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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

 
Income taxes are paid on income from sources which are not related to the nonprofit, 
membership purposes of the Association. Nonmembership income, less related 
nonmembership expenses, subject to federal and California income taxes includes 
interest earned on cash and cash equivalents, and investments. 

 
For federal purposes, the Association has received exemption from tax under IRC 
Section 501(c)(7) and is subject to tax on net nonmembership income at 21%. California 
income taxes approximate 9% of taxable income. 

 
The Association's tax filings are subject to audit by various taxing authorities: federal 
income tax returns for the previous three years remain open to examination by the 
Internal Revenue Service and California income tax returns for the previous four years 
remain open to examination by the Franchise Tax Board. In evaluating the Association's 
tax provisions and accruals, the Association believes that its estimates are appropriate 
based on current facts and circumstances. 

 
Interest earned on operations and replacement funds, net of related income taxes, is 
retained in said respective funds. With the implementation of FASB ASC 606 accounting 
guidance, reported replacement reserve interest income may be less than earned. 

 
Investments consist of federally-insured certificates of deposit stated at cost which 
approximates market value. 

 
Membership in the Association is mandatory by virtue of unit ownership. 

 
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. 
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3. FUTURE MAJOR REPAIRS AND REPLACEMENTS 
 

The Association's governing documents, and California state law (Civil Code Section 
5300), require that the Board Of Directors provide for the repair and replacement of 
Association common area major components. Accordingly, funds which comprise the 
replacement fund are not generally available for the payment of day-to-day operating 
expenses. 

 
The Association has completed a study of its common area major components sufficient 
to assist the Board in planning for future major repairs and replacements. The 
reasonableness of the resulting reserve funding plan is a function of the completeness of 
the major component list, the accuracy of the estimated quantity, useful and remaining 
lives and current replacement costs of those components, and the reasonableness of 
significant funding assumptions, including but not limited to the projected major 
component cost increases (aka inflation) and interest earning rate(s) on replacement 
fund cash balances. 

 
Funds are being accumulated in the replacement fund based on estimated future costs 
for repair and replacement of common area property. 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 or may not be adequate 
to meet all future component repair and replacement costs. The ability of the 
Association to fund its future requirements is dependent upon annual increases in that 
portion of the assessment which is allocated to the replacement fund, and/or special 
assessments. In the event that funds are not available when needed, the Board may, 
subject to the constraints of California law and the Association's governing documents, 
increase regular assessments, levy special assessments, and/or delay repair and 
replacement of common area major components until funds are available. 

 
Additional information about future major repairs and replacements may be found in the 
annually-distributed pro forma operating budget and related assessment and reserve 
funding disclosure summary (pursuant to California Civil Code Section 5300). 
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4. FASB ASC 606 ACCOUNTING GUIDANCE IMPLEMENTATION 
 

The Financial Accounting Standards Board (FASB) has issued guidance that created 
Accounting Standards Codification (ASC) Topic 606. This guidance supercedes the 
revenue recognition requirements in FASB ASC 972-605, Real Estate - Common Interest 
Realty Associations (CIRAs), Revenue Recognition, and now requires the recognition of 
revenue when promised goods or services are transferred to customers in an amount 
that reflects the consideration to which a CIRA expects to be entitled in exchange for 
those goods or services (i.e. the accumulation of unspent replacement reserve cash and 
investments from assessment payments over time which are eventually to be used for 
common area major repairs and replacements). The Association has adopted the 
guidance as of January 1, 2019. The effect to the Association's income statement from 
adoption of this guidance is as follows: 

 
2023-2024 Assessment Revenues Operations Replacement Total 
Reconciliation Fund Fund Funds 
Assessment revenues per budget $ 339,640 $ 35,000 $ 374,640 

Effects of applying guidance 
Reclassify interfund transfers - (2,488) (2,488) 
Adjust revenues to equal expenses  -   30,317   30,317 

Total effects of guidance  -   27,829   27,829 

Assessment revenues per financial 
 statements $ 339,640  $ 62,829  $ 402,469 

2024-2025 Assessment Revenues Operations Replacement Total 
Reconciliation Fund Fund Funds 
Assessment revenues per budget $ 429,568 $ 20,000 $ 449,568 

Effects of applying guidance 
Reclassify interfund transfers - 9,968 9,968 
Adjust revenues to equal expenses  -   (29,968)  (29,968) 

Total effects of guidance  -   (20,000)  (20,000) 

Assessment revenues per financial 
 statements $ ,568  $ -  $ 429,568 
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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 August 28, 2025, the date that 
the financial statements were available to be issued. 
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The following information on common area major components was compiled by Browning 
Reserve Group of Sacramento, California as of January 2025 and has served as the basis for 
the current estimates of replacement reserve funding: 
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The Association has conducted a study to estimate the useful and remaining lives and current 
replacement costs of common property major components. Funding requirements consider an 
estimated before-tax interest rate of 2-1/2% on replacement fund cash balances and an 
annual inflation rate of 2-1/2% on major component replacement costs. The replacement fund 
cash and investment balances at June 30, 2025 totaled $667,031. The estimated liability for 
major repairs and replacements at this date totaled approximately $681,000. The portion of 
2026 regular assessments budgeted to be allocated to the replacement fund totals $20,000. 
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