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INDEPENDENT AUDITORS’ REPORT 
 
To the Board of Directors 
Canyon Lake Property Owners' Association 
Canyon Lake, California 
 
Report on the Financial Statements 
 
We have audited the accompanying financial statements of Canyon Lake Property Owners' 
Association, which comprise the balance sheet as of April 30, 2018, and the related statements of 
operations and comprehensive income, changes in fund balance and cash flows for the year then 
ended, and the related notes to the financial statements. 

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

 
Auditors' Responsibility 
 
Our responsibility is to express an opinion on these financial statements based on our audit. We 
conducted our audit in accordance with auditing standards generally accepted in the United States 
of America.  Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures 
in the financial statements. The procedures selected depend on the auditor's judgment, including the 
assessment of the risks of material misstatement of the financial statements, whether due to fraud or 
error. In making those risk  assessments,   the  auditor   considers  internal   control  relevant  to  the  
entity's  preparation   and  fair presentation  of the financial statements 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 the entity's internal control. Accordingly, we express no such 
opinion. An audit also includes evaluating the appropriateness of accounting policies used and the 
reasonableness of significant accounting estimates made by management, as well as evaluating the 
overall presentation of the financial statements. 
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Auditors' Responsibility (continued) 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis 
for our audit opinion. 

Opinion 

In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of Canyon Lake Property Owners' Association as of April 30, 2018, and the results 
of its operations and  comprehensive  income  and  its  cash  flows for  the  year  then  ended  in 
conformity  with  accounting principles generally accepted in the United States of America. 

Report on Supplementary Information 

Our audit was conducted for the purpose of forming opinions on the financial statements as a 
whole.  The supplementary information on operating fund functional expenses is presented for 
purposes of additional analysis and is not a required part of the basic financial statements.  Such 
information is the responsibility of the Association's management and was derived from and relates 
directly to the underlying accounting and other records used to prepare the financial statements. 

The information has been subjected to the auditing procedures applied in the audit of the financial 
statements and certain additional  procedures, including comparing and reconciling such  
information directly to  the underlying  accounting  and  other  records  used  to  prepare  the  financial 
statements  or  to  the  financial statements themselves, and other  additional  procedures  in 
accordance  with auditing  standards generally accepted  in the  United States of America.  In our 
opinion, the information is fairly stated in all material respects in relation to the financial statements 
as a whole. 

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 on page 15 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.  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 knowledge we obtained during 
our audit of the basic financial statements.  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. 

August 6, 2018 
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CANYON LAKE PROPERTY OWNERS' ASSOCIATION
BALANCE SHEET

APRIL 30, 2018

Repair Community Capital
Operating Replacement Road Facilities Improvement Total

Fund Reserve Reserve Fund Fund Funds

Cash and cash equivalents 5,154,322$      702,162$         32,860$           29,661$           12,926$           5,931,931$         

Investments, net of unrealized loss -                   8,512,825        3,339,634        382,127           1,283,174        13,517,760         

Assessments and fines receivable, net of allowance 58,080             -                   -                       -                   -                   58,080                

Interest receivable -                   36,756             13,465             953                  5,224               56,398                

Inventory 50,059             -                   -                       -                   -                   50,059                

Prepaid expenses 248,191           -                   -                       -                   -                   248,191              

Other assets 153,120           -                   -                       -                   -                   153,120              

Due to/ from other funds 1,495,202        (1,400,841)      557,446           (348,545)         (303,262)         -                      

Capital assets, net of accumulated depreciation 4,314,057        -                   -                       -                   -                   4,314,057           

Total assets 11,473,031$   7,850,902$      3,943,405$      64,196$           998,062$         24,329,596$      

Accounts payable 755,163$         -$                 -$                 -$                 -$                 755,163$            

Accrued payroll and related items 401,393           -                   -                   -                   -                   401,393              

Prepaid assessments / deferred revenue 1,949,117        -                   -                   -                   -                   1,949,117           

Other accrued liabilities 160,122           -                   -                   -                   -                   160,122              

Refundable member deposits 419,206           -                   -                   -                   -                   419,206              

Income tax payable 25,667             -                   -                   -                   -                   25,667                
Sales tax payable 16,723             -                   -                   -                   -                   16,723                

