
To:  The Members of
       Lake Mission Viejo

Within the pages of this special

publication you will find the certified

independent audit report from

KEYHAN HEWITT ACCOUNTANCY

CORPORATION.  This report reflects

the financial status of Lake Mission

Viejo Association for the

calendar year ending in December

2001.

The 2001 Audit Report provides each

member with an in-depth study of the

Lake Association’s financial situation.

It is provided to meet the State statutory

requirements.  The importance of this

financial report cannot be overempha-

sized.

If you have any questions, please

submit them in writing to the Lake

Mission Viejo Association at 22555

Olympiad Road, Mission Viejo, CA

92692.

Sincerely,

Lake Mission Viejo Association

Board of Directors

APRIL, 2002 MISSION VIEJO, CA

INDEPENDENT AUDITOR’S REPORT
Board of Directors
Lake Mission Viejo Association

We have audited the accompanying balance sheet of Lake Mission

Viejo Association (the “Association”), a California non-profit cor-

poration, as of December 31, 2001, and the related statements of

revenues, expenses and changes in fund balance, and cash flows for

the year then ended.  These financial statements are the responsibil-

ity of the Association’s Board of Directors. Our responsibility is to

express an opinion on these statements based on our audit.

We conducted our audit in accordance with generally accepted au-

diting standards.  Those standards require that we plan and perform

the audit to obtain reasonable assurance about whether the financial

statements are free of material misstatement.  An audit includes ex-

amining, on a test basis, evidence supporting the amounts and dis-

closures in the financial statements.  An audit also includes assess-

ing the accounting principles used and significant estimates made

by management, as well as evaluating the overall financial state-

ment presentation.  We believe that our audit provides a reasonable

basis for our opinion.

In our opinion, the financial statements referred to above present

fairly, in all material respects, the financial position of Lake Mission

Viejo Association as of December 31, 2001, and the results of its

operations and its cash flows for the year then ended in conformity

with generally accepted accounting principles.

