10141SIJ XV 1 TVI03dS LNIOd WNyQ
2102 Ad LHOdTY IANISTY INFWNIOV1dTY

I

lgl.dea‘i’j"6§'popja||

sjuey|nsuo)
anasay

Appendix E

REPLACEMENT RESERVE REPORT FY 2012
DRUM POINT PROPERTY SPECIAL TAX DISTRICT

W

) e h g, \ - "‘ Za W ¥ .

Drum Point Special Tax District

Gary Heal, President
Board of Directors

401 Lake Drive
Lusby, Maryland 20657
(410) 326-6148

Consultant:

millerdodson |z

ASSOCIATES | Consultants

929 West Street, Suite 310
Annapolis, MD 21401

Tel: 410.268.0479

Fax: 410.268.8483
www.mdareserves.com


DPPOA
Cross-Out


Appendix E

INTENTIONALLY LEFT BLANK



REPLACEMENT RESERVE REPORT

DRUM POINT SPECIAL TAX DISTRICT
LusBY, MARYLAND

Scope. The Drum Point Special Tax District applies to those
components within the Drum Point Property Owners’ Association
community, funded through the Special Tax District (STD). The Drum
Point Property Owners Association is located in Lusby, Maryland. Drum
Point was developed in 1947 and continues to grow today. The
community consists of sixteen hundred lots with approximately 845
single family homes. The survey examined the common elements of the
property, including:

e Asphalt roadway, causeways and swales.

Level of Service. This study has been performed as a Level Il Update,
With Site Visit/On-Site Review as defined under the National Reserve
Study Standards that have been adopted by the Community
Associations Institute. As such, the component inventory is based on
the study that was performed Miller Dodson & Associates January 30,
2007. This information was adjusted to reflect changes to the inventory
that were provided by the community manager, and the quantities were
adjusted accordingly from field measurement. The condition of all
commonly-owned components was ascertained from a site visit and the
visual inspection of each component by the Analyst. The life expectancy
and the value of components are provided based in part on these
observations. The fund status and funding plan have been derived from
analysis of this data.
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Purpose. The purpose of this Replacement Reserve Study is to provide the Drum Point Property Owners
Association (hereinafter called the Association) with an inventory of the common community facilities and
infrastructure components that require periodic replacement. The Study includes a general view of the
condition of these items and an effective financial plan to fund projected periodic replacements.

e Inventory of ltems Owned by the Association. Section B Replacement Reserve Inventory lists the
Projected Replacements of the commonly owned items that require periodic replacement using
funding from Replacement Reserves. The Replacement Reserve Inventory also provides information
about excluded items, which are items whose replacements are not scheduled for funding from
Replacement Reserves.

e Condition of Items Owned by the Association. Section B Replacement Reserve Inventory
includes our estimates of the normal economic life and the remaining economic life for the projected
replacements. Section C Calendar of Projected Annual Replacements provides a year-by-year listing
of the projected replacements. Section D Condition Assessment provides additional detail for items
that are unique or deserving of attention because of their condition or the manner in which they have
been treated in this Study.

e Financial Plan. The Association has a fiduciary responsibility to protect the appearance, value, and
safety of the property and it is therefore essential the Association have a financial plan that provides
funding for the projected replacements. In conformance with American Institute of Certified Public
Accountant guidelines, Section A Replacement Reserve Analysis evaluates the current funding of
Replacement Reserves as reported by the Association and recommends annual funding of
Replacement Reserves by two generally accepted accounting methods; the Cash Flow Method and
the Component Method. Section A Replacement Reserve Analysis includes graphic and tabular
presentations of these methods and current Association funding. An Executive Summary of these
calculations is provided on Page Al.

Basis. The data contained in this Replacement Reserve Study is based upon the following:
e The Request for Proposal submitted and executed by the Association.

e Our visual evaluation and measurements on April 11, 2010. Miller - Dodson Associates has visually
inspected the common elements of the property in order to ascertain the remaining useful life and the
replacement costs of these components.

Engineering Drawings. No architectural drawings or engineering site plans were available for review in
connection with this study. We recommend the Association assemble a library of site and building plans
of the entire community. Reproducible drawings should be stored and kept in a secure fireproof location.
The Association will find these drawings to be a valuable resource in planning and executing future
projects.

Current Funding. This reserve study has been prepared for Fiscal Year 2012 covering the period from
June 1, 2012 to May 31, 2013. The Replacement Reserves anticipated to be on deposit as of June 1,
2012 are reported to be $0. The planned contribution for the fiscal year is $0.

The balance and contribution figures have been supplied by representatives from the Board of Directors.
Confirmation or audit of these figures is beyond the scope of the study. For the purposes of this study, it
is assumed that the annual contribution will be deposited at the end of each month.
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Miller + Dodson Associates, Inc. Replacement Reserve Analysis - Page Al

Drum Point Special Tax District Revised August 3, 2011
1083404DRUM POI12

EXECUTIVE SUMMARY

The Drum Point Special Tax District Replacement Reserve Inventory identifies 15 Projected Replacements for
funding from Replacement Reserves, with an estimated one-time replacement cost of $1,931,289.

The Replacement Reserve Analysis calculates recommended funding of Replacement Reserves by the two generally
accepted methods, the Cash Flow Method and the Component Method. The Analysis also evaluates current funding
of Replacement Reserves, as reported by the Association. The calculations and evaluation are summarized below:

CASH FLOW METHOD MINIMUM ANNUAL FUNDING OF REPLACEMENT RESERVES IN
THE STUDY YEAR, 2012.

$7.32 Per unit (average), minimum monthly funding of Replacement Reserves

The Cash Flow Method (CFM) calculates Minimum Annual Funding of Replacement Reserves that will fund
Projected Replacements identified in the Replacement Reserve Inventory from a common pool of Replacement
Reserves and prevent Replacement Reserves from dropping below a Minimum Recommended Balance.

CFM - Minimum Annual Funding remains the same between peaks in cumulative expenditures called Peak Years.
The first Peak Year occurs in 2013 and the CFM - Minimum Annual Funding of Replacement Reserves in

2014 declines to $114,430 ($5.96 per unit, per month), after the completion of $184,430 of

replacements in 2012 to 2013.

A subsequent Peak Year and decline in the Cash Flow Method, Minimum Annual Funding, occurs in 2034.

