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INDEPENDENT AUDITOR'S REPORT 

To the Board of Directors and Members of 
The Barron Square Homeowners Association 
Palo Alto, California 

I have audited the accompanying financial statements of The Barron Square Homeowners Association (the 
Association), which comprise the balance sheet as of December 31, 2013 , and the related statements of revenues, 
expenses and changes in fund balance and cash flows for the year then ended, and the related notes to the financial 
statements. Information for the year ended December 31, 20 I 2 is presented for comparative purposes only and was 
extracted from audited financial statements on which I expressed an unqualified opinion in my report dated 
February 13 , 2013 . 

Management's Responsibility (or 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. 

Auditor's Responsibility 
My responsibility is to express an opinion on these financial statements based on my audit. I conducted my audit in 
accordance with auditing standards generally accepted in the United States of America. Those standards require 
that I 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, I 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. 

I believe that the audit evidence I have obtained is sufficient and appropriate to provide a basis for my audit 
opinion. 

Opinion 
In my opinion, the financial statements referred to above present fairly, in all material respects, the financial 
position of The Barron Square Homeowners Association as of December 31, 2013 , and the results of its 
operations and its cash flows for the year then ended in conformity with accounting principles generally accepted in 
the United States of America. 
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MARCELLO LARA 
certif i ed publ i c account a n t & consultant 

The Barron Square Homeowners Association 
Palo Alto, California 

Supplementary In(ormation 

303 Twin Dolphins Dr., Suite 600 
Redwood City, CA 94065 

PHN 650.632.4211 I FAX 650.551 .990 I 
EML marco@lara-cpa.com 

Accounting principles generally accepted in the United States of America require that the information on future 
major repairs and replacements of common property on page(s) 12 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. I 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 methods of preparing the 
information and comparing the information for consistency with management's responses to my inquiries, the basic 
financial statements, and other knowledge I obtained during my audit of the basic financial statements. I do not 
express an opinion or provide any assurance on the information because the limited procedures do not provide me 
with sufficient evidence to express an opinion or provide any assurance. 

February 2, 2014 
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The Barron Square Homeowners Association 

Balance Sheets 
as of December 31 , 2013 and 2012 

2013 2012 
Operations Replacement Total Total 

Note Fund Fund Funds Funds 
(for comparative 
purposes on/;1 

Assets 

Cash and cash equivalents 2.4 $ 7,775 $ 1, 110,712 $ 1,118,487 $ 807,705 
Investment in certificates of deposit 4 305, 142 305,142 503,590 
Prepaid insurance 41,430 41,430 32,291 
Prepaid management fee 2,426 2,426 2,355 
Interest receivable 696 696 1,320 
Prepaid income taxes 2.9 231 231 2,564 
Member receivables 2.5 115 115 1,518 
Due from operations fund 45,485 45 ,485 43 ,986 
Due to replacement fund (45,485) (45,485) (43 ,986) 

Total Assets $ 6.492 $ 1.462.035 $ 1.468.527 $ 1.351.343 

Liabilities 

Accounts payable $ 2,628 $ 12,578 $ 15,206 $ 4,884 
Assessments received in advance 4.995 4.995 7 388 

Total Liabilities 7 623 12.578 20.201 12.272 

Fund Balance (Deficit) (1.131) 1.449.457 1.448.326 1.339071 

Total Liabilities and Fund Balance ~ 6.492 $ 1.462.035 $ 1.468.527 $ 1.351.343 

See independent auditor's report and accompanying notes. 
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The Barron Square Homeowners Association 

Statements of Revenues, Expenses 
and Changes in Fund Balances 

for the Years Ended December 31, 2013 and 2012 

2013 2012 
Operations Replacement Total Total 

Note Fund Fund Funds Funds 
(for comparative 
purposes only) 

Revenues 

Member assessments 2.7 $ 231,420 $ 270,000 $ 501 ,420 $ 468,252 
Interest income 2.8 59 3,327 3,386 4,626 
Late charges and other income 315 315 576 

