Park Paseo Homeowners Association

April 19, 2022

RE: Park Paseo Homeowners Association
2021 Audit Report

Dear Park Paseo Homeowners Association Homeowner:

Enclosed, please find a copy of the Park Paseo MHomeowners Association year-end report as of
December 31, 2021, This is being distributed to you in accordance with California Civil Code 5305,
which states in part; "a review of the financial statement of the asscciation shall be prepared in
accordance with generally accepted accounting principies by a licensee of the California State Board
of Accountancy for any fiscal year”.

This report shall be distributed annually to each member of the association within one hundred and
twenty {120) days after each accounting year end. The year end for the Park Paseo Homeowners
Association is December 31%. There was a delay in the audit preparation due to unaccounted for
deposits. This caused the auditor to issue a qualified opinion regarding the deposits.

Please take a few moments of your time to review the enclosed as it outlines the financial condition
of your association. This report was prepared by the independent firm of Inouye, Shively, Klatt &
McCorvey, CPA, LLP. It is recommended that you retain this document with your permanant
property records.

Upon your receipt and review of the enclosed, should you have any questions, please do not hesitate
to contact the undersigned at dchesworth@keystonepacific.com.

Sincerely,

At the Direction of the Board of Directors,
Park Paseo Homeowners Association

Dauiel (Pheowaenth
Community Manager

dchesworth@keystonepacific.com
(949) 561-0319

Encilosurs
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To the Board of Diractors and Members of
Park Paseo Homeowners Assocciation

INDEPENDENT AUDITOR'S REPORT

Opinion

We have audited the accompanying financial statements of Park Paseo 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 Park Paseo 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.

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 Park Paseo Homeowners Association and to meet our other ethical responsibilities, in
accordance with the relevant ethical requirements relating to our audil, We belisve that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Responsibilities of Management for the Financilal 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 financtal statements that are free from material misstatement, whether due to fraud or
errar.

In preparing the financial statements, management is required {o evaluate whether there are conditions
ar events, considered in the aggregate, that raise substantial doubt about Park Paseo Momeowners
Association’s ability fo confinue as a going concern for one year after the date that the financial
statements are available to be issued.

Auditor’s Responsibilities for the Audit of the Financial Statements

Qur 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 repori that
includes our opinion. Reascnable 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 gverride of infernal control,



Misstatements 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.

+ ldentify and assess the risks of material misstatement of the financial statements, whether due fo
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 Park Paseo Homeowners Assoclation’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 jJudgment, there ars conditions or events, considered in the aggregate, that
raise substantial doubt about Park Paseo Homeowners Association’s ability to continue as a going
concern for a reasconable period of time.

We are required to communicate with those charged with governance regarding, armnong cother matters,
the planned scope and timing of the audit, significant audit findings, and certain internal control related
matters that we identified during the sudit.

Other Matter

Qur audit was made for the purpose cf forming an opinion on the basic financial stalements taken as a
whole. We have not applied procedures to determine whether the funds designated for future major
repairs and replacements are adequate to meet such future costs because that determination is oulside
the scope of our audit.

Disclaimer of Opinion on Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the supplementary
informaticn on future major repairs and replacements on page 9 be presented o supplement the basic
financial statements. Such information, although nct part of the basic financial statements, is required by
the Financial Accounting Standards Board, which considers it {o 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
knowfedge we obtained during our audit of the basic financial statemenis. 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.

inouye, Shively, Klatt & McCorvey CPAs, LLP

Yucange, Sthively, Rlatt & WHeowey

Laguna Hills, CA
March 22, 2022



PARK PASEO HOMEOWNERS ASSOCIATION
BALANCE SHEET
AS OF DECEMBER 31, 2021

Operating Replacement
Fund Fund Total

Assets

Cash and cash equivalents 5 351,778 3 766,457 $ 1,118,235

Investmenis - 100,000 100,000

Assessments receivable 13,041 - 13,041

Allowance for doubtful accounts {6,000) - {6,000)

Other receivables 1,382 - 1,382

Accrued interest receivable - 48 48

Prepaid expenses 3,034 - 3,934
~Interfund account 1,018 {1,018) ~
Total assets 365,153 865,487 1,230,640
Liabilities

