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Year Ended March 31, 2019 - Budget to Actual
Year Ending March 31, 2020 - Budget

Number of Lots 112

2018/2019 
Annual Budget

Actual Year to 
Date

2019/2020 
Annual Budget

2019/2020 
Quarterly 
Budget

2019/2020 
Annual 

Budget per 
Lot

2019/2020 
Quarterly 

Budget per 
Lot

Income

Monthly Assessments 88,704.00$     88,951.72$    88,704.00$     22,176.00$   792.00$    198.00$    
Late Fees

Misc 440.88$         
Total Income 88,704.00$     89,392.60$   88,704.00$    22,176.00$  792.00$   198.00$   

Maintenance Expenses

Ditch & Culvert Work 944.00$          4,732.00$      2,360.00$       590.00$        21.07$      5.27$        
Landscaping 5,999.12$       2,971.26$      5,000.00$       1,250.00$     44.64$      11.16$      

Trimming and Removal & Chipping 4,998.48$       3,600.00$      5,000.00$       1,250.00$     44.64$      11.16$      
Utilities 165.20$          125.03$         165.20$          41.30$          1.48$        0.37$        

Total Maintenance Expenses 12,106.80$     11,428.29$   12,525.20$    3,131.30$     111.83$   27.96$     

General & Admin Expenses

 Website/Internet 141.60$          -$               3,091.60$       772.90$        27.60$      6.90$        
Insurance 3,355.92$       1,218.00$      3,823.20$       955.80$        34.14$      8.53$        

Office Supplies 354.00$          -$               472.00$          118.00$        4.21$        1.05$        
PO Box/Rental 42.48$            150.00$         42.48$            10.62$          0.38$        0.09$        

Property Management 9,856.00$       -$               13,508.64$     3,377.16$     120.61$    30.15$      
Postage/Mailing 448.40$          372.43$         708.00$          177.00$        6.32$        1.58$        

  Professional/Accounting  500.00$          3,330.00$      3,500.00$       875.00$        31.25$      7.81$        
Legal 2,501.60$       3,051.00$      5,000.00$       1,250.00$     44.64$      11.16$      

  
Total General & Admin 17,200.00$     8,121.43$     30,145.92$    7,536.48$     269.16$   67.29$     

Net Revenue Prior to Transfers 59,397.20$     69,842.88$   46,032.88$    11,508.22$  411.01$   102.75$   

Transfers to Reserve fund 42,480.00$     55,000.00$   35,000.00$    

Net Revenue After Transfers 16,917.20$     14,842.88$   11,032.88$    

Capital Expenditures - Use of Reserves

Beginning Reserve Balance 92,363.00$     92,363.00$    147,363.00$   

Transfers from Operating 61,000.00$     55,000.00$    35,000.00$     

 Expenditures Paid from Operating -$                23,374.00$    -$               

Paving & Road Repairs (42,480.00)$    (23,374.00)$   (16,227.00)$   

Ending Reserve Balance 110,883.00$   147,363.00$  166,136.00$   

Palomino Lakes POA 
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RESERVE STUDY SUMMARY

for

Palomino Lakes
OWNERS ASSOCIATON

Date Prepared: 2/25/2019 for fiscal year 2018-2019

Prepared By:

John D. Beatty  &  Company
8425 Brentwood Blvd., Suite A7             Brentwood, CA  94513             (925) 831-1803            Fax (925) 831-2493
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Reserve Study Summary

1 . Identification of the major components which the association is obligated to maintain
2 . Current estimate of the useful life of each component
3 . Current estimate of the remaining life of each component
4 . Current estimate of the replacement cost of each component
5 . Current estimate of the total annual contribution necessary to maintain the major components
6 . Current estimate of the amount of cash reserves necessary to maintain the major components
7 . Disclosure of the current amount of accumulated cash reserves actually funded
8 . Disclosure of the percentage of reserves actually funded
9 . Disclosure of any determined or anticipated special assessments

10 . A general statement of methodology

SCOPE

METHODOLOGY

This study was limited to a visual inspection of the property and as such did not disturb the major components.
Therefore, all common areas for which there is no access without defacement are specifically omitted. However, if
sufficient historical data were available that would allow a reasonable projection of future expenditures for any
unobservable components e.g., plumbing or electrical wiring, those components could be included in this report.

Since no destructive testing was undertaken, this study does not purport to address any latent and/or patent
defects, nor does it address any life expectancies that are abnormally short due to either improper design or
installation, or to subsequent improper maintenance. It is assumed that all components are to be reasonably
maintained for the remainder of their life expectancy.

This report documents the results of a reserve study performed by John D. Beatty & Company for the following:

It provides an analysis of the repair and replacement requirements for the association's major components and
recommends a funding plan to meet those obligations. This study was performed in compliance with California
Civil Code sections 4178, 5300, 5550, 5560 & 5565. The intent of this legislation is to insure that the association
maintains a plan to meet all future obligations for major component maintenance. The essential elements of this
legislation are:

This study is aligned with the association's fiscal year and establishes April 1, 2018 through March 31, 2028 as the
period of time for which reserve expenditures and reserve fund balances are projected.