Total liabilities 3,727,391        -                   -                   -                   -                   3,727,391           

Total fund balances 7,745,640        7,850,902        3,943,405        64,196             998,062           20,602,205         

Total liabilities and members' equity 11,473,031$   7,850,902$      3,943,405$      64,196$           998,062$         24,329,596$      

ASSETS

LIABILITIES AND FUND BALANCES

(The accompanying notes are an integral part of these financial statements)
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CANYON LAKE PROPERTY OWNERS' ASSOCIATION
STATEMENT OF OPERATIONS AND COMPREHENSIVE INCOME

FOR THE YEAR ENDED APRIL 30, 2018

Repair Community Capital
Operating Replacement Road Facilities Improvement Total

Fund Reserve Reserve Fund Fund Funds
REVENUES

Assessments 11,687,625$       750,000$         900,000$         -$                 300,000$         13,637,625$        

Interest income 6,753                  251,795           65,883             6,020               29,379             359,830               

Administrative fees 855,376              -                   -                   -                   -                   855,376               

Architectural and building fees 104,401              -                   -                   -                   -                   104,401               

Sales and user fees 3,971,484           -                   -                   -                   -                   3,971,484            

Other income 535,612              -                   -                   -                   -                   535,612               

Total revenues 17,161,251         1,001,795        965,883           6,020               329,379           19,464,328          

EXPENSES

Salaries and related expenses 5,537,646           -                   -                   -                   -                   5,537,646            

Outside services 3,153,359           -                   -                   -                   -                   3,153,359            

Lake lease 1,326,814           -                   -                   -                   -                   1,326,814            

Utilities 1,428,091           -                   -                   -                   -                   1,428,091            

Repairs and maintenance 1,441,596           -                   -                   -                   -                   1,441,596            

Supplies 550,803              -                   -                   -                   -                   550,803               

Rental equipment 13,906                -                   -                   -                   -                   13,906                 

Property taxes 13,280                -                   -                   -                   -                   13,280                 

Income taxes 53,322                -                   -                   -                   -                   53,322                 

Cost of goods sold 766,918              -                   -                   -                   -                   766,918               

General and administrative 404,655              11,656             3,784               495                  1,554               422,144               

Insurance 455,217              -                   -                   -                   -                   455,217               

Legal fees 917,822              -                   -                   -                   -                   917,822               

Uncollectible assessments 66,093                -                   -                   -                   -                   66,093                 

Events 179,620              -                   -                   -                   -                   179,620               

Major repairs and replacements -                      1,711,115        42,552             329,929           294,991           2,378,587            

Total expenses 16,309,142         1,722,771        46,336             330,424           296,545           18,705,218          

Excess (deficit) over (under) expenses before 
depreciation and interfund transfers 852,109              (720,976)          919,547           (324,404)          32,834             759,110               

Depreciation (225,834)             -                   -                   -                   -                   (225,834)             

Realized loss on sale of investments -                      (15,798)            (4,532)              (524)                 (2,465)              (23,319)               

Net excess (deficit) or revenues over (under)
expenses 626,275              (736,774)          915,015           (324,928)          30,369             509,957               

Other comprehensive income
Net unrealized loss on investments, before tax -                      (186,332)          (54,509)            (3,637)              (17,320)            (261,798)             

Total comprehensive income 626,275$            (923,106)$        860,506$         (328,565)$        13,049$           248,159$             

(The accompanying notes are an integral part of these financial statements)
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CANYON LAKE PROPERTY OWNERS' ASSOCIATION
STATEMENT OF CHANGES IN FUND BALANCES

FOR THE YEAR ENDED APRIL 30, 2018 

Repair Community Capital
Operating Replacement Road Facilities Improvement Total 

Fund Reserve Reserve Fund Fund Funds

Fund balances, beginning of year 7,119,365$      8,745,783$        3,069,429$        392,757$           981,730$           20,309,064$      

Comprehensive income
Net excess (deficit) or revenues over (under)

expenses 626,275           (736,774)            915,015             (324,928)            30,369               509,957             

Net unrealized losses on investments -                   (186,332)            (54,509)              (3,637)                (17,320)              (261,798)            

