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Disclaimer!

» Staff in the Ombudsman’s Office is prohibited from providing legal advice. All materials
produced and provided to the public are for informational purposes only and do not
serve as legal advice.

» Should confusion arise requiring the interpretation and application of the law to your
association’s specific circumstances, a legal opinion from a qualified attorney may be
necessary.

> Please review the course calendar, training request form, and presentations published
on the training webpage to gain an understanding of additional opportunities for
education and training. See our training webpage at
http://red.nv.gov/Content/CIC/Program_Training/.

» The focus of this presentation is on the budgetary planning and execution process. For a
more thorough presentation of the financial and interim financial statements, please see
the next class in this series entitled CIC/HOA Finances.
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Learning Objectives

Operating & Reserve Budget
Attendees will understand the budget
adoption, distribution, and ratification
process under the law.

Association Audits
Attendees will understand the audit
requirements under the law.

~ Quarterly Reviews Operating & Reserve Fund

Attendees will understand wha 5 Q

Funding Plan Planning
Attendees will understand how the reserve 4 Attendees will understand frequently
study assists in generating a sound anticipated revenue and common
funding plan. expenses.




Introduction

NRS 116.3115

» Assessments must be paid by the unit owners to the
association.

» Such assessments must be based on a budget
adopted by the executive board at least annually.

» These assessments must be sufficient to cover all
common expenses of the association, including the
reserves set aside for the major repair, replacement,
and maintenance of the common elements.

» This Is one of the most important tasks an
association’s executive board must undertake!
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Why?

» Because financial mismanagement can lead to
the deterioration of the community, breach of
contractual obligations due to nonpayment (could
result in civil action against the association), and
harm to the unit owners in the form of large
reserve assessments (could result in foreclosure
due to nonpayment) and/or debt.

» The association SHALL adopt and may amend
budgets, in accordance with the requirements set
forth in NRS 116.31151 [NRS 116.3102(1)(b)].

Office of the Ombudsman for CICCH Rev. 1/10/2020
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Accountability

» Though the executive board is responsible for creating and adopting budgets
for ratification by the unit owners, if professionally managed, the
association’s community manager has certain responsibilities as well.

» NRS 116A.630(6) provides that a community manager shall at all times
ensure that:

= The financial transactions of the association are current, accurate and
properly documented; and

= There are established policies and procedures that are designed to
provide reasonable assurances in the reliability of the financial reporting,
including, without limitation:

= Proper maintenance of accounting records;

= Documentation of the authorization for any purchase orders,
expenditures or disbursements;

= Verification of the integrity of the data used in business decisions;
= Facilitation of fraud detection and prevention; and

= Compliance with all applicable laws and regulations governing financial
records.

Office of the Ombudsman for CICCH Rev. 1/10/2020



Investing Association Funds Jb
- & -

NRS 116.311395

An association shall deposit or invest all funds of the association at a
financial institution which:

> |Is located in this State,
» |Is qualified to conduct business in this State; or
» Has consented to be subject to the jurisdiction of the courts of this State.

All accounts must be insured:

» By the FDIC, the National Credit Union Share Insurance Fund or the
Securities Investor Protection Corporation;

» With a private insurer approved pursuant to NRS 678.755; or

» In a government security backed by the full faith and credit of the
Government of the United States (NRS 116.311395).

Office of the Ombudsman for CICCH Rev. 1/10/2020



Withdrawing Money

NRS 116.31153

Money in the reserve account of an association may not be withdrawn without the
signatures of at least (community manager may never be a signatory on the reserve
account [NRS 116A.640(5)]):

o Two directors, or

o One director and one officer.

Money in the operating account of an association may not be withdrawn without the
signatures of at least:

o Two directors,

o One director and one officer,

o Two officers, or

o One director OR officer AND the community manager.

Money in the operating account of an association may be withdrawn without signatures to:
o Transfer money to the reserve account of the association at regular intervals;

o Make automatic payments for utilities; or

o Make an electronic transfer of money to a financial institution, state agency, or the U.S. Government.

Office of the Ombudsman for CICCH Rev. 1/10/2020



Knowledge Check

1.

Can the community manager be a signer on the reserve account?
How many signatures does every transaction in a CIC require?

True or false, the funds of the association must be invested in accounts that
are insured.

What are some problems that can arise from financial mismanagement?