Total Revenues 231.794 273.327 505.121 473.454 

Expenses 

Administration 
Insurance 68,006 68,006 62,783 
Management 28,473 28 ,473 27,630 
General administration 7,621 7,621 7,342 
Legal, accounting and consulting 4,921 4,921 3,278 
Social functions 476 476 
Income taxes 2.9 354 354 565 
Bank fees 300 300 300 

Total administration 109.851 300 110.151 101.898 

Common Area Maintenance 
Landscape maintenance 65,335 65,335 61,238 
Water and sewer 27,605 27,605 24,757 
Common area maintenance and repairs 13,782 13,782 12,342 
Gas and electricity 7,422 7,422 8, 151 
Pool and spa maintenance and repair 6,072 6,072 6,457 
Gutters and downspouts 4,900 4,900 5,388 
Plumbing maintenance and repair 4,703 4,703 5,002 
Custodial services 2,526 2,526 2,149 
Lighting and electrical 1,616 1,616 1,677 
Pest control 1.530 1 530 5 194 

Total Common Area Maintenance 135.491 135.491 132.355 

See independent auditor's repo11 and accompanying notes. 
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The Barron Square Homeowners Association 

Statements of Revenues, Expenses 
and Changes in Fund Balances 

for the Years Ended December 3 1, 2013 and 2012 

Mator Ree.airs and Reelacements 
Building exteriors 
Landscaping 
Roofs 
Major repairs and replacements, other 
Decks 
Painting 
Concrete surfaces 
Plumbing system 

Total Major Repairs and Replacements 

Total Expenses 

Excess (Deficiency) of Revenues Over 
Expenses 

Fund Balance, Beginning of Year 

Fund Balance (Deficit), End of Year $ 

Operations 
Fund 

245.342 

(13 ,548) 

12.417 

(1.131) 

2013 
Replacement 

Fund 

52,507 
28,317 
26,377 
21 ,104 
13,240 
5,450 
3,229 

150.224 

150 524 

122,803 

1.326,654 

~ 1.449.457 ~ 

See independent auditor's repo1t and accompanying notes . 
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Total 
Funds 

52,507 
28,317 
26,377 
21 , 104 
13 ,240 
5,450 
3,229 

150.224 

395.866 

109,255 

1.339.071 

1,448.326 

2012 
Total 
Funds 

(for comparative 
purposes only) 

18,482 
6, 166 
4,782 
8,262 
6,522 

3,344 
17.744 

65 302 

299.555 

173 ,899 

1.165.172 

$ 1.339.071 



The Barron Square Homeowners Association 

Statements of Cash Flows 
for the Years Ended December 31 , 2013 and 2012 

Operating Activities 

Excess (Deficiency) of Revenues Over 
Expenses 

Adjustments to Reconcile Excess (Deficiency) 
of Revenues Over Expenses to Net Cash 
Provided by Operating Activities : 

Decrease (Increase) in Assets: 
Member receivables 
Interest receivable 
Prepaid insurance 
Prepaid income taxes 
Other prepaid expenses 
Due from operations fund 
Due to replacement fund 

Increase (Decrease) in Liabilities 
Accounts payable 
Assessments received in advance 

Total Adjustments 

Net Cash Provided by (Used for) Operating 
Activities 

Investing Activities 
Net (Purchase) Sale of investment Ill 

certificates of deposit 

Net Cash Provided by (Used for) Investing 
Activities 

Net Increase (Decrease) in Cash and Cash 
Equivalents 

Cash and Cash Equivalents, Beginning of 
Year 

Cash and Cash Equivalents, End of Year 

Supplemental Disclosures 

Income Taxes Paid 

$ 

$ 

2.9 $ 

Operations 
Fund 

2013 
Replacement 

Fund 

(13,548) $ 122,803 $ 

1,403 

(9, 139) 
2,333 

(71) 

I ,499 

(2,256) 
(2,393) 

(8.624) 

(22, 172) 

(22.172) 

29 947 

7,775 $ 

624 

(l,499) 