Total comprehensive income 626,275           (923,106)            860,506             (328,565)            13,049               248,159             

Accumulated other comprehensive income -                   28,225               13,470               4                        3,283                 44,982               

Fund balances, ending of year 7,745,640$      7,850,902$        3,943,405$        64,196$             998,062$           20,602,205$      

(The accompanying notes are an integral part of these financial statements)
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CANYON LAKES PROPERTY OWNERS' ASSOCIATION
STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED APRIL 30, 2018

Repair Community Capital
Operating Replacement Road Facilities Improvement Total 

Fund Reserve Reserve Fund Fund Funds
CASH FLOWS FROM OPERATING ACTIVITIES

Excess (deficit) of revenues over (under) expenses 626,275$          (736,774)$         915,015$          (324,928)$         30,369$            509,957$          

Adjustments to reconcile excess (deficiency) of revenues over

expenses to net cash provided by operating activities:

Depreciation 225,834            -                    -                    -                    -                    225,834            

Changes in operating assets and liabilities

Assessments and fines receivable (26,830)             -                    -                    -                    -                    (26,830)             

Interest receivable -                    (1,877)               (5,155)               399                   (1,392)               (8,025)               

Inventory (1,549)               -                    -                    -                    -                    (1,549)               

Prepaid expenses 81,563              -                    -                    -                    -                    81,563              

Other assets 21,665              -                    -                    -                    -                    21,665              

Accounts payable 132,608            -                    -                    -                    -                    132,608            

Accrued payroll and related items 67,796              -                    -                    -                    -                    67,796              

Prepaid assessments/ deferred revenue 980,759            -                    -                    -                    -                    980,759            

Refundable member deposits 123,118            -                    -                    -                    -                    123,118            

Income tax payable 6,020                -                    -                    -                    -                    6,020                

Sales tax payable 2,956                -                    -                    -                    -                    2,956                

Other accrued liabilities (6,379)               -                    -                    -                    -                    (6,379)               
Net cash provided (used) for

operating activities 2,233,836         (738,651)           909,860            (324,529)           28,977              2,109,493         

CASH FLOWS FROM INVESTING ACTIVITIES

Purchases of available-for-sale debt securities, net -                    (381,438)           (1,677,803)        (111,003)           (722,607)           (2,892,851)        

Purchase of property and equipment (10,706)             -                    -                    -                    -                    (10,706)             

Net cash provided (used) by investing activities (10,706)             (381,438)           (1,677,803)        (111,003)           (722,607)           (2,903,557)        

CASH FLOWS FROM FINANCING ACTIVITIES

Inter-fund receivable (payable) (1,062,869)        695,398            42,551              329,929            (5,009)               -                    

Net cash provided for (used by)
financing activities (1,062,869)        695,398            42,551              329,929            (5,009)               -                    

INCREASE (DECREASE) IN CASH AND 
     CASH EQUIVALENTS 1,160,261         (424,691)           (725,392)           (105,603)           (698,639)           (794,064)           

CASH AND CASH EQUIVALENTS,
BEGINNING OF YEAR 3,994,061         1,126,853         758,252            135,264            711,565            6,725,995         

CASH AND CASH EQUIVALENTS,
END OF YEAR 5,154,322$       702,162$          32,860$            29,661$            12,926$            5,931,931$       

(The accompanying notes are an integral part of these financial statements)
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CANYON LAKE PROPERTY OWNERS’ ASSOCIATION 
NOTES TO FINANCIAL STATEMENTS 

APRIL 30, 2018 
 
1. ORGANIZATION 
 
 Canyon Lake Property Owners' Association (the Association) was incorporated May 3, 1968 as  
 California nonprofit  corporation. The Association is responsible for the operation and 
 maintenance of the common areas of a 4,800 lot planned development in Canyon Lake, 
 California. Association activities are governed by the Association's governing documents. 
 The Association is controlled by a member-elected Board of Directors, all of whom serve on a 
 voluntary basis. 

 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
 Fund Accounting 

The Association's governing documents provide certain guidelines for governing its financial 
activities. To ensure 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 the following funds established according to their 
nature and purpose: 

   
Operating Fund - This fund is used to account for all current operating transactions of the 
Association.  

