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Dear Mr. Turner and the Royal Ranch Homeowners Association Board of Directors: 

As requested by Mr. Branton Turner, Royal Ranch Community Manager, on your behalf, 
Criterium-Kessler Engineers has completed a Full Reserve Study for the Royal Ranch 
Homeowner’s Association (HOA). We submit the attached final report for the Board’s 
consideration and use. 

This Reserve Study has been performed in general accordance with Community Association 
Institute (CAI) National Reserve Study Standards.  However, Criterium-Kessler’s scope of 
service has exceeded CAI's guidelines with regard to our engineering evaluation of the 
property's condition, identification of current deficiencies, and consideration of appropriate 
capital expenditures for recommended repairs, replacements, and improvements. 

We observed the property Monday, January 14, 2019 (accompanied by Mr. Turner, Community 
Manager).  Our findings and recommendations are principally based on observations made 
during our on-site visual inspection performed by: 

 Clark Maxwell – Engineering Field Technician  
 Kelly Kessler – Engineering Field Technician  

During that site visit, we met with Mr. Branton Turner, Community Manager, and visited the Royal 
Ranch HOA areas of Association responsibility.   

 



Date:  February 6, 2019 
Royal Ranch Homeowner’s Association  
Property Evaluation and Reserve Fund Analysis Page 2 

We have reviewed the Associations’ Declarations, plat maps, available financial records, real 
estate information, prior reserve study, and other public mapping resources.   Original design 
and construction drawings and maintenance records were not provided to Criterium-Kessler 
Engineers for review. The report should be reviewed in its entirety, including its Appendices, 
which contain the financial analysis, captioned photographs, and reference documents. 

As a result of our on-site inspections and other investigations, we find the common components 
of your community to be in generally good condition and well-maintained. However, we did 
observe a few deficiencies and deferred repairs, which are noted in the report.  

In summary, given the projected starting balance of the Capital Reserve Fund estimated at 
$395,978 on January 1, 2019, if the current annual rate of contribution to reserves at $70,856 
were carried forward unchanged throughout the 30-year planning period, our evaluation of 
facility needs and financial analysis indicates that the Association's current funding will prove 
insufficient to meet future needs. 

The 30-year total of projected capital expenditure (CapEx) budgets, (current dollar cost 
estimates inflated at 3% annually), is $2,858,467. Because of drawdowns to pay for these CapEx 
expenses, projected year-end balances would fall into deficit values in Year 23 (2041), and would 
reach a theoretical accumulated deficit of approximately ($263,119) at the end of the planning 
period in Year 30 (2048).   

Typically, our final report published for review by the Board includes projections of the current 
funding plan and the adopted plan. However, we will also include some or all the preliminary 
alternates as the Board directs. In this final report we have suggested minimum threshold fund 
balances to be maintained and three (3) alternate funding plans for the Board’s consideration.  

 



Date:  February 6, 2019 
Royal Ranch Homeowner’s Association  
Property Evaluation and Reserve Fund Analysis Page 3 

In reviewing the engineering assumptions, cost estimates and projected fund values herein, 
please understand that their accuracy diminishes greatly beyond Year 5.  Long range facility 
maintenance projections are intended only to indicate the likely pattern of capital expenditures 
and to guide financial planning.  Criterium-Kessler Engineers agrees with CAI's recommendation 
that reserve studies should be updated regularly to allow periodic adjustment of facility plans 
and funding strategies. 

If you have any questions or would like to discuss further services, please contact us at 480-
218-1969. 

Criterium-Kessler Engineers appreciates this opportunity to assist Board in support of the 
Association’s facility and financial planning.  Thank you. 

Thank you for your confidence in Criterium-Kessler Engineers.  

Respectfully Submitted, 
 
 
 
 

Dan Kessler 
President  
Criterium-Kessler Engineers 
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1.0 INTRODUCTION 

Following authorization by the Royal Ranch Homeowners Association (HOA) Board of 
Directors, Mr. Branton Turner, CMCA® Community Manager, requested Criterium-Kessler 
Engineers to conduct a full Reserve Study of your 1,129 single-family residential 
community located in Surprise, Arizona. 
 
This report must be reviewed in its entirety to understand our findings and their limitations.  
The Appendices are an integral part of this report and must be included in any review.  
Please refer to Appendix D for definitions of common terms of reference used herein. 
 
We have conducted the study in general accordance with the National Reserve Study 
Standards published by the Community Association Institute (CAI).  Please refer to 
Appendix D which contains a copy of the CAI standards. 
 
This study was conducted by licensed Professional Engineers and other qualified staff 
working under the responsible charge of a CAI-certified Reserve Specialist, H. Alan 
Mooney, P.E.(ME).  Please refer to Appendix F for the qualifications of the project team. 
 
We observed the property on Monday, January 14, 2019. Our findings and 
recommendations are principally based on observations made during our on-site visual 
inspection performed by: 
 

 Clark Maxwell – Engineering Field Technician (EFT) 
 

 Kelly Kessler – Engineering Field Technician (EFT) 
 
During that site visit, we met with Mr. Branton Turner, CMCA® Community Manager, and 
visited the Royal Ranch HOA areas of Association responsibility.   
 
Mr. Maxwell and Jim Herman (EFT) prepared this report and the attached financial 
analysis.  Mr. Dan Kessler reviewed the findings, and presents this confidential report for 
the Board’s review and use. 
 
We have reviewed the Associations’ Declarations, plat maps, available financial records, 
real estate information, prior reserve study, and other public mapping resources.   Original 
design and construction drawings and maintenance records were not provided to 
Criterium-Kessler Engineers for review. The report should be reviewed in its entirety, 
including its Appendices, which contain the financial analysis, captioned photographs, 
and reference documents. 
 
In reviewing the engineering assumptions, cost estimates and projected fund values 
herein, please understand that their accuracy diminishes greatly beyond Year 5.  Long-
range facility maintenance projections are intended only to indicate the likely pattern of 
capital expenditures and to guide financial planning.  Criterium-Kessler Engineers agrees 
with CAI's recommendation that reserve studies should be updated regularly to allow 
periodic adjustment of facility plans and funding strategies. 
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For example, given typical service lives, our 30-year cash flow analysis has not 
anticipated contributions to reserves to offset savings for these longer-term expenses: 
 

 Metal Component Replacement i.e. – Ramada Rooftop Material, Guardrail 
Replacement 
 

 Building Infrastructure – Ramada Framing or Block 
 

 Pole Mount Lighting – Concrete pole and mounting hardware replacement 
 

 Concrete flatwork replacement 
 
However, if the Association updates their reserve study periodically, and continues to use 
a 30-year planning horizon, then all these eventual capital expenditures (CapEx) will be 
anticipated well before they become pressing needs. 

2.0 EXECUTIVE SUMMARY 

In summary, our on-site inspections and other investigations found the common 
components of the property to be in generally good condition and well-maintained. 
 
We observed a few deficiencies and deferred repairs which are noted within the report.  
 
We have identified an inventory of Association-responsible common components that are 
likely to require periodic repair or replacement or other recurrent capital investment.  
  
We have formed an opinion of the remaining useful life of each component.  We have 
estimated the current cost of required capital expenditures for their repair or replacement.  
We have projected annual capital budgets over a 30-year planning period. 
 
We have also interviewed the Board to learn of any planned facility improvements that 
will require capital expenditures. 
 
In the summary, the 30-year total of projected capital expenditure (CapEx) budgets, 
(current dollar cost estimates inflated at 3% annually), is $2,858,467. 
 
The Board has provided us with information on the Association's Capital Reserve Fund 
and the current funding plan. Our initial financial analysis was based on the data supplied. 
 
Given the projected starting balance of the Capital Reserve Fund estimated at $395,978 
on January 1, 2019, the current annual rate of contribution to reserves at $70,856, and 
an anticipated average rate of return on investment (ROI) of 1% per year, our financial 
analysis indicates that the Association's current funding will prove insufficient to meet 
future needs. 
 
