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Introduction

Changing Market Conditions since 12/2007

Funding of Reserves more of a challenge
then before!

Increases in Assessments

Increases in Delinguencies

New Strategies
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TodayoOs Present a

Four Funding Chall eng:
Economic Climate

Understanding the Numbers:
Typical Reserve Study

Strategic Funding Solutions:
Roadmap to your Funding Objective
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Part 1.

Challenges to Reserve Funding
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Funding Challenge 1

Adequate Funding =2

Adeqguatel y-t un
obligations, I.e. Replacement
Reserves,

Wit hhout tri-gg
termo fi nanc.i
delinquencies or
foreclosures.

Copyright Miller + Dodson Associates, Inc. 2011



Funding Challenge 2

Keep Property Values
High
Aesthetic Quality

Amenities and Facilities Up-to-
Date

Reasonable Level of Normal
Assessments

Without History of Special
Assessments
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Funding Challenge 3

Limitations on Delinquency Levels

FHA (Freddie Mac & Fannie Mae similar)

15% delinquency will disqualify
Condominium from FHA approval for
financing guarantee.

Commercial Bank Loans

5% to 7% delinquency will disqualify
community from commercial bank loans.

Reduced Revenue Stream
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Crisis Triggers

Il n todayos econ
delinquencies (and foreclosures)
may increase with:

Large increase Iin assessments
Large special assessments
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Funding Challenge 4

Real ities of Todayos

V Residential Sales DOWN

V Home Foreclosures UP

vV Family Income DOWN

V Delinquencies UP

V Assessment Receipts Down

V Replacement Costs UP
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Issues Affecting Funding

Individual loss of jobs/income
Underwater (upside-down) mortgages
Rising delinquencies and foreclosures

Inflation in replacement costs




Decline in Household Income

The U.S. Census Bureau announced that real median
household income in the United States fell 3.6 percent
between 2007 and 2008, from $52,163 to $50,303.

Coincides with the recession that started in December 2007.

This breaks a string of three years of annual income
Increases.

Decline in household income continued in 2009 and 2010 and
IS projected to continue in 2011.

These findings are contained in the report Income, Poverty, and Health
Insurance Coverage in the United States..
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Underwater Mortgages

11.3 million homes had underwater mortgages as

of the fourth quarter of last year (24% of all residential
home loans)

An additional 2.3 million mortgages were

approaching negative equity at the end of last year,
(meaning they had less than five percent equity.)

That means that three out of ten homes have
virtually no financial value to their owners.

Additionally, 702 American banks, nearly one in
ten, were on t he adgobhe@ndn pr
of 2009. This number grew in 2010.

6 Source: underwater Mortgages Hit 11.3 Million - 24/7 Wall St. http://247wallst.com/2010/02/23/underwater-
mortgages-hit-11-3-million/#ixzz0tWXXdh00
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Rising Delinquencies
& Foreclosures

Recent reports indicate that about 4 million U.S.
homeowners are 90 days or more delinguent on their
loans or are in foreclosure proceedings.

August 2010 highest foreclosure month in US history
2.8 Million foreclosure filings in 2010 (RealtyTrac)

Many experts are forecasting another wave of
foreclosures after the January 2011 slowdown.

Assessment Delinquencies and Foreclosures will
continue to rise into 2011.
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Reserve Funding Cycle Pitfall

Lack of Adequate Reserve Funding will result in
higher assessments later.

Higher Assessments (or special assessments) will
result in financial hardship for some owners.

Financial hardship will result in more delinquencies.

More delinquencies mean higher assessments for
others!
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Inflation Confusion
CPI versus PPI

Consumer Price Index (CPI) gauges:
Food Costs
Fuel Costs
Electricity Costs
Housing Costs (mortgages and rent)

Producer Price Index (PPIl) gauges

Manufacturing costs
Construction costs
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Percentage Changes in Producer Price
Indexes (PPIs) for

Construction Materials and Components
(2003- 2010)

Percentage Change in Producer Price Indexes (PPls) for Construction Materials, Structure Types & Subcontractors, 2003-2011

BLS Series ID 12 months through December— to January 2011 since—
2004 2005 2006 2007 2008 2009 2010 1210 10/10 1/10 12/03

Table 1: Changes in Consumer, Producer & Construction Prices

CUURO0OOSAD Consumer price index (CPI-U) 33 34 25 41 01 27 15 0.5 07 16 195
WPUSOP3000 Producer price index (PP} for finished goods 42 54 11 62 09 43 40 0.8 18 36 276
PCUBCON PPl for inputs to construction industries 91 82 46 48 28 04 54 0.9 22 49 420
PCUBHWY Highway and street construction 108 141 62 101 -06 39 discontinued after June 2010
PCUBHVY Other heavy construction 134 88 55 69 13 1 discontinued after June 2010
PCUBBLD Nonresidential buildings 93 74 40 483 22 03 discontinued after June 2010
PCUBNON PPl for inputs to nonresidential construction 10 25

PCUBNCS Commercial structures 10 22

PCUBNIS Industrial structures 0.8 19

PCUBONS Other nonresidential (highway, other heavy) 10 26

PCUBRSM PPI for inputs to multi-unit residential 89 78 49 38 30 -05 discontinued after June 2010

