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ANNUAL LAW AND LEGISLATIVE UPDATE

It is that time of year again we when start planning for one of our biggest events-the annual
legal update with David Loewenthal and James Smith. We thank them both for volunteering
their time and expertise to ease us all into the new (legal) year

This year will see South Coast HOA in its 28th year of volunteering to educate, inform and
inspire you volunteers and vendors that work so hard.

We are planning a special event at the Frog Bar and Grill starting at 6:30 pm on Tuesday,
January 17, 2017 (405 N. Glen Annie Rd — Goleta) with a Welcome to you all, door prize give
a ways and great food. The program will start promptly at 7:00 pm so as not to miss a thing!

Due to seating space, we are limited to up to two Board Members from each HOA that is a
Member. There is no charge to attend, however, reservations are necessary and please
RSVP to Sandie only at sfoehl@msn.com or 805-968-3435 by January 10, 2017. Do not
reply to this email. A waiting list will also be kept in case we get cancellations. Please only
use this email or phone number for your Reservations or questions. Thank you.

For professional vendors that would like to sponsor some of the food tables or soft drinks you
can also contact Sandie and set this up. We are looking into a slider table, cheese and fruit
and other finger foods. You will be named in the Program as well as the official Notice and at
the tables. If you would like to purchase a table to display your information and meet and
greet, the cost will be $175.00 each and we have 1 remaining. If you would like to donate
door prizes, please also let us know.

Thank you all and we are looking forward to seeing you! Don’t forget to use the listed email
and phone number for your reservation and questions.
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1099-MISC FILING DATE CHANGE FOR JANUARY 2017 FILINGS
Now January 31

By: Michael J. Gartzke, CPA

IRS recently announced a change in the due date for submitting W2s and 1099-Misc to the
IRS. All 1099-Misc forms which contain amounts in Box 7 - Nonemployee
Compensation must now be mailed or e-filed with IRS no later than January 31, 2017.
Penalties can be imposed for late filing.

In the past, the due date to the IRS for 1099s was February 28 although they were to be sent
to the recipients by January 31. The theory was that if there were any errors in the 1099 that
were noticed by the recipients, that the payer could be notified and the 1099 corrected prior
to being submitted to IRS. That extra time for review has been practically eliminated.

Personally, | receive a lot of 1099s from business clients and have received a number of
them after January 31. For me, it did not affect my preparation of my own taxes since | also
receive fees from nonbusiness clients and the total income is in my accounting program. So |
really didn’t care when the 1099 came in.

Accountants, bookkeepers and property managers already have substantial compliance
burdens with calendar year-end processing. This change will add another one. For those
who issue other kinds of 1099 forms, the due date has not changed. It remains at the end of
February for IRS submission, although the recipients must still receive them by January 31.

The reason for moving up the dates for the submission of the 1099 forms has to do with the
increasing issues related to identity theft and fraudulent tax returns being submitted to IRS
The IRS plans to hold refunds for some personal returns claiming certain tax credits until after
mid-February in an attempt to intercept fraudulent returns with having more 1099 forms in
hand.

The new law imposes penalties for late filing of 1099s. If filed with IRS in February, the
penalty is $50 per 1099. If filed between March and July, the penalty is $100 per 1099. |If
filed after July, the penalty is $260 per return.

For associations, 1099s are required to be issued to someone you paid $600 or more during
the calendar year for services. These can include your gardener, maintenance providers and
professional services. Payments to corporations are exempt (except for attorneys).
Payments to LLCs are exempt if they file tax returns as corporations (many do not file as
corporations) so you should probably send them to all LLCs as well.

If your association has management or bookkeeping services, they should be preparing
1099s for you already. For others, you can order 1099 forms through irs.gov (search for
1099 order form). Some tax preparers order a supply of blank 1099s. The local IRS office
may not have them. You must use an original IRS form rather than a copy because the one
sent to IRS is printed in red for their processing needs. Your tax preparer may also be able
to prepare them for you. Just remember that you need to submit the information (name,
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address, social security number or tax ID # and amount paid well in advance of the January
31 filing deadline.

E-FILING REQUIREMENTS FOR BUSINESS RETURNS BY CALIFORNIA
By: Michael J. Gartzke, CPA

Homeowner associations in California file three tax returns annually. For Federal (IRS), Form
1120 or 1120-H is filed. Note that homeowner associations are not exempt under 501(c) of
the Internal Revenue Code. California has two forms to file — form 100 for taxable income
(interest) and form 199 — Exempt Organization Information Return. Most associations have
California tax-exempt status under Revenue & Taxation Code section 23701(t).