  



Date: February 6, 2019  Criterium-Kessler Engineers 
Project ID:  18-0186 

 
Royal Ranch Homeowner’s Association 
Property Evaluation & Reserve Fund Analysis 
Page 4 of 38 
  

Because of draw-downs to pay for projected CapEx expenses, projected year-end fund 
balances are ($263,119) by the end of the 30-year planning period in 2048. 
 
In this report, we have recommended minimum threshold fund balances be maintained 
and have included alternate funding plans as discussed with the Board. 

3.0 PURPOSE AND SCOPE 

3.1 Objectives 
 
The purpose of this reserve study is to determine a capital needs plan for the Association, 
to evaluate the current rate of contribution to the capital reserve fund, and, if required, to 
suggest alternate funding strategies.  
 
This report is intended for use as a tool by the Association’s Board of Director’s for 
considering and managing future financial obligations, for determining appropriate capital 
reserve fund allocations, and for informing the individual Owners of the Association’s 
required capital expenditures and the resulting financial plan.  
 
For purposes of financial planning, Association-responsibility expenses are typically 
divided into two categories: 
 

 Operation and maintenance (O&M) of commonly held elements of real property 
and other assets.  These O&M expenses usually include taxes, insurance, property 
management costs and other service fees.  

 
 Capital expenditures for major periodic repairs and replacement of commonly-held 

elements.  
 
Normal, recurring O&M costs are typically paid by the individual owners through periodic 
assessments or service fees equal to their share of the annual budget, which is estimated 
based on cost projections of either actual or average levels of expense.   
 
Some additional contingency amount may be included in annual O&M budgets to result 
in a year-end surplus which is carried forward year-to-year to cover variations in annual 
costs or any uninsured losses.  This carry-over is often referred to as an operating 
reserve.  
 
These O&M costs, their funding and operating reserves are not typically considered by a 
reserve study.  
 
Studies of this nature are important to ensure that a community will have sufficient funds 
for the long-term, periodic capital expenditure requirements.  This helps preserve the 
value of the community and the units within it.  
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Anticipating significant expenditures over an extended period will assist the Association 
in determining appropriate levels of present and ongoing contribution to a capital reserve 
fund which will result in adequate balances to cover these expenses as they arise without 
any need for borrowing or special assessments.  
 
Of course, borrowing or special assessments may be part some capital plans.  However, 
our study will not consider these sources of revenue unless directed.  We caution our 
clients to check state regulations, which may limit or preclude these options.  
Our capital expenditure forecast is more reliable over its first few years than in later years. 
History demonstrates that, as time progresses, property conditions and management 
strategies will change.   As a result, planned scopes of work may be altered or deferred.  
Actual cost in the marketplace will vary from estimates.   
 
Actual rates of inflation and returns on investment will vary from projections.  For the 
purposes of this study an inflation rate of 3% is used. This figure is in line with the historical 
average of 2.5% inflation over the last thirty years and accounts for the increasing cost of 
construction.  The Mortenson Construction Cost Index continues to experience a 
significant index rate increase (2.5 - 3.5% per quarter in the first half of 2018), and there 
is no indication that the balance of the year will dramatically shift downward from this 
level. 
 
For these reasons, we concur with Community Association Institute guidelines and 
recommend that this reserve study be updated every three to five years.  As of late, many 
associations choose to perform a yearly update; this allows them to remain current and 
focused despite frequent Management or Board turnovers. 
 
3.2 Level of Service 
 
The Community Association Institute (CAI) identifies three levels of service for Reserve 
Studies:  
 

I.   Full Reserve Study, with site visit 
II. Reserve Study Update, with site visit 
III. Reserve Study Update, without site visit 

 
All may be appropriate for a community, depending on the condition of the facility and the 
phase of their planning cycle.  The CAI National Reserve Study Standard in Appendix D 
contains more detail on these levels of service and the scope of study of each of them.  
 
Our current study is Level I Full Reserve Study.   
 
Criterium-Kessler’s actual scope of service is enhanced and exceeds the CAI standard in 
several principal ways: 
 

 Our investigation and evaluation of the property is performed by, or overseen by 
experienced professional engineers. 
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 After preparing and submitting our initial analysis, we engage in an iterative review 
process with the Board of Directors, toward developing a financial plan more 
responsive to the needs of the Association. 

 
3.3 Sources of Information 
 
Community Manger on behalf of the Board of Directors: 
 

 Mr. Branton Turner, CMCA® 
 
The following documents were provided to us and reviewed:  

DOCUMENT TYPE DOCUMENT DESCRIPTION EXHIBIT 
ATTACHED 

STATUS 

ASSOCIATION BUDGETS &  
FINANCIAL DATA 

- CKE Document – Reserve Study Checklist  
 

Yes 
 

Reviewed 
 

- Royal Ranch HOA 2017 Draft Budget 
 

Yes 
 

Reviewed 
 

- Royal Ranch HOA 2018 Draft Budget 
 

Yes 
 

Reviewed 
 

- Royal Ranch HOA 2019 Draft Budget 
 

Yes 
 

Reviewed 
 

 
- Royal Ranch HOA Balance Sheet Comparison As 

of 12/31/2017 
 

 
Yes 

 
Reviewed 

SITE PLANS / PLAT MAPS 
- Final Re-Plats of Royal Ranch Unit 1 Parcel 1, 

Unit 1 Parcel 2, Unit 1 Parcel 3 & Unit 1 Parcel 4 
(2002) 

 
 

Yes 

 
 

Reviewed 
 

PRIOR REPORTS & 
PROPOSALS 

- Royal Ranch Reserve Study Update “With Site-
Visit” – Association Reserves (09/14/2015) 

 
No 

 
Reviewed 

 

CC&R’S & GOVERNING 
DOCUMENTS 

- Declaration of Covenants, Conditions and 
Restrictions for Royal Ranch (2002) 

 
No 

 
Reviewed 

 
TABLE 1 – DOCUMENTS REVIEWED 
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4.0 PHYSICAL ANALYSIS 

4.1 Property Description 
 
Please refer to Appendix C for captioned photographs for selected assets throughout the 
community.  
 
Royal Ranch is a 1,129 unit (single-family home) residential community located on a 38.5-
acre site in Surprise, Arizona. It is our understanding that Fulton Ranch Homes 
Corporation developed the community and began construction in 2002. The Association 
was also incorporated in May of 2002. 
 
4.2 Common Components 
 
Please refer to Appendix A for the Common Component Inventory.  
 
Association-responsible common components include:  
 

 Monument Signs 
 

 Perimeter Block Walls 
 

 Landscape, Irrigation & Drainage 
 

 Park Equipment 
 

 Mailbox Kiosks 
 
4.3 Condition Assessment 
 
4.3.1 Common Areas 
 
Descriptions & Observations  
 
The network of perimeter block walls throughout the property are in generally good 
condition. Perimeter and interior block walls were reportedly painted in 2018.  
Deterioration was observed at various interior walls; Mr. Turner indicated that painting of 
homeowner walls (interior walls – homeowner responsibility) facing public areas is an 
Association responsibility, and is included in the wall painting line item. 
 
Irrigation equipment located throughout the property appeared in generally good condition 
including controllers, backflow prevention devices and fertigation system.  Irrigation 
controllers were reportedly replaced in 2017. Irrigation (and fertigation) systems were not 
tested as part of the site evaluation; no reports of excessive maintenance or failures were 
reported to Criterium-Kessler Engineers. 
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It was reported that Ramada light fixtures were replaced in 2018 and monument sign light 
fixtures were replaced in 2017 and are in generally good condition. Street pole mount 
lighting is the responsibility of the local electric utility. 
 
Monument signs, kiosk mailbox stations, ramada rooftops, and basketball backboards 
are original to the community and are in generally good condition. 
 
Landscape granite is in generally good condition.  The community is planning a phased 
replacement of the granite in Years 1 through 6, which has been captured in this analysis. 
 
Drywells are maintained bi-annually, and the Board has requested the drywell 
contingency/ partial replacement line item be removed in this study. 
 
