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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/.
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Introduction

* The reserve study Is a written document 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 common-interest community over time.

* 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].

* The focus of this class is on the physical analysis of the reserve
study. For a more thorough presentation of the financial analysis,
please see the next class in this series entitled Budgeting in a
Common-Interest Community.
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Learning Objectives

Upon completion of this class, participants should have a basic understanding of:
The purpose of the reserve study.

The major components of the common elements.

Standards of practice for a reserve study specialist.

How to prepare for and what to expect during the initial meeting with specialist.
The on-site inspection.

The statutorily required contents of the reserve study.

The adoption and distribution requirements for the reserve study.
Understanding of capital improvements and their impact on the study.
Creating, reviewing, and adjusting the funding plan.

10 Dealing with deferred maintenance.

11. Special reserve assessments and when they are appropriate.

12. Grounds for disciplinary action by Commission.

© 00 NOOAEWNRE
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Why is the reserve study important?
NAC 116.425(1)(q)(1)

* By law, 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.
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Reserve Study, Cont’d

A reserve 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.

As previously stated, the focus of this class is on the physical analysis.
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Understanding Your Community

For strategic reserve planning purposes...







What makes a common element a common element?
NRS 116.2105

* The declaration of covenants, conditions & restrictions (CC&RS)
must contain:

+ A description of any limited common elements and, in a planned community,
any real estate that is or must become common elements;

- A description of any real estate, except real estate subject to developmental
rights, that may be allocated subsequently as limited common elements, other
than limited common elements specified in subsections 2 and 4 of NRS
116.2102, together with a statement that they may be so allocated.
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Limited Common Elements, Defined
NRS 116.2108

« “Limited common element” means a portion of the common
elements allocated by the declaration for the exclusive use of
one or more but fewer than all units (NRS 116.059).

- Examples include:

* Any duct, wire, conduit, bearing wall or other fixture laying
partially within and partially outside the designated boundaries
of a unit and serving only that unit; and

* Any fixtures, shutters, awnings, window boxes, doorsteps,
porches, balconies, patios and all exterior doors and windows
designed to serve a single unit, but located outside the unit’s
boundaries.

« EXCEPT as the declaration otherwise provides, a limited
common element may be reallocated by an amendment to the
declaration (all unit owners affected must consent).
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Limited Common Elements, Cont’d
NRS 116.2102

« Except as otherwise provided by the declaration of CC&Rs:

1. If walls, floors or ceilings are designated as boundaries of a unit, all lath, furring, wallboard,
plasterboard, plaster, paneling, tiles, wallpaper, paint, finished flooring and any other
materials constituting any part of the finished surfaces are a part of the unit, and all other
portions of the walls, floors or ceilings are a part of the common elements.

2. If any chute, flue, duct, wire, conduit, bearing wall, bearing column or any other fixture lies
partially within and partially outside the designated boundaries of a unit, any portion thereof
serving only that unit is a limited common element allocated solely to that unit, and any
portion thereof serving more than one unit or any portion of the common elements is a part
of the common elements.

3. All spaces, interior partitions and other fixtures and improvements within the boundaries of a
unit are a part of the unit, except as otherwise provided by law.

4. Any shutters, awnings, window boxes, doorsteps, stoops, porches, balconies, pads and
mounts for heating and air-conditioning systems, patios and all exterior doors and windows
or other fixtures designed to serve a single unit, but located outside the unit’'s boundaries,
are limited common elements allocated exclusively to that unit.
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Plats

NRS 116.2109

- Plats are a part of the declaration, must be clear and legible, and contain a certification that the plat
contains all information required by this section, including:

a)
b)
C)

f)

g)

The name and a survey of the area which is the subject of the plat;
A sufficient description of the real estate;

The extent of any encroachments by or upon any portion of the property which is the subject of the
plat;

The location and dimensions of all easements having a specific location and dimension which serve
or burden any portion of the common-interest community;

The location and dimensions, with reference to an established datum, of any vertical unit
boundaries and that unit’s identifying number;

The location with reference to an established datum of any horizontal unit boundaries not shown or
projected on plats recorded pursuant to subsection 3 and that unit’s identifying number; and

The location and dimensions of limited common elements, including porches, balconies and
patios, other than parking spaces and the other limited common elements.

« Upon exercising any developmental right, the declarant shall record new or amended plats necessary to
conform to these requirements.