A cash flow methodology was used to determine the annual reserve contribution. The underlying premise of this
reserve funding approach is to establish a contribution level that will allow the association to maintain a positive
balance in the reserve fund while meeting all anticipated maintenance obligations. The cash flow method allows the
association to achieve this goal without the unnecessary overfunding of reserves. Also, as the interest earned on the
reserve fund will not totally offset inflation, projections were made using the current inflation factor and an average
interest rate on fully insured certificates of deposit.

Palomino Lakes Owners Associaton                Cloverdale, California

In preparing this study, a comprehensive list of major components was developed and information was compiled on
the type, number, age and cost of each of these components. In gathering this data, certain assumptions were made
about costs, conditions, and future events and circumstances that may occur. Some assumptions inevitably will not
materialize and unanticipated events and circumstances may occur subsequent to the date of this report. Therefore,
the actual replacement costs and remaining lives may vary from this report and the variations could be material. All
life expectancies were based on reasonable industry experience for equipment and material and, unless specifically
noted, all components were in a reasonable and ordinary condition.
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For a component to be included in this study, the following criteria must be met:

. The maintenance of the component is the responsibility of the association;

. The maintenance of the component is not included in the annual operating budget;

. The estimated useful life of the component is greater than one year; and

. The estimated remaining life of the component is less than 30 years.

FINDINGS

. Projected reserve fund balance as of April 1, 2018 ……………………

. Reserve contribution for fiscal year 2017-2018…………………………………

. Reserve contribution for fiscal year 2018-2019…………………………………

. Assumed annual inflation rate ……………………………………………

. All "after tax" interest earned on reserve fund investments will be retained in the reserve fund.

DISCLOSURES

Projected reserve fund balance as of April 1, 2018 ………………………

Estimate of the amount of cash necessary to repair, replace, restore
or maintain the association's major components as of April 1, 2018 ……

Percent Funded …………………………………………………………………

This Reserve Study was reviewed and approved by the Association's Board of Directors.

316,842

92,000

This study is intended to reflect the estimated replacement cost of the components and is not intended to project the
actual cost of the work when performed. This limitation is necessary, as it is virtually impossible to predict with
any degree of certainty the myriad factors that will impact costs at a future date. Because of this qualification, it is
necessary for the results of this study to be reviewed annually to reflect any meaningful changes in use or significant 
increases in labor and/or materials costs.

The funding for this study has a threshold margin of 10%. This means that the projected ending balance for each
fiscal year is at least 10% of the projected expenditures for the same year. This margin provides a contingency for
any unforeseen or out of the ordinary repair or replacement expense. Additionally, it can be used in subsequent
years as a source of funds for reallocation of the life cycles should the aging of any components be abnormally
accelerated.

The findings of this study indicate that it will be necessary to adjust the annual reserve contribution as indicated on
pages 5-7 of this report in order to meet projected expenditures and keep pace with inflation. These findings are
based on the following:

1
2
3
4

1 $ 92,000

61,000
02 $

3 $
4 3.0%
5

This plan provides adequate funds to meet projected expenditures without relying on special assessments or
increases in regular assessments that require a vote of the membership. Based on the assumption that the
association will fund reserves in accordance with this plan, which includes those increases indicated above,
the percent funded was calculated in the following manner:

Accumulated Cash Reserves  (Numerator)

$

$

Accrued Liability  (Denominator)

29%
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Projected Expenditures
Assumed Annual Inflation Rate................ 3.0%

Current Estimated Fiscal Year           (1)           (2)           (3)           (4)           (5)           (6)           (7)           (8)           (9)          (10)
Repair Repr/Repl Usfl Rmng Apr 1 ….. 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027

% Cost Life Life Mar 31 ….. 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028
                                                                                                                                                                                                                                                     

LANDSCAPING:
1 - Backflow Device Replace 3,600 20 1 3,600
2 - Irrigation Repr/Repl 500 5 4 546 633
3 - Plant Maintenance 1,000 10 3 1,061
4 - Solar Fixture Replace 650 10 5 732
5 - Tree Maintenance NOTE: Funding is handled via the association's operating budget.