Does the financial institution maintaining the association’s funds have to be
located in this state?

Office of the Ombudsman for CICCH Rev. 1/10/2020
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Funding Priorities & Accounts

» An association creates its budgets and funding plan by anticipating future expenses and
allocating funds line by line to ensure that:

* Funding priorities can be effectively managed based on statutorily required expenses;

* Funding needs are calculated through zero base budgeting, historical analysis and forecasts;
and

= Assessment amounts are sufficient to cover the common expenses of the association.

» Money is collected from unit owners to pay for common expenses in the form of
assessments. This money goes into two funds, which are never to be comingled:

= The OPERATING FUND, which reflects the accounting transactions surrounding the
normal day to day maintenance and service operations of the association; and

= The RESERVE FUND, which reflects accounting transactions pertaining to the long-term,
major repair and replacement requirements of the association.

Office of the Ombudsman for CICCH Rev. 1/10/2020



So what goes into the budget?
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Into the Operating

» Operating revenue is included in the budget from anticipated
sources, such as:
= Assessments
= Special Assessments

Office of the Ombudsman for CICCH Rev. 1/10/2020



Out of the Operating

NRS 116.3115(1) & NAC 116.453

» The operating budget plans for the daily operation of the
association, budgeting for items like:

= Capital Improvements

* Fees to Division

» Fees to Secretary of State

* Required Insurance (premiums & deductible)

* Licensed Vendors — pool, landscape, maintenance, security,
attorney, etc.

= Employees
* The Community Manager (NRS 116A.620)

Office of the Ombudsman for CICCH Rev. 1/10/2020



Out of the Operating

New Project

A capital improvement is any expense necessary to create new common
element components not already in existence or included as elements to be
reserved for in the reserve study.

The board may initiate capital improvements only if authorized by the governing
documents (may use surplus funds if provided in the declaration).

The association shall always provide written notice to each unit owner of a
meeting at which an assessment for a capital improvement is to be considered,
or action is to be taken, at least 21 calendar days prior [NRS 116.3115(9)].

An association may not expand, construct or situate a building or structure that is
not part of any plat of the planned community unless the association obtains the
written consent of a majority of the units’ owners and residents owning property or
residing within 500 feet of the proposed improvement [NRS 116.345(3)].

Ratification by unit owners of a budget which includes a capital improvement
expense does not substitute notice or consent requirements.

Office of the Ombudsman for CICCH Rev. 1/10/2020



Out of the Operating

Fees to Division

submitted with the annual registration form.

» |f an association Is subject to the governing documents of a
master association, the master association shall pay the fees,
unless the governing documents provide otherwise.

» If the association fails to pay the annual fees owed, the
administrative penalty equals 10% of fees owed, or $500,
whichever is less.

» The amount of unpaid fees owed by the association or master
association bears interest from the date the fees are due until
the date the fees are paid in full.

Office of the Ombudsman for CICCH Rev. 1/10/2020



Out of the Operating
Fees to SOS

BARBARA K. CEGAVSKE . .
Secretary of State Nonprofit Corporation

) 202 North C Street

i Gamu?I Cily?::::ada 89701-4201 Fee SChEdUIE
Phone: (775) 684-5708 Effective 7-1-08
Website: www.nvsos.gov

NONPROFIT CORPORATIONS FEES: Pursuantto MRS 81, 82, 84 and 89. This includes Nonprofit Cooperative Corporations,
Cooperative Associations, Nonprofit Cooperative Corporations without Stock, Nonprofit Corporations, Corporation Sole and
Professional Association.

Articles of Incorporation $50
Reinstatement fee $100
Certificate of Amendment $50
Restated Articles $50
Certificate of Correction $25
Certificate of Good Standing $100
Initial List of Officers and Directors $50
Annual or Amended List of Officers and Directors $50
Change of Registered Agent by Represented Entity $60
Resignation of Director or Officer $75
Certification of Documents — per certification $30
Copies — per page $2
Late Fee for List of Officers $50

Only the most relevant fees have been included, for the entire list visit: https://www.nvsos.gov/sos/home/showdocument?id=1049
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Out of the Operating

Required Insurance (NRS 116.3113)

» Property insurance —

= jnsuring ag]ainst risks of typical direct physical loss of the
common elements (80% of the actual cash value of the
insured property).

