of use for specific services. In turn, these allocations are recorded as an offset (or 
reduction) to payroll costs reported under the Association’s general operating expenses. 

 
NOTE 18. CONTINGENCY 
 

The COVID-19 pandemic developed rapidly in 2020.  Measures taken by various governments to contain 
the virus have affected economic activity.  As a result, economic uncertainties have arisen.  The financial 
impact, if any, and overall effects to the Association cannot be reasonably estimated at this time.  

 
NOTE 19. SUBSEQUENT EVENTS  
 

Subsequent events have been evaluated through February 24, 2022, which is the date the financial 
statements were available to be issued. 
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LAKE FOREST II MASTER HOMEOWNERS ASSOCIATION 
SCHEDULE OF TRACT REVENUES AND EXPENSES 

AND CHANGES IN FUND BALANCES 
FOR THE YEAR ENDED DECEMBER 31, 2021 

 
 

Operating Replacement Operating Replacement Operating Replacement Operating Replacement

Fund Fund Fund Fund Fund Fund Fund Fund

REVENUES

Member assessments 184,522$     1,583,732$     38,890$       --$                  24,255$       386,481$        24,742$       224,012$        

Investment income 9 33,017 -- 122 8 14,564 8 8,391

                              Total Revenues 184,531 1,616,749 38,890 122 24,263 401,045 24,750 232,403

EXPENSES

Utilities: 34,141 -- 2,826 -- 4,613 -- 4,464 -- 

Administrative: 21,456 -- 8,136 -- 8,316 -- 7,668 -- 

Income taxes: -- 2,659 -- 10 -- 1,173 -- 676

Common area expenses:

Tree maintenance 20,475 -- 8,440 -- -- -- -- -- 

Supplies 8,881 -- 1,221 -- -- -- -- -- 

Repairs and maintenance 89,835 -- 17,769 -- 10,226 -- 10,201 -- 

Total common area expenses: 119,191 -- 27,430 -- 10,226 -- 10,201 -- 

Reserve expenditures -- 1,583,732 -- -- -- 386,481 -- 224,012

                              Total Expenses 174,788 1,586,391 38,392 10 23,155 387,654 22,333 224,688

EXCESS OF REVENUES

  OVER/(UNDER) EXPENSES 9,743 30,358 498 112 1,108 13,391 2,417 7,715

Beginning Fund Balances 8,104 93,316 35,135 342 30,965 48,993 28,271 27,348

Ending Fund Balances 17,847$       123,674$        35,633$       454$               32,073$       62,384$          30,688$       35,063$          

PARKWOOD ESTATES INDIAN HILLS SERRANO RIDGEFOREST CREEK

 
 

 
See independent auditors’ report and accompanying notes to financial statements. 
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LAKE FOREST II MASTER HOMEOWNERS ASSOCIATION 
SCHEDULE OF TRACT REVENUES AND EXPENSES 

AND CHANGES IN FUND BALANCES 
FOR THE YEAR ENDED DECEMBER 31, 2021 

[CONTINUED] 
 
 

Operating Replacement Operating Replacement Operating Replacement Operating Replacement Operating Replacement

Fund Fund Fund Fund Fund Fund Fund Fund Fund Fund

REVENUES

Member assessments 35,004$       --$                  215,150$     733,901$        14,118$       --$                  4,896$         --$                  541,577$     2,928,126$     

Investment income 1 99 2 13,961 1 34 2 17 31 70,205

                              Total Revenues 35,005 99 215,152 747,862 14,119 34 4,898 17 541,608 2,998,331

EXPENSES

Utilities: 4,188 -- 14,995 -- 1,615 -- -- -- 66,842 -- 

Administrative: 12,744 -- 14,472 -- 3,096 -- 3,672 -- 79,560 -- 

Income taxes: -- 8 -- 1,124 -- 3 -- 2 -- 5,655

Common area expenses:

Tree maintenance 5,700 -- 23,027 -- 1,765 -- -- -- 59,407 -- 

Supplies 651 -- 7,970 -- 1,050 -- -- -- 19,773 -- 

Repairs and maintenance 11,516 -- 138,914 -- 7,081 -- -- -- 285,542 -- 

Total common area expenses: 17,867 -- 169,911 -- 9,896 -- -- -- 364,722 -- 

Reserve expenditures -- -- -- 733,901 -- -- -- -- -- 2,928,126

                              Total Expenses 34,799 8 199,378 735,025 14,607 3 3,672 2 511,124 2,933,781

EXCESS OF REVENUES

  OVER/(UNDER) EXPENSES 206 91 15,774 12,837 (488) 31 1,226 15 30,484 64,550

Beginning Fund Balances 2,826 300 74,533 71,076 8,456 119 1,434 67 189,724 241,561