Repair & Replacement Reserve Fund - This fund is used to account for member capital 
contributions and Association disbursements necessary to provide for the future repair, 
replacement and improvement of Association property, facilities and common areas. 

Road Reserve - This fund is used to account for disbursements necessary to provide for the 
future repairs and replacement for common streets within the Association. 

Community Facilities Fund - This fund is used to account for the accumulation and 
expenditure of funds for projects designated by the Board of Directors, consisting primarily 
of parks and recreation facilities. This account will be eliminated once the existing funds 
are expended. 

Capital Improvement Fund - This fund is used to account for the accumulation and 
expenditure of funds for projects designated by the Board of Directors, consisting primarily 
of parks and recreation facilities. Funds can only be used on capital projects approved by 
the Board of Directors. 

 Member Assessments 
Each property owner is subject to annual assessments to provide funds for the Association's 
operating expenses, future capital acquisitions, and major repairs and replacements. 
Assessments  are determined annually during the budget process based on the Association's 
year. 
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CANYON LAKE PROPERTY OWNERS’ ASSOCIATION 
NOTES TO FINANCIAL STATEMENTS 

APRIL 30, 2018 
 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
 Accounts Receivable 

Accounts receivable as reflected in the financial statements are from members whose units are 
located within the City of Canyon Lake. Accounts receivable is primarily made up of 
assessments, fines, dock, and equestrian space rentals. A provision has been made for bad debts, 
using the allowance method. The Association has the right to levy liens on a member's property 
to insure payment of amounts due to the Association. At April 30, 2018, the Association had 
delinquent receivables of $1,434,371. Management states that these receivables are likely to be 
uncollectible and therefore, an allowance for uncollectible accounts has been made in the 
amount of $1,375,497. 

 

Cash and Cash Equivalents 
For purposes of the Statement of Cash Flows, cash includes cash on hand, funds on deposit 
with financial institutions, and investments with original maturities of three months or less.  
The Association maintains bank accounts at financial institutions within the counties of 
Riverside and  Los Angeles. 

 
Investments 
Accounting for investments depends on (a) the type of security- either debt or equity- and 
(b) the Association's intent and ability to hold it to maturity. At acquisition, investments 
should be classified into one of the following categories: 

 Held to Maturity - Debt securities for which the Association has both the positive 
 intent and ability to hold to maturity. Securities for which an entity has an intent to 
 hold for an indefinite time or a lack of an intent to sell should not be classified in this 
 category. 

 Trading - Debt securities that  do not meet the "intent to hold" criterion  and equity 
 securities  that have readily determinable  fair values, both of which are bought and 
 held principally for the purpose of selling them in the near term (e.g., the Association's 
 normal operating cycle) and thus generally are held for only a short period of time. 

 Available for Sale - Debt securities that do not meet the criterion to be classified as 
 held to maturity or trading. 

The Association classifies its investments as available for sale debt securities. 

 
Inventories 
Inventories consist primarily of food and beverage at the restaurants and gasoline at the 
campground.   Inventory is stated at the lower of  first-in, first-out cost or market, using a 
standard cost method. 
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CANYON LAKE PROPERTY OWNERS’ ASSOCIATION 
NOTES TO FINANCIAL STATEMENTS 

APRIL 30, 2018 
 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 

 
Property and Equipment 
Common areas are restricted to use by Association members, their tenants, and guests.   The 
Association is responsible for the preservation and maintenance of the common areas.  
Personal property acquired by the Association is capitalized at cost and depreciated over the 
estimated useful life of the item purchased, ranging from three to forty years, using the straight-
line method  of depreciation. 
 
Real property  capitalized  on  the  balance sheet  of the  Association includes  the  golf 
course  and  related improvements,  buildings, the  equestrian  center, campground  
improvements,  and the  marina and related improvements.  These  assets  are  related either 
to  the  production  of  income  to  the  Association  or are severable  and saleable at the 
Board of Directors' discretion.  Real property not capitalized on the balance sheet of the 
Association includes the roads, administrative and maintenance buildings, parks, and 
greenbelts.  Replacements and improvements to this property and common areas are not 
capitalized, as they are either not directly related to the production of income to the 
Association, or are not severable and saleable at the Board of Directors' discretion. 
 