PCUBRES PPl for inputs to residential {formerly single-unit) 70 69 42 25 50 06 45 0.7 18 43 341
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%Changes in Producer Price Indexes

BLS Series ID 12 months through December— to January 2011 since--
2004 2005 2006 2007 2008 2009 2010 12/10 10/10 1/10 12/03
Table 3: Changes in PPIs for Specific Construction Inputs
WPUODS57303  #2 diesel fuel 379 467 23 339 -382 221 276 3.2 10.7 177 175.2
WPU139401  Asphalt paving mixtures and blocks 43 143 276 16 343 93 46 0.1 0.0 33 973
WPU136 Asphalt felts and coatings 41 153 50 14 578 -75 13 0.1 -0.6 33 893
WPU1361 Prepared asphalt & tar roofing & siding products 46 162 52 23 575 55 08 0.1 -0.8 36 96.7
WPU133 Concrete products 76 101 8.1 38 41 -14 -02 0.1 0.3 00 364
WPU1331 Concrete block and brick 47 81 68 33 42 02 -11 0.0 0.2 -10 29.0
WPU1332 Concrete pipe 55 75 25 100 42 65 05 0.2 0.6 0.2 254
WPU1333 Ready-mixed concrete 87 113 101 31 42 -11 -0 0.0 02 -08 402
WPU1334 Precast concrete products 6.0 60 47 A7 4.3 16 1.0 0.7 0.6 20 326
WPU1335 Prestressed concrete products 82 143 49 22 28 -106 A7 -0.2 11 51 27.2
WPU1342 Brick and structural clay tile 30 94 60 00 03 09 06 -2.4 29 -24 165
WPU072106  Plastic construction products 7.2 216 07 04 41 07 35 -0.8 0.2 20 380
WPU137 Gypsum products 200 188 55 -221 72 -102 34 -3.3 2.7 05 129
WPU1392 Insulation materials 8.6 2.6 21 -35 0.8 -0.7 4.4 0.7 0.3 49 156
WPUSI004011 Lumber and plywood 50 -11 -10.2 07 -68 01 57 2.0 36 7.4 -6.9
WPU062101  Architectural coatings 53 92 63 42 166 -05 00 -0.3 23 -03 472
WPU1017 Steel mill products 488 -38 116 09 48 -98 125 2.0 0.7 115 749
WPU101704 Hot-rolled bars, plates, & structural shapes 538 -10 75 81 33 -134 184 2.2 40 143 913
WPU101706 Steel pipe and tube 660 12 55 -13 286 -195 185 2.8 32 178 1226
WPU102502 Copper and brass mill shapes 296 310 444 30 -233 413 118 3.3 10.6 99 197.2
WPU102501  Aluminum mill shapes 9.9 50 127 -17 -40 -81 120 1.0 4.4 92 274
WPU1073 Sheet metal products 152 04 65 02 74 -42 A0 0.7 2.5 4.8 329
WPU107405  Fabricated structural metal 247 28 36 53 118 -135 1.4 1.6 23 31 394
WPU10740501  Fabricated structural metal for buildings 200 31 33 47 984 -102 -07 0.7 0.9 02 317
WPU107408  Architectural and ornamental metalwork 235 31 49 20 218 58 09 1.2 1.7 25 598
WPU107409  Fabricated iron & steel pipe, tube, & fittings 326 55 -28 15 137 76 28 -3.1 41 <06 631
WPU1076 Fabricated steel plate 7.6 0.6 8.6 57 218 -11.1 2.8 0.1 1.0 2.9 385
WPU1079 Prefabricated metal buildings 355 20 55 20 255 -1483 79 5.2 41 120 807

WPU112 Construction machinery and equipment 60 49 36 2:3 49 038 0:8 0.9 1:2 1.8 26:6



Percentage Changes in Producer Price
Indexes (PPIs) (2003 2010)

BLS Series ID 12 months through December-—- to January 2011 since--
2004 2005 2006 2007 2008 2009 2010 12/10 10/10 1/10 12/03
g B3si 1ts Important to Construction
WPUDS8 rude petroleum {domestic productio 305 496 01 517 -57.7 870 2338 43 125 159
WPU(OS84 Asphalt (at refinery) 183 178 349 02 483 56 -42 -1.8 55 -438
WPUODG6 Plastic resins ang 286 108 -78 97 -83 34 87 31 13 131 :
WPU1321 Construction sand/gravel/crushed stone 43 77 93 84 67 26 14 0.8 08 19 483
WPU1322 Cement 79 122 105 44 -09 37 51 -0.3 04 48 261
WPU1011 Iron ore 67 155 75 13 121 05 38 0.4 03 9.0 576
WPU1012 Iron and steel scrap 508 -108 29 294 -352 523 395 13.6 284 356 1812
WPU101212  Stainless and alloy steel scrap -78 -398 975 535 -103  -131 2238
WPU102102  Copper ores 65.1 393 531 -17 -466 844 288 0.0 7.2 270 3388
WPU102301  Copper base scrap 345 518 500 3.1 -482 1015 228 14 76 156 3105