@) $140,497

COMPONENT METHOD RECOMMENDED ANNUAL FUNDING OF REPLACEMENT
RESERVES IN THE STUDY YEAR, 2012.

$10.68 Per unit (average), recommended monthly funding of Replacement Reserves
The Component Method is a time tested and very conservative funding model developed by HUD in the early 1980's.

The Component Method treats each projected replacement in the Replacement Reserve Inventory as a separate
account. Deposits are made to each individual account, where funds are held for exclusive use by that item.

Based on this funding model, the Association has a Current Funding Objective of $308,084.
The Association reports having NO Replacement Reserves on Deposit ($0 Starting Balance).

$205,087

CURRENT ANNUAL FUNDING OF REPLACEMENT RESERVES
. None L
(as reported by the Association).
$0.00 Per unit (average), reported current monthly funding of Replacement Reserves

The evaluation of Current Funding, as reported by the Association, has calculated that if the Association
continues to fund Replacement Reserves at the current level, there will NOT be adequate funds for Projected
Replacements in 29 years of the 30-year Study Period, and a maximum shortfall of $-2,868,270 occurs in 2041.

Pages A2 and A3 explain the Study Year, Study Period, Adjustments (interest & inflation), Beginning Balance, and Projected Replacements. Pages A4 to A9
explain in more detail the calculations associated with the Cash Flow Method, Component Method, and Current Funding.

REPLACEMENT RESERVE STATUS AND FUNDING PLAN

The Association reports that they are not currently funding Replacement Reserves.

We recommend the Association adopt a Replacement Reserve Funding Plan based on the Cash Flow Method or the
Component Method, to ensure that adequate funding is available throughout the 30-Year Study Period for the
$2,868,270 of Projected Replacements listed in the Drum Point Special Tax District Replacement Reserve Inventory.
The Funding Plan should be professionally evaluated every three to five years or after completion of each major
replacement project. The Board of Directors has a fiduciary responsibility to review the Funding Plan annually and
should consider annual increases in Replacement Reserve funding at least equal to the Consumer Price Index.
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REPLACEMENT RESERVE ANALYSIS - GENERAL INFORMATION

The Drum Point Special Tax District Replacement Reserve Analysis calculations of recommended funding of
Replacement Reserves by the Cash Flow Method and the Component Method, and the evaluation of the Current
Funding, are based upon the same General Information; including the Study Year, Study Period, Adjustments (for
interest, inflation, and/or a constant increase in annual funding), Beginning Balance, and Projected Replacements:

STUDY YEAR
The Association reports that their accounting year begins on January 1, and the Study Year, the first year evaluated
by the Replacement Reserve Analysis, begins on January 1, 2012.

STUDY PERIOD
The Replacement Reserve Analysis evaluates the funding of Replacement Reserves over a 30-year Study Period
that begins on January 1, 2012.

ADJUSTMENTS
The calculations in this Replacement Reserve Analysis do not account for interest earned on Replacement Reserves,
the effects of inflation on the costs of Projected Replacements, or a constant annual increase in Annual Funding
of Replacement Reserves. If requested, we will provide a Replacement Reserve Analysis with adjustments for
inflation, interest, and/or a constant annual increase in funding, using values provided by the Association.

BEGINNING BALANCE
The Association reports Replacement Reserves on Deposit totaling $0 at the start of the Study Year.

Graph #1. Annual Expenditures for Projected Replacements
This bar graph summarizes annual expenditures for the $2,868,270 of Projected Replacements identified in the Replacement Reserve Inventory over the
30-year Study Period. The red line shows the average annual expenditure of $95,609.
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PROJECTED REPLACEMENTS
The Drum Point Special Tax District Replacement Reserve Inventory (Section B) identifies 15 Projected
Replacements with a one-time Replacement Cost of $1,931,289 and replacements totaling $2,868,270 over the
30-year Study Period. Projected Replacements are the replacement of commonly-owned items that:
require periodic replacement and
whose replacement is to be funded from Replacement Reserves.

The Replacement Reserve Inventory also identifies 35 Excluded ltems. Expenditures for the replacement of these
items are NOT scheduled for funding from Replacement Reserves. The accuracy of the calculations made in the
Replacement Reserve Analysis is dependent on expenditures NOT being made for Excluded Items. The rationale
behind these exclusions is discussed in detail on Page B1.

Expenditures from Replacements Reserves should be made only after consultation with an accounting professional.

The Section B - Replacement Reserve Inventory, contains Tables that list each Projected Replacement (and any
Excluded Items) broken down into 8 major categories (Pages B3 to B9). Tables are also included that list each
Projected Replacement by year for each of the 30 years of the Study Period beginning on Page C1.

The accuracy of this Replacement Reserve Analysis is dependent upon expenditures from Replacement Reserves
being made only for the Projected Replacements specifically listed in the Replacement Reserve Inventory.

Graph #2. Comparison of Cumulative Replacement Reserve Funding and Expenditures

The line graph shows Replacement Reserves - Cumulative Receipts over the 30-year Study Period by the Cash Flow Method (red circles), Component
Method (purple diamonds), and the Current Funding Plan as reported by the Association (blue triangles). The bar graph shows the Cumulative
Expenditures necessary to fund the Project Replacements listed in the Replacement Reserve Inventory (Section B) and summarized in Graph #1.
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CASH FLOW METHOD

CASH FLOW METHOD MINIMUM ANNUAL FUNDING OF REPLACEMENT RESERVES IN
THE STUDY YEAR, 2012.

$7.32 Per unit (average), minimum monthly funding of Replacement Reserves

@) $140,497

General. The Cash Flow Method is founded on the concept that the Replacement Reserve Account is solvent if
cumulative receipts always exceed cumulative expenses. The Cash Flow Method calculates a MINIMUM annual
deposit to Replacement Reserves that will:

® Fund all Projected Replacements listed in the Replacement Reserve Inventory (see Section B)
® Prevent Replacement Reserves from dropping below the Minimum Recommended Balance (see Page A-5)
® Allow a constant annual funding level between peaks in cumulative expenditures

Graph #3. Cash Flow Method - Cumulative Receipts and Expenditures Graph
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CASH FLOW METHOD (cont'd)

® Replacement Reserves - Minimum Recommended Balance. The Minimum Recommended Balance is $96,564,
which is 5.0 percent of the one-time replacement cost of the Projected Replacements listed in the Replacement
Reserve Inventory. Unless otherwise noted in the Comments on Page A-9, the Minimum Recommended
Balance has been established by the Analyst based upon an evaluation of the types of items included in the
Replacement Reserve Inventory.