Office of the Ombudsman for CICCH Rev. 07/12/2019 12



Major Components Defined

Major components include, without limitation:
* Amenities

* Improvements

Furnishings

Fixtures

Finishes

Systems

Equipment

That may, within 30 years after original installation, require repair,
replacement or restoration in excess of routine annual maintenance.

NRS 116.0605
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Bids for Service (RFPSs)

NRS 116.31086 & NAC 116.405(8)(d)

« If an association solicits bids for an association project:

a)  The association must, whenever reasonably possible, solicit at least three bids if the association
project is expected to cost:

1. In a common-interest community that consists of less than 1,000 units, 3 percent or more of the
annual budget of the association; or

2. In-a common-interest community that consists of 1,000 or more units, 1 percent or more of the
annual budget of the association; and

b) The bids must be opened and read aloud during a meeting of the executive board.

+ As used in this section, “association project” includes, without limitation, a project that involves the
maintenance, repair, replacement or restoration of any part of the common elements or which
involves the provision of professional services to the association, including, without limitation,
accounting, engineering and legal services.

* In determining whether a member of the executive board has performed his or her duties, the
Commission may consider whether the member has:

» Caused the association to:

- Obtain, when practicable, at least three bids from reputable service providers who possess the
proper licensing before purchasing any such service for use by the association.
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Reserve Study Specialist
NRS 116A.420

« A person shall not act as a reserve study specialist, unless the person registered with the Division.

« The Division may investigate any reserve study specialist to ensure the specialist is complying with the provisions of NRS
116 chapters of law or any standards of practice adopted by the Commission.

« A person is qualified by training and experience to register as a reserve study specialist if the person has:

- The ability to evaluate the items on the component inventory with regard to normal and accelerated deterioration, deferred
maintenance, remaining years of useful life and the current cost to maintain, repair, replace or restore;

« The ability to perform necessary financial analysis, cost estimates and 30-year projections, as applicable;

«  The ability to review improvement plans and specifications, maintenance histories, recorded plats and governing documents of
the association in order to compile a complete component inventory and to consult with the executive board to ascertain and
confirm that the component inventory is complete;

- The ability to gather and analyze relevant financial data, including, without limitation, monthly assessment fees per unit, the
current reserve accounts, the anticipated tax rates on earnings, the anticipated interest rate on reserves, and the anticipated
inflation and maximum increases in assessment fees;

+ Successfully completed at least 3 hours of education in courses approved by the Commission relating to chapters
116, 116A and 116B of NRS and the regulations adopted pursuant thereto, with an emphasis on recent changes to those
chapters and regulations; and

- The background and knowledge pertinent to all areas to be addressed by the reserve study.
* A person who assists a registered reserve study specialist in preparing a study is not required to register.

Office of the Ombudsman for CICCH Rev. 07/12/2019 16


https://www.leg.state.nv.us/NRS/NRS-116.html#NRS116
https://www.leg.state.nv.us/NRS/NRS-116A.html#NRS116A
https://www.leg.state.nv.us/NRS/NRS-116B.html#NRS116B

License Lookup

Visit
https://red.prod.secure.nv.gov/Lookup/
LicenselLookup.aspx

Select RSS under License Number
and click search.

All licensed reserve study specialists
will appear in the results.

The Division cannot recommend
agents for service, but you can use
the information to research reviews of
each specialist to determine the best
option for your association.

