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I ntroduction

The Calmes Neck Property Owners Association (CNPOA) isin the fortunate
circumstances of owning community property such as the Kubota tractor and implements,
swimming pool, and truck with snowplow. Because of this substantial investment in
capital equipment, it isimportant to plan for major maintenance and the eventual
replacement of these items. Thisis not only fiscally prudent, but it is also a requirement
of the Virginia Property Owners Association Act of Virginia (VPOAA). Thefollowingis
the relevant excerpt from the VPOAA (full 16-page text available from your Board or
http://www.co.fairfax.va.us/dtcs/consserv/community _association_manual .htm):

§55-514.1. Reservesfor capital components.
A. Except to the extent otherwise provided in the declaration and unless the
declaration imposes more stringent requirements, the board of directors shall:

1. Conduct at least once every five years a study to determine the
necessity and amount of reserves required to repair, replace and restore
the capital components;

2. Review the results of that study at least annually to determine if
reserves are sufficient; and

3. Make any adjustments the board of directors deems necessary to
maintain reserves, as appropriate.

B. To the extent that the reserve study conducted in accordance with this
section indicates a need to budget for reserves, the association budget shall
include, without limitation:

1. The current estimated replacement cost, estimated remaining life and
estimated useful life of the capital components,

2. Asof the beginning of the fiscal year for which the budget is prepared,
the current amount of accumulated cash reserves set aside, to repair,
replace or restore capital components and the amount of the expected
contribution to the reserve fund for that year; and

3. A genera statement describing the procedures used for the estimation
and accumulation of cash reserves pursuant to this section and the
extent to which the association is funding its reserve obligations
consistent with the study currently in effect. (2002, c. 459.)

§ 55-509. Definitions.

"Capital components’ means those items, whether or not a part of the common
area, for which the association has the obligation for repair, replacement or
restoration and for whichthe board of directors determines funding is
necessary.
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Capital Components

The capital components we are planning for in this reserve fund study are:

1. the Kubotatractor,

2. thetruck,

3. major equipment, including the Versapro, bush-hog, Woods blade, and the snow
plow blade for the truck,

4. the swimming pool, swimming pool fence, and pool house, and,

5. theroad.

Assumptions

The following assumptions were made regarding the information available to us:

1.

oo

The useful life and salvage value for the components were estimated by Board
members without professional assistance. Nonetheless, certain outside resources were
consulted to estimate the salvage value of certain equipment, e.g., the value of a 25-
year-old tractor.

The road has a very high estimated replacement value, and is assumed to be
maintained in such away as to negate total replacement, and so has an indefinite
working life. However, road emergencies such as the snow event in early 2003
require some funds to be reserved in order to negate the necessity of a special
assessment.

The amounts to be accumulated in the fund yearly have been calculated using straight-
line depreciation, both for smplicity, and to even out the amounts across years.

The swimming pool needs to be resurfaced, and so must have at least $13,000
available within the next six months

Interest/dividends earned by the fund(s) shall be re-invested in the fund instrument.
Inflation was ignored (with the assumption that interest/dividends will make up for it).

The attached table contains the figures used to generate the reserve fund study. The columns
are defined as follows:

1. Capital Component
2.

Replacement or Refurbishment Cost — For most items, this is the value of the item
when it was placed in service. For the pool thisis the estimated cost to refurbish. For
the truck, an estimate of purchase price was made.
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3. DatePur chased — The date that the component was purchased or brought into
service

4. Age (years)— The age of the component, as of September 30, 2003

5. Expected Life (years)— The expected useful life of the component

6. Salvage Value — The expected value of the component at the end of its expected
useful life

7. Yearly depreciation (straight line) — The straight line depreciation for the
component. E.g. If the item had a replacement cost of $1000, an expected life of 10
years, and a salvage value of $100, then the straight line depreciation would be $90
per year. The proposed annual contributions to the reserve funds are based on this
column.

8. Current Equipment Value — The value of the equipment on September 30, 2003,
based on the age, the depreciation, and the replacement cost

9. Amount Needed in Fund Now— The amount that should be in the fund as of
September 30, 2003, in order to have accumulated the replacement/refurbishment cost
by the end of the component’ s useful life, if annual contributions match the “Y early
Depreciation”, and if interest earned offsets inflation.

Observations

Based on the figures shown in the “Amount Needed in Fund Now” column, on October 4,
2003, the Board reallocated existing reserve funds among the categories shown so that we
have generally sufficient balances.

The annua contribution of $1,000 to each of three reserve funds (equipment, pool, and roads)
was a reasonabl e practice when the Association first started business. Nonetheless, this study
shows that higher contributions are now required in order for us to keep up with the amounts

needed as our equipment and facilities age.

Many of these numbers will need reevaluation in the future once more information is
available. In particular, we expect to get better numbers on the replacement or refurbishment
cost of certain pool components in the near future.

Footnote: The legd reserve fund is outside the scope of this study, since it is not, nor is it
closdly related to, a capital component. Current practice is to deposit in this fund any monies
received from late fees on annual assessments.

" The swimming pool date purchased refers to the last time that it was refurbished.
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Replacement or Expected Yearly Current Amount
Refurbishment Date Age life Salvage | Depreciation | Equipment | Needed in
Capital Component Cost Purchased | (years)| (years) Value | (straightline) Value Fund now
Kubota - replacement 32,029.25 8/8/2001] 2.15 25.00 | 3,000.00 $1,161.17 | 29,538.30 | 2,490.95
Woods blade 2,483.97 2/9/2002| 1.64 15.00 100.00 $158.93 2,223.58 260.39
Versapro 3,980.00 | 8/10/2001| 2.14 15.00 100.00 $258.67 3,426.52 553.48
Bush-hog 1,254.00 | 7/12/2002| 1.22 15.00 100.00 $76.93 1,160.20 93.80
Snow plow blade 2,500.00 7/1/1993] 10.25 20.00 200.00 115.00 1,320.70 | 1,179.30
Kubota Repair 11,000.00 8/8/2001] 2.15 25.00 - 440.00 943.89
Pool - Refurbish 17,500.00 9/1/1989| 14.09 15.00 - 1,166.67 1,064.38 | 16,435.62

Road Emergency 1,000.00

Truck 15,000.00 7/1/1986| 17.26 15.00 500.00 966.67 - 15,000.00
4,377.37 36,957.41

Salvage Value: The estimated sale value (in 2003 dollars) of the component at the end of its useful life.
Truck: Edmunds.com - 3-5 yr old F250 4WD LB 10,000-12,000. Need to allow for plow attachment, gravel spreading.

Current Reserve Funds, 10/4/2003

Fund Name Amount

Kubota Replacement Fund 2,500.00
Equipment Fund 2,000.00
Pool Fund 16,500.00
Road Reserve Fund 2,000.00
Snow Removal Equipment Fund 14,000.00
Legal Reserve Fund 3,333.00

Total in funds 40,333.00
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