LIGHTING:
6 - Uplight Replace (Monument) 250 20 5 281
7 - Uplight Replace (Monument) 125 20 1 125

PAVED SURFACES - Palomino Road:
8 - Asphalt Overlay 3" 284,648 20 6 329,985
9 - Asphalt Repair / Replace 1% 2,846 10 1 2,846

10 - Asphalt Sealcoat 19,448 5 1 19,448 22,546
11 - Asphalt Berm Repr/Repl 1,035 5 6 1,200

PAVED SURFACES - Cedar Lane:
12 - Asphalt Overlay 3" 34,731 20 18
13 - Asphalt Repair / Replace 2% 695 10 8 854
14 - Asphalt Sealcoat 2,373 5 3 2,517 2,918

PAVED SURFACES - Oak Knoll Terrace:
15 - Asphalt Overlay 3" 76,713 20 12
16 - Asphalt Repair / Replace 2% 1,534 10 2 1,580
17 - Asphalt Sealcoat 5,241 5 2 5,399 6,258

PAVED SURFACES - Mt. Pine Road:
18 - Asphalt Overlay 3" 146,832 20 18
19 - Asphalt Repair / Replace 2% 2,937 10 8 3,612
20 - Asphalt Sealcoat 10,032 5 3 10,643 12,338

PAVED SURFACES - Willow Terrace:
21 - Asphalt Overlay 3" 27,293 20 12
22 - Asphalt Repair / Replace 2% 546 10 2 562
23 - Asphalt Sealcoat 1,865 5 2 1,921 2,227

PAVED SURFACES - Walnut Lane:
24 - Asphalt Overlay 3" 17,388 20 12
25 - Asphalt Repair / Replace 2% 348 10 2 358
26 - Asphalt Sealcoat 1,188 5 2 1,224 1,419

PAVED SURFACES - Madrone Drive:
27 - Asphalt Overlay 3" 39,509 20 18
28 - Asphalt Repair / Replace 2% 790 10 8 972
29 - Asphalt Sealcoat 2,699 5 3 2,864 3,320

PAVED SURFACES - Toyon Lane:
30 - Asphalt Overlay 3" 28,259 20 18
31 - Asphalt Repair / Replace 2% 565 10 8 695
32 - Asphalt Sealcoat 1,931 5 3 2,048 2,375
33 - Asphalt Gutter Repr/Repl 1,000 5 3 1,061 1,230

RESERVE COMPONENTS
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Projected Expenditures
Assumed Annual Inflation Rate................ 3.0%

Current Estimated Fiscal Year           (1)           (2)           (3)           (4)           (5)           (6)           (7)           (8)           (9)          (10)
Repair Repr/Repl Usfl Rmng Apr 1 ….. 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027

% Cost Life Life Mar 31 ….. 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028
                                                                                                                                                                                                                                                     

RESERVE COMPONENTS

PAVED SURFACES - Little River Road:
34 - Asphalt Overlay 3" 32,457 20 20
35 - Asphalt Repair / Replace 2% 599 10 10 781
36 - Asphalt Sealcoat 2,046 5 5 2,303 2,670

OTHER:
37 - Drainage Repair/Replace 5,000 7 1 5,000 6,149
38 - Street Sign Replace 255 20 3 271
39 - Street Sign Replace 255 20 4 279
40 - Street Sign Replace 340 20 5 383
41 - Rock Wall Repr/Repl 10% 198 10 7 236
42 - Wood Entry Sign Replace 1,500 20 7 1,791

43 - Reserve Study Update 750 1 1 750 773 796 820 844 869 896 922 950 979

44 - Reserve Study Update Inspection 1,500 3 3 1,591 1,739 1,900

UNSCHEDULED.................................... 5% 3,050 1 1 3,050 3,145 3,242 3,343 3,446 3,553 3,635 3,718 3,804 3,891
                                                                                                                                                       

TOTAL EXPENDITURES 766,521 34,819 14,961 26,094 4,987 7,989 359,892 16,461 39,104 7,287 8,321
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Funding Plan

Projected Cash Balance

Fiscal Year            (1)            (2)            (3)            (4)            (5)            (6)            (7)            (8)            (9)            (10)

Apr 1 ….. 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027

Mar 31 ….. 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028
_________________________________________ ________ ________ ________ ________ ________ ________ ________ ________ ________ ________

BEGINNING BALANCE 92,000 118,191 166,136 204,901 266,788 327,752 38,938 95,178 130,451 199,257

EXPENDITURES (inflated $) 3.0% 34,819 14,961 26,094 4,987 7,989 359,892 16,461 39,104 7,287 8,321

RESERVE CONTRIBUTION 61,000 62,891 64,841 66,851 68,923 71,060 72,694 74,366 76,076 77,826

Per Unit Per Month (108 units) 47.07 48.53 50.03 51.58 53.18 54.83 56.09 57.38 58.70 60.05

Percentage Increase to Reserves 3.0 3.1 3.1 3.1 3.1 3.1 2.3 2.3 2.3 2.3

SPECIAL ASSESSMENTS 0 0 0 0 0 0 0 0 0 0

INTEREST 0.0% 11 14 19 24 30 18 7 11 16 23
_________________________________________ ________ ________ ________ ________ ________ ________ ________ ________ ________ ________

ENDING BALANCE 118,191 166,136 204,901 266,788 327,752 38,938 95,178 130,451 199,257 268,786

118,191 

166,136 
204,901 

266,788 

327,752 

38,938 

95,178 
130,451 

199,257 

268,786 
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Funding Plan

Projected Cash Balance

Fiscal Year            (11)            (12)            (13)            (14)            (15)            (16)            (17)            (18)            (19)            (20)