® Peak Years. The Cash Flow Method calculates a constant annual funding of Replacement Reserves between
peaks in cumulative expenditures called Peak Years. In Peak Years, Replacement Reserves on Deposit decline
to the Replacement Reserves - Minimum Recommended Balance discussed in the paragraph above.

First Peak Year. The First Peak Year occurs in 2013, after the completion of $184,430 of replacements
in 2012 to 2013. The Cash Flow Method - Minimum Annual Funding of Replacement Reserves declines from
$140,497 in 2013 to $114,430 in 2014.

Subsequent Peak Year. A subsequent Peak Year and decline in the Cash Flow Method - Minimum Annual Funding,
occurs in: 2034.

® Study Period. The Cash Flow Method calculates the recommended contributions to Replacement Reserves over
the 30-year Study Period. These calculations are based upon a 40-year projection of expenditures for Projected
Replacements to avoid the Replacement Reserve balance dropping to the Minimum Recommended Balance in the
final year of the Study Period.

® Failure to Fund. The Cash Flow Method calculates a MINIMUM annual funding of Replacement Reserves.
Failure to fund Replacement Reserves at the minimum level calculated by the Cash Flow Method will result in
Replacement Reserves not being available for the Projected Replacements listed in the Replacement Reserve
Inventory and/or Replacement Reserves dropping below the Minimum Recommended Balance.

® Adjustment to the Cash Flow Method for interest and inflation. The calculations in this Replacement Reserve
Analysis do not account for interest earned on Replacement Reserves, the effects of inflation of the cost of
Projected Replacements, or a constant annual increase in Annual Funding of Replacement Reserves.

® Comparison of Cash Flow Funding and Average Annual Expenditure. The Average Annual Expenditure for
Projected Replacements listed in the Reserve Inventory over the 30-year Study Period is $95,609 (see Graph #1).
The Cash Flow Method - Minimum Annual Funding of Replacement Reserves in the Study Year is $140,497.
This is 146.9 percent of the Average Annual Expenditure, indicating that the Association is building Replacement
Reserves in advance of the first Peak Year in 2013.

Table #1. Cash Flow Method Data - Years 1 through 30

Year 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
Beginning balance

Minimum annual funding $140,497 $140,497 $114,430 $114,430 $114,430 $114,430 $114,430 $114,430 $114,430 $114,430

Expenditures $184,430 $68,500 $13,940 $184,430
Year end balance $140,497 $96,564 $210,994 $256,924 $371,354 $471,844 $586,274 $516,274 $630,704 $745,134
Minimum recommended balance $96,564 $96,564 $96,564 $96,564 $96,564 $96,564 $96,564 $96,564 $96,564 $96,564
Cumulative expenditures $184,430 $184,430 $252,930 $252,930 $266,870 $266,870 $451,301 $451,301 $451,301
Cumulative receipts $140,497 $280,995 $395,425 $509,855 $624,285 $738,715 $853,145 $967,575 $1,082,005 $1,196,435

First Peak Year

Year 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031
Minimum annual funding $114,430 $114,430 $114,430 $114,430 $114,430 $114,430 $114,430 $114,430 $114,430 $114,430
Expenditures $75,000 $13,940 $184,430 $289,624 $128,000 $289,624 $13,940 $289,624 $184,430
Year end balance $784,564 $885,054 $999,484 $929,484 $754,290 $740,720 $565,526 $666,016 $490,822 $420,822
Minimum recommended balance $96,564 $96,564 $96,564 $96,564 $96,564 $96,564 $96,564 $96,564 $96,564 $96,564
Cumulative expenditures $526,301 $540,241 $540,241 $724,671 $1,014,295 $1,142,295 $1,431,918 $1,445,858 $1,735,482 $1,919,912
Cumulative receipts $1,310,865 $1,425,295 $1,539,725 $1,654,155 $1,768,585 $1,883,015 $1,997,445 $2,111,875 $2,226,305 $2,340,734
Year 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041
Minimum annual funding $114,430 $114,430 $114,430 $109,299 $109,299 $109,299 $109,299 $109,299 $109,299 $109,299
Expenditures $377,924 $289,624 $82,440 $184,430 $13,940
Year end balance $157,328 $271,758 $96,564 $123,423 $232,722 $157,591 $266,890 $376,189 $485,488 $580,846
Minimum recommended balance $96,564 $96,564 $96,564 $96,564 $96,564 $96,564 $96,564 $96,564 $96,564 $96,564
Cumulative expenditures $2,297,836 $2,297,836 $2,587,460 $2,669,900 $2,669,900 $2,854,330 $2,854,330 $2,854,330 $2,854,330 $2,868,270

Cumulative receipts $2,455,164 $2,569,594 $2,684,024 $2,793,323 $2,902,622 $3,011,921 $3,121,220 $3,230,519 $3,339,818 $3,449,117

Second Peak Year
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COMPONENT METHOD

COMPONENT METHOD RECOMMENDED ANNUAL FUNDING OF REPLACEMENT
RESERVES IN THE STUDY YEAR, 2012.

$10.68 Per unit (average), recommended monthly funding of Replacement Reserves

$205,087

General. The Component Method is a time tested and very conservative mathematical model developed by HUD
in the early 1980s. Each of the 15 Projected Replacements listed in the Replacement Reserve Inventory is treated
as a separate account. The Beginning Balance is allocated to each of these individual accounts, as is all
subsequent funding of Replacement Reserves. These funds are "locked" in these individual accounts and are not
available to fund other Projected Replacements. The calculation of the Recommended Annual Funding of
Replacement Reserves is a multi-step process outlined in more detail on Page A7.

Graph #4. Component Method - Cumulative Receipts and Expenditures Graph
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COMPONENT METHOD (cont'd)

Current Funding Objective. A Current Funding Objective is calculated for each of the Projected Replacements
listed in the Replacement Reserve Inventory. Replacement Cost is divided by the Normal Economic Life to
determine the nominal annual contribution. The Remaining Economic Life is then subtracted from the

Normal Economic Life to calculate the number of years that the nominal annual contribution should have

been made. The two values are then multiplied to determine the Current Funding Objective. This is repeated for
each of the 15 Projected Replacements. The total, $308,084, is the Current Funding Objective.

