
Finance Committee Mtg Minutes for Thursday March 17, 2022 

1.  Discuss Operating Reserve Policy - SURPLUS/DEFICIT POLICY and how to 
incorporate this policy and IRS Revenue Ruling 70-604.   

Ed Organ started out the meeting with an overview of the currently proposed 
SURPLUS/DEFICIT (S/D) Policy.  The policy is broken up into two components, one 
takes the end of year budget surplus and rolls it into the following year’s budget to 
comply with IRS Revenue Ruling 70-604 and the second part of the policy would take 
part of the surplus to maintain a Cash Operating Reserve account, maxes at $200,000, 
that acts as a reserve if there is a shortfall in the Cash Operating account.  

The yearly budget surplus/deficit rollover that is required by IRS Revenue Ruling 70-
604,requires that an estimate be done on LACC’s financials before the end of the year 
so that the estimated budget surplus/deficit can be rolled into the next year’s budget.  
Our GM discussed this with our auditor/tax person Gary Porter and he agrees with the 
plan to estimate and roll over budget surpluses into the following year’s budget.  It was 
determined that if the estimate is off by any amount, that amount which will be 
determined by the audit taking place the following year and that budget excess/deficit 
will then be rolled into the next year’s budget.   

Example:  The 2022 budget surplus will be estimated in the Sept 2022 budget process 
and rolled into the 2023 budget.  The 2022 audit, which will be completed in April of 
2023 will identify the “Actual” budget surplus and the actual surplus/deficit will then be 
rolled into the 2024 budget.  These budget surpluses/deficits will be tracked on a line 
item in the budget for each year. 

We discussed the budget surpluses that took place in 2017, 2018, and 2019 that were 
not rolled into the following year’s budget.  Our GM said that Gary Porter said the IRS 
Revenue Ruling 70-604 is very loose and if the intent was to roll the surpluses over then 
LACC could still qualify for the IRS tax deduction for those years and LACC would not 
have to file an amended tax return for any of these years. 

We then discussed “Zero” based budgets and the requirement to only budget for 
monies needed and collected as assessments from the Members to cover these 
expenses.  The discussion included, did the Cash Operating Reserve Fund of $200,000 
meet this requirement of monies needed?  Also in the discussion it was pointed out that 
the Reserve Fund that currently has over $4.8 million in the fund could be used to shore 
up the Cash Operating account in case of an emergency.  After much discussion it was 
decided to remove the Cash Operating Reserve fund from the policy.  The Policy will 
not contain a Cash Operating Reseve Fund.  The rollover of surplus/deficit funds will be 
rolled over into next years budget and found in the next year’s budget under General & 
Admin Revenue.  Thus we will be able to track our yearly surpluses/deficits in the yearly 
budget.  The contingency account will be eliminated. 
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2.  IRS Revenue Ruling 70-604 and how we plan to accomplish this for tax year 
2021.   

Since we didn’t have a policy to take care of budget surpluses prior to 2022, the 2021 
budget surplus will be rolled into the 2023 budget.  Our GM said that is what Gary 
Porter recommended. 

3. Reserve Policy #FA-3 Amendment. Short discussion.   

There was a brief discussion.  The committee’s recommendation was to remove the 
word “renovation” from the first two paragraphs under GENERAL in the policy and any 
where else the word appears in the policy.  The GM said he would amand the policy for 
the Mach 19, board meeting.  The Finance recommends this policy. This brings our 
policy into concert with our CC&R’s, Bylaws, Finance Committee Manual, and State 
Civil Code.  The remaining policy and amendments were satisfactory per the committee. 

4.  LACC Bylaw - Section 9.02 (b) Board Actions Requiring Member Approval (ii) 
Incur aggregate expenditures for capital improvements to the “Common Areas in 
any fiscal year in excess of five percent (5%) of the budgeted gross expenses of 
the Assn for that year. Further discussion since Scott said that this doesn’t apply 
to Reserve fund usage.  Five percent of LACC fiscal year’s budgeted expenses is 
about about $196,000. 

There was a long discussion on this issue.  Our GM and Philip Scruggs, the 
committee’s liaison, believe it is not a requirement to poll the Membership when 
spending in excess of five percent of the budgeted gross expenses of the Assn for that 
year.  They pointed out that we spend in excess of 5% on many projects, including road 
work, and never required Member approval for these large expenditures.   

The other side of the story is, a requirement is a requirement and requirements 
shouldn’t be ignored.   