Updated 2/17/11 Source: Bureau of Labor Statistics (BLS): www.bls.gov/cpi for CPl, www.bls.gov/ppi for PPls
Compiled by Ken Simonson {simonsonk@agc.org), Chief Economist, Associated General Contractors of America, www.agc.org

Copyright Miller + Dodson Associates, Inc. 2011



Funding Challenges 1- 4

Adequately fund reserves without triggering
short-term crisis

Keep property values high
Limit delinquencies

Al | of above 1 n
& housing market
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Courtyard elevation ' Exterior elevation
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SITE IMPROVEMENTS

Courtyard Elements. A courtyard provides outdoor
seating areas, The courtyard elements include a
water fountain, hard surface walkways, lighting, and
outdoor furniture. An irrigation system provides water
for grass and plantings.

Paver walkways are located throughout the courtyard
and sidewalk adjacent to the building. Pavers have
been set in sand or mortar. The pavers are in very
good condition, and some of the pavers are long life
items. However, funds should be set aside to
periodically repair the base for the pavers as needed,
and to replace broken pavers. Areas that collect water
during rainstorms indicate localized settiement of the
base and pose a potential trip hazard. We have Courtyard

provided funds to reset sand-set pavers every six years, to re-point grouted pavers every 18 years, and to
replace the entire paver system (sand-set and grout) after 36 years of service.

The water fountain structure was replaced in 2009 as a result of faulty construction by the developer. The
new fountain should last 20 years or longer. Periodic repairs and maintenance should be funded from the
operating budget. We have provided funds for major repairs to the structure after 20 years of use, and a
new motor pump every 10 years.

T & . al
Pavers and flagstone in grout
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1048 103BROADWAY 11

SITE COMPONENT
PROJECTED REPLACEMENTS AND EXCLUDED ITEMS
NIT NORNAL RENAMING

TEM MEN NUMBER REPLACERENT ECONOMIC ECONONIC REFLACEMENT
L SCRFMON UNIT CFUNTS COET 18] LFE|YRS) LIFE{YRS) CosTin)
1 Brick step, replace ft 470 $150.00 25 18 $70,500
2 Concrete planters, 2'x 10' ea 13 $750.00 30 23 $9,750
3 Reset paver, sand set sf 9,555 $3.00 18 14 $28,665
4 Repoint paver, grouted sf 2,810 $5.00 24 17 $14,050
5 Paver sand set repiace sf 8,555 $12.00 36 29 $114,660
6 Paver grouted, replace sf 330 $13.00 36 29 $4,290
7 Flagstone paver, replace sf 1,710 $20.00 36 29 $34 200
8 Paver landscape border, mortar, replace ft 770 $21.00 36 29 $16,170
9 Aluminum handrail, stairs ft 140 $26.00 45 38 $3,640
10 Aluminum guardrail, stairs ft 145 $65.00 45 38 $9.425
11 Aluminum guardrail, parking ft 240 $45.00 45 38 $10,800
Metal gates, courtyard ea 2 EXCLUDED
Light poles, parking ea 2 EXCLUDED
Landscape lights, perimeter courtyard ea 12 EXCLUDED
Landscape floodlights, courtyard ea 15 EXCLUDED
Fountain motor ea 1 EXCLUDED
Fountain structure, repairs Is 1 EXCLUDED
12 Wood benches, courtyard ea B $1,000.00 15 8 $6,000
13 Cedar furniture, courtyard Is 1 $13,700.00 20 13 $13,700
SITE COMPONENT - Replacement Costs - Subtotal $335,850
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GARAGE AND PARKING
PROJEC TED REPLACEMENTS AND EXCLUDED ITEMS

TeM
L

14
11
18
17
18
10

ITEM
pEsCmrToN

Concrete surface parking-exposed,
Concrete surface parking-exposed,
Concrete surface parking-exposed,
Concrete surface parking-exposed,
Concrete surface parking-exposed,
Concrete surface parking-exposed,

Concrete curb

Concrete parking repairs, 5%
Concrete parking repairs, 5%
Concrete parking repaws, 5%

10%
10%
10%
10%
10%
10%

Concrete waterproofing repairs, allow

Slab heating system, electrc
Stab heating system, electric
Metal halde lights, garage

Overhead garage doors
Garage fans, 12k-15k ¢fm

Storage exhaust fan, 4700 ¢fm
CO detector system

NUMEIER
UNIY oFUMNTY
sf 1,027
sf 1,027
sf 1,027
sf 1,027
sf 1,027
sf 1,027
ft 60
sf 1,846
sf 1.846
sf 1,846
Is 1
col 4
col 1
ea 76
ea 2
ea 6
ea 1
Is 1

U
FEPLACEMENT
comr i

$0.80
$9.80
$9.80
$9.80
$0.80
$9.80

$15 00
$15.00
$15.00
$85,000.00
$13,500.00
$13,500.00
$225.00
$9,500.00
$1,350.00

$3,500.00

NORMAL
ECONOWIC
UPE (Yhe)