Except as noted in Section 4.4 Current Deficiencies, the Common Area assets are in 
generally good condition 
 
Common Components & Required Expenditures 
 
Appendix A contains an inventory of all site improvements which are common 
components, and a detailed schedule of projected Capital Expenditure (CapEx) budgets 
for these items:  
 

 Concrete Flatwork – Unscheduled Repair or Replace Budget – Scheduled at 3 
Year intervals in Years 3, 6, 9, 12, 15, 18, 21, 24, 27 & 30 
 

 Monument & Ramada Light Fixtures – Replace – Scheduled at 15 Year intervals 
in Years 13 & 28 
 

 Mailbox Kiosks – Refurbish/ Paint - Scheduled at 10 Year intervals in Years 5 & 
25 (Manual delete Year 15 for scheduled replacement) 

 
 Mailbox Kiosks - Replace - Scheduled at 20 Year intervals in Year 14 

 
 Perimeter Block Walls – Partial Replace or Refurbish Budget – Scheduled at 5 

Year intervals in Years 3, 8, 13, 18, 23 & 28  
 

 Perimeter Block Walls – Paint – Scheduled at 8 Year intervals in Years 7, 15 & 23 
 

 Monument Signs – Refurbish – Scheduled at 10 Year intervals in Years 5 & 25 
(Manual delete Year 15 for scheduled replacement) 
 

 Monument Signs – Replace – Scheduled at 20 Year intervals in Year 16 
 

 Backflow Prevention Device – Replace - % Scheduled at 5 Year intervals in Years 
1, 6, 11, 16, 21 & 26 

  



Date: February 6, 2019  Criterium-Kessler Engineers 
Project ID:  18-0186 

 
Royal Ranch Homeowner’s Association 
Property Evaluation & Reserve Fund Analysis 
Page 9 of 38 
  

 Irrigation Controller – Replace - % Scheduled at 3 Year intervals in Years 8, 11, 
14, 17, 20, 23, 26 & 29 
 

 Landscape Granite – Replenish – Scheduled at 15 Year intervals (% dispersed 
over 6 Years each) in Years 1 - 6, 15 - 20 & 30 

 
 Fertigation System – Replace  – Scheduled at 12 Year intervals in Years 8 & 20 

 
 Exterior Metal - Paint – Scheduled at 8 Year intervals in Years 7, 15 & 23  

 
 Tree Removal & Replacement – Scheduled at 2 Year Intervals in Years 1, 3, 5, 7, 

9, 11, 13, 15, 17, 19, 21, 23, 25, 27 & 29 
 
4.3.2 Playgrounds 
 
Descriptions & Observations 
 
The playground equipment and park furniture are in generally good condition.  Playground 
equipment repair is reportedly expensed from the O&M budget. 
 
Shade nets are in fair condition.  It has been reported that the community plans to replace 
one of the four shade nets present, in 2019.  We have budgeted for staggered 
replacement for the remaining shade nets. 
 
Two basketball courts are present, one with surfacing.  The surfaced court was reportedly 
last resurface in 2015 and is in generally good condition. 
 
Playground pole mount light fixtures are reportedly original to the site and were in poor to 
fair condition. It has been reported that the community plans to upgrade these fixtures in 
2019 and we have scheduled the budget accordingly.  
 
Playground turf is reportedly original to the site. Deterioration was observed as well as 
patching in numerous places. 
 
Playground sand is reportedly refreshed from the O&M budget and is not included in this 
analysis.   
 
Except as noted in Section 4.4 Current Deficiencies, the Playground assets are in 
generally good condition. 
 
Common Components & Required Capital Expenditures 
 
Appendix A contains an inventory of all site improvements which are common 
components, and a detailed schedule of projected Capital Expenditure (CapEx) budgets 
for these items:  
 

 Pole Mount Light Fixtures – Replace – Scheduled at 30 Year intervals in Year 1 
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 Bike Racks – Replace – Scheduled at 30 Year intervals in Year 15 

 
 Park Furniture  – Replace – Scheduled at 12 Year intervals in Years 1, 13 & 25 

 
 Playground Equipment  – % Replace – Scheduled at 5 Year intervals in Years 5, 

10, 15, 20, 25 & 30 
 

 Playground Turf – Replace – Scheduled at 12 Year intervals % in Years 1 - 3, then 
Years 13 & 25 
 

 Shade Screens - Replace – % Scheduled at 2 Year intervals in Years 1, 3, 5, 7, 9, 
11, 13, 15, 17, 19, 21, 23, 25, 27 & 29 

 
 Basketball Court - Resurface – Scheduled at 5 Year intervals in Years 1, 6, 11, 16, 

21 & 26 
 

 Basketball Backboards – Replace – Scheduled at 18 Year intervals in Years 3 & 
21 
 

 Ramada Roofs – Replace – Scheduled at 25 Year intervals in Year 10 
 
4.4 Current Deficiencies 
 
Based on the Board of Director’s list of concerns and our own observations: 
 

 Spalling and deterioration observed slightly above grade at interior block walls.  
The walls in reference are owned by the homeowner’s, however, painting of the 
outward facing panels are the responsibility of the Association.  The spalling and 
deterioration is causing the paint to flake.  This was observed at various locations 
throughout the community, an example may be viewed on N. La Cometa, across 
from the park. 
 

 Shade nets are aged and faded. 
 

 Playground pole mount light fixtures are aged, several were observed in a state of 
disrepair. 

 
 Playground turf is aged, torn, worn and patched in several areas. 
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4.5 Life and Valuation 
 
4.5.1 Opinions of Useful Life   
 
Simply stated, for components that require periodic capital expenditures (CapEx) for their 
repairs or replacement, the frequency of work equals the typical; industry accepted 
expected useful life (EUL) for the type of feature:  
 

Component’s Frequency of CapEx = Component’s EUL  
 
And, the remaining useful life (RUL) of a component before the next capital expenditure 
for its repair or replacement is equal to the difference between its EUL and its age:  
 

RUL = EUL – Age  
 
Of course, the condition and rate of deterioration of actual site improvements and building 
elements rarely conform to such simple analysis.  Often, a property’s history and available 
documentation does not provide any record of a particular component’s actual age.  
 
In our experience, the effective age and actual RUL of an installed item vary greatly from 
its actual age and calculated RUL.  These variances depend on the quality of its original 
materials and workmanship, level of service, climatic exposure, and ongoing 
maintenance.  As part of Criterium-Kessler Engineer’s work on this reserve study, we 
have determined our opinion of the effective age, EUL and RUL of each common 
component based on our evaluation of its existing condition and considering those 
factors.  
 
As a result, in preparing the CapEx schedule for reserve studies, we often:  
 

 Accelerate the schedule of work for components found to be in poorer condition 
than expected for their age.    
 

 Defer work for components observed to be in unusually good condition.  
 
Capital repair and replacement work for some components is often spread over many 
years.  This may be done because not all on-site installations of a particular type of 
component age or deteriorate at the same rate.  Or, work may be scheduled in phases to 
limit disruption or ease cash flow.  
 
For these reasons, when it seems appropriate we will spread some budgets over multiple 
years.  However, it is beyond the scope of this reserve study to prioritize the need for 
work between a number of buildings or installed locations or to closely specify or 
breakdown phased work packages.  
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In summary, we have based our opinion of the remaining service life and expected 
frequency and schedule of repair for each common component on some or all of the 
following:  
 

 Actual or assumed age 
 

 Observed existing condition 
 

 Association’s or Community Manager’s maintenance history and plan 
 

 Our experience with actual performance of such components under similar service 
and exposure 

 
 Our experience managing the repairs and replacements of such components  

 
We use the following documentation to guide our considerations: 
 

 Fannie Mae - Expected Useful Life Tables 
 

 National Association of Home Builders - Life Expectancy of Components 
 

 Marshall & Swift Valuation Service –Expected Life Expectancies  
 
4.5.2 Cost Estimating   
 
In developing our estimate of capital expenditure for most common components, we have 
estimated a quantity of each item and a unit cost for its repair or replacement.  In some 
cases, it is more appropriate to estimate a lump sum cost for a required work package.  
 