There was also discussion regarding what is considered an appropriate use for LACC’s 
Reserve funds.  Per Civil Code 5510, see below, it states that reserve funds shall not be 
used for any purpose other than, “the repair, restoration, replacement, or maintenance 
of or litigation involving the repair, restoration, replacement, or maintenance of major 
components that the association is obligated to repair, restore, or maintain and for 
which the reserve fund was established”.  There was much discussion on these 
requirements with no consensus made. 

CIVIL CODE 5510.   

(a) The signatures of at least two persons, who shall be directors, or one officer who is not a director 
and one who is a director, shall be required for the withdrawal of moneys from the association’s 
reserve accounts. 

(b) The board shall not expend funds designated as reserve funds for any purpose other than the 
repair, restoration, replacement, or maintenance of, or litigation involving the repair, restoration, 
replacement, or maintenance of, major components that the association is obligated to repair, restore, 
replace, or maintain and for which the reserve fund was established. 



 

However, our GM said he had a point paper from our attorney that discussed funding for 
capital projects.  He said he would provide a copy of that point paper for the Finance 
Committee to review and this should explain how our Reserves can be used for the 
remodel of the clubhouse. 

There was a comment made during the meeting stating that if monies, reserve fund or 
not, are going to be spent on the Clubhouse remodel, that the final plan and proposed 
cost need to be presented and approved by the membership.  It was stated that this is 
an ethical, moral, and trust issue for the board inregards to the welfare of the 
membership.  This remodel is not maintenance, repair, restoration or restore.  It is a one 
time expenditure, different than maintaining roads that is a continual issue. 

A member in the audience brought up the fact that our road Right of Ways were actually 
HOA Common areas and thus should be treated as such.  The inference was that the 
Assn should be maintaining those areas much like they would maintain any other 
common area such as roads, Rec areas, etc.  However, Scott said that the ROW 
maintenance is funded with operating funds.  

5. Does LACC pay taxes on yearly budget surpluses.  

Our GM said that we don’t pay taxes on yearly budget surpluses.  He said we only pay 
taxes on interest income.  He also said that non-member revenue was covered by 
member revenue so we didn’t pay taxes on non-member revenue.  Scott pointed out 
that in 2020 we paid Federal tax on a taxable income of $87,495 and that total federal 
tax paid was $18,374.  The State tax taxable income for 2020 was $148,061 and the 
total tax due was $13,089.  Note the large difference between our Federal and State 
taxable income. 

6. Since our budget surpluses over the last few years have either not been rolled 
over into the following year’s budget or given back to the Member’s as required 
by IRS Revenue Ruling 70-604, did we pay taxes on these surpluses in 2017, 2018, 
and 2019?   

Our GM reported that Gary Porter said this wasn’t a problem because the IRS Revenue 
Ruling 70-604 has very loose requirements and the Assn’s intent was to roll over those 
surpluses.  

7. Our taxes have been climbing in the last few years.  What options do we have 
to lower our yearly tax bill?  Would filing a different tax form accomplish this 
task?   

Our GM pointed out one of LACC’s problems was that we had a 501 C7 per IRS tax 
status several years ago and therefore we paid little taxes.  However, that was changed 
about 7 years ago and now we are a C-Corp and file an 1120 federal tax form and thus 
we pay more taxes.  Our 2022 budgeted Federal income tax is only $4,000 yet we paid 
$18,374 in 2020.  Our budgeted state tax for 2022 is only $1,000, however, we paid 



$13,089 in 2020 state income tax.  It was pointed out that our budget needs to be 
updated with our current expected Federal and State tax expenses. 

We discussed the possibility of going back to a 501 C7 status for our Federal income 
taxes.  Scott said he didn’t know if that was possible and he would discuss this with 
Gary Porter and report back to the Finance Committee.   

8. Balance Sheet Net Worth.  Why are most of the Net Worth values not the same 
as the Net Worth values that are calculated in our balance sheet?   

Acct 2810 - Operating Fund Transfers $369,183.    (The $369,183 is from our 2020 tax 
year) 

Acct 3010 - Fixed Assets $2,541,146 vs Feb 2022 Fixed Assets amount calculated on 
our Balance Sheet - $2,663,325. 

Acct 3015 – Reserves $2,386,776 vs Jan 2022 Reserves = $4,861,956 as reported on 
the Jan 2022 financial Balance Sheet. 

Acct 3020 Operations – ($222,867) vs Net Operations on the P&L pages in the financial 
report in Feb 2022 = $102,495 

Our GM said he hadn’t had time to run this issue past Gary Porter.  However, he said 
he would have his comptroller look into this issue and see if it could be corrected. 

After further discussion there could be an issue with the way our Balance Sheet 
addresses Liabilities and Equity including Net Worth and Retained Earnings. 


