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Topics
e Importance of Proper Maintenance

« What are the Best Practices for Managing
Common Physical Assets

e How to Prioritize What Needs to be Done

e Strategic Funding Plans for Reserves



Maintenance

There are five different types of
maintenance that every community deals
with on a continuing basis.



Routine Maintenance:

The regular, recurring upkeep that must be
done. Examples of routine maintenance
iInclude grass cutting, snow removal, and
the cleaning of public restrooms at the
swimming pool. This type of maintenance
can typically be performed by association
staff or by an independent contractor. The
Job description for a maintenance employee
or the service contract is used to define the
scope of routine maintenance that is
expected.



Preventive Maintenance:

This Is the periodic maintenance to:
® avoid disruptive breakdowns,

® reduce the association’s carbon footprint
° by managing utility consumption efficiently
and
© use alternate energy sources,



Preventive Maintenance: (cont)

® This periodic maintenance also helps to
achieve the optimum Useful Life of the
physical asset in questions.

® An in-depth and well maintained
preventive maintenance program can
prolong the need for replacement.



Preventive Maintenance: (cont)

Examples of preventive maintenance include:
® HVAC inspections and maintenance,

® Annual roof inspections to include repairs of
minor problems, and

® Quarterly elevator inspections and
maintenance.

®| iterature from the manufacturer is one of
the best sources of information on preventive
maintenance for equipment.



Emergency Services
Maintenance:

®This is the ability to respond to
unpredictable problems.

®Examples of emergency services include:
° sewer back-ups,
° elevator entrapment,
° roof leaks, and
° frozen pipes.



Requested or Corrective
Maintenance:

®This is maintenance requested by the
Board, an owner or tenant, recommended
by a contractor or identified during a
routine site visit of the community.

®Examples of corrective maintenance
Include, a pothole in the street,
replacement of a burned out light bulb, or
the malfunction of a treadmill.



Requested or Corrective
Maintenance: (cont.)

It's important to remember the following
when a reguest Is made:

®*Don’t let a homeowner “sweet talk” or “bully”
you into agreeing to perform work that is not
association responsibility.

®*Don’t assume the association is automatically
responsible for a component...check the
governing documents!



Scheduled Replacement:

® This consists of planning for the
replacement of physical assets as they
wear out or break.

® The basis for your scheduled
replacement is the Reserve Study and
Replacement Fund Budget.



Scheduled Replacement: (cont)

However, the maintenance needs of a
replacement item such as a roof or
swimming pool plaster may require
adjustments in both your Reserve Study
and Replacement Fund Budget to allow
you to replace the item sooner...or later

than originally planned.



Scheduled Replacement: (cont)

Although Missouri is not yet one of them,
several states require that Reserve
Studies be performed and updated every
3 to 5 years, and for good reason.

Having a qualified engineer or Reserve
Specialist update a Reserve Study enables

the board and manager to better plan for
large cash outlays.



Repair/Replacement Priorities
e Safety First
e Stabilize
e Function

e Aesthetics



Financially Sustainable
Communities
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How Did This Happen?

* Fixed Income
® Increasing Normal Assessments

® | arge Special Assessment!

Lack of Board Planning!



How Could We Let This Happen?

e Uneducated Board!
* Head Iin the sand community!

e Misuse of Reserve Fund dollars!

Lack of Board Planning!
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Reserve Funding Pitfall Cycle

« Lack of Adequate Reserve Funding will result in
higher future assessments.

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

 Financial Hardship result in more delinquencies.
e More Delinquencies mean less annual revenue!

Less Annual Revenue means higher future
assessments for others!



Financially Sustainable Community

Operations
Expenses




Property

Values 3
$ Preserve,
Assessment Protect &
Income Enhance

Budget



Highest Responsibility

“The highest responsibility of a
Board Member i1s to Protect,
Preserve and Enhance the
property values within their

community.”

Robert Lyles, Esq
Kiawah Island, SC



Financially Sustainable Community

® Annual Budget is adequate...

® Normal Assessments are stable..., not
stagnant!

® Normal Assessments increase appropriately
each year.

® Property Values are Protected, Preserved &
Enhanced!

® Your community Is Financially Sustainable!



Financially Sustainable Community

Acknowledge, function and plan
within the economic realities of the
present without limiting the financial
abilities of the future!



The Only Thing Worse ...

“The only thing worse than Controversy in
a community association is Apathy”

Robert Marvin, rasLA
Hilton Head Island, SC
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Reserve Studies



Reasons for a Reserve Study

°Legal
eFinancial/Practical

eEthical



Legal Aspects

® State Law, where applicable;
® Fiduciary Duty of Board;
® IRS Guidelines;

® FHA Compliance Guidelines
(Condo Mortgages)




Financial / Practical Aspects

* Vital data for budgeting process;

* Independent professional opinion
with periodic updates (every 3 to 5 years);

* Institutionalizes decisions on:

* which items are “"Reserve Components”;

* disposition of Reserve Funds for future financial
obligations;



Ethical Aspects

®Protect, Preserve and Enhance -
*Property values in the community;

* lnvestment of Owners;

® Ensure that everyone pays their fair share
for the period of time that they live there!