Unless directed to take a different approach, we assume that contract labor will perform 
the work and apply appropriate installer’s mark-ups on supplied material and equipment.  
When required or requested, our estimated costs include demolition and disposal of 
existing materials, and protection of other portions of the property.    
 
When appropriate for large capital projects, we will also include soft costs for design and 
project management, and typical general contractor’s cost for general conditions, 
supervision, overhead and profit.  
 
We have based our opinion of unit and lump sum costs on some or all of the following:  
 

 Records of previous maintenance expenses 
 

 Previously solicited Vendor quotations or Contractor proposals 
 

 Provided capital budgets developed by others 
 

 Our project files on repairs and replacements at other properties   
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We use the following publications to guide our considerations:  
 

 On-Line RS Means - Construction Cost Data 
 

 Marshall & Swift Valuation Service – Facility Cost Index   
 
Annual aggregated capital expenditure budgets have been calculated for all years during 
the study period by inflating the annual tallies of current dollar cost estimates, and 
compounding for inflation at 3% per year.    
 
Of course, it is impossible to accurately predict inflation fluctuation.  Three percent is close 
to the average annual values of both consumer and construction cost increases since the 
U.S. Bureau of Labor Statistics started publishing data approximately 85 years ago.  

5.0 FINANCIAL ANALYSIS 

We have projected capital reserve expenditures over the next thirty years and analyzed 
funding options to satisfy those expenditures.  The projections are based on anticipated 
repair or replacement schedules and estimated costs as discussed in the report.  The 
projections also take into consideration 1% return on invested moneys and 3% inflation.  
These values are based on information provided to us by the Association. Pease note 
that actual values and rates may vary significantly. 
 
Please refer to Appendix A, which contains tables and graphs illustrating the findings 
discussed below and includes the following: 
 

 Reserve Summary Data:  Defines all the criteria used for financial calculations, 
including the assumed inflation rate and rate of return on deposited reserve funds.  
Also includes is a summary of proposed funding plans and the alternate funding 
plan. 
 

 Common Component Inventory:  Replacement and/or repair components that 
match the report.  The table lists estimated unit costs as well as the actual 
estimated useful lives and remaining useful lies for each component. 
 

 Capital Expenditure (CapEx) Planning:  Replacement and/or repair 
components that match the report.  The table lists calculated costs as well as the 
calculated values estimated useful lives and remaining useful lies for each 
component, as well as planning notes specific to each asset. 
 

 Annual Capital Expenditures – 30 – Year Budget Projection:  Costs for 
component replacement and/or repair items broken down by year based on 
projections of estimated and remaining lives.  
 

 Summary of Funding Plan Balances for Each Alternative:  A table of yearly 
balances for each funding plan (if more than one) and annual reserve 
expenditures.  Also included is a combined graph illustrating end of year balances 
for all funding plans over the 30-year study period.  
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5.1 Capital Expenditure Projection 
 
Based on our investigations and estimates described in Section 4 of this report, we have 
identified likely capital expenditures throughout the study period.  The components 
identified are those understood to be the responsibility of the Association.  The 
Association should review the listed components in Appendix A to confirm that 
they will be financed with the reserve fund.  Please let us know of any changes that 
need to be made. 
 
For detailed information on projected capital expenditures, please refer to the Appendix 
A. tables titled “Common Component Inventory & Capital Expenditure (CapEx) Planning” 
and “Annual Capital Expenditures – 30-Year Budget Projection.”  
 
The Board did not identify other planned new amenities or other improvements to the 
property which will require any capital expenditures by the Association over the 30-year 
study period.   
 
Please note that we have assumed that the cost of routine, annually occurring minor 
repair & replacement work (typically valued at less than $1,000) will be covered by the 
normal Operations & Maintenance budget.  Such minimal costs may be for one-time work 
on a single item, or aggregated repairs of a type of component over a year.   
 
Usually we do not include any reserve expenditures for repair of casualty damage by 
vehicle impact, severe storm action, etc.  It is assumed that such expenses would be 
defrayed by proceeds of insurance claims. At the request of the Board, we have included 
a tree replacement contingency budget line item. 
 
Projections are based on a fiscal year running from January 1 to December 31.  In 
summary, we calculate capital reserve expenditures (CapEx) expenditures over the next 
thirty years of approximately $2,858,467 total (in current dollars indexed annually for 
inflation).  
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5.2 Current Funding 
 
5.2.1 Board-Provided Information  
 
Our analysis and calculations are based upon the following starting data provided by the 
Board:   
 

Study Period / Fiscal Year Starting Date: January 1, 2019 

For Designated Fiscal Year: 2019 

Starting Reserve Fund Balance (Equal to 
projected 2018 Year End balance): $395,978 

On Date (Projected): January 1, 2019 

Current Rate of Designated Contribution: $5,905 Overall per month 
$70,856 Overall per year 

Planned Reserve Increases: None formally adopted 

Planned Special Assessments: None 

Planned Average Return on Investment: 1% per year 

Projected Rate of Inflation: 3% per year 
  

 Table: 5.2-1 Provided Starting Data 
 
Financial data, records of past expenses, and cost estimates provided by others have 
been taken in good faith and at face value.  No audit or other verification has been 
performed.  
 
5.2.2 Current Funding Plan Projection  
 
The Capital Reserve Fund beginning balance for January 1, 2019 is directly from the 2019 
Draft Budget. Our initial analysis was a projection of the Association’s current annual fund 
contribution rate of $70,856 annually carried forward over 30 years, with no increases.   
 
Given the projected $395,978, starting balance of the Capital Reserve Fund on January 
1, 2019, a recommended minimum fund threshold of $400,000 (50% of the annual O&M 
budget for 2019) and utilizing the data in Table 5.2.1 above, our cash flow projection 
indicates that the Association’s current funding of $70,856 per year, if carried forward 
unchanged, is inadequate to cover anticipated capital expenditures (CapEx). 
 
A minimum funding balance of ($318,589) is projected to occur during Year 25 (2043). 
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Because of drawdowns to pay for projected Capital Expenditures, projected year-end 
balances would fall to deficit levels at the end of 2041 (Year 23).  Accumulated deficits 
would equal ($263,119) by year-end 2048 (Year 30). 
 
To correct the inadequate funding for projected Capital Expenditures, we have developed 
and provided three alternative funding approaches below (Section 5.3:  Alternate Funding 
Plans).  These approaches were not coordinated with the Board of Directors.  
 
For detailed data, please refer to Appendix A tables and graphs titled “Capital Reserve 
Fund – Cash Flow Projection – Current Funding Plan. 
 
5.3 Alternate Funding Plans 
 
In this final report, we suggested that the Board consider maintaining a minimum 
threshold fund balance of $400,000, which is equal to 50% of the annual O&M budget for 
2019. 
 
Since the current funding profile is in inadequate, Criterium-Kessler Engineers has 
prepared three alternate funding plans for the Board’s consideration that would result in 
positive year-end balances throughout the planning period. Alternative Funding Plan 3 is 
recommended with a Reserve Update before Year 5 (2022) to re-evaluate threshold 
balance recommendation. 
 

 Alternate Funding Plan 1 - Recurring annual increase in the rate of contribution 
equal to the 6% (Years 1 – 30), with no lump sum increase and no special 
assessments.  

 
This plan (Alternate Funding Plan 1) results in positive year-end balances throughout the 
planning period, but dips below the fund balance threshold in 2019 (Year 1) and 2020 
(Year 2). Overall funding is sufficient to meet the needs of the community throughout the 
planning period. 

 
 Alternate Funding Plan 2 – Special assessments in Years 3, 14 & 22: 

 
o Year 3 (2021) $200,000 Special Assessment 
o Year 14 (2032) $500,000 Special Assessment 
o Year 22 (2040) $500,000 Special Assessment   

 
This plan (Alternate Funding Plan 3) results in positive year-end balances throughout the 
planning period, but dips below the fund balance threshold in 2019 (Year 1) and 2020 
(Year 2). Overall funding is sufficient to meet the needs of the community throughout the 
planning period. 
 