Accounts payable 29,497 7.572 37,069

Other payables 104 - 104

Prepaid/deferred assessments 32 681 857,915 890,596

Refundable deposits 4,925 - 4,925

67,207 865,487 932,694

Fund balances 297,946 - 297,946

Total liabilities and fund balances 3 365,153 3 865,487 $ 1,230,640

See independent auditors' report and accompanying notes to financial statements.
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PARK PASEO HOMEOWNERS ASSOCIATION
STATEMENT OF REVENUES, EXPENSES,
AND CHANGES IN FUND BALANCES
FOR THE YEAR ENDED DECEMBER 31, 2021

Revenues
Member assessments
investment income
Clubhouse rental
Other income

Total revenuss

Expenses
Landscape services
Pool/spa sarvices

General maintenance and repairs

Pest control
Janitorial services
Water

Electricity

Gas

Telephone

Refuse
Management fees
Office supplies/printing/postage
Insurance

Legai and collection

Auditftax preparation/reserve study

General and sdministrative
Provision for doubtful accounts
Signs

Lighting

Clubhouss

Total expenses

Excess of revenues over expenses

Beginning fund balances

Ending fund balances

Operating Replacement

Fund Fund Total
$ 732,600 3 318,799 1,050,789
162 373 535
4,580 - 4,580
9,882 - 9,982
748,734 319,172 1,085,905
206,833 63,730 270,583
38,017 246,213 282230
59,304 - 58,304
1,728 - 1,728
21,0697 - 21,097
41,863 - 41,863
37,611 - 37.811
18,912 - 18,912
3,471 - 3,471
1,375 - 1,375
107,772 S 107,772
1,267 - 1,267
14,839 - 14,939
3,585 - 3,685
2,850 - 2,850
19,366 1,083 20,449
5,408 - 5,408
- 40 40
- 4,159 4,159
- 3,047 3,947
583,308 319,172 902,570
163,336 - 163,336
134,610 - 134,610
$ 28979486 3 - 2897 846

See independent auditors' report and accompanying notes to financial statements.
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PARK PASEO HOMEOWNERS ASSOCIATION

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31, 2021

Cash flows from operating activities:
Extess of revenues over expenses

Adjustments to reconcile excess of revenues over expenses
to net cash provided by (used in) operating activities

Increase in net assessments receivable
Decrease in other receivables .
Decrease in accrued interest receivable
Increase in prepaid expenses

increase in accounts payable

Decrease in other payables

Decrease in prepaid/deferred assessments
Increase in refundable deposits

Decrease in income taxes payable

Total adjustments

Net cash provided by (used in) operating aclivities

Cash flows from financing activities:
Change in interfund payable balances

Net cash provided by (used in) financing activities

Net increase {decrease) in cash and cash equivalenis
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Supplemental disclosures
Income taxas paid

See independent auditors' report and accompanying notes to financial statements.
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Operating Replacement
Fund Fund Total

3 163,336 $ - $ 163,336
{5,128) - {5,128}

20 - a0

- 754 754

(197) - (197)

5,055 7,572 13,527
(216) - (216)
(25,474) (135,799) (161,273)

250 - 250
(2,445) - {2,445)
(27,165) (127,473) (154,628)
136,171 (127,473) 8,698
(89,127) 89,127 -
(89,127) 89,127 -
47,044 {38,346) 8,608
304,734 804,803 1,109,537

$ 351,778 $ 768,457 $ 1,118,235
$ 5,200 $ - $ 5,200




PARK PASEO HOMEOWNERS ASSOCIATION
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2021

NOTE 1 - NATURE OF ORGANIZATION

Park Pasec HMHomeowners Association ("Association™} is a nonprofit mutual benefit corporation
responsible for preserving and maintaining the common property within the development. The
Association consists of 625 residential units occupying a site in Irvine, California and was incorporated on
June 9, 1877.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a) Basis_of Accounting: Accounting records for the Association are maintained on a medified accrual
basis of accounting, which recognizes assessments when billed, but recognizes other revenues when
received and expenses when paid. For audit and tax purposes, adjusiments have been made to
convert the Association's financial statements to the full accrual basis of accounting, which
recognizes revenuas when earned and expenseés when incurred,

(b) Fund Accounting: The Association uses fund accounting which requires that funds be classified
separately for accounting and reporting purpeses. Financial resources are classified in the following
funds established according to their nature and purpose;

Qperating Fund - Used {o account for financial resources zvailable for the general cperations of
the Association.