The following summarizes capital assets recorded as of April 30, 2018: 

 
     Description          Amount          
   Land and Improvements      $    5,676,017 
   Buildings             3,720,132  
   Machinery and Equipment           1,125,755  
   Pool                 394,913  
   Furniture and Fixtures               507,822 
   Vehicles                 329,967  
    

Total Cost of Property and Equipment            11,754,606 
 
   Less Accumulated Depreciation           (7,440,549)   
 
   Net Property and Equipment                            $        4,314,057   
 

Construction Deposits 
The Association collects deposits from Property Owners' of contractors (builders) when 
builders apply for a building permit. The purpose of the deposit is to ensure compliance with 
Association rules and regulations.  The deposit is refunded when the builders apply for the 
refund and the Association verifies compliance.  
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CANYON LAKE PROPERTY OWNERS’ ASSOCIATION 
NOTES TO FINANCIAL STATEMENTS 

APRIL 30, 2018 
 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
  

Income Taxes 
The Association is classified as a non-exempt membership organization for both federal and 
state income tax purposes. Under this method of taxation, the Association is required to classify 
its taxable income and deductions between member activities, non-member activities, and 
capital  transactions (for capital replacement fund components). The Association is subject to 
specific rulings and regulations applicable to non-exempt membership organizations. 

For federal tax purposes, the Association is taxed on all net income from non-member activities 
reduced only by net losses from non-member activities for which a profit motive exists. Non-
member income may not be offset by member losses, and any net member losses may only be 
carried forward to offset member income of future tax periods. The Association files Form 
1120, with tax rates applicable to Association net taxable income based on a graduated rate 
table of 15% to 39% for the time period of May 1, 2017 through December 31, 2017. Due to 
Federal tax law changes, the tax rate used for the time period of January 1, 2018 through April 
30, 2018.  

For California income tax purposes, the Association is taxed on all net income from non-
member activities reduced only by net losses from non-member activities for which a profit 
motive exists.  Non-member income may not be offset by member losses. The tax rate for 
Association net taxable income is 8.84%. 

For the year ended April 30, 2018, the Association’s provision for income taxes of $53,322 
consisted of $26,240 for federal and $27,082 in state income taxes.  
 
Estimates 
The preparation of financial statements in conformity with generally accepted accounting 
principles 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 and the reported amounts of revenues and expenses during the reporting 
period. Actual results could differ from those estimates. 

Basis of Accounting 
The Association's policy is to prepare its financial statements on the accrual basis of accounting; 
consequently, revenues are recognized when earned rather than when received, and certain 
expenses and purchases of assets are recognized when the obligation is incurred rather than 
when cash is disbursed. This is the required method of accounting for the Association for 
financial reporting purposes. 

Lines of Business 
The Association conducts only one line of business, which is providing management and 
recreation services to its members. This consists primarily of maintenance of the common areas 
and related administrative functions. 
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CANYON LAKE PROPERTY OWNERS’ ASSOCIATION 
NOTES TO FINANCIAL STATEMENTS 

APRIL 30, 2018 
 
3. INVESTMENTS 

Investments consist of corporate bonds, municipal bonds and certificates of deposit held in an 
account with Charles Schwab. The following disclosures are required for these securities: 

     Amortized  Aggregate       Net Unrealized 
       Cost Basis    Fair Value      Loss              
 Corporate Bonds   $          10,804,242       $    10,719,878     $          (84,360)  

Municipal Bonds         3,856,314                  2,792,878                      (63,436)   
 Other                                                  5,000                      5,000                   -      
      $          13,665,556       $    13,517,760     $        (147,796)      
 
  

4. FAIR VALUE MEASUREMENTS 
 
The Association applies Generally Accepted Accounting Principles (GAAP) for fair value 
measurements of financial assets that are recognized or disclosed at fair value in the financial 
statements on a recurring basis. 
 
GAAP establishes a fair value hierarchy that prioritizes the inputs to valuation techniques used 
to measure fair value.  The hierarchy gives the highest priority to unadjusted quoted prices in 
active markets for identical assets or liabilities (Level 1 measurements) and the lowest priority 
to measurements involving significant unobservable inputs (Level 3 measurements).  The three 
levels of the fair value hierarchy are as follows: 
 

 Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or 
liabilities that the Association has the ability to access at the measurement date. 