Apr 1 ….. 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037

Mar 31 ….. 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038
_________________________________________ ________ ________ ________ ________ ________ ________ ________ ________ ________ ________

BEGINNING BALANCE 268,786 312,089 203,496 254,465 333,634 401,464 453,169 525,079 159,923 248,541

EXPENDITURES (inflated $) 3.0% 36,342 190,066 32,375 6,098 19,404 37,540 19,393 458,544 6,903 67,751

RESERVE CONTRIBUTION 79,616 81,447 83,321 85,237 87,197 89,203 91,255 93,354 95,501 97,697

Per Unit Per Month (108 units) 61.43 62.85 64.29 65.77 67.28 68.83 70.41 72.03 73.69 75.38

Percentage Increase to Reserves 2.3 2.3 2.3 2.3 2.3 2.3 2.3 2.3 2.3 2.3

SPECIAL ASSESSMENTS 0 0 0 0 0 0 0 0 0 0

INTEREST 0.0% 29 26 23 29 37 43 49 34 20 26
_________________________________________ ________ ________ ________ ________ ________ ________ ________ ________ ________ ________

ENDING BALANCE 312,089 203,496 254,465 333,634 401,464 453,169 525,079 159,923 248,541 278,513

312,089 

203,496 

254,465 

333,634 

401,464 

453,169 

525,079 

159,923 

248,541 
278,513 
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Funding Plan

Projected Cash Balance

Fiscal Year            (21)            (22)            (23)            (24)            (25)            (26)            (27)            (28)            (29)            (30)

Apr 1 ….. 2038 2039 2040 2041 2042 2043 2044 2045 2046 2047

Mar 31 ….. 2039 2040 2041 2042 2043 2044 2045 2046 2047 2048
_________________________________________ ________ ________ ________ ________ ________ ________ ________ ________ ________ ________

BEGINNING BALANCE 278,513 320,563 387,087 448,094 543,863 639,706 105,677 188,117 246,665 346,285

EXPENDITURES (inflated $) 3.0% 57,924 35,755 43,629 11,281 13,677 646,046 32,129 58,663 20,294 17,667

RESERVE CONTRIBUTION 99,944 102,243 104,595 107,000 109,461 111,979 114,554 117,189 119,884 122,642

Per Unit Per Month (108 units) 77.12 78.89 80.71 82.56 84.46 86.40 88.39 90.42 92.50 94.63

Percentage Increase to Reserves 2.3 2.3 2.3 2.3 2.3 2.3 2.3 2.3 2.3 2.3

SPECIAL ASSESSMENTS 0 0 0 0 0 0 0 0 0 0

INTEREST 0.0% 30 35 42 50 59 37 15 22 30 40
_________________________________________ ________ ________ ________ ________ ________ ________ ________ ________ ________ ________

ENDING BALANCE 320,563 387,087 448,094 543,863 639,706 105,677 188,117 246,665 346,285 451,299

320,563 

387,087 

448,094 

543,863 

639,706 

105,677 

188,117 

246,665 

346,285 

451,299 
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Assessment and Reserve Funding Disclosure Summary

(1) The current total assessment per unit is per month.

(2)

Date Assessment Amount per unit per month (if assessments are
is due: variable, see note immediately below): Purpose of the assessment:

(3)

Yes If the Special Assessment in Note (2) is collected No

(4)

Approximate date assessent will be due: Amount per unit per month:
$

Total:

(5)

Useful remining
Major Component: life in years: Reason this major component was not included:

This Summary contains information about the Association’s assessments and the status of the reserve 
fund.  The Association may periodically update or supplement the information in this Summary.  Please 
contact the Association to determine if a more recently prepared Summary or supplement is available.

As of the date this Summary was prepared:

NOTE:  If assessments vary by the size or type of unit, the assessment applicable to this unit may be 
found on the attached Variable Assessment Report.

$

Additional assessments that have already been scheduled to be imposed or charged, regardless of the 
purpose, if they have been approved by the Board and/or Members:

X

The following major components, which are included in the reserve study, are NOT included in the 
existing reserve funding: 

NOTE:if assessments vary by the size or type of unit, the assessment applicable to this unit may be 
found on the attached Variable Assessment Report.

Based upon the most recent reserve study and other information available to the Board of Directors, 
will currently projected reserve account balances be sufficient at the end of each year to meet the 
association’s obligation for repair and/or replacement of major components during the next 30 years?