The California Legislature passed a law (and the Governor signed) in September 2014 to
require all business returns (100-Corporations, 565-Partnerships, 199-Exempt Organizations
series, etc.) to be electronically filed by preparers effective for years ending December 31,
2014 or later.

Apparently recognizing the short window for implementing this new filing requirement by tax
software companies and tax preparers, the FTB established a webpage to request a waiver
for the electronic filing requirement for 2015 and 2016. Homeowner Associations may
represent 20-25% of all exempt organizations in California.

In my tax software, | prepare tax returns for homeowner associations in the Corporation
system and not in the Tax-Exempt system. Forms Federal 1120-H and California 100 and
199 are included in the corporation program. Forms 1120H and 100 do not appear in the tax-
exempt program. The Federal Form 1120-H, filed by a majority of associations in my
practice, is a paper-filed form. At this time, it cannot be electronically filed.

In 2015, | filed for waivers for all my homeowner association clients as my software (and no
other software that | am aware of) could not handle the e-filing of the two California forms.
My tax software for 2016 added the capability to file both forms electronically. | have been
told, however, that not all software companies (there are very few) added or will add that
capability and that many state tax forms will continue to be paper filed by homeowner
associations. Part of that legislation imposes penalties to the association if it does not
electronically file its state tax returns.

For years beginning after January 1, 2017, penalties will be imposed as follows:

“A business entity required to electronically file a return pursuant to Section 18621.10 that
files a return in a manner that fails to comply with Section 18621.10, shall be subject to a
penalty in the amount of one hundred dollars ($100) for an initial failure and a penalty in the
amount of five hundred dollars ($500) for each subsequent failure unless the failure is due to
reasonable cause, and not willful neglect.” R&TC 19171(a).

So the question becomes whether the state will extend the deadline to e-file, sponsor
legislation to change the mandate or start penalizing associations that do not e-file in 2018.
Is reasonable cause that tax software can’t handle e-filing? Sounds good to me.




RECORD RETENTION

By: Walter G. Grady, CPA
Alameda, California

Editor’s Note: Walt has provided accounting services to homeowners associations in the Bay
Area for over 35 years. He has been active in the Executive Council of Homeowners (ECHO), a
northern California HOA organization and has served as chair of their Accountants Resource
Panel. The issue of record retention comes up frequently and we thank Walt for allowing us to
reprint his article.

Record retention is a difficult issue for most Associations. It is often compounded by the lack of
professional guidance as to what records need to be retained. The Association may have a
closet full of records, but if they are disorganized and no one can find anything when needed,
then it is time to review and organize the records.

Record retention is especially important because of frequent turnover of the Board of Directors.

It is also futile if former Board members are retaining Association records, but no one knows
about it. Each Board needs to establish and follow a record retention policy.

WHAT RECORDS?

All documents need to be considered. This includes legal, financial, insurance and maintenance
records as well as general correspondence. Written documents, computer drives, equipment
specification and instruction books and even pictures all need to be addressed.

WHY KEEP RECORDS?

There are legal requirements for keeping certain records such as board minutes and tax returns.
Board minutes are permanent records and need to be retained indefinitely. Tax returns can be
audited up to three years from when they are filed. Since they are not filed until after the year is
over, supporting documentation needs to be retained for four years.

Other records need to be retained for their informational value. For example, on the last roof
replacement - what were the specifications, date of replacement, cost and warranty information?
Maintenance history and repair records can help to determine when components should be
replaced.

Still other records need to be retained due to possible future Board or legal action, such as a
history of repeated rules violation which may lead to future Board action, or history of water
intrusion problems which may lead to a construction defects legal action.

Architectural Control records are particularly important. The Board needs to be able to identify
each architectural change that has ever been approved and, conversely, each change that has
been denied, as well as maintaining a history of violation notices.




TOO MANY RECORDS

Often too many records are retained. Each Board member does not have to keep a copy of
minutes of meetings as long as the original is properly filed and is available. Detailed monthly
financial statements do not have to be retained once annual financial statements have been
issued by the CPA. One copy of anything is enough!