12,578 

11.703 

134.506 

198.448 

198.448 

332.954 

777.758 

1.110.712 $ 

( 1,979) =$ ==== $ 

See independent auditor's repo1t and accompanying notes. 
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Total 
Funds 

2012 
Total 
Funds 

(for comparative 
purposes only) 

1 09 .25 5 ""'$ --~l 7~3~.8~9~9 

1,403 
624 

(9, 139) 
2,333 

(71) 
(1,499) 
l ,499 

10,322 
(2,393) 

3 079 

112.334 

198.448 

[ 98.448 

310.782 

807.705 

(300) 
1,651 
(447) 

(l ,835) 
(70) 

(7,635) 
7,635 

(10,672) 
3.968 

(7.705) 

166 194 

(250.185) 

(250. [ 85) 

(83.991) 

891.696 

l.11 8.487 =$ ===80=7==. 7=0=5 

(1,979) ==$ ===2==4=0=0 



The Barron Square Homeowners Association 

Notes to Financial Statements 
for the Years Ended December 31 , 2013 and 2012 

1. Nature of Organization 

The Barron Square Homeowners Association (the Association) is a common interest development located 
in Palo Alto, California which consists of 65 residential dwellings and certain common area property. 
The Association was organized as a nonprofit mutual-benefit corporation on February 08 , 1979 to provide 
for management, maintenance and architectural control of the individual units and the common area 
property . The Association is governed by a member-elected Board of Directors which is responsible for 
enforcing provisions of the governing documents, which include covenants, conditions and restrictions 
(CC&Rs), by laws, and rules and regulations. Major decisions, as determined by the CC&Rs, are referred 
to the Association owners as a whole. 

2. Summary of Significant Accounting Policies 

2.1 Method of Accounting. The accompanying financial statements, and the Association's corporate 
income tax returns, have been prepared on the accrual basis of accounting, in accordance with accounting 
principles generally accepted in the United States of America, whereby revenues are recognized when 
earned and expenses are recognized when incurred. 

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

Operations Fund - This fund is used to account for the financial resources available for the 
general day-to-day operations of the Association. 

Replacement Fund - This fund is used to accumulate financial resources designated for future 
major repairs and replacements. 

2.3 Use of Estimates. The preparation of financial statements in conformity with accounting principles 
generally accepted in the United States of America 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. Estimates also affect the reported amounts of 
revenues and expenses during the reporting period. Actual results could differ from those estimates, and 
the differences could be material. 

See independent auditor's rep01t. 
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The Barron Square Homeowners Association 

Notes to Financial Statements 
for the Years Ended December 31, 2013 and 2012 

2.4 Cash and Cash Equivalents. For purposes of the balance sheet and the statement of cash flows, the 
Association considers cash on hand, demand deposits with financial institutions, money market accounts 
and all short-term investments with original maturities of three months or less to be included in cash and 
cash equivalents. 

2.5 Member Receivables at the balance sheet date represent aggregate amounts due from unit owners 
which may include regular assessments, late fees, fines, reimbursement assessments and other charges. 
The Association's policy is to retain legal counsel and place liens on the properties of homeowners whose 
assessments are thi1ty days or more delinquent. 

It is the opinion of the Board of Directors that the Association will ultimately prevail against homeowners 
with delinquent assessments and, accordingly, no allowance for delinquent accounts is deemed necessary. 

2. 6 Real and Personal Common Propertv acquired by the original owners from the developer is not 
recognized in the Association's financial statements, in accordance with prevalent industry practice, 
because it is commonly owned by the individual Association members and its disposition by the Board of 
Directors is restricted. Similarly, major repairs , replacements and improvements to real and personal 
property are not recognized. 

2. 7 Member Assessments. Association members are subject to annual assessments, payable in equal 
monthly installments, to provide funds for the Association's operating expenses and major repairs and 
replacements. In addition to regular annual assessments, special and/or emergency assessments may be 
imposed by the Association's Board of Directors under certain circumstances without member approval. 
Any excess assessments at year end are retained by the Association for use in the succeeding year. 