» Commercial general liability insurance —

= insurance for medical payments; bodily injury and property
damage (amount determined by the executive board, but not
less than any amount stated inthe declaration).

» Crime insurance —

= coverage for dishonest acts by members of the executive
board and the officers, employees, agents, directors and
volunteers of the association {at least 3 months of aggregate
Iasse)ssments, plus reserve funds, or $5,000,000, whichever is
ess).

» Errors and Omissions (Directors & Officers)
policy —

= Coverage must extend to board members, officers,

emCP!oyees, agents, volunteers, and the communi% manager
and its employees (amount not less than $1,000,000).

Office of the Ombudsman for CICCH Rev. 1/10/2020



Into the Reserves

» Reserves revenue Is budgeted from anticipated sources, such
as.
= Regular contributions from the operating account.
" Interest earned on reserve account balance.

Office of the Ombudsman for CICCH Rev. 1/10/2020



Out of the Reserves

NRS 116.3115(2)(b) & NAC 116.453

» The budget must include a budget for the reserves, providing for the
repair, replacement and restoration of the major components of the
common elements. The reserves may only be used for those purposes,
Including items like (not all inclusive):

= Roof repair and/or replacement

* Road slurry seal

= Mechanical gate repair and/or replacement

= Community pool resurfacing

= Game court repaving (tennis, basketball, etc.)

Office of the Ombudsman for CICCH Rev. 1/10/2020



Why is the reserve study important?

NAC 116.425(1)(q)(1)

= An association has the duty to provide for the maintenance,
repair and replacement of the common elements (NRS
116.3107).

= Areserve study anticipates and prepares for major future
expenses in an attempt to ensure that money is available when
needed.

= The projected life expectancy of the major components and the
funding needs of the reserves of the association are based upon
the association performing appropriate routine and
preventative maintenance for each major component.
= Failure to perform such maintenance can negatively impact the

remaining useful life of the major components and dramatically
increase the funding needs of the reserves of the association.

Office of the Ombudsman for CICCH Rev. 1/10/2020



Reserve Study Defined

» The reserve study is a written instrument prepared by a reserve study specialist
following their onsite inspection.

= |t assists the association in determining the amount of money that should be set aside to repair,
replace and restore major components of the common elements of the CIC across a 30
year projection.

» The executive board shall, at least once every 5 years, cause to be conducted
a study of the reserves.

» The 5-year period for conducting a reserve study begins the day the on-site
Inspection of major components begins [NAC 116.427]. Common elements to
be inspected should be outlined in the association’s governing
documents (i.e. fixtures, furnishings, amenities, systems, etc.).

Office of the Ombudsman for CICCH Rev. 1/10/2020



Reserve Study Components

» Areserve study consists of two parts:

= Physical Analysis — Analysis of the current condition of major
common area components through inventory, inspection and
determination of remaining useful life.

= Financial Analysis — a recommended funding plan created
by the executive board to offset anticipated future expenses.

» The reserve study is the document that helps keep the
physical and financial assets of the association in
balance.

= |[tis up to the executive board to disclose any material
Issues to the reserve study specialist conducting the study to
prevent the condition of the association from being
misrepresented [NAC 116.425(1)(q)(2)].

XX
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Funding Plan LA

At least annually, a review of the results of the five year reserve study, along with a
review of the overall budget, must be conducted by the executive board to determine

whether reserves are still sufficient and whether assessments should be adjusted [NRS
116.31152(1)].

How well funded is the reserve account?

» “Percent Funded” is calculated by dividing (as of a particular date, typically the

beginning of each fiscal year) the actual current fund balance (determined by bank

statements) by the amount that the reserve study predicted would be sufficient for
that year.

E.g.: Reserve account contains $500,000.00 & reserve study predicts $1,000,000.00
should be in the account.

s < $500,000.00 / $1,000,000.00 = 50% funded

The board shall then make any adjustments to the association’s funding plan deemed
necessary to provide adequate funding for the required reserves.

Office of the Ombudsman for CICCH

Rev. 1/10/2020



&')
How much money Is enough 2

NAC 116.425(2) o
How do you measure the current “strength” of the Reserve
Fund?

Every association has different reserve requirements depending
on the scope and timing of that association’s reserve projects.

By law, the reserve fund must be "adequately funded,” meaning
sufficient to maintain the common elements:

o At the level described in the governing documents;
o Without using operating funds; and
o Without the use of special or reserve assessments.