ORGANIZATION

There is no right or wrong method of organization. | recommend separating the records by
category:

e Legal Records

Financial Records
Maintenance/Facilities Records
Correspondence

Other

Within each category, records should be grouped into:

e Permanent Records
e Retain for 4 years
e Retain till superseded
e Often Superseded records in turn should be retained for 4 years
e Retain one year
PERMANENT RECORDS
e Legal
Board Minutes and Notices of Meetings
Executive Session Meeting Minutes
Membership Meeting Minutes and Notices of Meetings
Committee Meeting Minutes
Original Governing Documents:- CC&Rs, Bylaws, Articles of Incorporation
Amended/Restated Governing Documents
Legal Settlement Agreements
"Client/Attorney Privileged Information” file
Developer Disclosure Statements
Deeds
Title Insurance Policies
e Financial:

Annual Corporate Tax Returns

Letters granting tax exempt status

Issuance of tax ID number

Annual CPA Prepared Financial Statements
Annual general ledgers




e Maintenance:
Blue Prints and Building Drawings and details of Additions or Modifications
Major Component Listings, Specifications and Measurements

e Other:
Documents requesting Architectural Changes
Approvals and denials of Architectural Change Requests
Notice of violations of Architectural Controls

RETAIN FOR 4 YEARS

e Legal

Membership Meeting Ballots, Proxies and Check in Sheets
e Financial:

Bank Statements and Canceled Checks/Images

Paid Bills

Payroll Tax Returns

Employee Time Cards

Monthly General Ledgers

Accounts Receivable Listings
Deposit slips

Dues billing and collection documents

e Correspondence:
"Serious" Correspondence
Newsletters

e Other:
Insurance Claims History

RETAIN TILL SUPERSEDED:
(™" denotes transferring superseded document to the ‘four more years' category)

Legal Records:
Contracts:- Management and Vendor Services
Loan Documents
Listing of Rules
Interpretations of Rules under specific circumstances
Non-Architectural Enforcement Matters
(ex: Parking Violations. Discard when owner sells unit)

* * X X @

e Maintenance/Facilities Records:
* Warranties and Guarantees
* Reserve Studies
* Funding Studies
Equipment Specifications
Complete details of last replacement of all major components




Other Records:
Original Insurance Policies
Employment Contracts
Personnel Files

* % X e

RETAIN ONE YEAR

Meeting Agendas
Monthly Financial Statements
"Light" Correspondence, especially if situation has now been resolved or action completed

WHERE SHOULD RECORDS BE KEPT

Records should be stored together in a safe, dry area, preferably in a storage closet on site or
with the management company. Permanent records such as Board Minutes should be kept in a
fire proof cabinet. It is not uncommon for the management company to retain most of the
permanent records and the current records.

If using electronic or cloud storage, be sure that it is safe and secure and can that access
continues to be available after a change in board members or management.

HOW SHOULD RECORDS BE KEPT

Records should be stored in uniform size record storage boxes. If records are to be destroyed
after a certain date, write on the box the destruction date. Number the boxes so that they can
be kept in order. Keep a separate listing of the contents of each box. Itis much easier to look
through a ten-page listing and find a reference to a box number than it is to physically look
through ten boxes.

If using electronic media, remember that as time goes on, different media has been developed
and older media is no longer used. Remember 3.5 and 5.25 inch floppy disks? Storage media
can also fail. Windows and Mac operating systems change over time and some “legacy” files
and programs can no longer be used. If using cloud storage, remember that storage fees need
to be paid and kept up to date. If accounting data is being maintained on programs such as
Quickbooks, Yardi or other programs, that hard copy reports/pdf documents should be
generated as future boards may not have access to these programs to download their
information.

ANNUAL CHORES

At the end of the fiscal year, gather up the current year records. Always take the time to index
the boxes prior to adding them to the storage site. At the same time, review the stored record
listing sheets for records that have expired and destroy them. Make notations on the listing that
the records were destroyed and the date destroyed.

A FINAL WORD

Use common sense in determining what records to keep or destroy. If in doubt contact your
professionals - Attorney, CPA, Professional Manager, Insurance Agent, Banker, or Reserve
Specialist.
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SOUTH COAST NEWSLETTER PROFESSIONAL SPONSORS

ACCOUNTANTS

Michael J. Gartzke, CPA
5669 Calle Real #A
Goleta, CA 93117
805-964-7806

Mary Widiner — Walpole &
Co. CPAs
70 Santa Felicia Dr
Goleta, CA 93117
805-569-9864

BOOKKEEPING SERVICES

The Bottom Line

Nancy Gomez
P. O. Box 91809
Santa Barbara, CA 93190
805-683-3186

Oasis Bookkeeping
Patti Karr
P. O. Box 132
Carpinteria, CA 93014
805-684-7461

ATTORNEYS

Beth A. Grimm
3478 Buskirk #1000
Pleasant Hill, CA 94523
925-746-7177
www.californiacondoguru.com

Steven McGuire/

Christopher Haskell

Price, Postel & Parma
200 East Carrillo, Suite 400
Santa Barbara, CA 93101
805-962-0011