For an example, consider a very simple Replacement Reserve Inventory with one Projected Replacement, a fence
with a $1,000 Replacement Cost, a Normal Economic Life of 10 years, and a Remaining Economic Life of 2 years.
A contribution to Replacement Reserves of $100 ($1,000 + 10 years) should have been made in each of the

previous 8 years (10 years - 2 years). The result is a Current Funding Objective of $800 (8 years x $100 per year).

Funding Percentage. The Funding Percentage is calculated by dividing the Beginning Balance ($0)
by the Current Funding Objective ($308,084). At Drum Point Special Tax District the Funding Percentage is 0.0%

Allocation of the Beginning Balance. The Beginning Balance is divided among the 15 Projected Replacements
in the Replacement Reserve Inventory. The Current Funding Objective for each Projected Replacement is
multiplied by the Funding Percentage and these funds are then "locked" into the account of each item.

If we relate this calculation back to our fence example, it means that the Association has not accumulated $800
in Reserves (the Funding Objective), but rather at 0.0 percent funded, there is $0 in the account for the fence.

Annual Funding. The Recommended Annual Funding of Replacement Reserves is then calculated for each
Projected Replacement. The funds allocated to the account of the Projected Replacement are subtracted from the
Replacement Cost. The result is then divided by the number of years until replacement, and the result is

the annual funding for each of the Projected Replacements. The sum of these is $205,087, the Component Method
Recommended Annual Funding of Replacement Reserves in the Study Year (2012).

In our fence example, the $0 in the account is subtracted from the $1,000 Total Replacement Cost and divided
by the 2 years that remain before replacement, resulting in an annual deposit of $500. Next year, the deposit
remains $500, but in the third year, the fence is replaced and the annual funding adjusts to $100.

Adjustment to the Component Method for interest and inflation. The calculations in the Replacement Reserve
Analysis do not account for interest earned on Replacement Reserves, the effects of inflation of the cost of
Projected Replacements, or a constant annual increase in Annual Funding of Replacement Reserves.

Table #2. Component Method Data - Years 1 through 30

Year 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
Beginning balance

Recommended annual funding $205,087 $205,087 $143,610 $143,610 $129,910 $129,910 $129,910 $129,910 $129,910 $129,910

Expenditures $184,430 $68,500 $13,940 $184,430
Year end balance $205,087 $225,744 $369,355 $444,465 $574,376 $690,346 $820,257 $765,737 $895,647 $1,025,558
Cumulative Expenditures $184,430 $184,430 $252,930 $252,930 $266,870 $266,870 $451,301 $451,301 $451,301
Cumulative Receipts $205,087 $410,174 $553,785 $697,395 $827,306 $957,216 $1,087,127 $1,217,037 $1,346,948 $1,476,858
Year 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031
Recommended annual funding $129,910 $130,592 $130,592 $130,592 $130,592 $125,765 $126,299 $123,743 $123,743 $122,981
Expenditures $75,000 $13,940 $184,430 $289,624 $128,000 $289,624 $13,940 $289,624 $184,430
Year end balance $1,080,468 $1,197,121 $1,327,713 $1,273,875 $1,114,843 $1,112,609 $949,283 $1,059,086 $893,206 $831,756
Cumulative Expenditures $526,301 $540,241 $540,241 $724,671 $1,014,295 $1,142,295 $1,431,918 $1,445,858 $1,735,482 $1,919,912
Cumulative Receipts $1,606,769 $1,737,361 $1,867,953 $1,998,546 $2,129,138 $2,254,903 $2,381,202 $2,504,945 $2,628,688 $2,751,669
Year 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041
Recommended annual funding $122,981 $124,367 $124,367 $126,256 $126,256 $126,256 $126,256 $126,256 $126,256 $126,256
Expenditures $377,924 $289,624 $82,440 $184,430 $13,940
Year end balance $576,813 $701,181 $535,924 $579,740 $705,996 $647,822 $774,078 $900,334 $1,026,590 $1,138,906
Cumulative Expenditures $2,297,836 $2,297,836 $2,587,460 $2,669,900 $2,669,900 $2,854,330 $2,854,330 $2,854,330 $2,854,330 $2,868,270

Cumulative Receipts $2,874,650 $2,999,017 $3,123,384 $3,249,640 $3,375,896 $3,502,152 $3,628,408 $3,754,664 $3,880,920 $4,007,176
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CURRENT FUNDING

. CURRENT ANNUAL FUNDING OF REPLACEMENT RESERVES
None .
(as reported by the Association).

$0.00 Per unit (average), reported current monthly funding of Replacement Reserves

General. Our evaluation of the Current Association Funding assumes that the Association will continue to fund
Replacement Reserves at the current level of $0 per year in each of the 30 years of the Study Period.

Our evaluation is based upon this Replacement Reserve Funding Level, a $0 Beginning Balance, the
Projected Annual Replacement Expenditures shown in Graph #1 and listed in the Replacement Reserve Inventory,
and any interest, inflation rate, or constant annual increase in annual contribution adjustments discussed below.

@ Evaluation. Our calculations have determined that Current Annual Funding of Replacement Reserves, as reported
by the Association, is inadequate to fund Projected Replacement beginning in 2013.

The Current Annual Funding of Replacement Reserves results in insufficient funds to make Projected Replacements
in 29 years of the 30-year Study Period, and a maximum shortfall of $-2,868,270 occurs in 2041.

® Adjustment to the Current Association Funding for interest and inflation. The Calculations in the Replacement
Reserve Analysis do not account for interest earned on Replacement Reserves, the effects of inflation of the
cost of Projected Replacements, or a constant annual increase in Annual Funding of Replacement Reserves.

® Comparison of Current Association Funding and Average Annual Expenditure. The average annual expenditure for
Projected Replacements listed in the Reserve Inventory over the 30-year Study Period is $95,609 (see Graph #1).
Current Association annual funding of Replacement Reserves is $0, or approximately 0 percent of
the Average Annual Expenditure.