Office of the Ombudsman for CICCH Rev. 1/10/2020



Types of

NAC 116.425

Funding

Full Funding

the projected balance is equal to the fully funded balance of 100%; all
money required to carry out reserve projects for that year is in the
reserve account, ready to be spent.

Threshold
Funding

establishing a reserve funding goal of keeping the reserve balance
above a specified percent funded amount [Ex. 75%]; less stringent than
full funding and allows room to adjust the funding plan.

Baseline
Funding

objective of keeping the reserve cash balance at least above zero;
most dangerous type of funding and typically leads to special
assessments.

Office of the Ombudsman for CICCH Rev. 1/10/2020




Understanding Recommendations

Fund Status

Report Start Date:

Reserve Fund Balance (as of start date):
Ideal Accumulated Reserve:

Deficit Below Accumulated Reserve:
Percentage Funded:

Current Replacement Cost:

1/1/2019
$781,730
$907,129
$125,399
86%
$1,668,501

Funding Plan(s)

Approved 2018 Funding

Full Funding

70% Threshold Funding

First Fiscal Year:
Per Unit Per Month:

First Fiscal Year:
Per Unit Per Month:

First Fiscal Year:
Per Unit Per Month:

22,675
13.12

129,613
75.01

125,482
72.62

Office of the Ombudsman for CICCH

Rev. 1/10/2020
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Impacts of Funding, Current Funding

Approved 2018 Fundi ng
Fiscal year beginning January

Beginning Annual Ideal
Fiscal Cash Annual Interest Annual Accumulated Percentage
Year Balance Contribution Earned Disbursements Reserves Funded
2019 781,730 22 675 767 51,260 907,129 86.2%
2020 753 913 23,582 758 14 556 991 269 76.1%
2021 763,697 24 525 775 2,427 1,119,029 68.2%
2022 786 571 25506 771 57,016 1,266,507 62.1%
2023 755,831 26,527 671 195,976 1,365,673 55.3%
2024 587,053 27,588 581 38,786 1,328,283 44 2%
2025 576,437 28,691 575 32,075 1,455,382 39.6%
2026 573,628 29,839 557 62 596 1,597,022 359%
2027 541,428 31,032 537 40591 1,715,405 31.6%
2028 532 406 32274 41 1,015,040 1,864 052 28.6%
2029 (450,320) 33,565 0 4704 1,017,647 -44 3%
2030 (421,459) 34 907 0 719 487 1,190,791 -354%
2031 {1,106,039) 36,303 0 54,766 637,326 -173.5%
2032 (1,124 502) 37,756 0 42 239 756 476 -148 7%
2033 (1,128,985) 39,266 0 334,913 896,797 -125.9%
2034 (1,424 633) 40,836 0 48,920 744 706 -191.3%
2035 (1,432,718) 42 470 0 35,249 887 606 -161.4%
2036 | (1,425,496) 44,169 0 88,421 1,054,001 -135.2% ASSOCiatiOn cannot
2037 (1,469,748) 45935 0 15,123 1,175,904 -125.0% -
2038 [ (1,438,935) 47773 0 366,053 1,382,401 -104.1% afford to maintain
2039 (1,757,2186) 49 684 0 85,365 1,239,239 -141.8%
2040 [ (1,792,898 51671 0 163,393 1,386,663 -129.3% common elements
2041 (1,904,619) 53,738 0 35,283 1,464,086 -130.1% Wlth Current fundln
2042 | (1,886,165) 55,887 0 23,678 1,681,009 -112.1% g
2043 (1,853,955 58,123 0 414 909 1,924 527 -96.3% H H
2044 {221[],?41; 650,448 0 69,149 1,777,952 -124 3% plan’ b eg I n n I n g 2028
2045 (2,219,442) 62,866 0 16,406 1,989 804 -111.5%
2046 | (2,172,982) 65,380 0 91,784 2,269,229 -95.8%
2047 (2,199,385) 67,996 0 435,102 2,486,496 -88.5%
2048 (2,566,492) 70,715 0 460,396 2,363,975 -108.6%

Current Funding projects the Association’ current or projected funding level over the thirty year report. An annual
increase of 4. 0% has been added to each years annual contribution to keep up with anticipated future costs.