James L. Hayes, CPA
2771 Santa Maria Way #A
Santa Maria, CA 93455
805-937-5637

Robert A. Ayres, CPA

25050 Avenue Kearney, #207

Valencia, CA 91355
661-430-9276 x302

Laura McFarland, CPA
McFarland Financial
720 Vereda del Ciervo
Goleta, CA 93117
805-562-8482
www.mcfarlandfinancial.com

James H. Smith
Grokenberger & Smith
152 East Carrillo
Santa Barbara, CA 93101
805-965-7746

Adrian Adams

Adams Stirling PLC
2566 Overland Ave #730
Los Angeles, CA 90064
310-945-0280

Gary Vogel, CPA
17130 Devonshire Street, #201
Northridge, CA 91325
818-357-5535

Debbie Quigley — Accounting
Services
P. O. Box 62157
Santa Barbara, CA 93160
805-967-8117
Debbie@debbiequigley.com

David A. Loewenthal
Loewenthal, Hillshafer & Carter,
LLP

21 E. Carrillo #230

Santa Barbara, CA 93101

866-474-5529

Kathleen Weinheimer
Attorney at Law
420 Alameda Padre Serra
Santa Barbara, CA 93103
805-965-2777




ATTORNEYS (Continued)

Myers, Widders, Gibson, Jones

& Feingold, LLP

Kelton Lee Gibson
5425 Everglades Street
Ventura, CA 93003
805-644-7188

ASSOCIATION MANAGEMENT

Coast Community Property St. John & Associates Team HOA

Management Kristin St. John CCAM Geoff McFarland

Sandra G. Foehl, CCAM 5266 Hollister Ave, #108 720 Vereda del Ciervo
P. O. Box 8152 Santa Barbara, CA 93111 Goleta, CA 93117
Goleta, CA 93118 805-683-1793 805-562-8482
805-968-3435 www.teamhoa.com

Crowley Management Company Goetz Manderly Professional Association

Bill Crowley, CCAM The Management Trust Management
P. O. Box 286 Gordon Goetz Paula Scott
Summerland, CA 93067 3710 State St, Suite C P. O. Box 7934
805-684-0989 Santa Barbara, CA 93105 Santa Maria, CA 93456

805-348-4080 805-714-3823

Spectrum Property Management
Cheri Conti
1259 Callens Rd #A
Ventura, CA 93003
805-642-6160

RESERVE STUDIES

Stone Mountain Corporation Reserve Studies, Inc.

Chris Andrews Les Weinberg
P. O. Box 1369 9420 Topanga Canyon Blvd.
Goleta, CA 93116 #201
805-681-1575 Chatsworth, CA 91311
Www.stonemountaincorp.com 800-485-8056

www.reservestudiesinc.com

INSURANCE

Timothy Cline Insurance Bill Terry Insurance Agency Baxter Insurance Services

Agency Barbara Terry Dan Baxter

Tim Cline, CIRMS 4213 State St #205 1033 Santa Barbara St.
725 Arizona Ave #100 Santa Barbara, CA 93110 Santa Barbara, CA 93101
Santa Monica, CA 90401 805-563-0400 805-963-4048

805-299-0899




CONTRACTORS

Raymond Arias Construction
1 N. Calle Cesar Chavez
#230-B
Santa Barbara, CA 93103
805-965-4158

Santa Barbara Painting
Gustavo Dabos
5874 Hollister Ave
Goleta, CA 93117
805-685-3548

Blake Fuentes Painting, Inc.

79 S. Kellogg Avenue
Goleta, CA 93117
805-962-6101

Bethany Construction
Consulting & Management
21 E. Carrillo #230
Santa Barbara, CA 93101
888-9BETHCO

LANDSCAPE CONTRACTORS

TriValley Landscapes
Colin Anderson
35 W. Main Street, Suite B
#152
Ventura, CA 93001
805-535-0119

FINANCIAL SERVICES

Union Bank

Mahendra Sami
445 S. Figueroa St, 10" Floor
Los Angeles, CA 90071
877-839-2947

ORGANIZATIONS

Community Associations

Institute (CAI) Channel Islands

Chapter
P. O. Box 3575
Ventura, CA 93006
805-658-1438
www.cai-channelislands.org

Kitson Landscape Management

Sarah Kitson
5787 Thornwood Dr.
Goleta, CA 93117
805-681-7010

United Paving

Justin Rodriguez
3463 State Street #522
Santa Barbara, CA 93105
805-563-4922

RECORDING SECRETARY

Sharon D. Brimer
949-233-0107
sbrimer@gmail.com

Executive Council of

Homeowners - ECHO
1602 The Alameda #101
San Jose, CA 95126
408-297-3246
www.echo-ca.org
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