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Background

Best practices and the High Desert governing documents require that reserve funds for the
repair and replacement of capital assets be maintained and that the reserve analysis be updated
periodically. High Desert Investment Corp. established the initial Master Association reserve
account balances in approximately 2001, and HDROA has made annual contributions to the
reserve accounts since fiscal year 2005. The first reserve study update was conducted by Felix
Reserve Group in 2009, and reserve study updates have occurred every other year since.
Beginning in 2011 the reserve study updates have been conducted by Great Boards Community
Association Services LLC. Association policy has been to use the amounts in the reserve study
report to set required reserve asset balances and annual contributions.

Starting in 2016, the balances and annual contribution amounts for the Master Association set
forth in the reserve study update reports began to show dramatic annual increases, and the
Board of Directors became concerned that these contribution and balance requirements were
becoming excessive.

A committee to study the reserve asset inventory and funding requirements for the Master
Association was formed in the third quarter of 2018. This report presents the conclusions and
recommendations of that committee.

Recommendations

The Reserve Asset Inventory Committee recommends that the HDROA Board of Directors adopt
the following Reserve Account procedures for the Master Association:

1. Discontinue using the account balance and contribution data shown in the reserve study
report to determine the required reserve account balance and annual contribution
amounts.

Each reserve study update makes adjustments to the items in the asset inventory. Example:
a significant number of high value irrigation system components were recently added to the
list. Because these items were high value and nearing the end of their expected lifetimes,
they had a disproportionately adverse impact on reserve balance and contribution
requirement calculations. Inspection of the irrigation components showed that all are
functioning well, and that their lifetimes will exceed the values in the reserve study. Other
asset items are similarly situated. In addition, a review of the annual reserve expense
amounts showed minimal correlation between the projected and actual expenses. The
conclusion of the committee is that the reserve study expected lifetimes are not a good
predictor of item failure and should therefore not be used as the basis for calculating the
reserve account balance or annual contribution.



2. Repair and/or replace reserve asset items as needed rather than as calculated by the
reserve study report.

As noted above, experience has shown that asset expected lifetimes are typically longer
than those predicted by the reserve study. The conclusion of the committee is that a

reserve asset should be replaced when failure occurs or is imminent. Assets for which a

failure would cause significant consequential expenditures should be identified and replaced
when the expected lifetime has been reached.

3. Remove assets valued at $5,000 or less from the reserve inventory.

This recommendation is based on ABC Analysis principles, widely used by inventory
management professionals. More information is available here:
https://en.wikipedia.org/wiki/ABC analysis. The current Master asset inventory contains 68
items and has an estimated replacement cost of $1,133,249. Removing the 28 under $5,000
items reduces the replacement cost to $1,096,342. The Association has ample extraordinary
expense funds available for repair and/or replacement of minor items.

4. Maintain the reserve account balance equal to the sum of the previous ten years of actual
reserve expenditures, including an inflation and contingency adjustment of 3% and 10%
respectively.

An analysis of the previous ten years of actual and forecast reserve expenses is presented in
Attachment #1. This clearly shows little correlation between these two
numbers. We now have 14 years of reserve expenditure history, and using that data to
determine the required reserve account balance will ensure that the reserve funds available
are more closely aligned with our needs. The inflation and contingency percentages can be
reviewed periodically and adjusted as needed. A larger reserve account balance is not
needed because in the event of a catastrophic loss, the Association would file an insurance
claim for repair or replacement of the assets. Attachment #1 shows that the required
Master reserve account balance would be $680,118. As of 30 April 2019, our actual reserve
balance was $637,632.

5. Set the annual reserve contribution amount equal to the average of the previous ten years
of actual reserve expenditures.

If the proposed method for setting the reserve account balance as described in
Recommendation #4 above will yield a more useful balance amount, then it follows that
basing the annual required contribution on that balance will provide similar results.

6. Continue to conduct bi-annual reserve study asset reviews and updates.
Continuing to have a reserve study update performed bi-annually will provide a
reasonableness test and check to ensure that the proposed methodologies are maintaining

sufficient funds for our reserve expenditures.

7. Perform a reserve asset inventory analysis for each gated village and adapt and apply the
Master Association recommendations to each village as appropriate.

This recommendation is self-explanatory.


https://en.wikipedia.org/wiki/ABC_analysis
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Attachment #1
HDROA Master Association
Analysis of Reserve Expenditures

Actual Reserve 2009 Study (2009 Actual 2011 Study 2011 Actual 2013 Study 2013 Actual 2015 Study (2015 Actual 2017 Study
Expenditures  {Actual- 10 yr sum i Relling 10yraverage Projected vs Projected  Projected vs Projected Projected vs Projected  Projected vs Projected  Projected

2004-05 30,207.05

2005-06 5,919 .17

2006-07 1,151 38

2007-08 20,579.64

2008-09 17,45561

2009-10 §9,333.00

2010-11 254 226 15 51 500 202 726

2011-12 28,993.58 23,656 5,338 75,636 -45,642

2012-13 48,847 .45 229 696 -180,845 119,032 -70,185

2013-14 9,132 .82 425 34585 42 58459 54,333 -55,200 37,835 -28,706 141,613 -132,480

2014-15 116,204 32 511,343.12 51,184.31 16,954 99,250 3,282 112922 91,783 24,421

2015-16 36,866.09 542,790.04 54,275.00 3,821 33,045 5,345 30,521 5,036 30,830 5,742 31,124

2016-17 51,391.75 593 030.41 59,303.04 17 864 33,528 40,710 10,682 21 880 28,512 109,345 -57,953

2017-18 107,668.19 680,1183.96 68,011.80 13 687 93,931 35,789 71,879 23,7493 83,875 22,634 21531

2018-19