Impacts of Funding, Full Funding

Full Funding
Fiscal year beginning January

Association can afford to
maintain common
elements with full
funding plan, indefinitely.

Beginning Annual Ideal
Fiscal Cash Annual Interest Annual Accumulated Percentage
Year Balance Contribution Earned Disbursements Reserves Funded
| r————— | | r————— | | r————— |

2019 781,730 129,613 821 51,260 907,129 86.2%
2020 860,904 134,798 921 14 556 991,269 86.8%
2021 982,067 140,189 1,051 2,427 1,119,029 87.8%
2022 1,120,881 145 797 1,165 57,016 1,266,507 88.5%
2023 1,210,826 151,629 1,189 195,976 1,365,673 88.7%
2024 1,167,668 157,694 1,227 38,786 1,328,283 87.9%
2025 1,287,804 164,002 1,354 32,075 1,455,382 88.5%
2026 1,421,085 170,562 1,475 62,596 1,597,022 89.0%
2027 1,530,526 177,384 1,599 40,591 1,715,405 89.2%
2028 1,668,918 184,480 1,254 1,015,040 1,864,052 89.5%
2029 839,611 191,859 933 4. 704 1,017,647 82 5%
2030 1,027,699 199,533 768 719,487 1,190,791 86.3%
2031 508,513 207 515 585 54 766 637,326 79.8%
2032 661,846 215,815 749 42239 756,476 87.5%
2033 836,171 224 448 781 334 913 896,797 93.2%
2034 726,486 233,426 819 48,920 744 706 97 6%
2035 911,811 199 524 994 35,249 887 606 102.7%
2036 1,077,080 207,505 1,137 88,421 1,054,001 102.2%
2037 1,197,300 215,805 1,298 15,123 1,175,904 101.8%
2038 1,399,280 224 437 1,328 366,053 1,382,401 101.2%
2039 1,258,993 233,415 1,333 85,365 1,239,239 101.6%
2040 1,408,375 242 751 1,448 163,393 1,386,663 101.6%
2041 1,489,182 252 462 1,598 35,283 1,464,086 101.7%
2042 1,707,958 262,560 1,827 23,678 1,681,809 101.5%
2043 1,948 668 273,062 1,878 414,909 1,924,527 101.3%
2044 1,808,699 283,985 1,916 69,149 1,777,952 101.7%
2045 2,025 451 295 344 2,165 16,406 1,089,804 101.8%
2046 2,306,554 307,158 2,414 91,784 2,269,229 101.6%
2047 2,524,343 319,444 2,467 435,102 2,486,496 101.5%
2048 2,411,152 332,222 2,347 460,396 2,363,975 102.0%

Full Funding is designed to establish a funding goal of attaining and maintaining reserves at or near 100%
funded. An annual increase of 4.0% has been added to each years annual contribution (except year 2035) to
keep up with anticipated future costs.
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Impacts of Funding, 70% Threshold Funding

70% Threshold Funding

Fiscal year beginning January

Beginning Annual Ideal
Fiscal Cash Annual Interest Annual Accumulated Percentage
Year Balance Contribution Earmned Disbursements Reserves Funded
2019 781,730 125,482 819 51,260 907,129 86.2%
2020 856,771 130,501 915 14,556 991,269 86.4%
2021 973,631 135,721 1,040 2427 1,119,029 87 0%
2022 1,107,966 141,150 1,150 57,016 1,266,507 a7 5%
2023 1,193,250 146,796 1,169 195,976 1,365,673 87.4%
2024 1,145,239 152 668 1,202 38,786 1,328,283 86.2%
2025 1,260,324 158,775 1,324 32,075 1,455,382 86.6%
2026 1,388,348 165,126 1,440 62,596 1,597,022 86.9%
2027 1,492 317 171,731 1,558 40,591 1,715,405 a7 0%
2028 1,625,014 178,600 1,207 1,015,040 1,864,052 87.2%
2029 789,781 185,744 880 4704 1,017,647 77 6%
2030 971,702 193,174 709 719,487 1,190,791 81.6%
2031 446 097 200,901 519 54 766 637,326 70.0%
2032 592,751 208,937 676 42239 756,476 78.4%
2033 760,124 208,937 697 334 913 896,797 84 8%
2034 634,845 208,937 715 48920 744 706 852%
2035 795 577 208,937 882 35,249 887,606 89.6%
2036 970,147 208,937 1,030 88,421 1,054,001 92 0%
2037 1,091,693 208,937 1,189 15,123 1,175,904 92 8% Percentage fu nded
2038 1,286,695 208,937 1,208 366,053 1,382,401 93.1%
2039 1,130,787 208,937 1,193 85,365 1,239,239 91.2% never falls below 70.
2040 1,255,551 208,937 1,278 163,393 1,386,662 90.5%
2041 1,302,373 208,937 1,389 35,283 1,464 086 89.0%
2042 1,477,416 208,937 1,570 23,678 1,681,909 87 8%
2043 1,664,245 208,937 1,561 414,909 1,924,527 86.5%
2044 1,459,834 208,937 1,530 69,149 1,777,952 82 1%
2045 1,601,152 208,937 1,697 16,406 1,989,804 80.5%
2046 1,795,380 208,937 1,854 91,784 2,269 229 79.1%
2047 1,914,387 208,937 1,801 435102 2,486,496 77.0%
2048 1,690,023 208,937 1,564 460,396 2,363,975 71.5%