 Level 2 inputs are inputs other than quoted prices included within Level 1 that are 
observable for the asset or liability, either directly or indirectly. 

 Level 3 inputs are unobservable inputs for the asset or liability. 
 
The level in the fair value hierarchy within which a fair measurement in its entirety falls is based 
on the lowest level input that is significant to the fair value measurement in its entirety. 
 
At April 30, 2018, all certificates of deposit and bonds were measured at fair value on a 
recurring basis and were valued at Level 1 inputs (quoted prices in active markets for identical 
assets).   
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CANYON LAKE PROPERTY OWNERS’ ASSOCIATION 
NOTES TO FINANCIAL STATEMENTS 

APRIL 30, 2018 
 
5. DUE TO/FROM OTHER FUNDS 
 

Interfund activity is reported as loans, services provided, reimbursements, or transfers. Loans 
are reported as interfund receivables and payables as appropriate and are subject to elimination 
upon consolidation.  Services provided, deemed to be at market or near market rates, are treated 
as revenues and expenses.  Reimbursements are when one fund incurs a cost, charges the 
appropriate benefitting fund, and reduces its related cost as reimbursement. All other interfund 
transactions are treated as transfers. 

Individual interfund receivable and payable balances as of April 30, 2018 were as follows: 

Operating Fund due from Other Funds                $  1,495,202 
Repair Replacement Reserve Fund due to Operating Fund               (1,400,841) 
Road Reserve Fund due from Operating Fund                                557,446 
Community Facilities Fund due to Operating Fund                 ( 348,545) 
Capital Improvement Fund due to Operating Fund                 ( 303,262)   
 Total due to/from Other Funds       $                 -       

 
6. SIGNIFICANT GROUP CONCENTRATIONS OF CREDIT RISK 
 

The Association maintains bank accounts at various financial institutions.  Some accounts 
are not federally insured or have balances which exceed the federally insured amount of 
$250,000. This is considered necessary due to the high volume of operating transactions. 

The majority of the Association's investments are in long term local government bonds of 
governmental entities within the state of California.  The brokerage account is insured by 
the Securities Investors Protection Corporation (SIPC). 

 
7. EMPLOYEE BENFIT PLAN 
 

The Association has a 401(k) defined contribution plan (the "Plan") which covers all 
employees who have completed at least 1,000 hours of service within a 12 consecutive month 
period.  Employees qualify for benefits upon reaching the age of 65.  For the employer 
portion, employees become 100% vested immediately.  The Association may make a 
discretionary matching contribution not to exceed 4% of an employee's gross pay per pay 
period.  The Association made matching contributions of $73,996 during the year ended 
April 30, 2018. 
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CANYON LAKE PROPERTY OWNERS’ ASSOCIATION 
NOTES TO FINANCIAL STATEMENTS 

APRIL 30, 2018 
 
8. OPERATING LEASE 

 
The Association leases the Canyon Lake Reservoir (the "Reservoir") for water recreation 
purposes. In an agreement implemented on March 9, 2017,  t he lease term was extended 
through December 31, 2066.  Effective September 1, 2017, an annual base amount of 
$1,403,850 is to be paid along with an annual cost increase calculation based on the Consumer 
Price Index (CPI).  
 
Future minimum lease expenses for the operating lease, excluding the annual CPI cost 
increase, (which is not determinable for future years at this time), are $67,384,800. The 
Association has accrued a prepaid expense for one month of the lease covering May 1, 2018 
through May 31, 2018. For the year ending April 30, 2018 the total lake lease expense 
amounted to $1,326,814. 

 
9. CONTINGENCIES 
 

Litigation 

The Association is involved in various legal matters.  In the opinion of legal counsel, the 
likelihood of an unfavorable outcome cannot be calculated with any degree of certainty.  
Accordingly, the Association has not accrued any possible loss contingency for those 
matters. 

