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INDEPENDENT AUDITORS' REPORT

To the Board of Directors of
Sun City Roseville Community Association, Inc.

We have audited the accompanying balance sheets of Sun City Roseville Community Association,
Inc. as of June 30, 2010 and 2009 and the related statements of revenue, expenses and changes in
fund balance and cash flows for the years then ended. These financial statements are the
responsibility of the Association's management. Our responsibility is to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audits to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit
includes. examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide 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 Sun City Roseville Community Association, Inc. as of June 30, 2010 and
2009, and the results of its operations and its cash flows for the years then ended in conformity
with accounting principles generally accepted in the United States.

McCLINTOCK ACCOUNTANCY ORPRATION
Tahoe City, California
August 25, 2010
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SUN CITY ROSEVILLE COMMUNITY ASSOCIATION, INC.

NOTES TO FINANCIAL STATEMENTS
June 30, 2010 and 2009

Form of Organization

Sun City Roseville Community Association, Inc. (the "Association) is a non-profit, mutual
benefit corporation organized under the laws of California. The Association's members
consist of those persons or entities owning the 3,110 lots within the Sun City Roseville
subdivision in Roseville, California. The Association was organized to provide
management services and maintenance of certain common use areas and recreation
facilities within the subdivision. The Association also exercises architectural control over
the lots within the subdivision.

The Association operates and maintains facilities that include two golf courses, clubhouse
with a restaurant and bar, fimess center, swimming pools, parks and greenbelts, and tennis
courts. Revenues are derived from the use of some of these faciliies. Assessments are
levied annually against each member’s lot in the development. The Association derives
over 50% of its revenue from assessments which are levied equally against each member’s
lot.

The Association’s Board of Directors is comprised of seven members elected by
Association members. Fach director is elected to serve a term of two years, with three
directors elected in even-numbered years and four directors elected in odd-numbered
years. The Board of Directors, among other things, establishes assessments of members
of the Association and establishes fees for the use of Association amenities.

Summary of Significant Accounting Policies

A. The Association’s governing documents provide certain guidelines for managing 1ts
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 - Used to account for financial resources available for the
general operations of the Association. Included in this fund is the
emergency reserve and capital improvement savings.

Reserve Fund - Used to account for financial resources designated for
future major repairs and major maintenance and replacements. Included
in this fund is the special reserve.

Property and Equipment Fund - Used to account for the Association’s
mvestment in its common property and equipment.




SUN CITY ROSEVILLE COMMUNITY ASSOCIATION, INC.

NOTES TO FINANCIAL STATEMENTS
June 30, 2010 and 2009

Property of the Association includes certain facilities turned over to the Association
by the developer in prior years. These facilities include the golf courses, tennis
courts, pools, parks and greenbelts, fitness center, recreation center and clubhouse,
and certam common land. These assets are reflected in the accounts at the
developer’s cost basis. Subsequent purchases of property and equipment and
Improvements to real property are recorded at cost. Depreciation is calculated on
the straight-line method over the estimated useful lives of the related assets ranging
from 3 to 40 years. The Association may not transfer its common real property
without the approval of 75% of its members.

It 15 the Association's policy to account for funding and replacement of common
area property and equipment with a cost greater than $5,000 and a useful life
greater than 3 years and less than 30 years, and major maintenance, through a
reserve fund. Included in the annual lot assessment is a provision, as determined
by the Board of Directors, for replacement of these items. The funds are
designated for major repairs and replacements. When major repairs  or
replacements occur, the expenditures are charged against the fund balance or, if
certain conditions are met, a transfer is made to the property and equipment fund
and the expenditures are capitalized.

The Association determines the required amount of funding for replacement of
common areas, In part, using the cash flow method. This method requires
preparation of a cash flow forecast. The Association has scheduled estimates for
future major repairs and replacements over a 80 year period and has determined
the required amount of funding by using the amount of assessments that will keep
the reserve fund solvent over a 30 year period.

Actual expenditures, however, may vary from the estimated amounts and the
variations may be material. Therefore, amounts accumulated in the reserve fund
may not be adequate to meet future needs. If additional funds are needed, the
Association has the right, subject to any necessary member approval, to incrcasc
regular assessments, to levy special assessments, or it may delay major repairs and
replacements until funds are available.

Inventories are stated at the lower of cost (first-in, first-out method) or market.