If the answer to #3 is no, what additional assessments or other contributions to reserves would be 
necessary to ensure that sufficient reserve funds will be available each year during the next 30 years?
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Assessment and Reserve Funding Disclosure Summary

(6) Based on the method of calculation in paragraph (4) or subdivision (b) of Section 5570, the estimated 

amount required in the reserve fund at the end of the current fiscal year is , based in whole

or in part on the the last reserve study or update, prepared by John D. Beatty & Company.  The projected

reserve fund cash balance at the end of the current fiscal year is , resulting in reserves being

funded at this date.  If an alternate, but generally accepted, method of calculation is also used, the

required reserve amount is (beginning balance per management) (see attached explanation).

(7)

Estimated amount required in Projected reserve fund Percent
Year the reserve fund cash balance Funded

$ $
$ $
$ $
$ $
$ $

This Summary was authorized by the Association based on the information available in the Association's 
most recent reserve study or annual update dated as of .  This summary supercedes
all earlier issued versions.

 For the purposes of preparing a summary pursuant to this section:

166,136
36%

$316,842

498,038

370,316

$92,000

Based on the method of calculation in paragraph (4) of subdivision (b) of Section 5570 of the Civil 
Code, the estimated amount required in the reserve fund at the end of each of the next five budget 
years is (listed in the table below), and the projected reserve fund cash balance in each of those 
years, taking into account only assessments already approved and other known reserves, is (listed in 
the table below), leaving the reserve at (listed in the table below) percent funding.  If the reserve 
funding plan approved by the association is implemented, the projected reserve fund cash balance in 
each of those years will be (listed in the table below), leaving the reserves at (listed in the table 
below) percent funding.

332,887 118,191

6

2
3

327,752 66%

398,185

$92,000

45%

29%

448,779
51%204,9014

5 59%266,788

“Estimated remaining useful life” means the time reasonably calculated to remain before a 
major component will require replacement.

“Major component” has the meaning used in Section 5550.  Components with an estimated 
remaining useful life of more than 30 years may be included in a study as a capital asset or 
disregarded from the reserve calculation, so long as the decision is revealed in the reserve 
study report and reported in the Assessment and Reserve Funding Disclosure Summary.

(1)

Note: The financial representations set forth in this summary are based on the best estimates of the 
preparer at that time.  The estimates are subject to change.

(2)

John D. Beatty
President

February 25, 2019

NOTE: The remainder of Civil Code Section 5570 is not part of the required Assessment and Reserve
Funding Disclosure Summary Form, but is included here because the information is needed to properly
complete the form.
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Assessment and Reserve Funding Disclosure Summary

(4)

The form set out in subdivision (a) of Civil Code Section 5700 shall accompany each annual 
budget report or summary thereof that is delivered pursuant to Section 5300.  The form may 
be supplemented or modified to clarify the information delivered, so long as the minimum 
information set out in subdivision (a) is provided.

For the purpose of the report and summary, the amount of reserves needed to be 
accumulated for a component at a given time shall be computed as the current cost of 
replacement or repair multiplied by the number of years the component has been in service 
divided by the useful life of the component.  This shall not be construed to require the 
board to fund reserves in accordance with this calculation. 

(3)
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PALOMINO LAKES PROPERTY OWNERS ASSOCIATION
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FINANCIAL STATEMENTS AND

SUPPLEMENTARY INFORMATION

YEAR ENDED MARCH 31, 2018

_____________________________________________________________________________________
MARCELLO LARA

Certified Public Accountant & Consultant
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INDEPENDENT ACCOUNTANT'S REVIEW REPORT

To the Board of Directors and Members of
Palomino Lakes Property Owners Association
Cloverdale, California

I have reviewed the accompanying financial statements of Palomino Lakes Property Owners Association (the Association)
which comprise the balance sheet as of March 31, 2018 and the related statement of revenues, expenses and changes in fund
balances, and the statement of cash flows, for the year then ended, and the related notes to the financial statements.  A review
includes primarily applying analytical procedures to management's financial data and making inquiries of Association
Management.  A review is substantially less in scope than an audit, the objective of which is the expression of an opinion
regarding the financial statements as a whole.  Accordingly, I do not express such an opinion.

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 the financial statements that are free from material
misstatement whether due to fraud or error.

Accountant's Responsibility
My responsibility is to conduct the review in accordance with Statements on Standards for Accounting and Review Services
promulgated by the Accounting and Review Services Committee of the AICPA.  Those standards require me to perform
procedures to obtain limited assurance as a basis for reporting whether I am aware of any material modifications that should be
made to the financial statements for them to be in accordance with accounting principles generally accepted in the United States
of America.  I believe that the results of my procedures provide a reasonable basis for my conclusion. 

Accountant's Conclusion
Based on my review, I am not aware of any material modifications that should be made to the accompanying financial
statements in order for them to be in accordance with accounting principles generally accepted in the United States of America.

Disclaimer of Opinion on Required Supplementary Information
Accounting principles generally accepted in the United States of America require that the information on future major repairs
and replacements of common property on page(s) 9 be presented to supplement the basic financial statements.  Such
information, although not a part of the basic financial statements, is required by the Financial Accounting Standards Board, who
considers it to be an essential part of financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context.  The required supplementary information has been compiled from information that is the
representation of management.  I have not audited or reviewed the required supplementary information and, accordingly, do not
express an opinion or provide any assurance on it.