Graph #5. Current Association Funding - Cumulative Receipts and Expenditures Graph
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CURRENT FUNDING (cont'd)

Table #3. Current Funding Data - Years 1 through 30

Year 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
Beginning balance
Annual deposit

Expenditures $184,430 $68,500 $13,940 $184,430
Year end balance ($184,430) ($184,430) ($252,930) ($252,930) ($266,870) ($266,870) ($451,301) ($451,301) ($451,301)
Cumulative Expenditures $184,430 $184,430 $252,930 $252,930 $266,870 $266,870 $451,301 $451,301 $451,301
Cumulative Receipts
Year 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031
Annual deposit
Expenditures $75,000 $13,940 $184,430 $289,624 $128,000 $289,624 $13,940 $289,624 $184,430
Year end balance ($526,301) ($540,241) ($540,241) ($724,671) ($1,014,295) ($1,142,295) ($1,431,918) ($1,445,858) ($1,735,482) ($1,919,912)
Cumulative expenditures $526,301 $540,241 $540,241 $724,671 $1,014,295 $1,142,295 $1,431,918 $1,445,858 $1,735,482 $1,919,912
Cumulative receipts
Year 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041
Annual deposit
Expenditures $377,924 $289,624 $82,440 $184,430 $13,940
Year end balance ($2,297,836) ($2,297,836) ($2,587,460) ($2,669,900) ($2,669,900) ($2,854,330) ($2,854,330) ($2,854,330) ($2,854,330) ($2,868,270)
Cumulative Expenditures $2,297,836 $2,297,836 $2,587,460 $2,669,900 $2,669,900 $2,854,330 $2,854,330 $2,854,330 $2,854,330 $2,868,270

Cumulative Receipts

COMMENTS ON THE REPLACEMENT RESERVE ANALYSIS
® This Replacement Reserve Study has been developed in compliance with the Community Associations Institute,
National Reserve Study Standards, for a Level Two - Update (with site visit and on-site review).
® Drum Point Special Tax District has 1600 units. The type of property is a Special Tax District.

® Our calculations assume that Replacement Reserves are not subject to tax.
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REPLACEMENT RESERVE INVENTORY
GENERAL INFORMATION

Drum Point Special Tax District - Replacement Reserve Inventory identifies 50 items. Two types of items are
identified, Projected Replacements and Excluded Items:

® PROJECTED REPLACEMENTS. 15 of the items are Projected Replacements and the periodic
replacements of these items are scheduled for funding from Replacement Reserves. The Projected Replacements
have an estimated one-time replacement cost of $1,931,289. Replacements totaling $2,868,270 are scheduled
in the Replacement Reserve Inventory over the 30-year Study Period.

Projected Replacements are the replacement of commonly owned physical assets that require periodic
replacement and whose replacement is to be funded from Replacement Reserves.

® EXCLUDED ITEMS. 35 of the items are Excluded Items, and expenditures for these items are NOT
scheduled for funding from Replacement Reserves. The accuracy of the calculations made in the Replacement
Reserve Analysis is dependent on expenditures NOT being made for Excluded ltems. The Excluded ltems
are listed in the Replacement Reserve Inventory to identify specific items and categories of items that
are not to be funded from Replacement Reserves. There are multiple categories of items that are typically
excluded from funding by Replacement Reserves, including but not limited to:

Tax Code. The United States Tax Code grants very favorable tax status to Replacement Reserves, conditioned
on expenditures being made within certain guidelines. These guidelines typically exclude maintenance
activities, partial replacements, repairs, capital improvements, and one-time only replacements.

Value. Items with a replacement cost of less that $1,000 are typically excluded from funding from
Replacement Reserves. This exclusion is made to accurately reflect how Replacement Reserves are
administered. If the Association has selected an alternative level, it will be noted in the Replacement Reserve
Inventory - General Comments on Page B2.

Long-lived Items. Items that when properly maintained, can be assumed to have a life equal to the property
as a whole, are typically excluded from the Replacement Reserve Inventory.

Unit improvements. Items located on property owned by a single unit and where the items serve a single
unit are generally assumed to be the responsibility of that unit, not the Association.

Other non-common improvements. Items owned by the local government, public and private utility companies,
the United States Postal Service, Master Associations, state and local highway authorities, etc., may be
installed on property that is owned by the Association. These types of items are generally not the
responsibility of the Association and are excluded from the Replacement Reserve Inventory.

The rationale for the exclusion of an item from funding by Replacement Reserves is discussed in more detail in
the '"Comments' section of it's page of the Replacement Reserve Inventory.

® CATEGORIES. The 50 items included in the Drum Point Special Tax District Replacement Reserve Inventory
are divided into 8 major categories. Each category is printed on a separate page, Pages B3 to B9.

® |LEVEL OF SERVICE. This Replacement Reserve Inventory has been developed in compliance with the standards
established for a Level Two - Update (with site visit and on-site review), as defined by the National Reserve Study
Standards, established in 1998 by Community Associations Institute, which states:

Level Il Studies are based entirely on the component inventory from a prior study. This information
is adjusted to reflect changes to the inventory that are provided by the property manager, and the
guantities are adjusted accordingly from field measurement and/or quantity takeoffs from to-scale
drawings that are made available to us. The condition of all components is ascertained from a site
visit and the visual inspection of each component by the analyst. The life expectancy and the value
of components are provided based in part on these observations and the fund status and funding
plan are derived from analysis of this data.
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REPLACEMENT RESERVE INVENTORY - GENERAL INFORMATION (cont'd)

® INVENTORY DATA. Each of the 15 Projected Replacements listed in the Replacement Reserve Inventory
includes the following data:

Item Number. The Item Number is assigned sequentially and is intended for identification purposes only.

Item Description. We have named each item included in the Inventory. Where the name of the item
and the category are not sufficient to specifically identify the item, we have included additional
information in the Comments section at the bottom of the page.

Units. We have used standard abbreviations to identify the number of units including SF-square feet, FT-feet,
SY-square yard, LS-lump sum, EA-each, and PR-pair. Nonstandard abbreviations are noted in the
Comments section on the page on which the abbreviation is used.

Number of Units. The methods used to develop the quantities are discussed in "Level of Service" above.

Unit Replacement Cost. We use three sources to develop the unit cost data shown in the Inventory; actual
replacement cost data provided by the client, industry standard estimating manuals, and a cost database
that we have developed based upon our detailed interviews with contractors and service providers who are
specialists in their respective lines of work. In addition, trends in the Producers Price Index (PPI), labor
rates, and transportation costs are monitored and considered. This cost database is reviewed and
updated regularly by Miller Dodson and biannually by an independent professional cost estimating firm.

Normal Economic Life (Yrs). The number of years that a new and properly installed item should be
expected to remain in service.