This funding plan is designed to keep the funding percentage above 70%. An annual increase of 4.0% has been
added to each years annual contribution from 2020 to 2032 to maintain a funding percentage at or above 70%.



Special or Reserve Assessments

NRS 116.3115(2)(b):

> ...the executive board may, without seeking or obtaining the approval of
the units’ owners, impose any necessary and reasonable assessments
against the units in the common-interest community.

= Any such assessments imposed by the executive board must be
based on the study of the reserves.

» Special or reserve assessments should be a result of unforeseen
catastrophic events [NAC 116.425(2)(b)].

Office of the Ombudsman for CICCH Rev. 1/10/2020



Distribution to the Division

NRS 116.31152 & NAC 116.435

The executive board must adopt the reserve study and provide a
summary to the Division (Form 609) within 210 days of receiving a

first draft from the specialist.

» If the board adopts the reserve study earlier, a summary of the
study must be provided to the Division within 45 days of adoption.

After receiving a first draft, the board should go over the results of the
study to make sure that all common elements of the community are

properly listed.

While the executive board can recommend that certain amendments
X be made to the study, recommendations should not include any
* requests to change monetary calculations.

Office of the Ombudsman for CICCH Rev. 1/10/2020



XYZ Condominium Association Operating Budget FY 19
Annual Assessment Per Unit: $912 368 Units $76 Due Monthly

Operating Budget Per Unit Monthly
REVENUES:
Assessments $335, $76
Total Revenue $335, 576
EXPE
ADNIINIS
Annual Audit $3.500 $0.79
Legal Fees $22.000 $4.98
Management Contract $44.160 £10.00
Postage & Copies $2.500 £0.537
Office Supplies $971.52 $0.22
Record Storage $1,000
Total Administration $74.160
COMMON AREA ROUTINE MAINTENANCE
Clubhouse Utilities $4.800 $1.00
Cleaning & Janitorial $10.800
Clubhouse Supplies $3.000
Landscaping $56.000
Pest Control
Pool Unlities
Total Maintenance
GOVERNMENT FEES
Newvada SOS
Ombudsman
Total Government Fees
INSURANCE
Drrectors & Office:
Crime

RESERVE CO7
Reserve Contribution $105.984
Total Reserve Contributior] $1035 984

TOTAL EXPENSES $335,608 h

NET INCOME $8.00 $0.0018 DISCLAIMER: Visual aids are provided exclusively as an educational tool. YOUR ASSOCIATION’S FINANCIAL
DOCUMENTS MAY VARY IN FORMAT! By law, board members are expected to consult appropriate professionals (e.qg.
community manager, CPA, etc.) as necessary in preparing their financial documents.

Rev. 1/10/2020 Office of the Ombudsman for CICCH




Knowledge Check

1. Which fund do you use, operating or reserves:
a) Routine landscaping?
b) Services provided by the community manager?
c) Gate replacement?
d) Paving streets owned by the association?
e) Security services?
f)  New pool equipment?

2. Can the board impose a reserve assessment without approval of the unit owners? If so, is there
a cap?

3. How often does the board need to have a new reserve study conducted?

4. How often does the funding plan need to be reviewed by the board?

5. How many different types of insurance is the association required to carry?
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Adopting the Budgets

For distribution to the unit owners for ratification.



