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EXECUTIVE SUMMARY

The capital reserve account for Example Condominium Association is at 71% of
fully funded.

However, an increase in the level of contribution to reserve is necessary going
forward in order to meet strong expenses in the short term.

A report of a study of the surface drainage pattern of the site as it affects
specific buildings is provided under separate cover. The costs to implement its
recommendations are included in the financial analyses.
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READING THE REPORT

The Financial Summary presents the findings of your study. It does so in two steps
– Analytical and Advisory

Analytical
The Analysis of Present Funds examines the adequacy of the funds now in your
reserve account to support the replacement of the common area components
for the twenty-year time period of the study. It expresses the Existing Reserves as
a percentage of the Required Funds – the fully funded condition. The percent of
fully funded is a snap shot in time. It is only valid for the balance in the reserve
fund at the time of its computation. However, it does serve as a reliable
approximation of the present strength of your reserve position. A percent of fully
funded of 35% has been suggested as the threshold below which deferred
maintenance and the need for periodic assessments can start to develop.

“Approximately 1/3 of all associations fall into the 0-30% "weak" range, where
special assessments or deferred maintenance should be expected. The 30-70%
range is a mid-range status (approximately 50% of associations fall into this
range), and associations over 70% Funded typically enjoy sufficient funds for
capital projects and an absence of special assessments.” (1)

For a more accurate view, we need to look at how specifically the present level
of contribution to reserve will capitalize the needed replacements of the
association's commonly held components over the long and short terms.
Comparing the contributions to the reserve fund to the balances in the reserve
account over the time window of the study provides that picture.

Advisory
The finding of that comparison allows us to set the recommended level of annual
contributions shown on your Cash Flow spreadsheet. Those contributions will, in
turn, allow you to compute the monthly assessment to the membership for the
reserve portion of your budget.

A Commentary section of the Addendum provides the details of our evaluations
made during the Condition Survey. Its intent is to provide the rationale for the
conclusions of the Financial Summary. The Addendum provides additional
supporting information.

This study is a Full Service Report and is based upon data collected during an on-
site Condition Survey augmented by information provided by the community's
management. Our on-site Condition Survey documented the condition of all the
commonly held components at the time of the survey, provided an opinion
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regarding the level of workmanship that put a component in place, the initial
quality level of the product and verified the quantity of all components by field
measurement. Routine maintenance of the components that would normally be
expensed from operating funds is not included. No destructive testing was
performed. No advice is intended regarding latent conditions. Construction
drawings and past documentation that were available were reviewed.

The information provided by the client's management regarding the financial,
physical, quantity or historical issues is assumed to be accurate. This study is a
reflection of the information provided to this firm and assembled for the client's
use, and is not intended for the purpose of performing an audit, quality I forensic
analysis, or background checks of historical records.

The engineer in responsible charge of the project was Robert J. Burns, P.E., R.S. a
principal of Burns and Associates - Engineers.

(1) What to Expect from Your Reserve, Management Operations – Oct / Nov
2002
Robert M. Norlund, P.E., R.S.
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The Cash Flow Analysis (Exhibit 1) presents our recommendation for the timing of
replacement of the common area components. The timing strikes a balance

between the unique engineering requirements of each component while
attempting to distribute expenses as evenly as possible.

The Commentary section of the report provides more detail regarding the
rationale behind this. In this regard, some attention needs to be directed toward
managing the continuous expense of repairing and replacing siding. It
represents a significant portion of the reserve budget.

This cash flow method of setting contributions to reserve should be reviewed
annually for the year’s previous expenditures and income. The report should be
updated about every three years to account for any physical changes in the
commonly held components of the association.

Expenses shown on the cash flow spreadsheet have been projected using 4% as
an annual rate of inflation. The income from current investments in certificates of
deposits is projected at 4% of the ending balance of the previous year.