Economic Life Remaining (Yrs). The estimated number of years before an item will need to be
replaced. In "normal” conditions, this could be calculated by subtracting the age of the item from the
Normal Economic Life of the item, but only rarely do physical assets age "normally". Some items
may have longer or shorter lives depending on many factors such as environment, initial quality of the
item, maintenance, etc.

Total Replacement Cost. This is calculated by multiplying the Unit Replacement Cost by the Number of Units.

Each of the 35 Excluded Items includes the ltem Description, Units, and Number of Units. Many of the
Excluded Items are listed as a 'Lump Sum' with a quantity of 1. For the Excluded ltems, this indicates that
all of the items identified by the 'ltem Description' are excluded from funding by Replacement Reserves.

® REVIEW OF EXPENDITURES. All expenditures from Replacement Reserves should be made only after
consultation with an accounting professional.

® PARTIAL FUNDING. Items may have been included in the Replacement Reserve Inventory at less than
100 percent of their full quantity and/or replacement cost. This is done on items that will never be replaced
in their entirety, but which may require periodic replacements over an extended period of time. The assumptions
that provide the basis for any partial funding are noted on in the Comments section.

REPLACEMENT RESERVE INVENTORY - GENERAL COMMENTS

® PLEASE NOTE: For inventory items with a Remaining Economic Life greater than 40 years, the replacement
projections fall outside this study's limits and are not included in the annual calculations. However, tracking these
items over time will bring them within the 40 year window and they will be included in the future.
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ITEM
#

SITE COMPONENTS
PROJECTED REPLACEMENTS

UNIT NORMAL REMAINING
ITEM NUMBER REPLACEMENT ECONOMIC ECONOMIC
DESCRIPTION UNIT OF UNITS COST ($) LIFE (YRS) LIFE (YRS)
Asphalt pavement, overlay (20%) sf 273,230 $1.06 20 14
Asphalt pavement, rejuvenation sf 273,230 $0.14 6 1
Asphalt pavement, overlay (20%) sf 273,230 $1.06 20 16
Asphalt pavement, rejuvenation sf 273,230 $0.14 6 1
Asphalt pavement, overlay (20%) sf 273,230 $1.06 20 18
Asphalt pavement, rejuvenation sf 273,230 $0.14 6 1
Asphalt pavement, overlay (20%) sf 273,230 $1.06 20 20
Asphalt pavement, rejuvenation sf 273,230 $0.14 6 1
Asphalt pavement, overlay (20%) sf 273,230 $1.06 20 22
Asphalt pavement, rejuvenation sf 273,230 $0.14 6 1
Asphalt patching (3%) of phase sf 8,200 $1.70 6 5
Swale reconst.,culvert replace. (20%) Is 1 $75,000.00 10 10
Causeway reconstruction, (10%) If 320 $400.00 15 15
W-beam guardrail 10% If 190 $70.00 10 20
Anchor pond, dredging cy 1,370 $50.00 20 3

SITE COMPONENTS - Replacement Costs - Subtotal

REPLACEMENT
COST (8)

$289,624
$36,886

$289,624
$36,886

$289,624
$36,886

$289,624
$36,886

$289,624
$36,886

$13,940

$75,000

$128,000

$13,300

$68,500
$1,931,289

SITE COMPONENTS
COMMENTS

® We have assumed that the Association will replace the asphalt pavement by the installation of a 2 inch thick overlay.
Minor repairs (5 to 10 percent of the total area) to the base materials and bearing soils beneath the pavement are included
in the cost shown above.Asphalt pricing will vary in future. Three contractors provided pricing for this report. The current

pricing ranged from $.95 to $1.20 per square foot. Rejuventation estimate provided by Total Asphalt.

05/25/11 - Swale reconstruction costs are predicated on historical figures. The replacement reserve funding to enable
reconstruction of approximately 2% of community swales, annually, including replacement of damage culvert. Funding is

cyclical to accomodate the on-going reconstruction and efforts to mitigate stormwater concerns.

Causeway reconstruction and shoreline revetment allowance to enable approx. 1% replacement per year.
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VALUATION EXCLUSIONS
EXCLUDED ITEMS

UNIT NORMAL REMAINING
ITEM ITEM NUMBER REPLACEMENT ECONOMIC ECONOMIC REPLACEMENT
# DESCRIPTION UNIT OF UNITS COST ($) LIFE (YRS) LIFE (YRS) COST ($)
Site lighting fixtures Is 1 EXCLUDED
Property identification signage Is 1 EXCLUDED
Miscellaneous signage Is 1 EXCLUDED

VALUATION EXCLUSIONS
COMMENTS

® Valuation Exclusions. For ease of administration of the Replacement Reserves and to reflect accurately how
Replacement Reserves are administered, items with a dollar value less than $1,000.00 have not been scheduled for
funding from Replacement Reserves. Examples of items excluded from funding by Replacement Reserves by this
standard are listed above.

® The list above exemplifies exclusions by the cited standard(s) and is not intended to be comprehensive.
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LONG-LIFE EXCLUSIONS
EXCLUDED ITEMS

ITEM ITEM
# DESCRIPTION

Masonry features
Miscellaneous culverts
Building foundation(s)
Concrete floor slabs (interior)
Wall, floor, & roof structure

NUMBER
OF UNITS

[ I U G

UNIT NORMAL  REMAINING
REPLACEMENT ~ ECONOMIC ~ ECONOMIC REPLACEMENT
COST ($) LIFE (YRS) LIFE (YRS) COST ($)

EXCLUDED
EXCLUDED
EXCLUDED
EXCLUDED
EXCLUDED

LONG-LIFE EXCLUSIONS
COMMENTS

® Long Life Exclusions. Components that when properly maintained, can be assumed to have a life equal to the property as
a whole, are normally excluded from the Replacement Reserve Inventory. Examples of items excluded from funding by

Replacement Reserves by this standard are listed above.

® Exterior masonry is generally assumed to have an unlimited economic life but periodic repointing is required and we have
included this for funding in the Replacement Reserve Inventory.