 
10. FUTURE MAJOR REPAIRS AND REPLACEMENTS 
 

The Association's governing documents require that funds be accumulated for the 
replacement and improvements of its common areas and for general operations.  Such 
funds  are intended to provide for the cost of future replacement, repairs and 
maintenance when it is estimated that such items are needed.  

It is the Association's policy to fund its reserves on a monthly basis.  The Association 
annually reviews its reserve funding program.  The last review was performed as part of 
the budget process for the current year.  California Civil Code Section 5300 et. seq. 
mandates certain requirements for disclosure of the reserve funding program by the 
Association to its members. The Association believes that it has complied in all material 
respects with these requirements. 

The Association engaged an independent engineer who conducted an “update with-site-visit” 
reserve study in August 2014 to estimate the remaining useful lives and the replacement costs 
of the common property components. The reserve study information continues to be reported 
based on the August 2014 study and management feels that there have been no indications that 
these estimates are not still accurate.  
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CANYON LAKE PROPERTY OWNERS’ ASSOCIATION 
NOTES TO FINANCIAL STATEMENTS 

APRIL 30, 2018 
 
10. FUTURE MAJOR REPAIRS AND REPLACEMENTS (continued) 

The Association is funding for such major repairs and replacements over the estimated useful 
lives of the components based on the study's estimates of current replacement costs, 
considering amounts previously accumulated in the replacement fund. Actual expenditures 
may vary from estimated amounts and variations may be material.  Therefore, amounts 
accumulated in the replacement fund may not be adequate to meet future needs.  The 
Association updates cost data annually. If additional funds are needed, however, the 
Association has the right, subject to Board of Directors, to increase regular assessments or levy 
special assessments, or it may delay major repairs and replacements until funds are available. 
The Association intends to obtain updated reserve study during the 2018/2019 fiscal year.  

Cash and investment balances in amounts equal to the designated capital reserves 
represent cash and investments designated for this purpose only. 

 
11. SUBSEQUENT EVENTS 

 
The Association evaluated all potential subsequent events as of August 6, 2018, when the 
financial statements were authorized and available to be issued. No subsequent events or 
transactions, were identified after April 30, 2018 or as of August 6, 2018 that require disclosure 
to the financial statements. 
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CANYON LAKE PROPERTY OWNERS' ASSOCIATION
FUTURE MAJOR REPAIRS AND REPLACEMENTS (UNAUDITED)

 APRIL 30, 2018

Components

Estimated 
Remaining Useful 

Lives (Years)
Future Average 

Replacement Cost

Administration 0-13 1,602,690$                       
Bluebird Hall 0-27 102,971                            
Country Club 0-22 919,765                            
Fire Station 0-21 201,815                            
Lodge 0-16 2,654,188                         
Operations 0-14 242,438                            
Senior Center 0-19 337,301                            
Vehicles 0-26 1,654,166                         
Entries 0-18 132,023                            
Lakes 0-26 7,152,627                         
Gault Field 0-14 786,622                            
Campground 0-29 1,311,602                         
Equestrian Center 0-23 1,477,475                         
Golf Course 0-22 7,154,776                         
Parks 0-22 1,873,981                         
Pools and Spas 0-13 351,469                            
Tennis Counrts 0-14 171,028                            
Fairway Estates 0-11 193,882                            
General Common Area 0-18 1,522,222                         
Road 1-27 36,921,659                       

Totals 66,764,700$                     

at April 30, 2018 11,794,307$                     
Designated for Repairs and Replacements

The Board of Directors authorized a study by an independent reserve study consultant, Association 
Reserves, Inc. as of August 2014.  The study was intended to estimate the future replacement costs, 
useful lives of the components of the Association’s common property and the recommended 
funding requirements.  Replacement costs were based on the estimated costs to repair or replace the 
common property components at the end of their useful lives assuming an annual inflation rate of 
3%. 

Summary per Reserve Study

The following table is based on that reserve study and presents significant information about the 
components of the common property and funding requirements. 

A separate study was conducted by Webb and Associates, to estimate the timing and cost of future 
repairs and replacements for 36 miles of 2-way common streets within the Association to estimate 
the remaining useful lives of the common streets. The replacement costs were estimated from 
published guidelines.

