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CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR’S REPORT

Board of Directors of
McCormick Ranch Property Owners’ Association, Inc.

We have audited the accompanying balance sheets of McCormick Ranch
Property Owners’ Association, Inc., (a nonprofit corporation), as of
December 31, 2009, and 2008, and the related statements of operations,
changes in members’ equity and cash flows for the vyears then ended.
These financial statements are the responsibility of the Association’s
management. Our responsibility 1is to express an opinion on these
financial statements based on our audit.

We conducted our audits 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 of material misstatement. An
audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. 2An 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 audit provides a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present
fairly, in all material respects, the financial position of McCormick
Ranch Property Owners’ Association, Inc. as of December 31, 2009 and
2008, 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 of America.

The supplementary information about future major repairs and
replacements is not a required part of the basic financial statements
but is supplementary information required by the American Institute of
Certified Public Accountants. We have applied certain limited
procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the
supplementary information. However, we did not audit the information

and express no opinion on it.
“,

June 14, 2010



McCORMICK RANCH PROPERTY OWNERS'’ ASSOCIATION, INC.

(A Nonprofit Corporation)

BALANCE SHEETS, DECEMBER 31, 2009 AND 2008

2009 2008
A S SETS
CURRENT ASSETS:
Cash and equivalents-general( note 3) S 451,111 $1,794,339
Cash and equivalents-designated (wote 3) 397,695 4,119
Members'’' agsegsments receivable-net (vNote 4) 70,903 80,845
Investments - general 881,803 196,810
Investments - designated 516,794
Interest receivable 1,207 7,778
Prepaid expenses 4,830
Total current assets 2,319,513 2,088,721
PROPERTY AND EQUIPMENT - At cost (note 2) :
Land 323,990 323,990
Land improvements 1,641,733 1,560,084
Building 275,667 275,667
Machinery and equipment 757,368 761,409
Office furniture and fixtures 85,863 87,798
Total 3,084,621 3,008,948
Less accumulated depreciation 1,639,534 1,586,554
Total property - net 1,445,087 1,422,394
TOTAL $3,764,600 $3,511,115
LIABTILITIES AND MEMBERS’ EQUITY
CURRENT LIABILITIES:
Accounts payable - trade S 63,629 S 38,581
Accrued liabilities and other 194,219 195,541
Memberg’ assessments received in
advance 51,714 35,404
Total current liabilitieg 309,562 269,526
MEMBERS' EQUITY:
Contributed by developer (ote 2) 890,005 890,005
Board designated 914,489 4,119
Undesignated 1,650,544 2,347,465
Total members’ equity 3,455,038 3,241,589
TOTAL $3,764,600 $3,511,115

See Accompanying Notes and Auditor’s Report.
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McCORMICK RANCH PROPERTY OWNERS’
(A Nonprofit Corporation)

STATEMENTS OF OPERATIONS AND CHANGES IN
FOR THE YEARS ENDED DECEMBER 31,

ASSOCIATION,

MEMBERS'

INC.

EQUITY

2009 AND 2008

2009 2008
REVENUES :
Members’ assessments $3,126,331 $2,885,951
Interest income 93,957 55,834
Other 300,354 213,907
Total revenues 3,520,642 3,155,692
EXPENSES:
Payroll and related expenses 1,751,444 1,697,799
Transportation 56,947 75,484
Other supplies 92,405 73,831
Water 372,791 341,475
Electricity 70,941 55,247
Professional services 94,863 110,941
Repairs and maintenance 562,571 354,400
Insurance 80,280 87,003
Lake maintenance 41,775 44,569
Property taxes 688 642
Rent 271 309
Other 92,378 20,390
Total expenses 3,217,354 2,862,090
EXCESS OF REVENUES OVER EXPENSES
BEFORE GAIN ON SALE OF FIXED
ASSETS AND DEPRECIATION 303,288 293,602
Gain (losg) on sale of fixed assets 11,000 30,956
Depreciation (Note 2) (100,839) (95,219)
EXCESS OF REVENUES OVER EXPENSES 213,449 229,339
MEMBERS’ EQUITY, BEGINNING OF YEAR 3,241,589 3,012,250
MEMBERS’ EQUITY, END OF YEAR 53,455,038 $3,241,589

See Accompanying Notes and Auditor’s Report.




McCORMICK RANCH PROPERTY OWNERS’

ASSOCIATION,

(A Nonprofit Corporation)

STATEMENTS OF CASH FLOWS
2009 AND 2008

FOR THE YEARS ENDED DECEMBER 31,

INC.