60
60
60
60
60
60

388

25
20

20
25

20

20

FEMAMING
ECCrOMIC
LIFE fyrey

6

12

88N>

883

none
13
20
18
13

13

13

GARAGE AND PARKING - Replacement Costs - Subtotal
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FEPLACEMENT
conTim

$10,085
$10,065
$10,065
$10,065
$10,065
$10,085

EXCLUDED

$27,660
$27,680
$27,690

$96,000

$54 000
$13,500
$17100

$19,000

$8,100
EXCLUDED
$3,500

$353,658




BUILDING INTERIOR
PROJEC TED REPLACEMENTS AND EXCLUDED ITEMS

TeM
L

48
46

50
5

52

53
54

55

56

57

58
50
60
61

ITEM

pEsCmrnonN UNIY
Marble flooring, lobbles and restrooms sf
Marble flooring, refinish sf
Carpet, lobby sf
Wall covering, lobby st
Mailboxes, lobby ea
Furnishings, lobby, 50% s
Management office furniture Is
Management office equipment ea
Millwork, work area first floor Is
Reception desk counter, p.lam Is
Window treatments, first fioor ea
Rest room ceramic wall tile sf
Rest room walicovering sf
Rest room fixtures Is
Corridor carpet sf
Wall mounted lights, cotridors ea
Ceiling mounted lights, corridors oa
Ext lights ea
Trash chute doors ea

NUMEER
oF UMTY

1,850
1,850
280
3910
82

1

1

630

15.400
108

36

30

4

umr
FEPLACEMENT
comTn

$49 00
$2.50

$5.00
$110.00
$5,260.00

$3,750.00
$2,500.00

$5,500.00

$1,600.00

$9,000.00

$5.00
$110.00
$175.00
$145.00

NORMAL
ECONOWIC
LPE ()

42
3

15

40
20

30

15

30

“
24
24
24

FEMAMING
ECOrOMIC
LIFE fyrey

35

14
none

23

24

2
18
18
18

BUILDING INTERIOR - Replacement Costs - Subtotal
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FEPLACEMENT
conTim

$90.850
54,625
EXCLUDED
$19,550
$9,020
$5,250

$3,750
$5,000

$5,500
EXCLUDED

$16.500

EXCLUDED
EXCLUDED
$0.000

$77,000
$11,880
$6,300
$4,350
EXCLUDED

$268 375




Rem 2011 kd e 2012 s tem 2013 s
23 Concrete watemrooSng reps $65 000 Aan Martie Nooring, refnsn $4 826 58 S$77.000
54 Management office squipme $5.000 as Security nystem upgrads, 7 $6 250
oo Fumiture, Club Room. 25% 35 400
70 Fitness room, treadmilis $13.000
Tolnl Scheduled Replacements @ Total Scheduled Replacomeonts $4 625 Tolal Scheduled Replacements @
| mem 2014 | [ - 2015 ttem 2016
a3 EIFSfstucce coaling $50 675 38 Conersie Dalcony conting 827375 54 Manasgement office eqguipme $5.000
Y EIFS repaks (10%) $14 450 a0 Martle fooring, refinah $4.8285 68 Fumiure. Cub Room, 25% $5 400
on Carpet, Club Room $3 600 (] Corndor HVAC, 2 5-ton cont 15,62
90 Fitness/coridaor HVAC . 3o 15000
2 Club roomMibrary MVAC 5a 56 .2%0
(=X} Lobby HVAC, Ston condent $6.250
Total Scheduled Replacements Total Scheduled Replacements $32 000 Tota! Scheduled Replacements

PROJECTED REPLACEMENTS - YEARS 1 TO 6

Pyrrygre v




PROJECTED REPLACEMENTS - YEARS 7 TO 12 S )

| mom 2017 $ | | tem 2010 s | Hem 2019 s
. Congrete surtace parkinges $10 008 Al Martde fooring, refnnah 4025 12 Wood benches. courtysrd 6 000
70 Friness room, treadmits $13.000 40 Estenor facade caulkmg 340,000

6o WANdow trestments, first floc 310,500
74 Funess room . robbrer Boornng 54 040
v Duphes sUmg pumg system 87 500

Total Beh

e Regplac

Total Suheduled Replacemenis Tatel Sohedule

nem 2020 2 | | em 2021 L) | nom 2022 s
a0 Walt coverng, loblyy $10 0480 20 Conersie parking repeis. 5 s aen |
” Faness room. Totnl Body Tr 34 800 a0 Martde Booring. refnsn LA
72 FRness 100m, ioyoles 5. 000 L= Manageament afoce equipme 5,000
78 Elovator aah & door. passen $15 000 “n Camaor owsrpet %77 000
L) Fumiture, Club Raom. 26% 5 400
nn Ny systam upgrade, 7 $6.200

Total Soheduled Repiacements Total Soheduled Replacemaents | No Seheduled Replaoements O
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PROJECTED REPLACEMENTS - YEARS 13 TO 18