ONLINE SERVICES

NO LOGIN
REQUIRED

License Lookup

A Division of the Department of Business & Industry

Search for a License

& License Lookup x

4 Criteria 4
Note: Hover over any field to display help text.
License Number[RSS V| | |- M
Compary ]
Name/DBA:
a:[ ] state M| Z[ ]
County: | Select a State v
| Search I | Clear Form I
Current Filters: License Type Prefix RSS
1234
Name SEies License Type N City State e
Number Status Code
Detail |AHMED T HANN 13 RESERVE STUDY CLOSED HENDERSON | NV 89077
SPECIALIST |
Detail |AHMED T HANN 1142 RESERVE STUDY ‘ ACTIVE ‘ HENDERSON NV 89052 ‘
SPECIALIST
Detail |ALAN DAVID 14 RESERVE STUDY CLOSED LAGUNA | CA 92677
BORCHARDT SPECIALIST NIGUEL
Detail | ALAN RUTH [1 RESERVE STUDY | CLOSED |LAS VEGAS NV | 89129 ‘
SPECIALIST | |
Detail |BRENDA GRIFFIN 101 RESERVE STUDY | ACTIVE SACRAMENTO CA 95821
SPECIALIST ‘ [
Detail | BRIAN ALEXANDER | 160 RESERVE STUDY | ACTIVE GRESHAM |OrR 97030 |
OWENS SR SPECIALIST ‘
Detail BRIAN B MCCAFFERY 9 RESERVE STUDY ACTIVE IN ‘ ENCINITAS |CA 92024
SPECIALIST RENEWAL |
‘ Detail |BRUCE C JENKINS |15 RESERVE STUDY | CLOSED ‘ ST GEORGE |uT 84770 ‘
SPECIALIST |
Detail BRYON J BEDNAR 163 RESERVE STUDY ‘ CLOSED ERIE ‘ co 80516
SPECIALIST ‘ \
Detail |BYRON S GOETTING 72 RESERVE STUDY ACTIVE LAS VEGAS NV 89108
SPECIALIST |
Detail | CHARLES MC WILLIAM 74 RESERVE STUDY CLOSED BOULDER CITY NV 89005
SPECIALIST
‘ Detail CHRISTIE LEE COOPER | 154 RESERVE STUDY CLOSED ENOCH U 84721
SPECI.ALIST ]E
Detail | CHRISTOPHER A 149 RESERVE STUDY ‘ CLOSED SAN DIEGO 92109
SANDERS SPECIALIST
= |
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Standards of Practice
NAC 116A.425

A reserve study specialist who prepares a reserve study shall:

1. Comply with all applicable provisions of NRS 116, NRS 116A or NRS 116B and all applicable adopted
regulations (NAC 116, NAC 116A);

2. Comply with the relevant, lawful provisions of the governing documents of each client;

3. Agree to perform only those reserve studies which the person can reasonably expect to perform with
professional competence;

4. Exercise due care and exhibit adequate planning and supervision of conduct relating to the
performance of a reserve study;

5. Disclose to the client in writing any actual, potential or perceived conflict of interest if the client has
dealings with another person who:

a) Has a financial interest in the business relationship between the reserve study specialist and the
client; or

n) Is an employee of or otherwise affiliated with the association;
6. Maintain an inventory of reserve study records of each client for at least 6 years;

7. Keep informed of developments in the field of reserve studies through continuing education, including
developments in law and methods of funding and other topics necessary.
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Standards of Practice, Cont’d
NAC 116A.425

A reserve study specialist who prepares a reserve study shall:

8. Ensure that the information used to prepare a reserve study is complete
based upon information provided by the client, the specialist’'s experience
and background, and from data reasonably available from industry
sources;

9. Maintain insurance covering professional liability or a surety bond with a
minimum coverage of $1,000,000; and

10. Cooperate with the Division in any investigation conducted.

11. Areserve study specialist shall not knowingly:

a) Make inaccurate or misleading representations or statements to a prospective
client; or

n) Misrepresent facts for his or her own benefit.
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Required Disclosures
NAC 116A.430

- BEFORE entering into a contract to perform a study, a specialist shall disclose, in
writing, to the prospective client any material and relevant information that the
specialist knows or should know relates to the performance of the contract for the
reserve study, including, without limitation, any matters which may affect his or her
abl|lt|y to comply with the provisions of chapter 116, 116A or 116B of NRS or any
regulation.

* Such disclosure must include, without limitation:

1. Whether the reserve study specialist expects to receive any direct or indirect _
compensation or profits from any person who will perform services for the client
and, if so, the identity of the person,

2. His or her affiliation with or financial interest in any person who furnishes any goods
or services to the association for which the reserve study specialist will prepare the
reserve study; and

3. His or her personal relationship with any member of the executive board or
officer of the association for which the reserve study specialist will prepare the reserve
study.
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Initial Meeting

- After a reserve study specialist is chosen and hired by
the association at a board meeting, the board may
consider coordinating an initial meeting with the
specialist before work on the study commences. o

’ J - Initial meeting: ——
. \

* The board may bring copies of the declaration, applicable
plat maps describing the common elements, any written
warranties still in effect, additional information concerning :
components of the common elements (such as manufacturer
information including make and model of equipment, serial
numbers, date of installation, etc.) to the meeting to provide
to the specialist.

« The board may consider preparing a thorough checklist,
including all of the common elements and any other
components that the association has an obligation to
maintain. This checklist can be provided to the specialist.
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Initial Walkthrough

* Onsite Inspection:

* The executive board may consider designating a
representative from the association who is familiar with
the community to be present with the specialist while
they conduct the onsite inspection.