Keyhan Hewitt Accountancy Corporation

February 21, 2002

Lake Mission Viejo Association

2001 AUDIT REPORT



LAKE MISSION VIEJO ASSOCIATION
BALANCE SHEET

DECEMBER 31, 2001

LAKE MISSION VIEJO ASSOCIATION
STATEMENT OF REVENUES, EXPENSES, & CHANGES IN FUND BALANCE

DECEMBER 31, 2001

LAKE MISSION VIEJO ASSOCIATION
SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES
Organization
Lake Mission Viejo Association (the ÒAssociationÓ) was incorpo-
rated in California in November 1976.  The Association is re-
sponsible for the operation and maintenance of the common prop-
erty within the development.  The development consists of resi-
dential units and apartment units located in Mission Viejo, Cali-
fornia. At December 31, 2001, the development consisted of 23,017
units.
Fund Accounting
The Association uses fund accounting, which requires that funds,
such as operating funds and funds designated for future major
repairs and replacements, be classified separately for accounting
and reporting purposes.  Disbursements from the operating fund
are generally at the discretion of the Board of Directors and man-
agement.  Disbursements from the replacement, capital expan-
sion, and contingency funds, generally may be made only for des-
ignated purposes.
Use of Estimates
The preparation of financial statements in conformity with gener-
ally accepted accounting principles requires management to make
estimates and assumptions that affect the reported amounts of as-
sets and liabilities and disclosure of contingent assets and liabili-
ties at the date of the financial statements and the reported amounts
of revenues and expenses during the reporting period.  Actual re-
sults could differ from those estimates.
Concentration of Credit Risk
Cash balances are maintained at several banks.  Accounts at each
institution are insured by the Federal Deposit Insurance Corpora-
tion (ÒFDICÓ) up to $100,000.  Periodically, due to the
AssociationÕs assessment billing cycle, operating cash accounts
may exceed the FDIC limits.
Cash and Cash Equivalents
Cash and cash equivalents consist of highly liquid investments
with maturities of three months or less when purchased.  The
AssociationÕs cash equivalent balances as of December 31, 2001
total $570,283, all of which is kept in a UBOC Investment Ser-
vices, Inc. account, which invests in government securities and
are not FDIC insured.
Investments and Interest Earnings
Investments consist of time certificates of deposit with annual in-
terest rates ranging from 2.7% to 6.5%.  Investments are recorded
at amortized cost, which approximates fair market value.  The
Association intends to hold all investments until maturity.  All
interest earnings are allocated to and recorded in the operating
fund.
Assessments
Association members are subject to assessments to provide funds
for the AssociationÕs operating expenses and replacement fund
requirements.  Assessments receivable at the balance sheet date
represent fees due from members.  The AssociationÕs governing
documents and legislated laws provide for various collection rem-
edies for delinquent assessments including late charges, filing of
liens, foreclosing on the memberÕs property within the Associa-
tion, and obtaining judgment on other assets of the member.
Allowance for Uncollectible Assessments
Allowance for uncollectible assessments is based upon historical
experience and managementÕs evaluation of outstanding assess-
ments receivable at year-end.
Prepaid Assessments
Assessments collected in advance are deferred and recognized as
revenue in the year in which the related services are rendered.
Property and Equipment
The developer of the Association donated the majority of the prop-
erty and equipment. Valuation of these items was made as of the
date of transfer to the Association.  Personal property purchased
by the Association and replacements and improvements to the real
property are not capitalized and are expensed as incurred.  The
expense is charged to either the replacement or the capital expan-
sion funds, in accordance with the guidelines within those funds.
Income Taxes
The Association has obtained exemption from taxation under In-
ternal Revenue Code ¤501(c)(4) and related California Revenue
and Taxation Code sections.  Accordingly, no provision for Fed-
eral or state taxes has been made in the accompanying financial
statements.
Replacement Fund
The AssociationÕs governing documents require that funds be ac-
cumulated for future major repairs and replacements.  Accumu-
lated funds are kept in separate accounts and are generally not
available for normal operations.  Disbursements are to be made
only if specifically approved by the Board of Directors.
An independent study (the ÒStudyÓ) of the AssociationÕs replace-
ment fund was conducted in September 2001, for the purpose of
estimating the remaining useful lives and the replacement costs
of the components of common property.  The table included in the
accompanying unaudited supplemental information on Future
Major Repairs and Replacements is based upon the Study.

NOTE 1:  COMMITMENTS AND CONTINGENCIES
Replacement Fund
The Association is funding for major repairs and replacements
over the remaining useful lives of the components based on the
StudyÕs estimates of current replacement costs and considering
amounts previously accumulated in the replacement fund.  Ac-
cordingly, the funding requirement of $267,600 has been included
in the 2002 budget.

Funds are being accumulated in the repair and replacement fund
based on estimates of future needs for repairs and replacements
of common area property components.  Actual expenditures and
investment income may vary from the estimated amounts, and the

variations may be material. Therefore, amounts accumulated in
the repair and replacement fund may not be sufficient to meet all
future repairs and replacements.  If additional funds are neces-
sary, the Association has the right to increase regular assessments,
approve special assessments, or delay major repairs and replace-
ments until funds are available.
Capital Expansion and Contingency Funds
The Association has established a policy to accumulate funds for
capital expansion and other unforeseen expenses. Annually the
Association includes nominal amounts in the budget for capital
expansion and contingency funds. Upon completion of account-
ing at each year-end, in accordance with the AssociationÕs policy,
excess operating income, if any, is transferred to the capital ex-
pansion and contingency funds. For year ended December 31, 2001
the contributions, in addition to the budgeted amounts, to the capital
expansion and contingency funds totaled $173,013 and $65,837,
respectively.

Litigation
At times, the Association is involved in litigation arising out of
the normal course of business. Management, after consultation
with outside counsel, believes there is no likelihood that the As-
sociation will incur any material loss as a result of these lawsuits.
Therefore no provision for loss resulting from these lawsuits has
been made in the accompanying financial statements.

During the year ended December 31, 2000, the Association settled
a claim with the city of Mission Viejo (the ÒCityÓ), whereby the
Association and the City shall share equally the cost related to
any construction, design, initial landscape and initial hardscape
involved in improving a certain easement along the southern end
of the lake along Alicia Parkway.  The AssociationÕs 50% con-
tributory share shall not exceed $378,414.
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