Association members are subject to annual assessments to provide funds for the
Association's operating expenses and major repairs and replacements. Accounts
receivable at the balance sheet date primarily represent amounts due from
members. The Association’s collection policy includes, among other things,
assessing a late charge and interest, filing a lien, and assessing a lien fee on
payments not received within the allowable time periods. The Association has the
right to suspend certain membership rights and pursue collection through
foreclosure action. An allowance for doubtful accounts is created when an
account’s collectibility is uncertain. = Accounts are written off when the

-6-



SUN CITY ROSEVILLE COMMUNITY ASSOCIATION, INC.

NOTES TO FINANCIAL STATEMENTS
June 30, 2010 and 2009

Association’s management determines that an account is uncollectible due to an
event such as a bankruptcy or foreclosure proceedings.

F. Deferred revenues primarily represent lot assessments and amenity fees received
n the current fiscal year, which apply to the subsequent fiscal year.

G. It is the Association's policy to record interest income and the related income tax
expense directly to the respective fund holding the investments.

H. For state purposes, the Association is taxed as a membership organization. As
such, the Association is generally taxed only on non-member income, such as
Investment earnings, advertising income and gains on sale of assets, at regular state
corporate tax rates. For federal purposes, the Association has tax-exempt status as
a non-profit organization under Internal Revenue Code 501(c)(4). Unrelated
business income earned by the Association, such as newsletter advertising income,
s taxed net of related expenses at regular federal corporate tax rates.

L For the purposes of the statements of cash flows, cash is defined as petty cash and
amounts held in checking and money market demand accounts.

J. The carrying amounts of financial instruments, including cash, certificates of
deposit, accounts receivable and accounts payable approximate their fair value due
to the short term maturities of these imstruments.

K. The preparation of financial statements in conformity with generally accepted
accounting principles in the U.S. requires management to make estimates and
assumptions that affect the reported amounts of 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.

Concentration of Credit Risk

Financial 'instruments that potentially subject the Association to credit risk consist
principally of members' accounts receivable. Accounts receivable at June 30, 2010 and
2009 are primarily from members whose residence is within the Association.

The Association maintains demand accounts at various banks. At June 30, 2010 and
2009, the aggregate balance of these accounts exceeded the federally insured limits by
$4,732 and $3,533, respectively. The Association, through its bank, has private insurance
for amounts that exceed federally insured limits.
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SUN CITY ROSEVILLE COMMUNITY ASSOCIATION, INC.

NOTES TO FINANCIAL STATEMENTS
June 30, 2010 and 2009

Standbyv Letter of Credit

The Association has a $125,000 wirevocable standby letter of credit with UBS Paine
“Webber outstanding at June 30, 2010. The letter of credit is collateralized by Association
deposits held at UBS Paine Webber and expires on May 31, 2011." As of June 30, 2010
and 2009, there was no outstanding balance on the letter of credit.

Investments

Association investments consist of dollar per share U.S governmental money market
mutual funds, certificates of deposit, municipal securities, and U.S. Treasury securities, and
amounted to $7,151,554 and $7,689,011 at June 30, 2010 and 2009, respectively. Varying
types and levels of safety protection cover the various Association investments, mncluding
FDIC insurance, SIPC insurance, privately funded bank insurance, and the backing of the
US Treasury and its agencies. Money market mutual funds are classified as available for
sale securities and are carried at cost, which approximates fair value. Marketable securities
and certificates of deposit are carried at amortized cost (or adjusted cost in the case of
Treasury Inflation Protected Securitics), as they are classified as held to maturity
investments since the Association has the positive intent and ability to hold -all securities
until maturity. All securities held at June 30, 2010 and 2009 are valued using Level 1
inputs. Level 1 inputs includes quoted prices in active markets for identical assets or
liabilities that the Association has the ability to access at the measurement date.

The maturities of debt securities and their approximate fair value at June 30, 2010 and
2009 are as [ollows:

2010 2009

Amortized TFair Amortized Fair
Cost Value Cost Value

Due in one year or less $ 2,356,825 § 2,369,380 $3,231,258 $.3,246,058

Due n one to [ive years 2,214,793 2,313,193 2,687,764 2,734,038
Due 1n six to ten years 2,579,936 2,725,789 1,769,989 1,765,203

$ 7,151,554 § 7,408,362 $7,689,011 $ 7,745,299

During the years ended June 30, 2010 and 2009 there were no sales ol investments prior to
maturity, although certain callable debt securities were called.

The amortized cost, gross unrealized O'ains and losses and aggregate [air value at IUIlC 80
O o O =) . 3
are as f()H()WSZ



SUN CITY ROSEVILLE COMMUNITY ASSOCIATION, INC.