» Depending on the size of the community, this inspection
could require several days.

* The association’s representative is there to answer questions
the specialist may have about the common elements and to
ensure that all common elements on the checklist are
covered.

- The association’s representative mustn't impede the
specialist from doing their job by inundating them with
unnecessary questions or recommendations.
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| Adopting the Study

After thorough review...



So what must a reserve study include?

NRS 116.31152

1. Inspection
and
Summary

Report
Compiling the
major
components of
the common
elements
(inventory list).

Among other things, an:

2. Estimate
of
Remaining
Useful Life
For each major
component of
the common
elements.

Office of the Ombudsman for CICCH

3. Estimate

of the Cost
For
maintenance,
repair,
replacement or
restoration of
each major
component,
over a 30 year
period.

4. Estimate
of the Total
Annual

Assessment
That may be
necessary to

cover this cost.

Rev. 07/12/2019

5. Estimate
of the
Funding
Plan
Necessary to
provide

adequate
funding.
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# Component

201 Asphalt - Resurface
202 Asphalt - Seal/Repair
403 Mailboxes - Replace
404 Patio Furniture - Replace
703 Intercom - Replace
705 Vehicle Gate Mechanics - Replace
1107 Iron Fence - Repaint
1112 Masonite Siding - Repaint
1115 Stucco - Repaint
1116 Wood Surfaces/Trim - Repaint
1202 Pool - Resurface
1203 Spa - Resurface
1207 Pool Filter - Replace
1207 Spa Filter - Replace
1208 Pool Heater - Replace
1208 Spae Heater - Replace
1305 Wood Shingle Roof - Replace

Useful Life (yrs)

20
5
15

O O 0 0 O

16

10

10
10
10
10
20

Remaining Useful
Life (yrs)

N NN B W W NNNOPRNONDBRBWL

=
w

Current Average
Cost

$35,500
$4,263
$2,425
$2,813
$2,725
$2,500
$4,325
$27,750
$22,500
$24,975
$4,400
$1,500
$950
$900
$2,250
$2,025
$379,500

Future Average
Cost

$41,154
$4,797
$2,573
$3,358
$2,891
$2,814
$5,164
$29,440
$23,870
$26,496
$4,808
$1,639
$1,069
$955
$2,387
$2,148
$557,309

17 Total Funded Components
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The following content must also be included:
NAC 116.430

A person conducting a reserve study and any consultant assisting in its preparation shall
include the following disclosures as part of the study:

- The background, training, qualifications and references that qualify the person.
- Any relationship which could result in a conflict of interest.

- Proof that the specialist has professional liability insurance with a minimum coverage of
$1,000,000.

- The method or methods for determining the common area components.

- Industry sources used for determining the life of a major component and associated costs.
- If known, any guarantees provided by a component manufacturer or service provider.

- The source of the initial reserve fund balance presented in the study.

- Whether a reserve assessment is anticipated during the current 30-year life of the study.

- The source of the interest rate and inflation rate assumptions used in the 30-year
projection.
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The following content must also be included:
NAC 116.430

- A statement, prominently displayed, which reads substantially as follows:

- Information provided to the preparer of a reserve study by an official representative of
the association regarding financial, historical, physical, quantitative or reserve project
iIssues will be deemed reliable by the preparer. A reserve study will be a reflection of
information provided to the preparer of the reserve study. The total of actual or
projected reserves required as presented in the reserve study is based upon
Information provided that was not audited.

- Areserve study is not intended to be used to perform an audit, an analysis of quality,
a forensic study or a background check of historical records. An on-site Inspection
conducted in conjunction with a reserve study should not be deemed to be a project
audit or quality inspection.

- Alisting of any significant components of the common-interest community
that the association may be obligated to maintain, repair, replace or restore
which are not included In the funding projection in the reserve study and the
reason for excluding those components from that funding projection.
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Review of the Study & Required Distribution
NRS 116.31152 & NAC 116.435

+ The executive board receives the first draft of the reserve study from the specialist.
 Itis then the executive board’s responsibility to review the study to ensure that all the major
components of the common elements are included in the study.
- If there are any omissions in the study, the board should respectfully communicate the
need for an amended study to the specialist who prepared the study.
+ Amendments to the study are conducted by the specialist, who then submits an amended
study to the board for adoption.
The executive board must adopt the reserve study (at a regular board meeting) 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.
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Funding Projects Outside of the Study

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).

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
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.