Replacement Fund - Used to accumulate financial resources designated for future major repairs
and replacements.

{c) Capitalization and Depreciation Policy: Real property coniributed by the developer as well as
replacements and improvements are generaily not capitalized since the Association's govemning
documents impose resfrictions on its disposition. Significant personal property assets, if any, are
generally capitalized at cost and depreciated over its estimated useful life using the straight-line
method of depreciation.

{d) Cash Equivalents and Investments: Cash equivalents consist primarily of certificates of deposit and
other securities with original maturities of 20 days or less. Investments consist primarily of certificates
of deposit and other securities with original maturities over 80 days. Investmenis are considered to be
held to maturity which is January 2022, Cash equivalents and investments are stated at cost.

{e) Investment income: Investment income consists primarily of interest and dividends earned on cash,
cash equivalents and investment accounts, and is recegnized when earned. The Association’s policy
is to account for fund expenditures using fund investment income before fund assessment income,

(fi Estimates: Financial statements preparad in conformity with generally accepted accounting principles
require the use of estimates and assumptions that affect certain reported amounts and disclosures.
Accordingly, actual results could differ from those estimates.

{g) Subsequent Events: The Association has evaluated subsequent evenis and transactions for potential
recognition or disclosure in the financial statements through March 22, 2022, the date the financial
statements were available to be issued.




PARK PASEO HOMEOWNERS ASSOCIATION
NOTES TO FINANCIAL STATEMENTS - CONTINUED
DECEMBER 31, 2021

NOTE 3 - FUTURE MAJOR REPAIRS AND REPLACEMENTS

The Association’s governing documents require funds to be accumulated for future major repairs and
replacements of common property compenents. Substantially alt accumulated funds are held in separate
accounts and are generally not available for normal operating purposes. For the year ended December
31, 2021, the budgeted member contribution to the replacement fund was $183,000.

The Association’s reserve funding policy was based on a study conducted in August 2021, by an
independent analyst to estimate the remaining useful lives and costs of future major repairs and
replacements of common property components. The study recommends a fully funded reserve balance
of $1,226,887. As of December 31, 2021, the actual available replacement fund balance was $857,915.
The study recommends an annual member contribution of $198,150. The Association's 2022 budget
includes a member reserve contribution of $198,156.

Funds are being accumulated in the replacement fund based on estimated future costs. 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. If additional
funds are needed, the Association has the right to increase assessments, pass special assessments, or
delay repairs and replacements until funds are available.

NOTE 4 - INCOME TAXES

For the year ended December 31, 2021, the Association qualified as a tax-exempt homeowners’
association under Internal Revenue Code Section 528 and California Revenue and Taxation Code
Section 237011, Under these Sections the Association is not taxed on nel income related to its exempt
purpose, which is the acquisition, construction, management, maintenance, and care of Association
property. Net nonexempt function income, which includes investment income and revenues received
from nonmembers, is taxed at 30% by the federal government and 8.84% by the State of California.

The Association is required to evaluate tax positions taken and recognize a tax liability if the Association
has taken an uncertain position that more likely than not would not be sustained upon examination by
taxing authorities. The Association has concluded that there are no uncertain positions taken or expected
to be taken that would require recognition of z liability or disclosure in the financial statements. The
Association’s tax returns are subject to examination by the internal Revenue Service for three years after
they are filed, and by the California Franchise Tax Beard for four years after they are filed.

NOTE 5 - MEMBER ASSESSMENTS

Association members are subject fo paying monthly assessments fo fund the Association’s operating
activities and major repairs and replacements, Assessment revenue is recognized as the related
performance obligations are salisfied at transaction amounts expected to be collected. The Association’s
performance obligations related to its cperating assessmentis are satisfied over time on a daily pro-rata
basis using the input method. The performance obligations related to the replacement fund assessments
are satisfied when the funds are expendead for their designated purpose. The annual budget and member
assessments are determined by the Board of Directors. The Association retains excess funds at the end
of the year, if any, for use in future periods.