[ mom 2023 | [ em 2024 s e 2025 s
16 Concrete surface parking-e» $10 065 13 Ceodar furnture . cournyard $13.700 3 Rese! paver, sand sel $28 065
63 Fumiture, Library, 265% 36 250 24 Slab heating system_ slecth 354 000 38 Conorele baleony coatng $27.375
70 Fitness room, readmills $13.000 27 COvemead garage doors $19.000 a7 Concrete balcony repairs, 11 $32 850
79 Teash compacior $13.500 | 28 Qarage fans, 1 2% 15k cfm $8100 53 Management office fumiture $3.750
1 Elovator room HVAC unit. M $4.200 | by CO detactor systam 33500 73 Fitness room, nautilus statio $4.000

a3 EiFSsstucco coating 360578 78 Elevator, hydraulic psngr, o< $60.000
aa EIFS repais (10%) 514 A5D
40 Marble flooring, refnish $4 0825
52 Fumishings, lobtyy, 50%, $5.250
65 Carpet. Club Room $32 600

Tolal Scheduled Replacements ' Total Scheduled Replscoments $176 800 Tolal Scheduled Replacements @

| mem 2026 || - 2027 fom 2026
) Management oMice equipme $5.000 a7 Extenor bghts, arched decor $4 500 - Repont paver, groutea $14 000
a8 Fumiture. Cub Room. 25% 35 400 490 Martie Nooring, refnsh $4.625 a7 Corndor HVAC, 2 5-ton AML $10.500
r Wood floorng, replace, Libn $3 840 (L] Corndor HVAC, 2 S-ton com $16.628
04 Wood floorng. replace. Chut $5 880 s Fitness/comdaor HVAC , 3ton $5.000
90 Finess/comdor HVAC 3-tos 515,000
"3} Club roomfMibrary HVAC, 64 $3 800
82  Chub roomfibrary HVAC, 54 $6.250
83  Lobby HVAC, 5-10n AMU $3 800
-t Lobby HVAC, 5-10n conden 6 250

Total Scheduled Replacements Total Scheduled Replacaments Total Scheduled Replacements



Graph #1. Annual Expenditures for Projected Replacements

This bar graph summarizes annual expenditures for the $3,092 548 of Projected Replacements identified in the Replacement Reserve Inventory over the
30-year Study Period. The red line shows the average annual expenditure of $103,085,
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Graph #2. Comparison of Cumulative Replacement Reserve Funding and Expenditures

The line graph shows Replacement Reserves - Cumulative Receipts over the 30-year Study Period by the Cash Flow Method (red circles) and the
Current Funding Plan as reported by the Association (blue triangles). The bar graph shows the Cumulative Expenditures necessary to fund
the Project Replacements listed in the Replacement Reserve Inventory (Section B) and summarized in Graph #1
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EXECUTIVE SUMMARY

The i Replacement Reserve Inventory identifies 97 Projected Replacements for
funding from Replacement Reserves, with an estimated one-time replacement cost of $3,125,108

The Replacement Reserve Analysis calculates recommended funding of Replacement Reserves by the two generally
accepted methods, the Cash Flow Method and the Component Method. The Analysis also evaluates current funding
of Replacement Reserves, as reported by the Association, The calculations and evaluation are summarized below,

. $121.740 CASH FLOW METHOD MINIMUM ANNUAL FUNDING OF REPLACEMENT RESERVES IN
’ THE STUDY YEAR, 2011.
$125.25 Per unit (average), minimum monthly funding of Replacement Reserves

The Cash Flow Method (CFM) calculates Minimum Annual Funding of Replacement Reserves that will fund
Projected Replacements identified in the Replacement Reserve Inventory from a common pool of Replacement
Reserves and prevent Replacement Reserves from dropping below a Minimum Recommended Balance

CFM - Minimum Annual Funding remains the same between peaks in cumulative expenditures called Peak Years.

The first Peak Year occurs in 2050 which is outside of the 30-year Study Penod. The Cash Flow
Method - Minimum Annual Funding of Replacement Reserves remains constant at $121 740 throughout the
entire 30-year Study Period.

& $250.318 COMPONENT METHOD RECOMMENDED ANNUAL FUNDING OF REPLACEMENT
y RESERVES IN THE STUDY YEAR, 2011.
$257.53 Per unit (average), recommended monthly funding of Replacement Reserves

The Component Method is a time tested and very conservative funding model developed by HUD in the early 1980's

The Component Method treats each projected replacement in the Replacement Reserve Inventory as a separate
account. Deposits are made to each individual account, where funds are held for exclusive use by that item

Based on this funding model, the Association has a Current Funding Objective of $812 859
The Association reports having $250,900 on deposit, which is 30 9% funded

@ $58.000 CURRENT ANNUAL FUNDING OF REPLACEMENT RESERVES
x (as reported by the Association).
$56 67 Per unit (average), reporned curent monthly funding of Replacement Reserves
The evaluation of Current Funding, as reported by the Association, has calculated that if the Association
continues to fund Replacement Reserves at the current level, there will NOT be adequate funds for Projected
Replacements in 12 years of the 30-year Study Period, and a maximum shortfall of $-1,101, 648 occurs in 2040
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Part 3: Developing

eserve Funding Roadmap
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Once the Reserve Study

Is Completed :

What Is your next step?