Marcello Lara
December 20, 2018
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Palomino Lakes Property Owners Association

Balance Sheet
as of March 31, 2018

2018
Operations Replacement Total

Note Fund Fund Funds

  Assets

Cash and cash equivalents 2.3 $ 21,824 $ 92,363 $ 114,187
Member receivables 2.5 16,136 - 16,136

Total Assets $ 37,960 $ 92,363 $ 130,323

 Liabilities

Assessments received in advance $ 6,519 $ - $ 6,519

Total Liabilities 6,519 - 6,519

Fund Balance (Deficit) 31,441 92,363 123,804

Total Liabilities and Fund Balance $ 37,960 $ 92,363 $ 130,323

See independent accountant's review report and accompanying notes.
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Palomino Lakes Property Owners Association

Statement of Revenues, Expenses
and Changes in Fund Balances

for the Year Ended March 31, 2018

2018
Operations Replacement Total

Note Fund Fund Funds

  Revenues

Member assessments 2.7 $ 85,008 $ - $ 85,008

Total Revenues 85,008 - 85,008

  Expenses

Administration
Management 7,465 - 7,465
Insurance 3,481 - 3,481
Legal, accounting and consulting 2,144 - 2,144
Office, printing and postage 644 - 644

Total administration 13,734 - 13,734

Common Area Maintenance
Paving - 33,435 33,435
Landscape maintenance 9,867 - 9,867

Total Common Area Maintenance 9,867 33,435 43,302

Utilities
Internet access/website 250 - 250
Electricity 124 - 124

Total Utilities 374 - 374

Total Expenses 23,975 33,435 57,410

Excess (Deficiency) of Revenues Over
Expenses 61,033 (33,435) 27,598

  Permanent transfers (75,600) 75,600 -

Fund Balance, Beginning of Year 46,008 50,198 96,206

Fund Balance (Deficit), End of Year $ 31,441 $ 92,363 $ 123,804

See independent accountant's review report and accompanying notes.

 Page 3 of 9

DOCUMENT  3



Palomino Lakes Property Owners Association

Statement of Cash Flows
for the Year Ended March 31, 2018

2018
Operations Replacement Total

Fund Fund Funds

  Operating Activities

Excess (Deficiency) of Revenues Over
Expenses $ 61,033 $ (33,435) $ 27,598

Adjustments to Reconcile Excess
(Deficiency) of Revenues Over
Expenses to Net Cash Provided by
Operating Activities:

Permanent transfers (75,600) 75,600 -

Decrease (Increase) in Assets:
Member receivables (16,255) - (16,255)

Increase (Decrease) in Liabilities
Assessments received in advance 6,519 - 6,519

Total Adjustments (85,336) 75,600 (9,736)

Net Cash Provided by (Used for)
Operating Activities (24,303) 42,165 17,862

Net Increase (Decrease) in Cash and
Cash Equivalents (24,303) 42,165 17,862

Cash and Cash Equivalents, Beginning
of Year 46,127 50,198 96,325

Cash and Cash Equivalents, End of
Year $ 21,824 $ 92,363 $ 114,187

See independent accountant's review report and accompanying notes.
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Palomino Lakes Property Owners Association

Notes to Financial Statements
for the Year Ended March 31, 2018

1. Nature of Organization

Palomino Lakes Property Owners Association (the Association) is a common interest development
located in Cloverdale, California which consists of 112 residential dwellings and certain common area
property.  The Association was organized as a nonprofit mutual-benefit corporation on March 09, 1966 to
provide for management, maintenance and architectural control of the individual units and the common
area property.  The Association is governed by a member-elected Board of Directors which is responsible
for enforcing provisions of the governing documents, which include covenants, conditions and restrictions
(CC&Rs), by laws, and rules and regulations.  Major decisions, as determined by the CC&Rs, are referred
to the Association owners as a whole.

2. Summary of Significant Accounting Policies

2.1 Method of Accounting.  The accompanying financial statements, and the Association's corporate
income tax returns, have been prepared on the accrual basis of accounting, in accordance with accounting
principles generally accepted in the United States of America, whereby revenues are recognized when
earned and expenses are recognized when incurred.

2.2 Fund Accounting.  The Association's governing documents provide certain guidelines for governing
its financial activities.  To ensure the observance of limitations and restrictions on the use of financial
resources, the Association maintains its accounts using fund accounting.  Financial resources are classified
for accounting and reporting purposes in two funds established according to their nature and purpose.  

Operations Fund - This fund is used to account for the financial resources available for the
general day-to-day operations of the Association.  

Replacement Fund - This fund is used to  accumulate financial resources designated for future
major repairs and replacements.