 Alternate Funding Plan 3 – Forty percent (40%) lump sum increase in the rate of 
contribution in 2019 (Year 1), with no recurring annual increase and no special 
assessments.  
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This plan (Alternate Funding Plan 3) results in positive year-end balances throughout the 
planning period, but dips below the fund balance threshold in 2019 (Year 1) and after 
2033 (Year 15).  Overall funding is sufficient to meet the needs of the community 
throughout the planning period. A Reserve Update before Year 5 (2022) to re-evaluate 
threshold balance recommendation. This is the recommended funding plan. 
 
5.4 Funding Methodologies 
 
The approach to funding methodologies continues to be a subject of much discussion 
and can create confusion for those responsible for long-term strategic planning for a 
community.   
 
Appendix E provides general information related to Funding Methodologies and is not 
specific to your Association or Community.  They are included to provide a framework for 
consideration of the study, and to explain our approach to the funding analysis.   
 
We also recommend that the Board review the Community Association Institute (CAI) 
National Reserve Study Standards attached in Appendix D. 
 
The Community Association Institute (CAI) recognizes several funding methodologies, all 
of which may be used to satisfy these principles:  
 

 Sufficient Funds When Required  
 

 Maintains Property Values  
 

 Stable Contribution Rate over the Years  
  

 Evenly Distributed Contributions over the Years  
  

 Fiscally Responsible  
 
Some of the more common methods are outlined below.  
 
For this reserve study, Criterium-Kessler Engineers has utilized a cash flow based funding 
approach as described below:   
 
5.4.1 Cash Flow Based Funding  
 
Criterium Engineer’s recommended approach to reserve planning utilizes a cash 
flow model.    
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A cash flow based funding plan is prepared so that contributions to capital reserves are 
selected to be sufficient to offset future variable annual capital expenditures. 
 
Our engineering evaluation and planning yields a projected annual capital expenditure 
(CapEx) budget schedule over the planning period.  This CapEx plan and the 
Association's current rate of contribution to reserves is entered into our computer model. 
 
The model allows us to determine whether the Association's current rate of contribution 
will prove sufficient to meet capital obligations over the planning period. 
 
If the Association’s current rate of contribution is not sufficient, our model allows us to 
develop alternate contribution strategies for the Association’s consideration.  
 
Baseline Funding    
 
The goal of baseline funding is to maintain positive year-end balances throughout the 
planning period.  
 
Threshold Funding  
 
One strategy to ensure there will be sufficient funds available to cover unplanned 
emergencies is to maintain prudent minimum threshold reserve balances.  In the face of 
unusual and uninsured expenses, this may eliminate the need for either making a special 
assessment or borrowing money.    
 
Often, the initial threshold is established as some multiple of the average annual CapEx 
budget, and then inflated ahead at the selected rate of inflation.  
 
Maintaining significant threshold balances has the additional benefit of allowing the 
Association to generate greater returns on investments and thereby reduce the rate of 
Owners’ contribution to reserves.  
 
Of course, the benefits of establishing larger threshold balance values must be weighed 
against Unit Owners’ preference to control their own funds. 
 
In any event, the goal of threshold funding is to ensure that year-end capital reserve fund 
balances will not fall below some minimum value. 
 
This threshold value may be an arbitrary, prudent dollar amount based on our experience, 
or, it may be calculated as some multiple of the annual average CapEx amount over the 
study period. 
 
Consideration should be given to increasing the threshold balance value over the study 
period to reflect historic rates of inflation. 
 
In this case, we selected a $400,000 threshold (indexed for inflation at 3% annually) over 
the planning period.  
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5.4.2 Special Assessments  
 
The goal of nearly all reserve studies is to establish a regular, periodic rate of contribution 
to reserves which ensures there will be sufficient funds when required.  
 
However, sometimes it is necessary to boost the reserve balance quickly, before there is 
adequate time to accumulate funds through regular savings.  In those cases, assuming 
the Unit Owners’ personal finances can support it, it is expeditious to assess a lump sum 
special payment.  
 
Special assessments are often tied to, or ear-marked for, some particular capital 
expenditure.  This may be a periodic but unusually high expense such as re-paving or re-
roofing.  Or, it may be to collect funds to pay for some desired new amenity, such as a 
new tennis court or an elevator.  
 
Although it is unusual, if the individual Unit Owners who form an Association all have 
sufficient means, the membership may prefer to manage their own investments and 
contribute to capital expenses only on the basis of annual special assessments.  

6.0 LIMITATIONS 

The information in this study is not to be considered a warranty of condition, quality, 
compliance or cost.  No warranty is implied.  
 
Financial data, records of past expenses, and cost estimates provided by others have 
been taken in good faith and at face value.  No audit or other verification has been 
performed.  
 
The observations described in this study are valid on the dates of the investigation and 
have been made under the conditions noted in the report.  
 
This study is limited to the visual observations made during our inspection.  We did not 
undertake any excavation, conduct any destructive or invasive testing, remove surface 
materials or finishes, or displace furnishings or equipment.  
 
Except as specifically noted or photographed, we did not observe or inspect the following 
areas and items: 
 

 Buried foundations, utility services and infrastructure  
 

 Locked or inaccessible or confined spaces  
 

 Building and roof structural elements and members  
 

 Attics and other concealed spaces  
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 Interior of mechanical enclosures and equipment  
 

 Systems and equipment that was not operating was not tested  
 

 Individual Owner’s improvements  
 

 Individual owner units (interior / exterior) and lots 
 
The following assets were not tested during our evaluation: 
 

 Information Technology assets 
 

 Electronic and Audio-Video assets 
 

 Vehicle assets 
 

 Equipment and Fixture assets  
 
In the absence of other information such as records from construction or previous 
inspections, or indirect evidence of concealed conditions, we cannot form any conclusions 
about unobserved portions of the facility.  
 
However, our opinion regarding concealed portions of the property and their condition are 
based on our experience with other similar facilities.  
 
In some cases, we inspected only a representative sample of site improvements and 
building spaces, components, systems or equipment.  We cannot be responsible for 
unobserved aberrations. 
 
We did not perform any computations or other engineering analysis as part of this study, 
nor did we conduct a comprehensive code compliance investigation.  
 
We did not undertake to completely assess the structural stability of the buildings or the 
underlying foundations and soils.  Similarly, we performed no seismic assessment.  
 
We did not undertake a comprehensive environmental assessment of the facility, nor 
perform any sampling or testing for hazardous materials.  
 
Capital budgets are opinions of likely expense based on rough cost estimates.  We have 
not obtained competitive quotations or estimates from contractors.  Actual costs can vary 
significantly, based on the eventually determined scope of work, availability of materials 
and qualified contractors, and many other variables.  We cannot be responsible for 
variances.  
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In our Reserve Fund Analysis, we have provided estimated costs.  These costs are based 
on our general knowledge of building systems and the contracting and construction 
industry.  When appropriate, we have relied on standard sources, such as Means Building 
Construction Cost Data to develop estimates.  However, for items that we have developed 
costs (e.g.: structural repairs), no standard guide for developing such costs exists.  Actual 
costs can vary significantly, based on the availability of qualified contractors to do the 
work, as well as many other variables.  We cannot be responsible for the specific cost 
estimates provided. 
 
 
Criterium-Kessler Engineers prepared this confidential report for the review and use of 
Royal Ranch Homeowner’s Association Board of Directors.  We do not intend any other 
individual or party to rely upon this study without our express written consent.  If another 
individual or party relies on this study, they shall indemnify, defend and hold Criterium 
Kessler Engineers, its subsidiaries, affiliates, officers, directors, members, shareholders, 
partners, agents, employees and such other parties in interest specified by Criterium-
Kessler Engineers harmless for any damages, losses, or expenses they may incur as a 
result of its use. Any use or reliance of the report by an individual or party other than Royal 
Ranch Homeowner’s Association Board of Directors shall constitute acceptance of these 
terms and conditions. 
 