PARK PASEO HOMEOWNERS ASSOCIATION
NOTES TO FINANCIAL STATEMENTS - CONTINUED
DECEMBER 31, 2021

NOTE 6 - ASSESSMENTS RECEIVABLE

Assessments receivable represent assessments and other fees due from members and are stated at the
amounts expected to be collected. The Association’s policy is to retain legal counsel and place liens on
the properties of owners whose assessments are thirty days or more delinquent. The Association treats
uncollectible assessments as credit losses. Methods, inputs, and assumptions used to evaluate when
assessments are considered uncollectible include consideration of past experience and susceptibility fo
factors outside the Association’s control. The balances of assessments receivable as of the beginning
and end of the year are $2,513 and $13,041, respactively,

The Association records an allowance for doubtful accounts as an estimate of the amount of accounts

receivable that may eventually be uncollectible. The allowance was computed by adding all receivable
balances older than 80 days.

NOTE 7 - PREPAID/DEFERRED ASSESSMENTS

The Association recognizes revenue from members as the related performance obligations are satisfied.
Prepaid/deferred assessmments are recorded when the Association receives payment in advance of the
satisfaction of performance obligations. The total column balances of prepaid/deferred assessments as
of the beginning and end of the year are $1,051,869 and $890,598, respectively.

NOTE 8 - CONCENTRATION OF CREDIT RISK

The Federal Deposit Insurance Corporation (FDIC) standard coverage amount is $250,000 per
depositor, per insured bank. As of December 31, 2021, the Association had deposits with Pacific Premier
Bank that exceeded the FDIC coverage limit by approximately $103,000.

An investment in a money market fund is neither insured nor guaranteed by the Federal Deposit
insurance Corporation (FDIC) or any other government agency. As of December 31, 2021, the
Association had approximately $328,000 deposited in a federated government money market fund at
Comerica Bank, Investments held by the money market fund are obligations of, or backed by, the U.S.
Goverriment or its agencies.

NOTE 9 - INTERFUND ACCOUNT

The interfund account represents the amount one fund owes anocther fund. Various scenarios may cause
this situation which include, but are notlimited to, one fund paying the expenses of another fund, one fund
borrowing from another fund, or the operating fund not paying the full annual budgeted contribution
amount to the replacement fund.

NOTE 10 - CONTINGENCY

In March 2020, the World Health Organization declared the outbreak of a coronavirus (COVID-19) a
pandemic. As a resuli, economic uncertainties have arisen that may adversely affect the Association.
However, the financial impact, if any, cannot be reasonably estimated at this time.



PARK PASEO HOMEOWNERS ASSOCIATION
SUPPLEMENTARY INFORMATION ON FUTURE MAJOR
REPAIRS AND REPLACEMENTS
AS OF DECEMBER 31, 2021
(UNAUDITED)

A study was conducted in August 2021, by an independent analyst to estimate the remaining useful lives
and the repair and replacement costs of common property components. The study was based on
information provided by management, the Board of Directors, and Association vendors, as well as the
knowledge and experience of the analyst. The study preparer may also use published manuals such as
construction estimators, appraisal handbooks and valuation guides fo estimate costs and remaining
useful lives. The estimated costs were based on current estimated repair and replacement costs at the
time of the study. Funding requirements consider an inflation rate of 2.50%, scheduled annual
cantribution increase of 2.50%, and an investment rate of 1.00% on accumulated replacement funds, The
study recommends a fully funded reserve balance of $1,226,887. As of December 31, 2021, the actual
available replacement fund balance was $857,915. The study recommends an annual member
contribution of $188,150. The Association’s 2022 budget includes a member reserve contribution of
$198,156.

The following table is based on the study and presents significant information about the components of
commeon property:

Estimated Estimated

Remaining Repair and
Common Property Useful Lives Replacement

Components (Years) Costs

Parking Lot 0 ] 19,954
Rocfs 1-27 77,033
Fainting 1-5 38,754
Fencing 0-18 285,450
Lighting 1-22 176,515
Clubhouse 0-22 336,744
Main Pool C-19 317,350
Prosa Pool 1-22 145,343
Tennis 0-10 88,823
Park Areas 0-8 212,075
Landscaping 0-6 244 530
Grounds 22 39,350
Total $ 1,981,921