® The list above exemplifies exclusions by the cited standard(s) and is not intended to be comprehensive.
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UNIT IMPROVEMENTS EXCLUSIONS
EXCLUDED ITEMS

ITEM
#

ITEM
DESCRIPTION

Domestic water pipes serving one unit
Sanitary sewers serving one unit
Electrical wiring serving one unit
Cable TV service serving one unit
Telephone service serving one unit
Gas service serving one unit

Driveway on an individual lot
Apron on an individual lot
Sidewalk on an individual lot
Stairs on an individual lot
Retaining wall on an individual lot
Fence on an individual lot

Dock on an individually lot

UNIT NORMAL  REMAINING

NUMBER REPLACEMENT ~ ECONOMIC ~ ECONOMIC REPLACEMENT

UNIT OF UNITS COST ($) LIFE (YRS) LIFE (YRS) COST ($)
Is 1 EXCLUDED
Is 1 EXCLUDED
Is 1 EXCLUDED
Is 1 EXCLUDED
Is 1 EXCLUDED
Is 1 EXCLUDED
Is 1 EXCLUDED
Is 1 EXCLUDED
Is 1 EXCLUDED
Is 1 EXCLUDED
Is 1 EXCLUDED
Is 1 EXCLUDED
Is 1 EXCLUDED

UNIT IMPROVEMENTS EXCLUSIONS
COMMENTS

® Unitimprovement Exclusions. We understand that the elements of the project that relate to a single unit are the
responsibility of that unit owner. Examples of items excluded from funding by Replacement Reserves by this standard are

listed above.

® The list above exemplifies exclusions by the cited standard(s) and is not intended to be comprehensive.
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UTILITY EXCLUSIONS
EXCLUDED ITEMS

ITEM ITEM
# DESCRIPTION

Primary electric feeds

Electric transformers

Cable TV systems and structures
Telephone cables and structures
Gas mains and meters

Wells*

Sanitary sewers, septic systems

Stormwater management system

UNIT NORMAL  REMAINING

NUMBER REPLACEMENT ~ ECONOMIC ~ ECONOMIC REPLACEMENT

UNIT OF UNITS COST ($) LIFE (YRS) LIFE (YRS) COST ($)
Is 1 EXCLUDED
Is 1 EXCLUDED
Is 1 EXCLUDED
Is 1 EXCLUDED
Is 1 EXCLUDED
Is 1 EXCLUDED
Is 1 EXCLUDED
Is 1 EXCLUDED

UTILITY EXCLUSIONS
COMMENTS

@ Utility Exclusions. Many improvements owned by utility companies are on property owned by the Association. We have
assumed that repair, maintenance, and replacements of these components will be done at the expense of the appropriate
utility company. Examples of items excluded from funding Replacement Reserves by this standard are listed above.

® *Well located at association building is included in the replacement reserve analysis.

® The list above exemplifies exclusions by the cited standard(s) and is not intended to be comprehensive.
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MAINTENANCE AND REPAIR EXCLUSIONS
EXCLUDED ITEMS

ITEM ITEM NUMBER
# DESCRIPTION UNIT OF UNITS
Cleaning of asphalt pavement Is 1

Crack sealing of asphalt pavement Is 1
Landscaping and site grading Is 1
Partial replacements Is 1
Capital improvements Is 1

UNIT NORMAL  REMAINING
REPLACEMENT ~ ECONOMIC ~ ECONOMIC REPLACEMENT
COST ($) LIFE (YRS) LIFE (YRS) COST ($)

EXCLUDED
EXCLUDED

EXCLUDED

EXCLUDED
EXCLUDED

MAINTENANCE AND REPAIR EXCLUSIONS
COMMENTS

® Maintenance activities, one-time-only repairs, and capital improvements. These activities are NOT appropriately funded
from Replacement Reserves. The inclusion of such component in the Replacement Reserve Inventory could jeopardize
the special tax status of ALL Replacement Reserves, exposing the Association to significant tax liabilities. We
recommend that the Board of Directors discuss these exclusions and Revenue Ruling 75-370 with a Certified Public

Accountant.

® Examples of items excluded from funding by Replacement Reserves by this standard are listed above.

® The list above exemplifies exclusions by the cited standard(s) and is not intended to be comprehensive.




Appendix E

Miller + Dodson Associates, Inc. Replacement Reserve Inventory - Page B9

Drum Point Special Tax District Revised August 3, 2011
1083404DRUM POI12

GOVERNMENT EXCLUSIONS
EXCLUDED ITEMS

UNIT NORMAL REMAINING
ITEM ITEM NUMBER REPLACEMENT ECONOMIC ECONOMIC REPLACEMENT
# DESCRIPTION UNIT OF UNITS COST ($) LIFE (YRS) LIFE (YRS) COST ($)
Government, roadways & parking Is 1 EXCLUDED

GOVERNMENT EXCLUSIONS
COMMENTS

® Government Exclusions. We have assumed that some of the improvements installed on property owned by the

Association will be maintained by the state, county, or local government, or other association or other responsible entity.
Examples of items excluded from funding by Replacement Reserves by this standard are listed above.

® Excluded right-of-ways, including Rousby Hall Rd., Barreda Blvd., Chestnut Drive west of Barreda Blvd., and portion of
Dogwood Drive, and adjacent properties.

® The list above exemplifies exclusions by the cited standard(s) and is not intended to be comprehensive.
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PROJECTED ANNUAL REPLACEMENTS

GENERAL INFORMATION
CALENDAR OF ANNUAL REPLACEMENTS. The 15 Projected Replacements in the Drum Point Special Tax District
Replacement Reserve Inventory whose replacement is scheduled to be funded from Replacement Reserves are
broken down on a year-by-year basis, beginning on Page C2.

REPLACEMENT RESERVE ANALYSIS AND INVENTORY
POLICIES, PROCEDURES, AND ADMINISTRATION

® REVISIONS. Revisions will be made to the Replacement Reserve Analysis and Replacement Reserve Inventory
in accordance with the written instructions of the Board of Directors. No additional charge is incurred for the
first revision, if requested in writing within three months of the date of the Replacement Reserve Study. It is our
policy to provide revisions in electronic (Adobe PDF) format only.

® TAX CODE. The United States Tax Code grants favorable tax status to a common interest development (CID)
meeting certain guidelines for their Replacement Reserve. If a CID files their taxes as a 'Corporation’ on
Form 1020 (IRC Section 277), these guidelines typically require maintenance activities, partial replacements,
minor replacements, capital improvements, and one-time only replacements to be excluded from Reserves.
A CID cannot commingle planning for maintenance activities with capital replacement activities in the Reserves
(Revenue Ruling 75-370). Funds for maintenance activities and capital replacements activities must be held in
separate accounts. If a CID files taxes as an "Exempt Homeowners Association" using Form 1020H (IRC
Section 528), the CID does not have to segregate these activities. However, because the CID may elect to
change their method of filing from year to year within the Study Period, we advise using the more restrictive
approach. We further recommend that the CID consult with their Accountant and consider creating separate
and independent accounts and reserves for large maintenance items, such as painting.

