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Because association boards are run by volunteers with typically high turnover, fundamental
education will always be at the heart of their success. Within my 2014 newsletters to you, | will
address typical misconceptions and objections with reserve planning, and arm you with insight
and strategy using information commonly found in your reserve study deliverables.

In our February newsletter we looked at some of the problems associated with the requirement
that your reserve study be a 30-year forward looking budget model, and the typical objection:
“why do we care about paying for something 20 years down the road.” (Feel free to send me
an email if you want a copy). In this newsletter, we will look at the significance of inflation on
your reserve plan and the balance between providing you a one-year budget recommendation
against 30 years of maintenance, repair & replacement expenses. See also Effects of interest &

inflation article on our web site.

“Ok, we can see that ignoring interest and inflation is unwise, but why do you use an average
inflation factor that is higher than the current CPI?” The answer is a matter of policy judgment
on our parts, as there is no index that collectively tracks the goods & services you will find in a
typical reserve study: roofing, painting, asphalt, siding, windows, decks, etc... Our experience in
providing over 30,000 reserve studies since 1986 indicates these types of expenses increase at a
higher rate than the basket of goods used as basis for the CPIl. Coupled with the fact that most
of our association clients in Washington are at medium to high-risk of special assessment, below
50% funded, using 3% inflation is what we believe is the best balance when planning for our
association clients. Consider the chart below based upon 1% inflation compared to the
subsequent chart using 3% inflation. Using a more realistic inflation rate than CPI can result for
many in having “enough”, versus a special assessment or deferred maintenance scenario.
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Fiscal Year Beginning: 01/01/13 Interest: 1.0% Inflation: 1.0%

Starting Fully Annual Loans or Projected

Reserve Funded Percent Reserve Special Interest Reserve

Year Balance Balance  Funded Rating Caontribs. Assmts Income Expenses

2013 $100,000 $453,114 221% Weak $48,000 $0 §723 $104,100

2014 $44 623 $422 6535  106% Weak $49 440 $0 $697 $0

2015 $94 759 $536596 17.7% Weak $50,923 $0 $605 $119 964

2016 $26,324 $472 490 56% Weak $52, 451 $0 $150 $75,212

2017 $3,713 $453 460 0.8% Weak $54.024 $0 $210 $19.615

2018 $38,332 $490,913 7.8% Weak $55,645 $0 $528 $27,169

2019 $67,337 $521640 129% Weak §57.315 $0 $558 $80,888

2020 $44 322 $498 950 8.9% Weak $59,034 $0 $474 $53,339

2021 $50,491 $504396  10.0% Weak $60,805 $0 §714 $19,546

2022 $92 465 $544 571 17.0% Weak $62,629 $0 $1,168 $14 983

Fiscal Year Beginning: 01/01/13 Interest: 1.0% Inflation: 3.0%

Starting Fully Annual Loans or Projected

Reserve Funded Percent Reserve Special Interest Reserve

Year Balance Balance Funded Rating Contribs. Assmts Income Expenses
2013 \ $100,000 $453, 114  221% Weak $48,000 $0 §723 $104,100
2014 $44 623 $430,902  104% Weak $49 440 $0 %697 $0
2015 $94,759 $568,058  17.0% Weak $50,923 $0 $581 $124 762
2016 $21,502 $501,118 4.3% Weak $52,451 $0 $79 $79,769
2017 -$5,738 $490,458 0.0% Weak $54,024 $0 $107 $21,216
2018 $27178 $541,482 5.0% Weak $55,645 $0 $402 $29 967
2019 $53,258 $586,767 9.1% Weak $57 315 $0 $366 $90,987
2020 $19,952 $572,359 3.5% Weak $59,034 $0 $190 $61,186
2021 $17,989 $590,063 3.0% Weak $60,805 $0 $371 $22 865
2022 $56,300 $649 676 8.7% Weak $62 629 30 $790 $17 875

You may also ask “why then don’t we plan for interest to offset inflation?” First, you will have
money flowing in and out of the reserve fund (therefore principal will fluctuate) while the entire
list of expenses is steadily inflating. Secondly, if you’re association is like most, your reserve cash
is significantly less than the accumulated deterioration of your reserve components and
therefore interest earnings cannot come close to keeping pace. We give you tools and guidance
to answer these types of questions and objections. These scenarios can easily be run
yourselves with the Excel based finanical analysis software we provide with each and every
report. You will find a video tutorial showing you how to conduct “what-if” scenarios posted
along with your final report in our web client center.
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