® Protect Owners from unduly high
assessments or Special Assessments!



Reserve Study
Sample Exercise
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Asphalt road and parking area
Seal coat asphalt

Concrete curb & gutter (20%)
Concrete flatwork (6%)

g%

Repoint masonry entrance feature
Sandblasted wood signage

Segmental retaining wall, 30% $45.00 35

Mailboxes $18,000.00 15

Dumpster pad $10.00
Dumpster enclosure stucco repair $1275
Dumpster vellace $1,500.00

Dumpster gates $1,000.00

20
45
15

5

Site lighting $2,100.00 25
Sanitary sewer - mains (10%) unit $15500
Domestic water - mains (10%) untt $6500
Storm water - structure & pipe (10%) unit $185.00
Storm water pond dredging Is $50,000.00

GENERAL SITE IMPROVEMENTS - Replacement

15
15
15
15

- Subtotal

38888 & 2888 ¥ & &
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Total Scheduled Replacements

$3,065
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unding - $90,000 \
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What's the Next Step?

®* You as the Manager...
®* You as a Board Member...

®* You as a Finance Committee Member...



You just were handed this
Reserve Study!

It says to increase the Reserve Funding
from $90K to $150K!

Holy Cr@p!
That's a $60K annual increase!



What Are Your Alternatives?

® Increase Normal Assessments
® Special Assessment

e Commercial Bank Loan



Next Step:

®* Review Inventory data.
® Re-think replacement priorities.
® Check Cash Flow margins.

e Ramp Up Annual Funding in Steps.



- $149,507 \
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Strategic Funding Plan

Ramp Up Annual Funding by $12,000
each year over five years:
Year 1: $90K to $102K
Year 2: $102K to $114K
Year 3: $114K to $126K
Year 4: $126K to $138K
Year 5: $138K to $150K =*

*Year 5 would bring Reserve Study update and would
adjust for inflation, underfunding, changed conditions.



ear-term
xpenditure
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Strategic Funding Plan

Alternative 1: Increase Normal
Assessments and use Bank Loan cover
near-term large expenditures.

Alternative 2: Multi-year Special
Assessment with Bank Loan backup.

Benefit: Spread pay back over a 3 or 5 or
/ or 10 year term with low interest.



Questions
2
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Managing Physical
Assets



Five Truths!

1. Everything will eventually have to be
replaced!

2. All materials deteriorate over time!

3. All material costs increase over time!

4. Money spent on sound maintenance Is
money soundly spent!

5. Most financial disasters result from lack of
planning!



Strategy for Sound Management
of Our Physical Assets

e Optimize “"Economic Life” of Facilities
and Components through maintenance.

®* Reserve For Timely Replacement.
® Use Best Practices For Replacements.

® Involve Your Experts early and often!



Optimize Economic Life - Maintenance

® Sound preventative maintenance makes
sound economic sense!

* The longer an asset (reasonably) stays
In service, the less the Replacement
Reserve need.

® Saving money on maintenance just to
save money Is wasting money long-
term!



Best Practices - Replacement

* Hire the Best Contractor that you can find!

e Use the Best Appropriate Materials for the
job.

* Upgrade to a better quality, or
* Consider alternative materials if applicable.

* Do the necessary prep work before installation.



oroper asphailt

nqg lot...
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Example #3

1911 Pine Beam (38 r) 2015 Pine Beam (18 r)



1911 Pine Beam #2 (58 r)
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1911 Pine Beam #2
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Understand Calculation
Methods:

Cash Flow Method
Versus

Component Method



CASH FLOW vs COMPONENT
(Pooling vs. Full Funding)

CASH FLOW ("Pooling”) METHOD
Treats Reserves as an aggregate “poo

III

of funds.

COMPONENT ("Full Funding”) METHOD

Treats each Reserve Item as a separate “line
item” budget.



Illustration of the Different
Mathematical Models

Four Projects:

° Year One - Parging,

° Year Two - Seal Coat,

° Year Three - Plumbing,

° Year Four - Retaining Wall

One Project per year

Cost of $12,000 per Project

(Assume $Zero Starting Balance) (Assume $Zero
Threshold)



Cash Flow Calculations

1st 2nd 3rd 4th Total

Parging
Year One

Paving
Year Two

Plumbing
Year Three

Retaining Wall
Year Four

Total Cost




Component Calculations

1st 2nd 3rd 4th Total

Parging
Year One

Paving
Year Two

Plumbing
Year Three

Retaining Wall
Year Four

Total Cost
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Peter is a graduate of the College of Architecture and Urban Studies at Virginia Tech, and is a
member of the Urban Land Institute and The Congress for a New Urbanism.