What tools do you have
available?

How do you get from where you
are to where it is you should be?
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The Next Step

Look at Cash Flow Situation in Study

Use next 3 to 5 years to establish funding plan for the
next 30 years.

Develop a Strategic Funding Solution that:

Adequately Funds Reserves

Near-Term

Long Term

Works for the association as a whole. |
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Graph #2. Comparison of Cumulative Replacement Reserve Funding and Expenditures

The line graph shows Replacement Reserves - Cumulative Receipts over the 30-year Study Period by the Cash Flow Method (red circles) and the
Current Funding Plan as reported by the Association (blue triangles). The bar graph shows the Cumulative Expenditures necessary to fund
the Project Replacements listed in the Replacement Reserve Inventory (Section B) and summarized in Graph #1
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What Tools Are at Your Disposal?

Increase Normal Assessments

Ramp Up over 3 to 5 years if possible

Institute a Special Assessment

(maybe!)

Secure a Commercial Bank Loan
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Considerations:

Can assessments be raised enough?

Is there an assessment increase cap?

Will increased assessments hurt property
values?

Will increased assessments actually bring in
more revenue?

Or

Will increased assessments simply result in
more delinquencies and foreclosures?
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Special Issues Re: Delinqguencies

FHA backed mortgages i NEW GUIDELINES
No more nNnspot approval s
Each community must pre-qualify by 12/10/10
Delinquencies over 30 days capped at 15%

Capital Improvement Loans
Loans collateralize revenue stream
Delinquencies capped at 5% - 7%
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Approach to Problem:

Acknowledge NEW Market Conditions.
Re-examine Old Rules and Procedures.
Abandon Outdated Industry Practices.
Develop New Approach that:

Recogni zes the realiltil e

Avoids pitfalls that come from using outdated
practices;

Employs all funding tools.
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Strategic Funding Solutions

Uses full range of funding tools in order to minimize
the adverse financial impact of large increases to
reserve funding levels.

Understands the intricacies of each funding tool so as
to avoid inadvertent consequences and pitfalls.

Empowers community board to select and implement
Abest toolso for their assc
abilities.

Serves as fiRoadmapo to ar i
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Example OneRamp Up
Mid-Rise Condominium: &, ﬁpal,
o5 Bl o

Mid-rise Condominium

Five Years Old

80 units

Saturated condominium sales market
Concerned about Nncompe
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Graph #2. Comparison of Cumulative Replacement Reserve Funding and Expenditures

The line graph shows Replacement Reserves - Cumulative Receipts over the 30-year Study Period by the Cash Flow Method (red circles) and the
Current Funding Plan as reported by the Association (blue triangles). The bar graph shows the Cumulative Expenditures necessary to fund
the Project Replacements listed in the Replacement Reserve Inventory (Section B) and summarized in Graph #1
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EXECUTIVE SUMMARY

The ] V2 Replacement Reserve Inventory identifies 91 Projected Replacements for
funding from Replacement Reserves, with an estimated one-time replacement cost of $2,886,793.

The Replacement Reserve Analysis calculates recommended funding of Replacement Reserves by the Cash Flow

Method. The Analysis also evaluates current funding of Replacement Reserves, as reported by the Association, as well
as providing a Proposed Funding Plan. The calculations and evaluation are summarized below

& $109.508 CASH FLOW METHOD: ANNUAL FUNDING OF REPLACEMENT RESERVES IN
Y THE STUDY YEAR, 2011.

$112.66 Per unit (average), minimum monthly funding of Replacement Reserves
The Cash Flow Method (CFM) calculates Annual Funding of Replacement Reserves that will fund
Projected Replacements identified in the Replacement Reserve Inventory from a common pool of Replacement
Reserves and prevent Replacement Reserves from dropping below a Minimum Recommended Balance
The Cash Flow Method - Annual Funding of Replacement Reserves remains constant at $109 508
throughout the 30-year Study Period. The first Peak Year occurs in 2045, The Cash Flow Method requires an
88.8% increase In Reserve Funding over the Current Annual Funding level. The Proposed Funding Plan shown
below has been developed to mitigate the issues presented by a large, single increase to the Reserve Funding

& $65,000 PROPOSED ANNUAL FUNDING OF REPLACEMENT RESERVES IN THE STUDY YEAR, 2011
' Increases each year until 2015
See Page A5 for the Proposed Funding Plan Annual Data

The Propsed Funding Plan increases the Annual Funding as follows: $58,000 in 2010, $65,000 in 2011
$75,000 In 2012, $85,000 in 2013, $95,000 in 2014, and $100,000 from 2015 through the end of the Study in 2040.