NOTES TO FINANCIAL STATEMENTS
June 30, 2010 and 2009

2010
Gross Gross Aggregate
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
Available for Sale
Cash- $ 599,453 $ -0- $ -0- $ 599,453
Money Market 119,476 -0- -0- 119,476
$ 718,929 $ -0- 5 -0- $ 718,929
Gross Gross Aggregate
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
Held to Maturity
Certificate of Deposit ~ $ 3,247,878 $ 79,190 ($ 1,948) $ 38,325,120
Municipal Securities 79,759 261 (5,317) 74,703
Government Securities 3,104,988 184,622 -0- 3,289,610
$ 6,432,625 $ 264,073 ($ 7,265) $ 6,689,433
Carrying Value $ 7,151,554
2009
Gross Gross Aggregate
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
Available for Sale
Cash $ 1,052,205 $  -0- $  -0- $ 1,052,205
Money Market 120,045 -0- -0- 120,045
$ 1,172,250 §  -0- $  -0- - $ 1,172,250
Gross Gross Aggregate
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
Held to Matunty
Certificate of Deposit  $ 3,958,133 $ 40,936 ($ 9,670 $ 3,989,399
Municipal Securities 89,535 258 (6,595) 83,198
Government Securities 2,469,093 76,596 (45,237) 2,500,452
$ 6,516,761 $ 117,790 ($ 61,502 $ 6,573,049
Carrying Value $ 7,689,011




SUN CITY ROSEVILLE COMMUNITY ASSOCIATION, INC.

NOTES TO FINANCIAL STATEMENTS
June 30, 2010 and 2009

Property and Equipment

A summary of Association property and equipment at June 30, 2010 and 2009 is as
follows:

2010 2009
Land $ 6,336,305 $ 6,336,305
Land improvements 15,758,908 15,758,908
Buildings 11,356,862 11,368,899
Furniture and equipment 6,637,658 7,917,303
Vehicles 55,745 55,745
40,145,478 41,437,160
Less accumulated depreciation (8,628,159) (9,689,890)
Construction in progress 973,693 -0-
$ 32,491,012 $31,747,270

Income Taxes

The provision for income taxes for the years ended June 30, 2010 and 2009 is as follows:

2010 2009
State $ 42,190 $ 47,702
Federal 607 5,764

$ 42,797 $ 53,466

Federal income tax expense has been reduced in both years by general tax credits available
to the Association.

Reserve Fund Expenditures

Reserve fund expenditures for the years ended June 30, 2010 and 2009 are as follows:

2010 2009
Repairs and maintenance:
Bridge repair 5 2,582 $ -0-
Paving & parking lot -0- 19,165
Wood dance floor -0- 8,237
Pamting 51,994 28,935
Reconstruct sediment basin -0- 47,950
§ 54,576 $ 104,287

-10-
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11.

SUN CITY ROSEVILLE COMMUNITY ASSOCIATION, INC.

NOTES TO FINANCIAL STATEMENTS
June 30, 2010 and 2009

Property and equipment replacement:

Equipment $ 16,533 $ 455,736
Furniture and fixtures -0- 42,158
Recreation center 132,199 -0-
Golf course 329,134 354,540
Irrigation 275,900 197,595
Landscape -0- 30,848
Fences -0- 8,200
Pro shop -0- ' 74,690

$ 753,766 $ 1,163,767

Retirement Benefit Plan

The Association maintains a defined contribution benefit plan under Section 401(k) of the
Internal Revenue Code. The plan is available to all eligible employees upon completing 3
months of employment. The total amount deferred in any calendar year may not exceed
the applicable IRS limit. Each year, the Association may choose to contribute a
discretionary matching percentage of employee deferrals. At June 30, 2010 and 20009, the
Association matched 100% of employee contributions up to the first 39% of the employee’s
earnings and 50% of the employee contributions on the next 2%. For the years ended
June 30, 2010 and 2009, employer matching contributions are $44,257 and $56,484
respectively.

Capital Lease Obligation

'The Association previously leased equipment under a capital lease agreement which calls
for monthly principal and interest payments. The lease expired in March, 2009. The
assets are being depreciated over their estimated useful lives. Depreciation of these leases
is computed using the straight-line method. At June 30, 2010 and 2009, the total cost of
the assets under capital lease agreements was $6,777. At June 30, 2010 and 2009,
depreciation of $1,130 has been included in depreciation expense for each year, and
accumulated depreciation had been recorded of $2,463 and $1,3383, respectively.

