L ake Mission Vigo Association

2002 AUDIT REPORT

APRIL, 2003

MISSION VIEJO. CA

To: The Members of
Lake Mission Vigo

Within the pages of this special
publication you will find the certified in-
dependent audit report from the KEY-
HAN HEWITT ACCOUNTANCY COR-
PORATION. Thisreport reflects the fi-
nancial status of Lake Mission Vigjo As-
sociation for the
calendar year ending in December
2002.

The 2002 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 sub-
mit them in writing to the Lake Mission
Vigjo Association at 22555 Olympiad
Road, Mission Vigo, CA 92692.

Sincerely,
Lake Mission Viejo Association
Board of Directors

INDEPENDENT AUDITOR’S REPORT

Board of Directors
Lake Mission Viejo Association

We have audited the accompanying balance sheet of Lake Mission
Vigjo Association (the “Association”), a California non-profit cor-
poration, as of December 31, 2002, and the related statements of
revenues, expenses and changesin 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 isto
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 reasonabl e assurance about whether the financial
statements are free of material misstatement. An audit includes ex-
amining, on atest basis, evidence supporting the amounts and dis-
closuresin 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 Vigjo Association as of December 31, 2002, and the results
of its operations and its cash flows for the year then ended in con-
formity with generally accepted accounting principles.

The supplementary information on future major repairs and re-
placements as of December 31, 2002 is not a required part of the
basic financial statements of Lake Mission Viejo Association, but is
supplementary information required by the American Ingtitute of
Certified Public Accountants. We have applied certain limited pro-
cedures, which consisted principally of inquiries of management
regarding the method of measurement and presentation of the sup-
plementary information. However, we did not audit the information
and express no opinion or any other form of assurance on it.

Keyhan Hewitt Accountancy Corporation

February 13, 2003



LAKE MISSON VIEJO ASSOCIATION
SUMMARY OF SGNIFICANT
ACCOUNTING POLICIES
FOR THE YEAR ENDED
DECEMBER 31, 2002

Organization

Lake Mission Vigjo Association (the “Association”) was
incorporated in Caiforniain November 1976. The Asso-
ciation isresponsible for the operation and maintenance of
the common property within the development. The devel-
opment consists of residential units and apartment unitslo-
cated in Mission Vigjo, California. At December 31, 2002,
the development consisted of 23,130 units.

Fund Accounting

The Association uses fund accounting, which requires that
funds, such as operating funds and funds designated for fu-
ture major repairs and replacements, be classified separate-
ly for accounting and reporting purposes. Disbursements
from the operating fund are generaly at the discretion of
the Board of Directors and management. Disbursements
from the replacement, capital expansion, and contingency
funds, generally may be made only for designated purpos-
€s.

Use of Estimates

The preparation of financial statementsin conformity with
generally accepted accounting principles requires manage-
ment to make estimates and assumptions that affect the re-
ported 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 ex-
penses during the reporting period. Actua results 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 In-
surance Corporation (“FDIC") up to $100,000. Periodical-
ly, due to the Association’s assessment hilling cycle, oper-
ating cash accounts may exceed the FDIC limits.

Cash and Cash Equivalents

Cash and cash equivalents consist of highly liquid invest-
ments with maturities of three months or less when pur-
chased. The Association’s cash equivalent balances as of
December 31, 2002 totaled approximately $1,100,000, of
which approximately $900,000 is kept in a UBOC Invest-
ment Services, Inc. account and approximately $200,000
in Monarch funds, which invest in government securities
and are not FDIC insured.

Investments and Interest Earnings

Investments consist of time certificates of deposit with an-
nual interest rates ranging from 1.83% to 3.35%. Invest-
ments are recorded at amortized cost, which approximates
fair market value. The Association intends to hold al in-
vestments until maturity. All interest earnings are allocat-
ed to and recorded in the operating fund.

Assessments

Association members are subject to assessments to provide
funds for the Association's operating expenses and re-
placement fund requirements. Assessments receivable at
the balance sheet date represent fees due from members.
The Association’s governing documents and legislated
laws provide for various collection remedies for delin-
guent assessments including late charges, filing of liens,
foreclosing on the member’s property within the Associa-
tion, and obtaining judgment on other assets of the mem-
ber.

Allowance for Uncollectible Assessments
Allowance for uncollectible assessments is based upon
historical experience and management’s evaluation of out-
standing assessments receivable at year-end.

Prepaid Assessments

Assessments collected in advance are deferred and recog-
nized 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 property and equipment. Valuation of these items was
made as of the date of transfer to the Association. Person-
al 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 expansion funds, in
accordance with the guidelines within those funds.
Income Taxes

The Association has obtained exemption from taxation un-
der Internal Revenue Code (501(c)(4) and related Califor-
nia Revenue and Taxation Code sections. Accordingly, no
provision for Federal or state taxes has been made in the
accompanying financial statements.

Replacement Fund

The Association’s governing documents require that funds
be accumulated for future major repairs and replacements.
Accumulated funds are kept in separate accounts and are
generaly not available for normal operations. Disburse-
ments are to be made only if specifically approved by the
Board of Directors.

An independent study (the “ Study”) of the Association’s
replacement fund was conducted in September 2002, for
the purpose of estimating the remaining useful lives and
the replacement costs of the components of common prop-
erty.