Ending Fund Balances 3,032$         391$               90,307$       83,913$          7,968$         150$               2,660$         82$                 220,208$     306,111$        

LAKE PARK WEST THE WOODS PRAIRIE RIDGE PARKWOOD ESTATES II TOTAL

 
 
 
 

 
See independent auditors’ report and accompanying notes to financial statements. 
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LAKE FOREST II MASTER HOMEOWNERS ASSOCIATION 
REQUIRED SUPPLEMENTARY INFORMATION 

ON FUTURE MAJOR REPAIRS & REPLACEMENTS 
AS OF DECEMBER 31, 2021 

(UNAUDITED) 
 

 
Independent studies were conducted in November 2021 to estimate the remaining useful lives and the replacement costs 
of the components of common property.  The studies were based upon representations by the Board of Directors and the 
experience and knowledge of the independent reserve analyst. The estimates were based on current replacement costs.  
These estimates are used as a foundation in arriving at recommended funding requirements, based upon cash and 
investments which have been allocated for future repairs and replacements.  The following table is based on the studies 
and presents significant information about the components of common property. 

 
Estimated 2022 Contract Liability

Estimated Current Recommended Study's and Replacement

Common Area Remaining Replacement Funding Recommended Fund Balance 

Component Useful Lives Costs Requirement Fund Balance at 12/31/21

Master:

  Appliances 0-11 years  64,718$           4,778$             52,009$           

    Asphalt 1-2 years  414,079 29,262 329,399

  Basketball components 3-7 years  8,360 652 4,597

  Cabinets/counter tops 0-11 years  114,876 9,173 87,693

    Tile surfaces 0-10 years  62,141 4,622 54,662

  Cogen unit 0-10 years  39,335 3,439 24,690

  Computers/servers/peripherals 0-8 years  67,300 4,833 52,192

  Concrete repair/replacement 0 years  10,000 686 8,024

  Decks 1-25 years  405,959 36,319 237,077

  Doors 0-22 years  125,495 10,357 104,208

  Drainage 1 year  25,000 1,765 18,685

  Electrical 0-3 years  20,675 1,421 18,115

  Electronics 0-15 years  120,968 9,400 58,604

  Elevator 0 years  15,000 1,028 14,923

  Equipment 0-9 years  26,324 2,153 11,232

  Exercise equipment 0-13 years  36,850 2,834 21,523

  Fences/gates/walls 0-29 years  300,575 29,039 199,568

  Pedestrian surfaces 0-11 years  176,430 13,454 118,569

  Furniture/fixtures 0-7 years  240,698 18,703 151,144

  HVAC 0-26 years  246,424 26,933 121,316

  Irrigation 0 years  11,196 768 11,029

  Landscape 0-13 years  40,700 3,025 16,077

  Lighting 0-23 years  261,130 25,568 126,277

  Miscellaneous component 0-5 years  176,451 12,775 152,818

  Wood repairs 0-1 year  39,000 2,686 38,712

  Office 0-12 years  80,498 6,103 61,873

  Paint 1-4 years  148,277 10,402 129,167

  Park - playground components 0-9 years  45,466 3,243 38,630

  Plumbing 0-17 years  194,941 18,781 94,140

  Pool - spa 0-12 years  291,261 22,377 187,368

  Refurbishment 0-19 years  84,400 9,919 8,534

  Retaining walls 35-49 years  53,780 12,815 25,246

  Roofing component 0-35 years  134,293 15,226 112,202

  Security 0-8 years  29,521 2,102 25,738

  Signage 0-7 years  47,500 3,616 31,173

  Structural 0-3 years  60,000 4,368 37,668

  Tennis components 0-10 years  290,597 24,323 51,411

  Vehicles 0-12 years  231,434 18,082 153,302

  Waterproofing 0 years  4,950 340 4,867

  Windows 7-10 years  50,793 4,274 33,092

  Sub-total - Master:  4,797,395$      411,644$         3,027,554$      2,457,575$           
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LAKE FOREST II MASTER HOMEOWNERS ASSOCIATION 
REQUIRED SUPPLEMENTARY INFORMATION 