2.3 Cash and Cash Equivalents.  For purposes of the balance sheet and the statement of cash flows, the
Association considers cash on hand, demand deposits with financial institutions, money market accounts
and all short-term investments with original maturities of three months or less to be included in cash and
cash equivalents.  

2.4 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.  Estimates also affect the reported amounts of
revenues and expenses during the reporting period.  Actual results could differ from those estimates, and
the differences could be material.

See independent accountant's review report.
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Palomino Lakes Property Owners Association

Notes to Financial Statements
for the Year Ended March 31, 2018

2.5 Member Receivables at the balance sheet date represent aggregate amounts due from unit owners
which may include regular assessments, late fees, fines, reimbursement assessments and other charges.
The Association's policy is to retain legal counsel and place liens on the properties of homeowners whose
assessments are thirty days or more delinquent. 

It is the opinion of the Board of Directors that the Association will ultimately prevail against homeowners
with delinquent assessments and, accordingly, no allowance for delinquent accounts is deemed necessary.

2.6 Real and Personal Common Property acquired by the original owners from the developer is not
recognized in the Association's financial statements, in accordance with prevalent industry practice,
because it is commonly owned by the individual  Association members and its disposition by the Board of
Directors is restricted.  Similarly, major repairs, replacements and improvements to real and personal
property are not recognized.

2.7 Member Assessments. Association members are subject to annual assessments, payable in equal
quarterly installments, to provide funds for the Association's operating expenses and major repairs and
replacements. In addition to regular annual assessments, special and/or emergency assessments may be
imposed by the Association's Board of Directors under certain circumstances without member approval.
Any excess assessments at year end are retained by the Association for use in the succeeding year.

Quarterly assessments for the year ended March 31, 2018 were as follows:

Quarterly
Operations

Fund
Replacement

Fund Total
Member assessments-average $ 189.75 $ - $ 189.75

2.8 Interest Earned on operating and replacement funds, net of related income taxes, is retained in said
respective funds.

2.9 Income Taxes.  The Association elects annually to be taxed as either a regular corporation under
Internal Revenue Code (IRC) § 277 or as a homeowners association under IRC § 528 in its tax filing with
the Internal Revenue Service (IRS). Form 1120 is used when filing as a regular corporation and Form
1120-H is used when filing as a homeowners association.

For the year ended March 31, 2018, the Association elected to file Form 1120-H and be taxed as a
homeowners association.  By doing so, the Association is taxed at a flat 30% rate on its nonexempt
function income (generally investment interest income), less directly related expenses and a specific
deduction of $100.

See independent accountant's review report.
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Palomino Lakes Property Owners Association

Notes to Financial Statements
for the Year Ended March 31, 2018

Income taxes (continued)

The Association is taxed by the California Franchise Tax Board (FTB) at a rate of 8.84% on its net
nonexempt function income.

The Association has qualified as a tax-exempt entity with the FTB under California Revenue and Taxation
Code § 23701.  To maintain tax-exempt status with FTB the Association must, among other things, file an
annual informational return known as Form 199 and pay a $10 filing fee.

The Association's income tax returns are subject to examination by various taxing authorities.  In
evaluating the Association's tax provisions and accruals, the Association believes that its estimates are
appropriate based on current facts and circumstances.

2.10 Fair Value of Financial Instruments.  The carrying amounts of financial instruments, including
cash and cash equivalents, member receivables, and accounts payable, if any, approximate their fair value
due to the short term maturities of these instruments.

3. Concentrations of Credit Risk

The Association maintains its deposits with what management believes to be high credit quality financial
institutions and attempts to limit the amount of credit exposure to any one particular institution.  The
balances in those accounts may occasionally exceed the current Federal Deposit Insurance Corporation
(FDIC) insurance protection of up to $250,000 per depositor per institution. Amounts held with broker-
dealers are not usually insured by the FDIC, but rather they are privately insured by the Securities Investor
Protection Corporation (SIPC).

4. Future Major Repairs and Replacements

The Association's governing documents require that funds be accumulated for future major repairs and
replacements.  Accumulated cash, cash equivalents and investments, if any,  are required to be held in
separate savings accounts are generally not available for expenditures for normal operations.

In November 2018 a full component study was completed by John D. Beatty & Company to estimate the
remaining useful lives and the replacement costs of the components of common property.  The estimates
were based on current estimated replacement costs.  Funding requirements consider an annual component
cost inflation rate of 3.00% and an interest rate of -% earned on cash and investments on amounts funded
for future major repairs and replacements.  The table on page(s) 9 on future major repairs and replacements
is based on the aforementioned study.

See independent accountant's review report.
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Palomino Lakes Property Owners Association

Notes to Financial Statements
for the Year Ended March 31, 2018

Future major repairs and replacements (continued)

The Board is funding for major repairs and replacements over the remaining useful lives of the
components based on the study's estimates of future replacement costs and considering amounts
previously accumulated in the replacement fund.  Accordingly, the Board has approved an annual
contribution of $50,000 in the 2019 operating budget.  Additional information regarding the Association's
funding model may be found in the annually-prepared pro forma operating budget and/or the assessment
and reserve funding disclosure summary.