LAKE MISSION VIEJO ASSOCIATION
BALANCE SHEET
DECEMBER 31, 2002

ASSETS
Capital
Operating Replacement Expansion Contingancy
Fund Fund Fund Furnd Tatal
CIUURREENT ASSETS
ach snd cach equivalens £1,.2106,438 L’ - i : £ 5 LI16438
v eEsimenis, met 2 005,459 | 455,036 254}, TR0 3, T10495
Aspessmenis recewvahble, oet of allowance
For uskallectible assessmenls of SE6, 360 34,692 - - = 14 502
Prepasd expenses and other current sssees 50,292 . . . 50,292
5 0.3 423 % 105 459 § 1455006 § 250,000 5 3011917
LIABILITIES AND FUND BALANCE
CUREENT LIARILITIES
Accounts pavable and accrued expenses 5 Ta.48 5 - 5 £ . ¥ TET4E
Accnaed payroll and releted expenses 134 M = 134,206
Defered revenoes 1 0RO, 739 - 1,080,730
Oither payahles T.749 - - - 71,7289
1,500 422 - | M 4232
COMMITMENTS AND CONTINGENCIES
FUND BALANCE - 2005459 1,455 036 250,000 3,710,495
£ 1,301 422 € 2105 450 2 1455036 £ 250,004 3 5000917

LAKE MISSION VIEJO ASSOCIATION
STATEMENT OF REVENUES, EXPENSES, & CHANGESIN FUND BALANCE
DECEMBER 31, 2002

Capital
Operating Replacement  Expanslon Contlngancy
Fund Fund Fumnd Fund Tatal
REVENUES
AsseRirnenis § 3,578 404 T 267,600 5 119460 5 % 4,365,408
Boat rental end storsgs JE2 50T - . 262 607
Irierest 130,151 [ESI KR
Recreation and sales 193,514 . 193 614
Criher 212,388 . - . 212,384
4,777,150 267,600 119,400 5,164,150
EXFENSES
Coneerts and special events 166,594 . - 166,504
Consulting and outside servioes 214,927 124 927
E_ui]'Hm : 12,043 12,0
Fizsh siocking 112812 113,512
Chemeral and sdminastrative 156,502 356,502
Insurance 112,361 . 112,351
Lake refill and quality management 221,292 . : . 21 7192
Maisicnarce and repairs 353,031 95,651 109,802 5355 E47 540
Faire] services ZB.3h5 E - - IB, 365
Professional services 91,468 a] 4468
Salarkes and related 2, T - - 2,771,978
Lhiligies 137078 - u - 157,078
_ 4,588,708 55,65 189 802 5,365 5,079,526
EXCESS (DEFICIENCY) OF
REVENUES OVER EXPENSES 18 447 171,540 {270,402) 15,365) B4,524
BEGINNING FUND BALANCE 1,831 510 1,542,351 250,000 3625 BT
INTERFUND TRANSFER (DHE 442y 183,077 5,365
ENDING FUND BALANCE 5 - § 2,005 459 3 1,455 036 § 230,000 $ 3,710.495

NOTE 1. COMMITMENTSAND CONTINGENCIES
Replacement Fund

The Association is funding for major repairs and replacements
over the remaining useful lives of the components based on the
Study’s estimates of current replacement costs and considering
amounts previously accumulated in the replacement fund. Ac-
cordingly, the funding requirement of $261,600 has been includ-
ed in the 2003 budget.

Funds are being accumulated in the repair and replacement
fund based on estimates of future needs for repairs and replace-
ments of common area property components. Actual expendi-
tures 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 suf-
ficient to meet al future repairs and replacements. If additional
funds are necessary, the Association has the right to increase reg-
ular assessments, approve special assessments, or delay major
repairs and replacements 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. Annualy 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 Association’s poli-
cy, excess operating income, if any, is transferred to the capital
expansion and contingency funds. For year ended December 31,
2002 the contributions, in addition to the budgeted amounts, to
the capital expansion and contingency funds totaled $183,077
and $5,365, 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 asaresult of these lawsuits.
Therefore no provision for loss resulting from these lawsuits has
been made in the accompanying financia statements.



LMVA STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2002

Capital
Operating Replacement Expansion Contingency
Fund Fund Fund Fund Tolal

CASH FLOWS FROM OFERATING ACTIVITIES
Excess {deficiency) of revenues over expenses § 185,442 5 17140 5 (270,402 ¥ (5163) 5 EBasnd
Adjustments b reconcile excess (deficiency)

of revenues over expenses (o net cash
provided by operating activities:

Imerfimd ranslers {188 447 - I1B3,077 5,365
(Increase) decrezse in;
Assessment receivable {2.534) . . - (3,834)
Prepaid experses and other assets (6,905 - - - (5,905)
Increase (decrease) in
Accounts payable and accosed expomses 15,658 . - - 35,6098
Accrued payrodl end related expenses 8,152 - - - 29152
Deferred revenues 185,260 - - - 115,460
Other prymbles B3l - - - 1l
171402 171,944 (E7.325) . 256,026
CASH FLOWS FROM INVESTING ACTIVITIES
Redemptions of ivestmments 35210 .1 TE 00 600672 s 2004 REZ
Purchass of investmenis . (2,350,94%) (605,.347) - (2,954 298]
35210 (171,945) §7.325 - {49.414)

NET INCREASE (DECREASE) IN CASH
AND CASH EQUIVALENTS 0,612 - - = L6612

BEGINNING CASH AND
CASH EQUIVALENTS 1,00 826 : - . 1009, 526

ENDING CASH AND
CASH EQUIVALENTS 1116438 3 - 5 - 5 : 51216438
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