Criterium-Kessler Engineers does not offer financial counseling services.  Although 
reasonable rates of inflation and return on investment must be assumed to calculate 
projected balances, no one can accurately predict actual economic performance.  
Although reserve fund management and investment may be discussed during the course 
of the study, we do not purport to hold any special qualifications in this area.  
 
We recommend that the Royal Ranch Homeowner’s Association Board of Directors also 
seek other professional guidance before finalizing their current capital reserve fund 
planning.  Depending on issues, which may arise, an appropriate team of consultants to 
aid decision-making might include the property manager, accountant, financial counselor, 
insurance agent and attorney.  

7.0 CONCLUSION 

Criterium-Kessler Engineers appreciates this opportunity to assist Royal Ranch 
Homeowner’s Association and the Board in support of the Association’s facility and 
financial planning.  We are pleased to present this final report for the Board’s 
consideration and use.  
 
To the best of our ability, we have attempted to work in the best interest of the Association 
and to aid the Board toward fulfillment of their fiduciary responsibilities and obligations to 
the individual homeowners who comprise the association’s membership.    
 
In our professional opinion, and within the limitations disclosed elsewhere herein, all 
information contained herein is reliable and appropriate to guide the Board’s deliberations 
and decision-making.  
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We recommend that the Board seek other appropriate professional guidance before 
finalizing their current reserve planning.  Depending on issues which may arise, 
consultants who could aid the Association’s decision-making might include their 
community manager, certified public accountant, financial counselor, and/or attorney. 
 
Criterium-Kessler Engineers’ work for this study has been carried out in strict accordance 
with the Code of Ethics of the National Society of Professional Engineers (NSPE) and the 
Community Association Institute (CAI). We consider our report confidential to the Board, 
and will not share its content with anyone but the Royal Ranch Homeowner’s Association 
Board of Directors without their knowledge and release.    
 
We are unaware of any other involvement or business relationship between Criterium-
Kessler Engineers and the Developer, or individual Unit Owners, or members of the 
Board, or your Property Manager or any other Vendors or Contractors that constitutes 
any conflict of interest.  
 
We look forward to meeting with the Board and learning more about your views on 
revenue & expense planning.  It is our intent that the final edition of the report will set forth 
an alternative funding strategy which reflects the Board’s adopted plan or their 
recommendation to the wider membership.  
 
Please contact us at (480) 218-1969 to discuss any immediate questions or comments.  
 
Thank you. 
 
Respectfully submitted, 
 
 
 
 
Dan Kessler 
President 
Criterium-Kessler Engineers  
 
  

D K l
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 (5/1/2017) 

TERMS OF REFERENCE 
RESERVE STUDY 

Association The unit owners’ association.  May be referred to with different terminology in legal covenants of 
incorporation. 

Board Elected officers of the Association with fiduciary responsibility for the community’s common holdings.  May 
be referred to with different terminology in legal covenants of incorporation. 

Owner Individual unit owner, a Member, or the Association. 

Community Manager 
Professional organization through which the Board delegates responsibilities for operations and 
maintenance of the community (also known as a property manager, portfolio manager, managing agent, 
etc.). 

Excellent Component or system is in “as new” condition, requiring no rehabilitation and should perform in accordance 
with expected performance. 

Good Component or system is sound and performing its function, although it may show signs of normal wear and 
tear.  Some minor rehabilitation work may be required. 

Fair 

Component or system falls into one or more of the following categories:  a) Workmanship not in compliance 
with commonly accepted standards, b) Evidence of previous repairs not in compliance with commonly 
accepted practice, c) Component or system is obsolete, d) Component or system approaching end of 
expected performance.  Repair or replacement is required to prevent further deterioration, or to prolong 
expected life. 

Poor 
Component or system has either failed, or cannot be relied upon to continue performing its original function 
as a result of having exceeded its expected performance, excessive deferred maintenance, or state of 
disrepair.  Present condition could contribute to, or cause, the deterioration of other adjoining elements or 
systems.  Repair or replacement is required. 

Adequate A component or system is stable, has capacity to function as required, is sufficient for its services, is 
suitable for operation, and/or conforms to standard construction practices. 

Basis of Comparison Ratings are determined by comparison to other buildings of similar age and construction type. 

Left, Right, Front, Rear 
Directions are taken from the viewpoint of an observer standing at the property frontage and facing it.  Or, 
for a building within a campus setting, the viewpoint of an observer standing in front of the principal 
entrance and facing it. 

Current deficiency 
immediate expense 

We will note any observed or reported physical condition that requires immediate action to correct an 
existing or potential safety hazard, an enforceable building code violation, or the poor or deteriorated 
condition of a critical element or system.  Also, to address any conditions which, if left “as is,” would likely 
result in the failure of a critical element or system. 
Such items will be noted in our report even if they do not require a capital expenditure. 

Short-term capital 
expenditures 

Correction of physical deficiencies including deferred maintenance, which may not warrant immediate 
attention, but required repairs or replacements that should be undertaken on a priority basis, taking 
precedence over preventative maintenance work within a one-year time frame. 
Included are physical deficiencies resulting from improper design, faulty installation, and/or substandard 
quality of original systems or materials.  Components or systems that have exceeded their expected useful 
life and require repair or replacement within a one-year timeframe are also included. 
Observed minor issues that would typically be addressed as normal operations & maintenance work may 
not be noted in the report. 

Long-term capital 
expenditures 

Non-routine repairs, replacements or planned improvements that will require significant expenditure during 
the study period.  Included are items that will reach the end of their estimated useful life or which, in the 
opinion of the engineer, will require such expense during that time.  If saving for longer-term expenditures is 
desired, then allowances or contingencies for such items may also be included.  Observed minor issues 
that would typically be addressed as normal operations & maintenance work may not be noted in the report.  

Expected Useful Life 
(EUL) 

As components age, they wear and deteriorate at varying rates, depending on their service and exposure. 
Although it is an inexact science, various financial underwriters, data services, and trade organizations 
publish guidance regarding the EULs of typical building materials and operating systems.  For short-lived 
components, their EUL is used as the frequency between periodic repairs or replacements.  Some systems’ 
economic life may be shortened because improved equipment or materials has become available that is 
less costly to operate or maintain.   

Remaining Useful Life 
(RUL) 

The simple equation for determining remaining useful life before repair or replacement is: 
EUL – Age = RUL 
However, based on our evaluation of a component, and our professional judgment, we may assign a 
shorter or longer RUL to actual items being considered. 



 (7/28/2018) 

BUILDING SYSTEMS AND COMPONENTS 
COMMON ABBREVIATIONS AND ACRONYMS 

ABS Acrylonitrile-Butadiene-Styrene (Black Pipe) IBC International Building Code 
ACM Asbestos Containing Material IRC International Residential Code 
ACT Acoustic Ceiling Tile KVA Kilovolt-Ampere 
ADA Americans with Disabilities Act LF Lineal Foot 
AHU Air Handling Unit LUST Leaking Underground Storage Tank 

ASHRAE American Society of Heating, Refrigeration, 
and Air-Conditioning Engineers MSL Mean Sea Level 

ASTM American Society for Testing and Materials NEC National Electric Code 
BBL Barrels NFPA National Fire Protection Association 

BOCA Building Officials Code Administrators 
International MBH Thousand British Thermal Units / Hour 

BTU British Thermal Unit MDP Main Distribution Panel (electric power) 
BTUH British Thermal Unit / Hour O&M Operations & Maintenance 
CFM Cubic Foot / Minute OSB Oriented Strand Board (sheathing or decking) 

CI Cast Iron (piping) PCA Property Condition Assessment 
CIP Cast in Place (concrete) PCB Polychlorinated Biphenyls 

CMU Concrete Masonry Unit (block) PCR Property Condition Report 
CPVC Chlorinated Poly Vinyl Chloride (piping) PE Polyethylene (pipe) 

CW Cold Water PE Licensed Professional Engineer 
DI Ductile Iron (piping) PVC Poly Vinyl Chloride (piping and siding) 

EIFS Exterior Insulating and Finishing System PTAC Packaged Terminal Air Conditioning Unit 
EPDM Ethylene Propylene Diene Monomer ROM Rough Order of Magnitude 
EUL Expected Useful Life RUL Remaining Useful Life 
FCU Fan Coil Unit RTU Roof Top Unit 