Monthly assessments for the years ended December 31, 2013 and 2012 were as follows: 

Monthly 
Operations Replacement 

Fund Fund Total 
Member assessments-average 2013 $ 296.69 $ 346.15 $ 642.84 
Member assessments-average 2012 $ 296.90 $ 316.36 $ 613.26 

Low Hicrh 
Assessment Range 2013 $ 522.00 $ 748.00 

2012 $ 488.00 $ 699.00 

2.8 Interest Earned on operating and replacement funds, net of related income taxes, is retained in said 
respective funds. 

See independent auditor's rep01i. 
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The Barron Square Homeowners Association 

Notes to Financial Statements 
for the Years Ended December 31, 2013 and 2012 

2.9 Income Taxes. The Association elects annually to be taxed as either a regular corporation under 
Internal Revenue Code (IRC) § 277 or as a homeowners association under IRC § 528 in its tax filing with 
the Internal Revenue Service (IRS). Form 1120 is used when filing as a regular corporation and Form 
1120-H is used when filing as a homeowners association . 

For the year ended December 31, 2013 the Association elected to file Form 1120 and be taxed as a regular 
corporation. By doing so, the Association is taxed at graduated rates from 15% to 39% on net 
nonmembership income (generally investment interest income), less directly related expenses. 

The Association is taxed by the California Franchise Tax Board (FTB) at a rate of 8.84% on its net 
nonmembership income. 

The Association has qualified as a tax-exempt entity with the FTB under California Revenue and 
Taxation Code § 23701. To maintain tax-exempt status with FTB the Association must, among other 
things, file an annual informational return known as Form 199 and pay a $10 filing fee. 

The Association's income tax returns are subject to examination by various taxing authorities. The 
Association's federal income tax returns for the years ended December 31, 2013, 2012, 2011 remain open 
to examination by the IRS; state income tax returns for the years ended December 31, 2013, 2012, 2011, 
2010 remain open to examination by the FTB. In evaluating the Association's tax provisions and 
accruals, the Association believes that its estimates are appropriate based on current facts and 
circumstances. 

2.10 Fair Value of Financial Instruments. The carrying amounts of financial instruments, including 
cash and cash equivalents, member receivables, and accounts payable, if any, approximate their fair value 
due to the short term maturities of these instruments. 

3. Concentrations of credit risk 

The Association maintains its deposits with what management believes to be high credit quality financial 
institutions and attempts to limit the amount of credit exposure to any one particular institution. The 
balances in those accounts may occasionally exceed the current Federal Deposit Insurance Corporation 
(FDIC) insurance protection of up to $250,000 per depositor per institution. Amounts held with broker­
dealers are not usually insured by the FDIC, but rather they are privately insured by the Securities 
Investor Protection Corporation (SIPC). 

See independent auditor's report. 
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The Barron Square Homeowners Association 

Notes to Financial Statements 
for the Years Ended December 31, 2013 and 2012 

4. Investments 

The Association categorizes its investments according to the Financial Accounting Standards Board 
Accounting Standards Codification (FASB ASC) 320-10. Generally, and in line with prevalent industry 
practice, the Association only invests in securities classified as Held to Maturity or Available for Sale. 

4.1 Debt securities held to maturitv consist of federally-insured certificates of deposit that the 
Association has both the intent and ability to hold to maturity. These investments are recorded at their 
amo11ized cost whose aggregate fair values at December 31, 2013 are $305, 142. 

5. Future Major Repairs and Replacements 

The Association's governing documents require that funds be accumulated for future major repairs and 
replacements . Accumulated cash, cash equivalents and investments, if any, are required to be held in 
separate savings accounts are generally not available for expenditures for normal operations . 

In November 2013 a component study update, with no site-visit was completed by Reserve Analysis 
Consulting, LLC to estimate the remaining useful lives and the replacement costs of the components of 
common property. The estimates were based on current estimated replacement costs . Funding 
requirements consider an annual component cost inflation rate of 3.00% and an interest rate of 2.00% 
earned on cash and investments on amounts funded for future major repairs and replacements. The table 
on page(s) 12 on future major repairs and replacements is based on the aforementioned study. 