It is important to note that these numbers need to be adjusted each year for inflation (Use PPI| from BLS Gov)

& $68.000 CURRENT ANNUAL FUNDING OF REPLACEMENT RESERVES
’ (as reported by the Association).
See Table 2 Page A7 for funding detalls

The evaluation of Current Funding, as reported by the Association, has calculated that if the Association
continues to fund Replacement Reserves at the current level, there will NOT be adequate funds for Projected
Replacements in 12 years of the 30-year Study Period, and a maximum shortfall of $-979,283 occurs in 2040,

Pages A2 and A3 explain the Study Year, Study Period, Adjustments (interest & inflation), Beginning Balance, and Projected Replacements, Pages A4 to A9
explain in more detail the calculations assoclated with the Cash Flow Method, Component Method, and Current Funding,




Graph #2. Comparison of Cumulative Replacement Reserve Funding and Expenditures

The iine graph shows Replacement Reserves - Cumulative Receipts over he 30.year Study Periad by the Cash Flow Method (red circles), Proposed
Fundng Plan (purple dumonds). and the Current Funding Level as reported by the Assocation (Dlue rangies). The bar graph shows the Cumulative
Expenditures necessary to fund the Project Replacements ksted in the Replacement Reserve inventory (Section 8) and summarized in Graph #1
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Example TwoBank Loan =
GardenStyle Condominiun s&&

Garden-Style Walk-up Buildings
Need to Replace Exterior Wood Stairs ASAP
Project Cost ~ $500,000.

Community comprised of 132 households -
medium iIncome residents and retirees.

Special Assessment should be last resort.
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Funding Status and Funding Plan

Beginning Balance of $62,000
Annual Funding Level of $50,000.

Average Annual Expenditure $136,500.
$500,000 project in Year One of Study.
Use Bank loan with 5 year term.

— I




EXECUTIVE SUMMARY

The ~ Condominium Replacement Reserve Inventory identifies 130 Projected Replacements for
funding from Replacement Reserves, with an estimated one-time replacement cost of $2,698,234.

The Replacement Reserve Analysis calculates recommended funding of Replacement Reserves by the two generally
accepted methods, the Cash Flow Method and the Component Method. The Analysis also evaluates current funding
of Replacement Reserves, as reported by the Association. The calculations and evaluation are summarized below:

@ $524.497 CASH FLOW METHOD MINIMUM ANNUAL FUNDING OF REPLACEMENT RESERVES IN
! THE STUDY YEAR, 2010.

$331.12 Per unit (average), minimum monthly funding of Replacement Reserves
The Cash Flow Method (CFM) calculates Minimum Annual Funding of Replacement Reserves that will fund
Projected Replacements identified in the Replacement Reserve Inventory from a common pool of Replacement
Reserves and prevent Replacement Reserves from dropping below a Minimum Recommended Balance.
CFM - Minimum Annual Funding remains the same between peaks in cumulative expenditures called Peak Years.

The first Peak Year occurs in 2011 and the CFM - Minimum Annual Funding of Replacement Reserves in

2012 declines to $131,760 ($83.18 per unit, per month), after the completion of $976,472 of
replacements in 2010 to 2011.

A subsequent Peak Year and decline in the Cash Flow Method, Minimum Annual Funding, occurs in 2039.

® $790.792 COMPONENT METHOD RECOMMENDED ANNUAL FUNDING OF REPLACEMENT
; RESERVES IN THE STUDY YEAR, 2010.

$499.24 Per unit (average ), recommended monthly funding of Replacement Reserves
The Component Method is a time tested and very conservative funding model developed by HUD in the early 1980's.

The Component Method treats each projected replacement in the Replacement Reserve Inventory as a separate
account. Deposits are made to each individual account, where funds are held for exclusive use by that item.

Based on this funding model, the Association has a Current Funding Objective of $1,644,295.
The Association reports having $62, 389 on deposit, which is 3.8% funded.

. $50.000 CURRENT ANNUAL FUNDING OF REPLACEMENT RESERVES
B (as reported by the Association).
$31.57 Per unit (average), reported current monthly funding of Replacement Reserves
The evaluation of Current Funding, as reported by the Association, has calculated that if the Association
continues to fund Replacement Reserves at the current level, there will NOT be adequate funds for Projected
Replacements in 30 years of the 30-year Study Period, and a maximum shortfall of $-3,103,367 occurs in 2039.
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Graph #3. Cash Flow Method - Cumulative Receipts and Expenditures Graph
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Graph #3. Cash Flow Method - Cumulative Receipts and Expenditures Graph
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EXECUTIVE SUMMARY

The Great Neck Landing Condominium Replacement Reserve Inventory identifies 135 Projected Replacements for
funding from Replacement Reserves, with an estimated one-time replacement cost of $3,886,234.

The Replacement Reserve Analysis calculates recommended funding of Replacement Reserves by the two generally
accepted methods, the Cash Flow Method and the Component Method. The Analysis also evaluates current funding
of Replacement Reserves, as reported by the Association. The calculations and evaluation are summarized below:

. $301.125 CASH FLOW METHOD MINIMUM ANNUAL FUNDING OF REPLACEMENT RESERVES IN
? THE STUDY YEAR, 2010.
$180.10 Per unit (average), minimum monthly funding of Replacement Reserves

The Cash Flow Method (CFM) calculates Minimum Annual Funding of Replacement Reserves that will fund
Projected Replacements identified in the Replacement Reserve Inventory from a common pool of Replacement
Reserves and prevent Replacement Reserves from dropping below a Minimum Recommended Balance.

CFM - Minimum Annual Funding remains the same between peaks in cumulative expenditures called Peak Years.