Annual Budget Distribution

NRS 116.31151

Unless the declaration (CC&Rs) imposes more stringent standards, the
executive board SHALL, between 30 and 60 days before the beginning of the fiscal
year of the association (annually), prepare, adopt and distribute to each unit owner a

copy of:
a) The budget for the daily operation of the association - estimated annual revenue and
expenditures.
b) The budget to provide adequate funding for the reserves, including:
1) The current estimated replacement cost and remaining life of each major
component of the common elements;
2) The current estimate of cash reserves necessary, and the amount set aside
to repair, replace or restore the components;
3) A statement as to whether the executive board anticipates that the levy of one
or more special or reserve assessments will be necessary; and
4) A general statement describing the procedures used for the estimation and
accumulation of cash reserves.
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Budget Distribution, Cont’d \\;f-/’g@l

NRS 116.31151

In lieu of distributing copies of the complete budget, the executive
board may distribute to each unit owner a summary, accompanied by
written notice that:

a) Complete budgets are available for review at the business office of
the association or some other suitable location, not to exceed 60
miles from the community; and

b) Copies of the complete budget will be provided upon request.

The executive board shall, at the same time that it sends out the
budget, make available to each unit owner the collection policy
Including any fees, fines, assessments or costs that may be
Imposed against a unit owner if he or she does not pay amounts
due in a timely manner.
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Unit Owner Ratification

NRS 116.31151

o Within 60 days after adoption of ANY proposed budget for the
CIC, the executive board shall provide a summary of the proposed
budget to each unit’'s owner and shall set a date for a meeting of
the units’ owners to consider ratification of the proposed budget

not less than 14 days or more than 30 days after the mailing of
the summaries.

o Unless at that meeting a majority of all unit owners, or any
larger vote specified in the declaration, reject the proposed budget,

the proposed budget is ratified whether or not a guorum Is
present.

o If the proposed budget is rejected, the periodic budget last ratified
o 0y unit owners must be continued until a new budget is ratified.
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Unit Owner Meeting Agenda

NRS 116.3108(4)

» The agenda for a meeting of the units’ owners must consist of:
= Aclear and complete statement of the topics scheduled to be considered during the
meeting, including, without limitation:
= Any proposed amendment to the declaration of bylaws;
= Any fees or assessments to be imposed or increased by the association;

= Any budgetary changes; and
= Any proposal to remove an officer of the association or member of the executive
board.
= Alist describing the items on which action may be taken and clearly denoting that
action may be taken.

= A period devoted to comments by units’ owners regarding any matter affecting the
CIC and discussion of those comments.

= Action may not be taken upon a matter raised under this item during the meeting,
except in an emergency.

» The agenda of the meeting of the executive board must comply with these
provisions NRS 116.3108(4).
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https://www.leg.state.nv.us/NRS/NRS-116.html#NRS116Sec3108

Knowledge Check

1.

When does the board need to prepare, adopt, and distribute copies of the
annual budget for both the operating and reserve funds?

How long does the board have to provide a summary of the budgets to the unit
owners after adopting the budgets at a board meeting?

How many days from the mailing of the summaries does the date have to be
Beb fortg meeting of the unit owners to consider ratification of the proposed
udget”

Does the agenda for a meeting of the unit owners have to include both
assessment increases AND budgetary changes as separate agenda items?

What else must be provided with the annual distribution of the proposed
budgets?
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Quarterly Reviews

NRS 116.31083(7)

At least once every quarter, and not less than once every 100 days, unless the
declaration or bylaws of the association impose more stringent standards, the
executive board shall review, at a minimum, the following financial information at
one of its meetings:

a) A current year-to-date financial statement of the association;

D) A current year-to-date schedule of revenues and expenses for the operating account
and the reserve account, compared to the budget for those accounts;

c) A current reconciliation of the operating account of the association;
d) A current reconciliation of the reserve account of the association;

e) The latest account statements prepared by the financial institutions in which the
accounts of the association are maintained (bank statements); and

f)  The current status of any civil action or claim submitted to arbitration or mediation in which
the association is a party.
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Unanticipated Cash Flows

Expenses

Income

Fines
Fees & Interest

Costs of collecting
Attorney’s fees
Litigation/ADR/Civil Action
Emergencies (weather
events, burst pipes, etc.)