The reserve study information continues to be reported based on the August 2014 study and 
management feels that there have been no indications that these estimates are not still accurate.
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CANYON LAKE PROPERTY OWNERS' ASSOCIATION
OPERATING FUND FUNCTIONAL EXPENSES

FOR THE YEAR ENDED APRIL 30, 2018
Member Planning & Community Equestrian Golf Meeting Country

Corporate Operations Lakes Services Compliance Patrol Activities Center Campground Course Lighthouse Rooms - Lodge Club Total
REVENUES

Interest income 6,753$              -$                      -$                      -$                     -$                     -$                      -$                     -$                     -$                     -$                        -$                        -$                        -$                        6,753$                
Administrative fees 760,214           -                        -                        95,162             -                       -                        -                       -                       -                       -                          -                          -                          -                          855,376             
Architectural and building fees -                        -                        -                        -                       104,401           -                        -                       -                       -                       -                          -                          -                          -                          104,401             
Sales and user fees -                        19,900              476,003            200,946           -                       -                        45,346             159,011           229,132           937,808             1,030,331          22,316                850,691             3,971,484          
Other income 106,853           36,972              22,325              100                  160,541           119,016            20,509             3,282               873                  -                          64,035                -                          1,106                  535,612             

Total revenue 873,820           56,872              498,328            296,208           264,942           119,016            65,855             162,293           230,005           937,808             1,094,366          22,316                851,797             5,473,626          

EXPENSES
Salaries and related expenses 1,237,458        1,521,215         -                        341,726           371,220           48,263              282,541           125,634           88,743             86,875                783,699             -                          650,272             5,537,646          
Outside services 323,640           204,408            244,672            21,963             249                  1,953,325         13,960             16,932             13,975             241,045             49,355                23,210                46,625                3,153,359          
Lake lease -                        -                        1,326,814         -                       -                       -                        -                       -                       -                       -                          -                          -                          -                          1,326,814          
Utilities 117,503           394,122            -                        634                  1,173               18,198              59,335             49,054             41,254             556,680             75,630                63,843                50,665                1,428,091          
Repairs and maintenance 10,857              395,058            12,043              -                       1,589               33,375              9,254               10,318             13,615             887,711             12,812                39,049                15,915                1,441,596          
Supplies 56,435              134,907            18,628              36,155             13,755             21,144              45,876             11,166             4,523               64,676                62,756                25,817                54,965                550,803             
Rental equipment -                        5,485                3,167                -                       -                       533                    -                       1,189               72                    -                          3,460                  -                          -                          13,906                
Property taxes 13,280              -                        -                        -                       -                       -                        -                       -                       -                       -                          -                          -                          -                          13,280                
Income taxes 53,322              -                        -                        -                       -                       -                        -                       -                       -                       -                          -                          -                          -                          53,322                
Cost of goods sold -                        -                        -                        -                       -                       -                        -                       65,024             65,694             -                          379,221             -                          256,979             766,918             
General and administrative 242,827           18,284              -                        1,730               3,980               591                    6,365               213                  10,299             33,875                45,118                453                     40,920                404,655             
Insurance 455,217           -                        -                        -                       -                       -                        -                       -                       -                       -                          -                          -                          -                          455,217             
Legal fees 895,788           -                        -                        -                       22,034             -                        -                       -                       -                       -                          -                          -                          -                          917,822             
Uncollectible assessments 66,093              -                        -                        -                       -                       -                        -                       -                       -                       -                          -                          -                          -                          66,093                
Events -                        -                        -                        209                  -                       -                        93,246             -                       -                       -                          71,603                -                          14,562                179,620             
Depreciation 225,834           -                        -                        -                       -                       -                        -                       -                       -                       -                          -                          -                          -                          225,834             

Total expenses 3,698,254        2,673,479         1,605,324         402,417           414,000           2,075,429         510,577           279,530           238,175           1,870,862          1,483,654          152,372             1,130,903          16,534,976        

TOTAL DEPARTMENT INCOME (LOSS) (2,824,434)$     (2,616,607)$      (1,106,996)$      (106,209)$       (149,058)$       (1,956,413)$      (444,722)$       (117,237)$       (8,170)$           (933,054)$          (389,288)$          (130,056)$          (279,106)$          (11,061,350)$     
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