2020 AMM Treasurer’s Report

Villa Monterey 5/5A
Annual Members Meeting
7 March 2020

Treasurer’s Financial Report

All Board members have a fiduciary duty to ensure all monies are properly allocated and that all
expenditures are properly managed. HOA income is allocated to payment of everyday and
recurring expenses (Operating Funds) and payment for major repairs and replacement (Reserve
Funds). Thus, Operating Funds are used to pay monthly and annual expenses; whereas, Reserve
Funds are used to pay for expenditures that do not occur on an annual basis. Money has been put
aside for major expenditures; however, there may be occasions where Special Assessments or an
increase in dues may be required. Predicting the future is an imprecise science.

The December 2019 and January2020 payment checks were not separated by when funds were
obligated. For example, H20 was used and billed in December and VM5 was obligated in
December to pay the bill for the water used; however, the December bill was not paid and that
obligation was billed again and paid in January. To properly evaluate 2019 budget payments, the
December portion of the H20) bill paid in January needs to be listed as a December expense.

Not as a January expense. Likewise, January obligations, paid early in December, need to be
listed in January. Because values at the start and end points, 12/01/2019 and 1/31/2020, are
constant. The obligations and payments can be transferred between months, provided equal but
opposite changes are made to listings in each month.

The Budget spreadsheet for December 2019, (Attachment 1, Page 1), shows an underrun of
$1,623.12 in the core line item expenses. However, the Special Projects, consumed an additional
$20,781 of VMS funds. Pool Deck was $8,520 and the total Shed/Shed Deck project was
$11,430. Attachment 1, Page 2 shows the December 2019 Total Available Funds Ending Balance
on 12/31/2019. The 12/31/2019 Total Ending Balance of $49,066.64 minus the Reserve Account
Goal of $49,000.00 leaves a 2019 Carryover of $66.64. In 2018, there was a Carryover of almost
$11,000 that was used in the funding of our 2019 Special Projects.

The Budget spreadsheet for January 2020 (Attachment 2) reflects the approved core line item
budget of $52, 800 and the transfer of obligations to/from December and January. Neither the
Board nor Homeowners have approved Special Projects for 2020.

The 1/31/2020 Bank Statements had the following ending balances: 1. Business Checking -

$58,966.63; 2. Business Savings - $5,342.44; and 3. Platinum Savings - $43,277.08. The total
cash assets were $107,586.15. The data are presented in Attachment 3.
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In February funds were transferred among accounts to place the Operating Funds in the Business
Savings and Business Checking accounts. Transfers were such that the sum of two operating
accounts are equal to the “remaining core line item funds available” per the monthly update of
core line item expenditures. Funds are transferred, as needed, from Business Savings to
Checking. Funds in excess of core line item budgeted requirements were allocated to the
Working Capital Fund (CC&Rs, Article V, Section 5.) incorporating a dedicated reserve base as

approved at the February 12, 2020 VM5 Budget planning meeting. They are in the Platinum
Savings account.

The Budget spreadsheet for February 2020,(Attachment 4, Page 1), has higher than normal
expenditures due to Pool Heating, changing Insurance payment from installments to balance due,
and Legal Fees. Ending balances for 2/29/2020 were: 1. Business Checking - $6,135.76; 2.
Business Savings - $27,800.64; and, 3. Platinum Savings - $61,266.33. Total Cash Assets on
2/29/2020 were $95,202.73. The data are presented in Attachment 4, Page 2.

The Working Capital Reserve Study changed the Reserve Requirement from a non-specific
percent of dues to a fully funded by Individual Item Reserve. The Individual Items are based on
VMS history and a $5,800 study by VM4. Sixteen Individual Items were identified along with
their life expectancy, preset age and costs. Replacement costs were based on an approximate
inflation rate of 2%. For example, for an initial cost of $1,000 and a 10-year life, the
replacement cost would be $1,000 x (1 + 10x2%) = $1,000 x (1.2) = $1,200. Replacement cost
divided by life expectancy equals the amount required to be deposited each year in a Reserve
Base account. The Reserve Base account is “fully funded” if the annual deposit requirements are
met for all items. The VM5 Individual Item data are listed in Attachment 5, Page 1. The
minimum funding requirement for each of the next 10 years is presented in Attachment 5, Page
2. The initial years are low due to the surge of recent VM5 Long Term Projects. Note that 2026
Base minimum approaches the $49,000 goal used in prior years and that there is a $5,000.00 set
aside for unknown/unexpected events or costs. Some events may occur ahead of schedule and
some may last longer. That is why an annual review is required.

The financial status of your HOA is excellent. However, Attachment 6 indicates a steady
decrease in Total Management Reserve as inflation and project costs increase. Employing the
same inflation rate to dues would have resulted in a gradual increase in dues rather than the large
jump recently experienced in 2020. Using an approximation of past and future inflation,
reasonable dues for 2021 would be approximately $600, with a $10/year increase provided such
dues will meet or exceed the minimum Working Capital Reserve Base and provide additional
funding for other Special Projects the Board and/or Homeowners wish to approve. As part of the
approval of the Capital Reserve Study, a requirement was established for an annual October
review and a 1 calendar year extension of the 10-year analysis. At that time, the dues and any
new special project requirements for 2021 should be reviewed and finalized.
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The Bar Chart at Attachment 7, depicts the relationship between the Working capital Fund and
its Working Capital Reserve Base. Note that the Reserve Base must be more than doubled by
2026. The easiest way to achieve that increase is to carry over funds from prior years rather than
spending “now” and making large dues increases in future years. The message is ”Be sure
expenditures are truly needed.” and, “Do not let money burn a hole in your pocket.”
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December 2019 Total Funds Ending Balance
Based on December 2019 Obligations
2020 Dues Not Included

Account: B. Checking B. Savings P. Savings
Beginning Balance 12/1/19: $5,650.43 $5,342.16 $43,260.02
Less 2020 Dues paid 11/22/19: -650.00 0.00 0.00
Available 2019 Funds 12/1/19:  $5,000.43 $5,342.00 $43,260.02

Total 2019 Available Funds 12/1/19: $5,000.43 + 5,342.16 + 43,260.02 = $53,602.61

Determine December 2019 Total Available Funds Ending Balance

Total December 2019 Beginning Balance: $53,602.61

Plus, 1 Working Capital & Transfer Fee: 675.00
Plus, Interest payments on two accounts: 3.82
Less, December Obligations: -5,214.79*
Equals Total 2019 Ending Balance: $49,066.64

* Includes offset for Homeowner’'s Christmas Party payments.

2020 AMM Attachment 1, Page 2
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VM5 January 2020 Financial Summary

Reserve Funds Platinum S. (1/31/20) Checkbook Balance (1/31/20) Business Savings (1/31/20)
Initial Balance: $43,263.70 Beginning Bal. $34,369.82 Beginning Bal. $5,342.30
Withdrawals: Credits 29,730.82

Transfers: Debits -5,627.21

Interest: 13.38. Interest Interest 0.14
Month End Balance:  $43,277.08 Obligated $58,473.43 Month End  $5,342.44
End of January 2020 Obligated/Accrued Cash Assets): $107,092.95

2020 AMM A3 Page 1
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