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Reserve providers face many common challenges some
of which are met with unlike solutions and processes
that may yield dissimilar results. Member suggested
solutions with examples related to earlier session
topics will be presented. Through investigation,
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Challenge: Insurance Deductible
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How do reserves deal with deductibles?



Insurance Deductible Question

Should reserve funds be expended for the deductible?
Should there be an insurance deductable component?

What are the Useful Life and the Remaining Life
estimates?
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Insurance Deductible Drawbacks

Regularly scheduled reoccurring losses might be
frowned upon by the insurance provider.

While deductibles have known cost, their Useful Life
and Remaining Life are unknown, so deductibles fall
the basic criteria for a reserve component.
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Insurance Deductible Solution

No deductible reserve components.

Maintain a reserve fund balance threshold that is at or
above the insurance deductible amount.

If the reserve fund minimum balance already exceeds
the deductible amount, there is no impact.

If the deductible amount exceeds the minimum
reserve fund balance, modify the funding plan to
Increase the minimum balance.

If the reserve fund balance is too low, an emergency
assessment may be required to make up the shortfall.



Challenge: Partial Replacemen

- Example- Concrete flatwork

- Settling cracks, tree root lifts, freezethaw spalling, etc.
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Portland Cement Concrete

Properly mixed and installed Portland Cement
Concrete flatwork generally has a long useful life.

Small failure areas are expected due to settling, tree
roots, flooding, seismic, truck/equipment damage, etc.

In alpine climates, salt my lead to scaling and the
freeze/thaw cycle may cause spall which may require
large area replacements.

As trees mature, tree root lift damage accelerates.




Cement Concrete Expectations

Little work is anticipated during first 10-15 years after
which ongoing work is anticipated every 35 years.

Extent of work expands In later years.

Total replacement is not typically expected all at once.
However, total replacement over a long time span may
be necessary.



/

= _.,,/

—

/

Partial Replacement Solution

Create a periodic replacement allowance component
with a short Useful Life such as 35 years.

Set the allowance to some percentage ranging from a
fraction of a percent to 51025+ percent of the
guantity depending on circumstances.

If the component exhibits a carefree early life such as
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start by extending its remaining life to 1615 years.
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Be Prepared for Client Questions

Clients may ask why such a short Useful Life and such
a small $ amount to replace the entire component.

The component only replaces some portion on a
periodic basis. Total replacement take decades
depending on the applied percentage.

5% every 5 years at $5,000/year is equivalent to 100 year
Useful Life and $100,000 current cost.
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Challenge: Onetime Only Expense

- Plywood roof deck installation during conversion from
shake to composition shingle.
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- Plywood deck installation will not be required again!
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Onetime Only Approaches

Deny their existence.
Put it into the funding plan without a component.
Create a regular component with 100+ year useful life.

Simply leave the onetime cost in the ongoing
component.

Create a onetime component that is excluded from
FFB/PF calculations.

Create a onetime only component that is included in
FFB/PF calculations.
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Onetime Only Perspectives

Different approaches generate potentially different
~-FB/PF results which makes the approach critical to
~FB/PF values.

Different approaches generate potentially different
Component Method funding plans which makes the
approach critical to the Component Method.

Different approaches have little or no impact to Cash
Flow.




y

/

Onetime Only Questions

Do onetime only reserve expenses exist?

Should onetime only expenses be dealt with as a
funding plan adjustment or as a component?

Should onetime only components be included In
FFB/PF calculations?

What is the Useful Life of a onetime only component?

What motivations or underlying principals drive the
answers to the above guestions?