FEMA Federal Emergency Management Agency SF Square Foot 

FFE Furniture, Fixtures and Equipment SOG Slab On Grade (concrete basement or ground 
floor) 

FHA Forced Hot Air SQ 100 Square Feet 
FHAA Fair Housing Act and Amendments SY Square Yard 
FHW Forced Hot Water UBC Uniform Building Code 
FIRM Flood Insurance Rate Map UL Underwriters Laboratories 
FOIA Freedom of Information Act UST Underground Storage Tank 
GFI Ground Fault Interruption (circuit breaker) VAC Volts Alternating Current 

GWB Gypsum Wall Board (drywall or sheetrock) VAV Variable Air Volume Box 

HID High Intensity Discharge (lamp, lighting 
fixture) VCT Vinyl Composition Tile 

HVAC Heating Ventilation and Air Conditioning VWC Vinyl Wall Covering 
HW Hot Water   

HWH Hot Water Heater (domestic)    
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 Funding Methodologies 

The approach to funding methodologies continues to be a subject of much discussion and can 
create confusion for those responsible for long-term strategic planning for a community.  
 

This is written to be applicable to for communities that utilize reserve studies including 
Homeowners Associations and Condominium Associations—both residential and commercial. 

This Appendix provides general information related to Funding Methodologies and is not specific 
to your Association or Community.  This has been included to provide a framework for 
consideration of the study, and to explain our approach to the funding analysis.   

We also recommend that the Board review the Community Association Institute (CAI) National 
Reserve Study Standards attached in the “Reference Documents” Appendix of this report.   

The Community Association Institute (CAI) recognizes several funding methodologies, all of 
which may be used to satisfy these principles:  

 Sufficient Funds When Required   
 

 Stable Contribution Rate over the Years  
  

 Evenly Distributed Contributions over the Years  
  

 Fiscally Responsible Some of the more common methods are outlined below.  

Within the context of the report, “Section 5.4 – Funding Methodologies,” provides a brief overview 
that we used for this report since we recognize that some Associations prefer a different 
methodology.  The text in included in Section 5.4 is replicated below. 

STATUTORY FUNDING  

Some states regulate the management of homeowner associations, including the fiduciary 
responsibility of its Officers or Board regarding reserve funding.  

To our knowledge, Arizona does not require any funding criteria.  

COVENANTAL FUNDING  

The legal documents, which originally establish a homeowner’s association, may set forth 
guidelines for its reserve funding.    

You should review the Master Deed and/or CC&Rs for your Association to determine if there are 
stipulations for long-term funding criteria since each community is set up with unique 
requirements. 
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CASH FLOW BASED FUNDING  

Criterium Engineer’s recommended approach to reserve planning utilizes a cash flow 
model implementing either Baseline or Threshold Based Funding methodology.    

A cash flow based funding plan is prepared so that contributions to capital reserves are selected 
to be sufficient to offset future variable annual capital expenditures.    

Our engineering evaluation and planning yields a projected annual capital expenditure (CapEx) 
budget schedule over the planning period.  This CapEx plan and the Association’s current rate 
of contribution to reserves is entered into our computer model.  

The model allows us to determine whether the Association’s current rate of contribution will prove 
sufficient to meet capital obligations over the planning period.  

If the Association’s current rate of contribution is not sufficient, our computer model allows us to 
develop alternate contribution strategies for the Association’s consideration.  

Baseline Cash Flow Based Funding   

The goal of baseline funding is to maintain positive year-end balances throughout the planning 
period.  

Threshold Cash Flow Based Funding  
 

One strategy to ensure there will be sufficient funds available to cover unplanned emergencies 
is to maintain prudent minimum threshold reserve balances.  In the face of unusual and 
uninsured expenses, this may eliminate the need for either making a special assessment or 
borrowing money.    

Often, the initial threshold is established as some multiple of the average annual CapEx budget, 
and then inflated ahead at the selected rate of inflation.  

Maintaining significant threshold balances has the additional benefit of allowing the Association 
to generate greater returns on investments and thereby reduce the rate of Owners’ contribution 
to reserves.  

Of course, the benefits of establishing larger threshold balance values must be weighed against 
Unit Owners’ preference to control their own funds. 

In any event, the goal of threshold funding is to ensure that year-end capital reserve fund 
balances will not fall below some minimum value. 
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This threshold value is typically determined by one of the following methods:  

 An arbitrary, prudent dollar amount based on our experience  
 

 It may be calculated as some multiple of the annual average CapEx amount over the 
study period  
 

 A collaborative effort with the Board or Community Manager to determine a threshold 
amount that works for the community  

Consideration should be given to increasing the threshold balance value over the study period 
to reflect historic rates of inflation. 

COMPONENT BASED  

In our experience, a component-based funding plan based on a comprehensive common 
component inventory will produce a very conservative funding strategy for an 
Association. 

A component-based funding plan is based on calculated incremental savings toward the 
eventual repair or replacement of each individual common component.  

The accounting concept underlying component-based funding is that an Association should save 
for repair or replacement of each of their common assets at an annual incremental amount equal 
to the annual straight-line depreciation of the item.  In this way, they will accumulate its full value 
in capital reserves at the time it is fully depreciated, and funds may be required for a capital 
expenditure.  

Full Funding  

For each Fiscal Year, a component-based funding plan calculates an ideal reserve balance that 
should be on-hand at the beginning of the year.  This recommended balance is based on saving 
money at the rate of depreciation of each common component as explained in the previous 
section.  

If the Association’s projected cash flow projection indicates that their capital reserve fund 
balance will be equal to or greater than that ideal value at the beginning of any given year, then, 
by Community Association Institute (CAI) definition, the Association is said to be “fully funded” 
in that year.  

In our opinion, when an Association is “fully funded” per the CAI definition set forth 
below, then, very often, this will mean that the Association is holding more cash reserves 
than absolutely necessary for prudent management of their financial obligations.  
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Percent Fully Funded  

In component-based fund planning, the percentage ratio between the projected actual reserve 
balance and the calculated ideal amount of accumulated savings at any point of time is the 
“percent fully funded”.  

This metric is used to indicate whether an Association is:  

 “Under-funded” – percent fully funded less than 100%  
 

 “Over funded” - percent fully funded greater than 100%   

Often, statutory and covenantal funding requirements may obligate an Association to maintain 
their reserve balance above some minimum percent fully funded value.    

Such rules were originally promulgated to ensure conservative funding practices, which would 
protect the membership from unsound financial policies, which some developers and 
associations have practiced in the past.  

SPECIAL ASSESSMENTS  

The goal of nearly all reserve studies is to establish a regular, periodic rate of contribution to 
reserves, which ensures there will be sufficient funds when required.  

However, sometimes it is necessary to boost the reserve balance quickly, before there is 
adequate time to accumulate funds through regular savings.  In those cases, assuming the Unit 
Owners’ personal finances can support it, it is expeditious to assess a lump sum special 
payment.  

Special assessments are often tied to, or earmarked for, some particular capital expenditure.  
This may be a periodic but unusually high expense such as re-paving or re-roofing.  Or, it may 
be to collect funds to pay for some desired new amenity, such as a new building, new tennis 
court or an elevator.  

Although it is unusual, if the individual Unit Owners who form an Association all have sufficient 
means, the membership may prefer to manage their own investments and contribute to capital 
expenses only based on annual special assessments rather than through monthly, quarterly, or 
annual assessments.  
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BORROWING  

The goal of nearly all reserve studies is to establish a regular, periodic rate of contribution to 
reserves, which ensures there will be sufficient funds when required.  

However, sometimes it is necessary to boost the reserve balance quickly, before there is 
adequate time to accumulate funds through regular savings.  In those cases, if the Unit Owners’ 
personal finances cannot support an adequate special assessment, then the Association may 
need to borrow the funds.  