After a capital improvement is completed, the reserve study will need to be updated to include
the new common element components.
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Assessments for Common Expenses
NAC 116.453

Money is collected from unit owners to maintain common
elements in the form of assessments. This money goes into
two funds:

- 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. The reserve fund can ONLY be used for this purpose [NRS
116.3115(2)(b)].
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Creating a Funding Plan

Remember, the reserve fund must include an estimate of the funding plan necessary to
provide adequate funding for reserve expenses [NRS 116.31152(3)(e)].

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.

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. 07/12/2019 32



How much money is enough?

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:

- At the level described in the governing documents and a reserve study;,

- Without using operating funds; and

» Without the use of special reserve assessments, except for occurrences that
are a result of unforeseen catastrophic events.

NAC 116.425(2)
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Special 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.

Office of the Ombudsman for CICCH Rev. 07/12/2019 34



Types of Funding Lg’

NAC 116.425

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.

The reserve fund should not be over-funded either.

+ Unless otherwise provided in the declaration, any surplus funds of the association remaining after
prepayment of reserves must be paid to the units’ owners in proportion to their liabilities for common
expenses, or credited to them to reduce future assessments (vacation in assessments) (NRS 116.3114).

NAC 116.425
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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

First Fiscal Year:
Per Unit Per Month:

Full Funding

First Fiscal Year:
Per Unit Per Month:

70% Threshold Funding

First Fiscal Year:
Per Unit Per Month:

22,675

13.12

129,613

75.01

125,482

72.62
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Impacts of Funding, Current Funding

Approved 2018 Funding $13.12 per unit per month.
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 32,274 41 1,015,040 1,864,052 28.6%
2029 (450,320) 33,565 0 4,704 1,017,647 -44 3%
2030 (421,459) 34,907 0 719,487 1,190,791 -35.4%
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 | (1,432,716) 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) 45,935 0 15,123 1,175,904 -125.0% . .
2038 | (1438935 | 47,773 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) 53738 0 35,283 1,464,086 -130.1% Wlth current fundin
2042 | (1,886,165) 55,887 0 23,678 1,681,909 -112.1% g
2043 1,853,955 58,123 0 414 909 1,924 527 -96.3% H H
2044 52;210,?41; 50,448 0 £9,149 1,777,952 -124 3% plan’ begmnmg 2028
2045 | (2,219,442) 62,866 0 16,406 1,089,804 -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

$75.01 per unit per month.

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
—— —— ——

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%
2038 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 — §72 62 per unit per month.

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 2,427 1,119,029 87.0%
2022 1,107,966 141,150 1,150 57,016 1,266,507 87 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 87.0%
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% Perce ntage funded
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% never fa”S be|OW 70
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%
2040 1,255,551 208,937 1,278 163,393 1,386,663 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%.




123

Option if Underfunded

OR
1112345678910  1234567899" 0123

* Once a common element is damaged or destroyed, it must be repaired or replaced
promptly by the association, unless 80% of the unit owners, including every affected
owner, vote not to rebuild [NRS 116.31135(1)(c)].

- The executive board may also be able to defer certain reserve projects and expenses
until a later date if the upkeep is not yet necessary.

- However, the board must be cautious not to defer certain maintenance projects without
proper inspection by a licensed professional when necessary [NRS 116.3103(1)].

 This is to avoid inadvertently damaging a common element, increasing the cost of future
maintenance, especially if the common element includes mechanical components.

* The board makes the decision to defer maintenance at a board meeting and must
properly document the decision. Deferred maintenance must be addressed at least
annually, when the board conducts its review of the funding plan.
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Example of Deferring Maintenance

Fiscal Year 2026 2027 2028 2029 2030
Starting Reserve Balance $383,998 S474,757 S574,535 $619,777 S714,364
Annual Reserve Contribution 586,693 $89,294 $91,080 $92,902 $94,760
Planned Special Assessments SO SO SO SO SO
Interest Earnings S$8,580 $10,484 $11,933 S13,330 $15,122
Subtotal $479,272 $574,535 S677,547 $726,008 $824,246
# Component
201 Asphalt - Resurface SO SO SO SO SO
202 Asphalt - Seal/Repair SO SO SO SO $8,665
403 Mailboxes - Replace SO SO SO S0 SO
404 Patio Furniture - Replace SO SO SO SO S$5,717
703 Intercom - Replace SO SO SO SO SO
705 Vehicle Gate Mechanics - Replace $4,515 SO SO SO SO
1107 Iron Fence - Repaint SO SO SO SO $8,792
1112 Masonite Siding - Repaint SO SO SO SO S0
1115 Stucco - Repaint SO SO 0 SO SO
1116 Wood Surfaces/Trim - Repaint S0 $0 S0
1202 Pool - Resurface SO SO 0 58,684 S0
1203 Spa - Resurface SO SO SO 52,960 SO
1207 Pool Filter - Replace SO SO SO SO $1,931
1207 Spa Filter - Replace SO SO S1,724 SO SO
1208 Pool Heater - Replace SO SO $4,311 SO S0
1208 Spae Heater - Replace SO SO S3,880 S0 SO
1305 Wood Shingle Roof - Replace SO SO SO SO S0
Subtotal S4,515 SO $57,770 S11,644 $25,105
Ending Reserve Balance S474,757 $574,535 S619,777 $714,364 $799,141 41