The first Peak Year occurs in 2015 and the CFM - Minimum Annual Funding of Replacement Reserves in
2016 declines to $136,677 ($86.29 per unit, per month), after the completion of $1,674,826 of
replacements in 2010 to 2015.

After 2015 the CFM - Minimum Annual Funding remains constant for the remainder of the Study Period.

® $614.492 COMPONENT METHOD RECOMMENDED ANNUAL FUNDING OF REPLACEMENT
’ RESERVES IN THE STUDY YEAR, 2010.
$387.94 Per unit (average), recommended monthly funding of Replacement Reserves
The Component Method is a time tested and very conservative funding model developed by HUD in the early 1980's.

The Component Method treats each projected replacement in the Replacement Reserve Inventory as a separate
account. Deposits are made to each individual account, where funds are held for exclusive use by that item.

Based on this funding model, the Association has a Current Funding Objective of $1,850,490.
The Association reports having $62,389 on deposit, which is 3.2% funded.

) $50.000 CURRENT ANNUAL FUNDING OF REPLACEMENT RESERVES
! (as reported by the Association).
$31.57 Per unit (average), reported current monthly funding of Replacement Reserves
The evaluation of Current Funding, as reported by the Association, has calculated that if the Association
continues to fund Replacement Reserves at the current level, there will NOT be adequate funds for Projected
Replacements in 29 years of the 30-year Study Period, and a maximum shortfall of $-2,531,367 occurs in 2039,
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Example ThreeSine Wave _ _
Golf Course

Part of Large-Scale Active Adult Community

Separate Study for Golf Courses

Community still in build-out mode

Golf Membership non-mandatory

Two 18 hole courses, one 9 hole course
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Profit vs Membership Conundrum

Need to Maintain Profitability
Membership drives income

Need to Maintain and Increase Membership
Many Fixed-income members
Membership threatened by high dues
Attract new members as community grows

FI exi bi | rutpyo taos fcroanmmpu n i
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Funding Status & Funding Plan

Current Annual Funding is $300,000
Dues are perceived as High
Homes and 3" course are not totally built-out

Cash Flow Recommendation is $517,661

Board wants to drop down now and ramp up
later as Community and 3" Course are
completed.
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EXECUTIVE SUMMARY

The Sun City Golf Courses Replacement Reserve Inventory identifies 99 Projected Replacements for
funding from Replacement Reserves, with an estimated one-time replacement cost of $11,353,234.

The Replacement Reserve Analysis calculates recormmended funding of Replacement Reserves by the Cash Flow
Method and recommends a Proposed Funding Plan to meet these goals. The Analysis also evaluates current funding
of Replacement Reserves, as reported by the golf facility. The calculations and evaluation are summarized below:

CASH FLOW METHOD MINIMUM ANNUAL FUNDING OF REPLACEMENT RESERVES IN

@ $517,661 e STUDY YEAR, 2011.

The Cash Flow Method (CFM) calculates Minimum Annual Funding of Replacement Reserves that will fund
Projected Replacements identified in the Replacement Reserve Inventory from a common pool of Replacement
Reserves and prevent Replacement Reserves from dropping below a Minimum Recommended Balance,

CFM - Minimum Annual Funding remains the same between peaks in cumulative expenditures called Peak Years.
The first Peak Year occurs in 2047 which Is outside of the 30-year Study Period. The Cash Flow

Method - Minimum Annual Funding of Replacement Reserves remains constant at $517 661 throughout the
entire 30-year Study Period

s Incremental PROPOSED ANNUAL FUNDING OF REPLACEMENT RESERVES BEGINNING IN THE

Increases STUDY YEAR, 2011.
See Page A5, Table #2 and Graph #4 for detalls of the Proposed Funding Plan,

In order to maintain a level of profitablilty, and to meet the projected expendsitures without incurring a negative

year, this Reserve Study provides a Proposed Funding Plan based upon incremental increases to funding levels.
Details of this Funding Plan are shown in Table #2, Page AS5. The Proposed Funding Plan is as follows

Increase from a starting Level of $150,000 in specific increments to $620,000 by 2026.
This Proposed Funding Plan will be adequate to fund all projected expenditures according to available data.

$300.000 CURRENT ANNUAL FUNDING OF REPLACEMENT RESERVES
) (as reported by the golf facility).

The evaluation of Current Funding, as reported by the golf facility, has calculated that Iif the golf facility

continues to fund Replacement Reserves at the current level, there will NOT be adequate funds for Projected

Replacements in 15 years of the 30-year Study Period, and a maximum shortfall of $-4,377 357 occurs in 2036,
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Graph #2. Comparison of Cumulative Replacement Reserve Funding and Expenditures

The line graph shows Replacement Reserves - Cumulative Receipts over the 30-year Study Period by the Cash Flow Method (red circles), Proposed
Funding Plan (purple diamonds), and the Current Funding Plan as reported by the golf facility (blue triangles). The bar graph shows the Cumulative
Expenditures necessary to fund the Project Replacements listed in the Replacement Reserve Inventory (Section B) and summarized in Graph #1,
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