Operating Leases

The Association has entered into several non-cancelable operating lease agreements for
the use of golf carts and other equipment. Lease rent expense was $101,731 and $46,780
for the years ended June 30, 2010 and 2009, respectively. At June 30, 2010, future
minimum lease payments under such leases are as follows:

11-
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SUN CITY ROSEVILLE COMMUNITY ASSOCIATION, INC,

NOTES TO FINANCIAL STATEMENTS
June 30, 2010 and 2009

Year Ending June 30

2011 $ 51,976
2012 23,686
2013 23,055
2014 2,015

$ 101,732
Commitments
The Association has entered into various contracts with outside companies to provide
services such shuttle service. The remaining non-cancelable amount on this contract is

approximately $17,000 at June 30, 2010.

Landscape Settlement

"The Association settled a construction defect lawsuit against the developer during the year
ended June 30, 2006. Under the terms of the settlement agreement, the Assocliation
received $2,100,000.

The settlement was recorded as reserve fund revenue for the year ended June 30, 2006.
The proceeds received from the settlement have been deposited in a separate investment
account and are being accounted for in the special reserve fund, which is part of the
reserve fund.

Cash activity in the fund follows:

2010 2009
Balance at beginning of year $ 346,513 $ 941,566
Interest credited 4,120 19,152
Transfer of interest to capital improvement account -0- (18,724)
‘Transfer to reserve fund (24,856) (595,481)
Balance at end of year § 325,777 $ 346,518

Members’ Assessment 2010-2011

The Association’s Board of Directors has approved a regular assessment of $1,644 per lot
($137 per month) for the year ending June 30, 2011. Total member’s assessments are
$5,114,272, of which $865,743 will be allocated to the reserve fund.
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SUN CITY ROSEVILLE COMMUNITY ASSOCIATION, INC.,

NOTES TO FINANCIAL STATEMENTS
June 30, 2010 and 2009

15. Operating Fund Balance Components

The components of the Operating Fund balance as of June 30, 2010 and 2009 are as

[ollows:
2010 2009
Capital improvement savings $ 114,476 § 766,662
Operating emergency account 401,348 400,000
Operating surplus 63,267 161,743
$ 579,091 $ 1,328,405

16. Litigation

From time to time, certain claims arising in the ordinary course of business are filed against
the Associaion. The Association has vigorously defended these claims. Currently no
hitigation exists. '

17. Subsequent Fvents (

Subsequent events have been evaluated through August 25, 2010, the date that the
statements were available for issuance. ’

-13-
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SUN CITY ROSEVILLE COMMUNITY ASSOCIATION, INC.
Schedule 1
REQUIRED SUPPLEMENTARY INFORMATION ON
FUTURE MAJOR REPAIRS AND REPLACEMENTS
June 30, 2010
(Unaudited)

(See Independent Auditors’ Report on Required Supplementary Information)

The Association’ updated a study in 2010 to estimate the remaining useful lives, the lives after replacement, and the
replacement costs of the compounents of common property. The estimates were based on management's and
contractors' estimates and historical costs at the date of the study. Estimated current replacement costs have been
adjusted to reflect a 3.5% inflation factor.

The Association does not designate the balance of the reserve fund by component, The total amount available for
major repairs and replacements as of June 30, 2010 is $6,258,414. The 2010-2011 budget includes $865,748 of
assessments allocated to the reserve fund, plus $183,742 of investment earnings.

The Association has not included items with a useful life of greater than thirty years as a component of the reserve
study, such as the structural components of Association buildings. As a result of these assets not being included, the
estimated current replacement cost of $10,336,237 may be understated. Since the study to estimate the future cost of
these items has not been completed, the amount of any understatement cannot be reasonably estimated.

The Association’s policy is to fund for the assets included in the reserve, including inflation at 8.5% per year, prorated
over the remaining useful lives of the assets. For further information and discussion, mcluding the use of the cash flow
method for determining funding amounts, see Note 2 (c) in the accompanying financial statements.

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

Range of Range of Current

Remaining Lives After Replacement
Department/Component Lives (Years) Replacement (Years) Costs
Equipment 0-16 5-30 $ 4,094,390
Golf course 1-13 5-20 146,965
Golf course irrigation 0-28 10-30 1,809,034
Fences and walls ' 2-28 15-30 271,800
Floor coverings 0-15 5-30 348,203

‘ Fumiture & fixtures 0-9 5-23 809,567

Landscape 10-13 : 12-15 133,615
Paint , 0-8 2-10 99,795
Paving 0-8 2-29 446,673
Pool 0-8 5-12 189,617
Roofing 5-15 20-30 487,709
Wall coverings 5-16 20-30 123,901
Miscellaneous 1-26 6-30 1,574,968

$ 10,336,237