ON FUTURE MAJOR REPAIRS & REPLACEMENTS 
AS OF DECEMBER 31, 2021 

(UNAUDITED) 
[CONTINUED] 

 
 

Estimated 2022 Contract Liability

Estimated Current Recommended Study's and Replacement

Common Area Remaining Replacement Funding Recommended Fund Balance

Component Useful Lives Costs Requirement Fund Balance at 12/31/21

Tracts:

  Forest Creek:

  Asphalt 1-15 years  1,641,082$      184,674$         318,931$         

  Electrical 0-9 years  31,850 2,771 26,258

  Fences/gates 0 years  20,000 1,532 19,864

  Irrigation 0 years  1,866 143 1,829

  Paint 6 years  9,680 868 482

  Sidewalks 0 years  10,000 766 8,730

  Signage 0-24 years  17,462 2,377 4,989

  Trees 0 years  20,000 1,532 18,153

  Walls 0-2 years  88,980 7,023 70,617

Sub-total:  1,840,920$      201,686$         469,853$         1,127,974$           

  Parkwood Estates:

  Drainage 11 years  40,000$           4,806$             13,402$           

  Electrical 3 years  4,000               372                  3,544               

  Fences/gates 0-17 years  52,010 5,223 37,723

  Irrigation 0-1 year  1,183 103 1,148

  Landscape 0 years  25,000 2,170 23,210

  Pumps/motors 9 years  1,600 176 890

  Signage 0 years  5,200 451 5,165

  Walkways 0-1 years  23,000 2,049 22,350

Sub-total:  151,993$         15,350$           107,432$         71,879$                

  Indian Hills:

  Asphalt 1-15 years  515,890$         72,475$           165,172$         

  Fences 0-1 year  5,273 558 4,057

  Signage 0-24 years  16,975 3,142 4,504

Sub-total:  538,138$         76,175$           173,733$         1,009,014$           

  Serrano Ridge:

  Asphalt 1-15 years  440,958$         44,884$           230,810$         

  Fences 1-2 years  5,893 506 3,879

  Signage 0-24 years  9,703 1,436 2,356

Sub-total:  456,554$         46,826$           237,045$         524,123$              

Lake Park West:

  Electrical 1 year  4,000$             971$                3,912$             

  Fences/gates 0 years  14,850 3,589 14,666

  Irrigation 0 years  2,145 518 1,947

  Signage 0 years  25,000 6,041 23,211

  Trees 0 years  2,500 605 2,484

Sub-total:  48,495$           11,724$           46,220$           95,023$                
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LAKE FOREST II MASTER HOMEOWNERS ASSOCIATION 
REQUIRED SUPPLEMENTARY INFORMATION 

ON FUTURE MAJOR REPAIRS & REPLACEMENTS 
AS OF DECEMBER 31, 2021 

(UNAUDITED) 
[CONTINUED] 

 
 

Estimated 2022 Contract Liability

Estimated Current Recommended Study's and Replacement

Common Area Remaining Replacement Funding Recommended Fund Balance 

Component Useful Lives Costs Requirement Fund Balance at 12/31/21

  The Woods:

  Asphalt 1-15 years  1,074,627$        100,108$           447,591$           

  Electrical 1 year  8,000 571 7,933

  Erosion control 1 year  150,000 10,982 145,349

  Fences/gates 0-10 years  68,759 5,058 51,203

  Landscape 0-2 years  72,633 5,343 18,193

  Signage 0-24 years  13,200 1,673 3,661

  Walkways 2 years  48,823 3,619 32,652

Sub-total:  1,436,042$        127,354$           706,582$           1,316,642$        

Prairie Ridge:

  Electrical 1 year  2,000$               279$                  1,919$               

  Fences/gates 0-17 years  9,874 1,616 6,285

  Irrigation 0 years  394 55 386

  Signage 0 years  3,200 444 3,178

Sub-total:  15,468$             2,394$               11,768$             25,837$             

  Parkwood Estates II:

  Paint 30 years  18,508$             --$                      22,844$             

Sub-total:  18,508$             --$                      22,844$             17,285$             

  Subtotal - Tracts  4,506,118$        481,509$           1,775,477$        4,187,777$        

  Totals - Master and Tracts  9,303,513$        893,153$           4,803,031$        6,645,352$        

 
The studies recommend a cumulative contribution to the Replacement Funds of approximately $893,153 for 2022.  For the 
year ended December 31, 2021, the Association allocated a cumulative contribution (from assessments) to the Replacement 
Funds of $906,227.   

 