Funds are being accumulated in the replacement fund based on estimated future costs for repairs and
replacement of common property components.  Actual expenditures and investment income 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 constraints in its governing
documents and California civil code, to increase regular assessments, pass special assessments, or delay
major repairs and replacements until funds are available.

5. Commitments

The Association enters into contracts for management and/or maintenance services in the normal course
of its business operations.  These contracts are generally cancelable on thirty to ninety days' advance
notice.

6. Date of Management's Review

In preparing the financial statements, the Association has evaluated events and transactions for potential
recognition or disclosure through December 20, 2018, the date that the financial statements were available
to be issued.

See independent accountant's review report.
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Palomino Lakes Property Owners Association

Supplementary Information on Future
Major Repairs and Replacements

March 31, 2018
(Compiled Without Audit or Review)

In November 2018 a full component study was completed by John D. Beatty & Company to estimate the
remaining useful lives and the replacement costs of the components of common property.  The estimates
were based on current estimated replacement costs.  Funding requirements consider an annual component
cost inflation rate of 3.00% and an interest rate of -% earned on cash and investments on amounts funded
for future major repairs and replacements.  

The following table is based on the most recent component study and presents significant information
about the components of common property.

Components

Estimated
Remaining Useful

Lives (Years)
Estimated Current
Replacement Costs

Landscaping 1-5 $ 5,750
Lighting 1-5 $ 375
Paved surfaces 1-20 $ 747,548
Other 1-7 $ 12,848

TOTAL $ 766,521

Estimated cash reserves necessary to repair, replace, restore, or
maintain the major components (*) as of March 31, 2018 $ 317,000

Replacement fund cash and investments at March 31, 2018 $ 92,363

Replacement fund balance at March 31, 2018 $ 92,363

2019 Budgeted reserve contributions $ 50,000

*Figure obtained from the Association's most recent full component study prepared by John D. Beatty &
Company.  Detailed information can be found in that report, dated November 2018.

See independent accountant's review report.
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4/1/2019 to 4/1/2020 
As of 2/28/2019  
To the Owners at: 

Palomino Lakes Property Owners Association  
Insurance Disclosure Pursuant to California Civil Code, Section 5300 

Palomino Lakes Property Owners Association has purchased its master insurance policy from the Insurance Companies 
referenced below. The agent is Ms. Rachel Adams with George Petersen Insurance Agency, 175 W. College Avenue, Santa 
Rosa, CA 95401, telephone 707-525-4186, email radams@gpins.com The following is a summary of the policy coverages: 

Commercial General Liability – Effective: 4/1/2019 - 4/1/2020  

 Name of Insurer: Philadelphia Indemnity Insurance Company 
 Policy Number: PHPK1961385 
 Limits of Liability:  Per Occurrence $2,000,000/ Annual Aggregate $4,000,000 /Deductible $0 

Property – Effective: 4/1/2019 - 4/1/2020 

 Name of Insurer:  Philadelphia Indemnity Insurance Company 
 Policy Number: PHPK1961385 
 Blanket Building Limit: $115,000 / Deductible: $1,000  

Commercial Excess/Umbrella Liability – Effective: 4/1/2019 - 4/1/2020 

 Name of Insurer: Philadelphia Indemnity Insurance Company 
 Policy Number: PHUB669788 
 Limits of Liability: $1,000,000 / Deductible: $10,000  

Directors & Officers Liability – Effective: 4/1/2019 - 4/1/2020 

 Name of Insurer: Philadelphia Indemnity Insurance Company 
 Policy Number: PCAP001777-0218 
 Limits of Liability: Annual Aggregate $1,000,000  / Retention $1,000  

Fidelity Bond or Employee Dishonesty – Effective: 4/1/2019 – 4/1/2020 

 Name of Insurer: Philadelphia Indemnity Insurance Company 
 Policy Number:  PHPK1961385 
 Limit: $200,000 / Deductible: $2,500 

Workers’ Compensation -  

 None 

Earthquake -  

 None 

Flood -  

 None 

 

This summary of the association's policies of insurance provides only certain information, as required by Section 5300 of the Civil 
Code, and should not be considered a substitute for the complete policy terms and conditions contained in the actual policies of 
insurance. Any association member may, upon request and provision of reasonable notice, review the association's insurance 
policies and, upon request and payment of reasonable duplication charges, obtain copies of those policies. Although the association 
maintains the policies of insurance specified in this summary, the association's policies of insurance may not cover your property, 
including personal property or, real property improvements to or around your dwelling, or personal injuries or other losses that 
occur within or around your dwelling. Even if a loss is covered, you may nevertheless be responsible for paying all or a portion of any 
deductible that applies. Association members should consult with their individual insurance broker or agent for appropriate 
additional coverage. 
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