Borrowing is often justified to obtain funds for some particular capital expenditure.  This may be 
a periodic but unusually high expense such as re-paving or re-roofing.  Or, a loan may be taken 
to obtain funds to pay for some desired new feature, such as a new building, tennis court, or to 
enhanced interior furnishings.  

When funds are borrowed, then part of the regular, periodic contributions of the membership in 
the following years will be earmarked for repaying the loan.  
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Jim Herman 
Senior Engineering Field Technician 

Jim is a Field Technician for Criterium-Kessler Engineers 
located in Phoenix, Arizona. He has over 20 years of 
experience in the refrigeration, semiconductor, and 
defense industries. His range of management and 
technical skills include: 
 
• Project Management  

 

• End-to-end Project Execution  
 

• Risk Assessment and Risk Management  
 

• Field Installations and Documentation  
 

• Quality Control and Assurance  
 
Prior to becoming a Field Technician with Criterium-Kessler Engineers, Jim was a 
Systems Engineer in the defense industry. He led the successful completion on multiple 
large projects, including the installation of fiber optic cables for a command system for a 
U.S. ally.  In the semiconductor industry, he performed equipment sales, design, 
training, and installations for chemical and gas distribution systems. For several years, 
he sold HVAC equipment and continues to perform installations on large jobs with a 
local mechanical contractor. 

EDUCATION AND PROFESSIONAL AFFILIATION 
 
Western International University, Phoenix, AZ 

Masters of Science, Information Systems Engineering 
 
Arizona State University, Tempe, AZ 
     Bachelors of Arts, Mathematics 

WHY I DO WHAT I DO 
 “I enjoy the challenge of solving problems and increasing efficiencies. When promoting 
engineering at local schools, I tell the students there is no problem we cannot solve with 
appropriate application of time and resources. Consulting engineering provides ample 
opportunities to help a client resolve an issue or determine the most effective method to apply 
limited resources towards a satisfactory solution.” 
  



 
 
 
 
WHY CRITERIUM ENGINEERS 
“I found that work is more exciting and rewarding when I’m surrounded by skilled people that 
are passionate about their mission. Criterium Engineers has a long history of helping their 
clients that I’m proud to be a part of.” 
 
 
PROJECT HIGHLIGHTS 
 

• Estrella Community Association, Goodyear, Arizona – Wall and fence structural 
defect evaluation across twelve communities.  
 

• Palm Valley Home Owners Association, Goodyear, Arizona – Wall evaluation to 
determine structural deficiencies, repairs, and erosion issues.  
 

• Paradise Reserve Property Owners Association, Paradise Valley, Arizona – 
Reserve Study to project capital needs over the next 30 years. 
 

• Roadhaven Home Owners Association, Apache Junction, Arizona – Reserve 
Study to project capital needs over the next 20 years. 

 
 

 
jherman@criterium-kessler.com  -- 1-602-463-1023 

14539 W. Indian School Road, Suite #880, Goodyear, Arizona 85395 
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Kelly G. Kessler 
Vice President / Field Technician 

Kelly is the Vice President of Criterium-Kessler Engineers, 
located in Phoeinx, Arizona.  Kelly performs client outreach, 
data analysis, report writing, and is also a field technician.   

Prior to her current role, Kelly worked in the face-paced world 
of software development and data analysis that included 
diverse clients and locations and created an exciting and 
rewarding career.  After many years of development work, 
training, and management in the defense industry, 
intellgience, and military, she decided to join her husband on 
his endeavor to explore other career opportunities.  She joins 
him now in his company, providing direct support to the 
engineering team.   

 
EDUCATION AND PROFESSIONAL AFFILIATION 

• Community College of Allegheny County, PA 
• Indiana University of Pennsylvania, PA 
• Bradford Business School, PA 

WHY I DO WHAT I DO 
“Helping our Clients solve problems, creating pristine environments, recognizing new and 
exciting building trends – these are the things that making working at Criterium-Kessler 
Engineers interesting and engaging day-after-day.  Above all, I enjoy building lasting and 
supportive relationships with our clients!” 
 
WHY CRITERIUM ENGINEERS 
“Understanding our clients’ needs, and the needs of the structures they reside in creates a 
rewarding and fulfilling career.  Our surroundings are critical to our life, welfare, and 
happiness.  Criterium-Kessler Engineers offers more than just a career path for our 
employees, we offer an environment where ongoing learning and hands-on involvement 
keeps our business interesting, fresh, and exciting.  Through a strong network of 130+ 
engineers, we can offer a successful solution to any issue related to a building or structure—
and that creates confidence for our employees and our clients.  We provide clear, concise, 
and quality reports that provide our clients with the necessary information to understand what 
is happening, and to make the necessary repairs and upgrades.  Our engineers enjoy their 
successful and diverse client relationships.  Finally, our engineers excel at understanding 
current and best engineering practices.” 
 
 



 
 
 
 
 
PROJECT HIGHLIGHTS 

• Canyon Trails Homeowners Association, Goodyear, Arizona – Structural wall 
inspections and measurements to prepare for repainting and repairs. 

• Pebble Creek Community Association, Goodyear, Arizona – Reserve Study to 
project capital needs over the next 20 years for the Association that manages over 
4,500 homes for the Robson and Pebble Creek. 

• Estrella Community Association, Goodyear, Arizona – Wall and fence structural 
defect evaluation across twelve communities. 

• Ironwood Village Community Association, Scottsdale, Arizona – Wall evaluation 
to determine structural deficiencies, repairs, and erosion issues. 

 
 

kkessler@criterium-kessler.com  / 480.218.1969 
14539 W. Indian School Road, Suite #880, Goodyear, Arizona 85395 
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Clark Maxwell 
Engineering Field Technician 

Clark is an Engineering Field Technician for Criterium-
Kessler Engineers located in Phoenix, Arizona. He is a recent 
graduate from Arizona State University and earned his B.S. 
in Computational Mathematics. He is now being trained with 
CKE to perform excellent service in various engineering 
inspections and evaluations while also utilizing his skills in 
mathematics and computer programming to aid in the 
efficiency and accuracy of computer tools such as 
spreadsheets and report templates. Before his employment 
with CKE, he worked for Target, offered private mathematics 
tutoring, and provided care to individuals with special needs. 
During this time, he developed personal and technical skills 
including: 

 Work efficiency in quick paced environment 
 On the spot problem solving 
 Communication and personal interaction 
 Reliability and commitment to deliver excellent service 

EDUCATION AND PROFESSIONAL AFFILIATION 
Arizona State University, Tempe, AZ 
     Bachelors of Science, Computational Mathematics 

WHY I DO WHAT I DO 

“As an individual driven both by curiosity and a genuine desire to help others, work ing with and 
being trained within an engineering team fits my career goals.  All of the tools, designs, and 
structures we use daily came from a desire to fix a problem, and an engineering mind to address 
it. As a mathematician and computer programmer, I enjoy being able to analyze the data and 
information brought to me by our engineers and find ways to efficiently process and organize it 
so that clients will have an easy time understanding the results of our work.” 

 
WHY CRITERIUM ENGINEERS 
“I love the dynamic of a small team environment where I can know the work I am doing truly has 
an impact for our clients. Despite being fresh out of school with minimal hands on engineering 
experience, the team quickly took me in and have been providing me with excellent training and 
a wealth of knowledge about engineering. Working with a smaller team also means I have the 
opportunity to be involved in a broad cross-section of projects. Each project is unique and 
presents an opportunity to learn something new.” 



 
PROJECT HIGHLIGHTS 

 Royal Oaks Lifecare Community, Sun City, Arizona – AutoCAD drawings for the 
plan design to the Auditorium HVAC System Feasibility Study at Royal Oaks.   
 

 Parkside at Buckeye, Buckeye, Arizona – Reserve Study to project capital needs 
over the next 30 years  
 

 Estrella Community Association, Goodyear, Arizona – Wall and fence structural 
defect evaluation across twelve communities. 
 

 Commercial Clients – Stucco moisture and building inspections. 
 

 
cmaxwell@criterium-kessler.com -- 480.218.1969 

14539 W. Indian School Road, Suite #880, Goodyear, Arizona 85395 
 