The Board is funding for major repairs and replacements over the remaining useful lives of the 
components based on the study's estimates of future replacement costs and considering amounts 
previously accumulated in the replacement fund. Accordingly, the Board has approved an annual 
contribution of $299,538 in the 2014 operating budget. Additional information regarding the 
Association's funding model may be found in the annually-prepared pro forma operating budget and/or 
the assessment and reserve funding disclosure summary. 

Funds are being accumulated in the replacement fund based on estimated future costs for repairs and 
replacement of common property components. Actual expenditures and investment income may vary 
from the estimated amounts, and the variations may be material. Therefore, amounts accumulated in the 
replacement fund may not be adequate to meet all future needs for major repairs and replacements. If 
additional funds are needed, the association has the right, subject to the constraints in its governing 
documents and California civil code, to increase regular assessments, pass special assessments, or delay 
major repairs and replacements until funds are available. 

See independent auditor's repo1t. 

Page 10of12 



The Barron Square Homeowners Association 

Notes to Financial Statements 
for the Years Ended December 31, 2013 and 2012 

6. Commitments 

The Association enters into contracts for management and/or maintenance services in the normal course 
of its business operations. These contracts are generally cancelable on thirty to ninety days' advance 
notice. 

7. Date of Management's Review 

In preparing the financial statements, the Association has evaluated events and transactions for potential 
recognition or disclosure through February 2, 2014, the date that the financial statements were available 
to be issued. 

See independent auditor's report. 
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The Barron Square Homeowners Association 

Supplementary Information on Future 
Major Repairs and Replacements 

December 31 , 2013 
(Unaudited) 

In November 2013 a component study update, with no site-visit was completed by Reserve Analysis 
Consulting, LLC to estimate the remaining useful lives and the replacement costs of the components of 
common property. The estimates were based on current estimated replacement costs. Funding 
requirements consider an annual component cost inflation rate of 3.00% and an interest rate of 2.00% 
earned on cash and investments on amounts funded for future major repairs and replacements. 

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

Components 
Residential building exteriors - balconies 
Bu ilding exterior - roofs 
Residential building exteriors - repair I replace allowances 
Residential building exteriors - stairs 
Painting and staining 
Paving and concrete 
Garage and trash enclosure 
Fences, retaining walls and gates 
Irrigation and landscaping 
Clubhouse interior 
Lighting 
Swimming pool 
Tennis court area 
Clubhouse building exterior 
Miscellaneous and contingency 
Mailbox kiosks 
Spa 
Signage 

Estimated Remaining 
Useful Lives (Years) 

0-25 
1-30 
0-6 

0-24 
1 

0-5 
3-20 
1-20 
0-22 
0-27 
0-2 
1-19 
1-10 
0-19 
0-13 

6 
0-18 
3-4 

TOTAL 
Estimated cash reserves necessa1y to repair, replace, restore, or maintain the major 

Estimated Current 
Replacement Costs 

$ 1,374,288 
$ 978,823 
$ 461 ,072 
$ 358,000 
$ 228,221 
$ 143,231 
$ 114,961 
$ 101,655 
$ 97,609 
$ 61,450 
$ 46,913 
$ 45,214 
$ 41,850 
$ 28 ,777 
$ 25,405 
$ 20,700 
$ 16,944 
$ 8.250 
$ 4.153.363 

components(*) as of December 31 , 2013 =$======2=.7=6=1.=0=00= 

Replacement fund cash and investments at December 31, 2013 =$======1=-4==15=.8=5=4= 

Replacement fund balance at December 31, 2013 =$====1==4=4=9=.4=5=7= 

2014 Budgeted reserve contributions $ 299.538 

*Figure obtained from the Association's most recent component study update, with no site-visit prepared by Reserve Analysis 
Consulting, LLC. Detailed information can be found in that report, dated November 2013. 

See independent auditor's report. 
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