INCREASE (DECREASE) IN CASH
2009 2008
CASH FLOWS FROM OPERATING ACTIVITIES:
Excess (deficiency) of revenues over
expenses S 213,449 § 229,339
Adjustment to reconcile excess revenues
to net cash provided by operating
activities:
(Gain) loss on sale of fixed agsets (11,000) (30,956)
Allowance for bad debt 60,000
Depreciation 100,839 95,219
Net changesg in:
Assegsments receivable (50,058) (9,896)
Interest Receivable 6,571 4,214
Prepaid expenses 4,830
Accounts payable 25,048 6,868
Accrued liabilities and other (1,322) 16,094
Members assessments paid in advance 16,310 12,175
Net cash provided/ (used) by
operating activities 364,667 323,057
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of investments (1,713,994)
Proceeds from sale of investments 1,029,000 637,222
Purchase of property and equipment (123,531) (571,680)
Proceeds from sale of fixed agsets 11,000 35,800
Net cash provided/ (used) by
investing activities (797,525) 101,342
CASH FLOWS FROM FINANCING ACTIVITIES
Inter fund transfers (512,675) (4,119)
NET INCREASE (DECREASE) IN CASH (945,533) 420,280
CASH AND CASH EQUIVALENTS, BEGINNING
OF YEAR 1,794,339 1,374,059
CASH AND CASH EQUIVALENTS, END OF YEAR S 848,806 S1,794,339

See Accompanying Notes and Auditor’s Report.




McCORMICK RANCH PROPERTY OWNERS’ ASSOCIATION, INC.
(A Nonprofit Organization)

NOTES TO FINANCIAL STATEMENTS

ORGANIZATION OF THE ASSOCIATION

The Association was incorporated under the laws of the State
of Arizona as a nonprofit corporation on Septembexr 21, 1972,
to provide for orderly development, maintenance,
preservation and architectural control of owners’ property
and common area within the 4236 acre McCormick Ranch
development located in Scottsdale, Arizona.

McCormick Ranch owners of assessable property are members of
the Association. Under the Declaration of Covenants (as
amended) and the Association By-Laws, the owners of the
assessable property are required to make certain annual
payments, and nonmembers are required to pay special use
fees.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a) Revenue - Revenue is recognized when earned rather than when
received. Advance payment, if any, of membership dues are
deferred for reporting purposes until the future period to
which they apply.

b) Income taxes - The Association is exempt from Federal
and state income taxes as prescribed under §501 (c) (4)
of the Internal Revenue Code, as amended, and the
Arizona Revised Statutes.

c) Property and equipment - Property and equipment are stated
at cost. Contributed property and equipment is recorded at
fair market value at the date of donation. Depreciation is
provided using the straight-line method over the estimated
useful lives of the property as follows:

Buildings and improvements 7 to 30 years
Furniture and fixtures 5 to 10 years
Office equipment 5 years
Maintenance equipment 4 to 10 years
Recreation equipment 5 to 10 years
Pumps and motors 5 to 10 vears

Depreciation expense for the years ending December 31, 2009
and 2008 was $100,839 and $95,219, respectively.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

d)

Allowance for doubtful accounts - The Association records a
provision for assessments and other accounts receivable
which management believes the Association may not fully
collect. While delinguent assessments receivable become a
lien on the related property and may be recoverable upon
sale, management has elected to provide an allowance on
select delinquent assessments since the amount and timing of
collection, if any, is unknown.

Accumulated unpaid vacation pay - Vacation pay and other
benefits are accrued when incurred. Upon termination,
employees are paid the unused vacation pay at current pay
rates. Unused sick leave is not paid at termination.

Consideration of credit risk - The Association maintains
their cash in bank deposit accounts at high credit quality
financial institutions. The balances, at times, may exceed
federally insured limits of $250,000. At December 31, 2009,
the Association exceeded the insured limit by approximately
$8,700.

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 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.

Comparative financial information - The 2009 financial
statements include certain 2008 comparative information.
Accordingly, such information should be read in
conjunction with the Association’s financial statements
for the year ended December 31, 2008 from which the
summarized information was derived.

CASH AND EQUIVALENTS

Cash equivalents are considered by the Association to include all
highly liquid debt instruments purchased with maturities of three
months or less.

(Forward)



3.

CASH AND EQUIVALENTS (Continued)

Cash and equivalents balances at December 31, 2009, consist
of the following:

General Designated Total
General Checking Accounts S 84,810 & - S 84,810
Money Market Accounts 366,201 397,695 763,896
Petty Cash 100 100

$ 451,111 $ 397,695 S 848,806

MEMBERS’ ASSESSMENTS RECEIVABLE AND ALLOWANCE

The Association's policy is to retain legal counsel and
place liens on the properties of homeowners whose
assessments are considered delinquent.