Clubhouse Rentals
Key Deposits
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Surplus Funds W W

» Surplus funds may result from different circumstances, some of which are listed
below (not all inclusive):

= Excess in Reserve Fund

* Maintenance may be deferred, common-elements eliminated, and/or actual costs may
differ, causing the reserves to become over funded. Reserve contributions must be based
on the reserve study and the account should not be over funded [NRS 116.3115(2)(b)].

= Property Insurance
= In the case of a building that contains units divided by horizonal or vertical boundaries
that comprise common walls, coverage must include the units (excluding improvements
and betterments installed by the unit’'s owner).
» Proceeds related to the loss incurred by a unit under the association’s property insurance
are payable to the association and not to any holder of a security interest (unit owners)
[NRS 116.31133(2)].

= Constructional Defect Lawsuits

= The association may only institute, defend or intervene in litigation or in arbitration,
& mediation or administrative proceedlngs in its own name with respect to an action for a
constructional defect if the action pertains exclusively to common elements [NRS

116.3102(1)(d)].
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How are surplus funds treated?

NRS 116.3114

» Surplus Funds

= Unless otherwise provided in the
declaration, any surplus funds of the
association remaining after payment of
common expenses and any
prepayment of reserves must be paid
to the units’ owners in proportion to
their liabilities for common
expenses (vacation in assessments).

Office of the Ombudsman for CICCH Rev. 1/10/2020



Audit & Review Requirements

NRS 116.31144

The executive board shall, if the annual budget is:

» $45,000 - $75,000, cause the financial statement to be reviewed during the year
Immediately preceding the year in which the study of the reserves is to be
conducted.

» $75,000 - $150,000, cause the financial statement to be reviewed every fiscal
year.

» $150,000 or more, cause the financial statement of the association to be audited
every fiscal year.

If, within 180 days before the end of the fiscal year, 15% of the total number of voting
members of the association submit a written request for an audit, the executive
board shall cause the financial statement for that fiscal year to be audited by an
independent certified public accountant (does not apply to associations with annual
budgets of $150,000 or more).
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Audited Financial Statements

NAC 116.457

The audited financial statement must:

o Be prepared and completed not later than 210 days after the end of the
fiscal year for the association.

o Be made available to the Division not later than 30 days after being
requested by the Division.

o Include on the annual registration form with the Division the following
iInformation:

o The amount of budgeted revenues;

o Whether the financial statements were audited or reviewed and, if so, the
date on which the audit or review of the financial statements was completed;
and

o Whether the audit opinion is qualified or unqualified or whether the review
report is modified or unmodified.
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Auditor Qualifications

NAC 116.457 & NAC 116.461

An auditor performing the annual audit for an association
must:

* Be a licensed certified public accountant (CPA).
* Be independent of the association as set forth in the Guide.

An auditor performing the annual review for an association
must:

* Be a licensed certified public accountant (CPA).
* Be independent of the association as set forth in the Guide.
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Final Knowledge Check

1.

How often does the board need to be reviewing bank statements
for all the association’s accounts?

Whetnbrequired, an auditor conducting an audit for the association
must be .

When required, an association must complete their audit
days after the end of the fiscal year.

How frequently must the association have an audit conducted if
their revenue is $165,0007?

How are surplus funds handled?
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Summary

>

It is the executive board’s responsibility to create and adopt a sound funding plan that
provides adequate funding for common expenses and the reserves. Sound budgeting is
accomplished by prioritizing mandatory expenditures and using analysis to project how
much money will be needed for each expense.

The executive board must mail out the budget or summary of the budget between 30 and
60 days before the beginning of the fiscal year. Unit owners are responsible for ratifying
the budget at least annually, at a meeting of the unit owners that takes place within 30
days of the mailing of the summary.

Thereafter, the board reviews financial information quarterly at open, regular board
meetings to ensure the ratified budget is sufficient and the financial health of the association
IS maintained.

Each year (or once every 5 years) reviews or audits of the financial statement are
conducted according to the size of the annual budget. Audits must be completed within 210
days after the end of the fiscal year.

The process repeats every year...
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Questions?

» CICOmbudsman@red.nv.gov — Email Questions

» http://red.nv.gov/Content/CIC/Program_Training/

» This Is part 2 of a 3 part series. The next presentation
In this series is CIC/HOA Finances.
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