Implication of the Reserve Study
NRS 116.4109; Resale Packages

+ Except when a public offering statement is required, a unit’s owner or his or her authorized agent
SHALL, at the unit owner’s expense, furnish a resale package containing all of the following:

a) A copy of the declaration, other than any plats, the bylaws, the rules or regulations of the association
and the information statement required by NRS 116.41095 (Did you know...?).

0) A statement from the association setting forth the amount of the monthly assessment and any unpaid
obligation of any kind currently due from the selling unit’'s owner.

c) A copy of the current operating budget of the association and current year-to-date financial statement
for the association, which must include a summary of the reserves of the association.

d) A statement of any unsatisfied judgments or pending legal actions against the association.

e) A statement of any transfer fees, transaction fees or any other fees associated with the resale of a
unit.

f) In addition, a statement describing all current and expected fees or charges for each unit.

« Upon the request of a unit’s owner, authorized agent, or upon the request of a purchaser to whom the
unit’'s owner has provided a resale package, the association shall make the entire study of the
reserves of the association reasonably available for the unit’s owner, purchaser or authorized
agent to inspect, examine, photocopy and audit.
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Grounds for Disciplinary Action
NAC 116A.435, Reserve Study Specialist

1. Areserve study specialist commits an act of unprofessional conduct if the specialist:
a) Violates the provisions of:
1) An order of the Commission;
2) An agreement with the Division; or
3) Chapter 116, 116A or 116B of NRS or any regulation adopted pursuant thereto;

b) Engages in deceitful, fraudulent or dishonest conduct, including, without limitation,
knowingly communicating false, misleading or fraudulent information to a client;

c) Submits a registration which contains a false statement of material fact;
d) Fails to cooperate with the Division in the investigation of a complaint;

e) Fails to perform an activity that is lawful and properly authorized on behalf of a client, or
fails to do so because of the age, race, color, religion, national origin, disability, marital
status, familial status, sex, sexual orientation or ethnicity of any person; or

) Exceeds the authority granted to him or her by the client.
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Grounds for Disciplinary Action, Cont’d
NAC 116A.435, Reserve Study Specialist

1. Areserve study specialist commits an act of professional
Incompetence if, without limitation, the reserve study specialist:

a) Demonstrates a significant lack of ability, knowledge or fithess to
perform a duty or obligation owed to a client; or

0) Falls to exercise reasonable skill and care with respect to a duty or
obligation owed to a client.
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Applicable Considerations of Commission
NAC 116.405, Executive Board

+ In determining whether a member of the executive board has performed his or her duties, the
Commission may consider whether the member has (not all inclusive):

» Caused the association to:

- Comply with all applicable federal, state and local laws and regulations and the
governing documents of the association...

- NRS 116.3115(2)(b):

« The association SHALL establish adequate reserves, funded on a reasonable
basis, for the repair, replacement and restoration of the major components of the
common elements and any other portion of the common-interest community that
the association is obligated to maintain, repair, replace or restore.
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Summary

- For a reserve study to be effective, it must include all common elements
required to be maintained by the association.

» Reserve study specialists must adhere to their standards of practice as
outlined in NAC 116A.425 and may face certain discipline if they don't.

* The reserve study serves as the basis of the association’s funding plan
and reserve budget and assists the executive board in maintaining the
financial health of their association.

- Associations should strive to be fully funded in order to ensure that
finances are available when necessary. The ultimate responsibility to
ensure the reserve account is adequately funded rests with the executive
board.
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Questions? MM

CICOmbudsman@red.nv.gov — Email Questions

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

This Is part 1 of a 3 part series. The next presentation in this
series Is Budgeting in a Common-Interest Community.
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