Members’ assessments receivable consisted of the following
at December 31, 2009:

2008 and prior S 59,732
Delinguent, over 90 days 49,088
Assessments, fees and interest 22,083
Total 130,903

Less: allowance for doubtful
Accounts (60,000)
Net $ 70,903

FUTURE MAJOR REPAIRS AND REPLACEMENTS

The Association’s governing documents allow funds to be
accumulated for future major repairs and replacements.
Accumulated funds, which aggregate approximately $914,000 at
December 31, 2009, are held in separate accounts and are
generally not available for operating purposes.

In prior years, the Association had funded actual major repair
and replacement expenditures from excess operating funds as
expenditures were incurred. During the 2009 year, the Association
adopted a program to begin accumulating and designating funds for
estimated future major repairs and replacements.

The funding program was based on a study performed by the board
of directors during 2009 to estimate the remaining useful lives

and the replacement costs of the common property components.

(Forward)



FUTURE MAJOR REPAIRS AND REPLACEMENTS (Continued)

The Association is funding 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, however, 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 future needs. If
additional funds are needed, however, the Association has the
right, subject to member approval, to increase regular
assessments or levy special assessments, or it may delay major
repairs and replacements until funds are available.

The following is a table of the current year’s allocation in the
replacement fund, by component (see member’s equity) :

Balance Balance

01/01/2009 Additions Charges 12/31/2009

Capital improvements $ 500,000 S - S 500,000
Machinery & equipment § 4,119 4,119
Unallocated 410,370 410,370
S 4,119 $ 910,370 S - S 914,489

PENSION PLAN

The Association’s plan was amended to cover all full-time
employees over 21 years old who have completed one yvear of
employment, in order to comply with changes in federal
regulations. The Board of Directors determines the annual
contribution, which currently is 5% of the members’
compensation for 2008. Total pension expense for 2009 and
2008 was $65,763 and $59,758, respectively.

2009 2008

Total plan assets at December 31, $1,065,649 S 881,873

LITIGATION

The Association may become involved in claims and pending
litigation arising in the normal course of its operation. The
Association is currently not involved in any such litigation
which management believes could have a material adverse
effect on its financial position.

(Forward)



10.

OPERATING LEASE

The Association leases a copy machine under an operating
lease. The copy machine lease payments are $699 per month
for three years, beginning November 2006.

Rental expense for the year ended December 31, 2009 was
$6,990.

The Association does not have any future commitment.

INCOME TAXES

The Association is exempt from Federal and State income
taxes as prescribed under 501 (c) (4) of the Internal Revenue
Code and the Arizona Revised Statutes.

SUBSEQUENT EVENTS

Management has evaluated subsequent events through June 14,
2010, the date when the financial statements were available to
be issued. No significant events have occurred, except as
follows:

During early 2010, the Federal Deposit Insurance Corporation
(FDIC) notified the Association that Arizona Central Credit
Union was being taken over by FDIC. The Association had a
certificate of deposit amounting to approximately $107,000 at
the time of the notice from FDIC. The entire amount of the
funds on deposit with the failed bank were recovered without
any loss.




SUPPLEMENTAL SCHEDULE




McCORMICK RANCH PROPERTY OWNERS’ ASSOCIATION, INC.
(A Nonprofit Corporation)

SUPPLEMENTARY INFORMATION ON FUTURE MAJOR
REPAIRS AND REPLACEMENTS
DECEMBER 31, 2009

The Association’s Executive Director, Assistant Executive
Director and Director of Maintenance conducted a study in 2009 to
estimate the remaining useful lives and the replacement costs of
the components of common property. Replacement costs were based
on the estimated costs to repair or replace the common property
components at the date of the study. Estimated current
replacement costs take into account the effects on inflation
between the date of the study and the date that the components
will require repair or replacement.

The following information is based on the study and presents
significant information about the components of common property.
(Amounts are rounded to the nearest hundred dollars.)

Estimated Replacement Fund
Remaining Useful Estimated Current Balance at
Component Life (Years) Replacement Cost December 31,2009
Capital Improvements 3 - 10 $2,753,900 S 500,000
Building Improvements and
Roof 20 - 31 536,300
Machinery and Equipment 3 - 10 1,594,300 4,100
Furniture and Fixtures 3 - 5 115,500
Unallocated 409,900
TOTAL $5,000,000 $ 914,000

See Accompanying Auditor's Report.
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