® CONFLICT OF INTEREST. Neither Miller - Dodson Associates nor the Reserve Analyst has any prior or existing
relationship with this Association which would represent a real or perceived conflict of interest.

® RELIANCE ON DATA PROVIDED BY THE CLIENT. Information provided by an official representative of the
Association regarding financial, physical conditions, quality, or historical issues is deemed reliable.

® INTENT. This Replacement Reserve Study is a reflection of the information provided by the Association and the
visual evaluations of the Analyst. It has been prepared for the sole use of the Association and is not for the
purpose of performing an audit, quality/forensic analyses, or background checks of historical records.

® PREVIOUS REPLACEMENTS. Information provided to Miller - Dodson Associates regarding prior replacements
is considered to be accurate and reliable. Our visual evaluation is not a project audit or quality inspection.

® UPDATING. In the first two or possibly three years after the completion of a Level One Replacement Reserve
Study, we recommend the Association review and revise the Replacement Reserve Analysis and Inventory
annually to take into account replacements which have occurred and known changes in replacement costs.
This can frequently be handled as a Level Two or Level Three Study (as defined by the Community Associations
Institute), unless the Association has completed major replacement projects. A full analysis (Level One)
based on a comprehensive visual evaluation of the site should be accomplished every three to five years or
after each major replacement project.

® EXPERIENCE WITH FUTURE REPLACEMENTS. The Calendar of Annual Projected Replacements, lists
replacements we have projected to occur over the next thirty years, begins on Page C2. Actual experience in
replacing the items may differ significantly from the cost estimates and time frames shown because of conditions
beyond our control. These differences may be caused by maintenance practices, inflation, variations in pricing
and market conditions, future technological developments, regulatory actions, acts of God, and luck. Some
items may function normally during our visual evaluation and then fail without notice.

® REVIEW OF THE REPLACEMENT RESERVE STUDY. For this study to be effective, it should be reviewed by
the Drum Point Special Tax District Board of Directors, those responsible for the management of the items
included in the Replacement Reserve Inventory, and the accounting professionals employed by the Association.
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PROJECTED REPLACEMENTS - YEARS ONE TO FIFTEEN

Item 2012 $ Item 2013 $ Item 2014 $
2 Asphalt pavement, rejuvena $36,886
4 Asphalt pavement, rejuvena $36,886
6  Asphalt pavement, rejuvena $36,886
8  Asphalt pavement, rejuvena $36,886
10  Asphalt pavement, rejuvena $36,886
No Scheduled Replacements Total Scheduled Replacements $184,430 No Scheduled Replacements
Item 2015 $ Item 2016 $ Item 2017 $
15 Anchor pond, dredging $68,500 11 Asphalt patching (3%) of phi $13,940
Total Scheduled Replacements $68,500 No Scheduled Replacements Total Scheduled Replacements $13,940
Item 2018 $ Item 2019 $ Item 2020 $
2 Asphalt pavement, rejuvena $36,886
4 Asphalt pavement, rejuvena $36,886
6  Asphalt pavement, rejuvena $36,886
8  Asphalt pavement, rejuvena $36,886
10  Asphalt pavement, rejuvena $36,886
No Scheduled Replacements Total Scheduled Replacements $184,430 No Scheduled Replacements
Item 2021 $ Item 2022 $ Item 2023 $
12 Swale reconst.,culvert replac $75,000 11 Asphalt patching (3%) of ph: $13,940
No Scheduled Replacements Total Scheduled Replacements $75,000 Total Scheduled Replacements $13,940
Item 2024 $ Item 2025 $ Item 2026 $
2 Asphalt pavement, rejuvena $36,886 1 Asphalt pavement, overlay ( $289,624
4 Asphalt pavement, rejuvena $36,886
6  Asphalt pavement, rejuvena $36,886
8  Asphalt pavement, rejuvena $36,886
10  Asphalt pavement, rejuvena $36,886
No Scheduled Replacements Total Scheduled Replacements $184,430 Total Scheduled Replacements $289,624
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PROJECTED REPLACEMENTS - YEARS SIXTEEN TO THIRTY

ltem 2027 $ Item 2028 $ Item 2029 $
13  Causeway reconstruction, (1 $128,000 3 Asphalt pavement, overlay ( $289,624 11 Asphalt patching (3%) of phi $13,940
Total Scheduled Replacements $128,000 Total Scheduled Replacements $289,624 Total Scheduled Replacements $13,940
Item 2030 $ Item 2031 $ Item 2032 $
5  Asphalt pavement, overlay ( $289,624 2 Asphalt pavement, rejuvena $36,886 7  Asphalt pavement, overlay ( $289,624
4 Asphalt pavement, rejuvena $36,886 12 Swale reconst.,culvert replac $75,000
6  Asphalt pavement, rejuvena $36,886 14  W-beam guardrail 10% $13,300
8  Asphalt pavement, rejuvena $36,886
10  Asphalt pavement, rejuvena $36,886
Total Scheduled Replacements $289,624 Total Scheduled Replacements $184,430 Total Scheduled Replacements $377,924
Item 2033 $ Item 2034 $ Item 2035 $
9  Asphalt pavement, overlay ( $289,624 11 Asphalt patching (3%) of phi $13,940
15  Anchor pond, dredging $68,500
No Scheduled Replacements Total Scheduled Replacements $289,624 Total Scheduled Replacements $82,440
ltem 2036 $ Item 2037 $ Item 2038 $
2 Asphalt pavement, rejuvena $36,886
4 Asphalt pavement, rejuvena $36,886
6  Asphalt pavement, rejuvena $36,886
8  Asphalt pavement, rejuvena $36,886
10  Asphalt pavement, rejuvena $36,886
No Scheduled Replacements Total Scheduled Replacements $184,430 No Scheduled Replacements
Item 2039 $ Item 2040 $ Item 2041 $
11 Asphalt patching (3%) of phi $13,940
No Scheduled Replacements No Scheduled Replacements Total Scheduled Replacements $13,940
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CONDITION ASSESSMENT

General Comments. Miller — Dodson Associates conducted a Reserve Study at Drum Point community
in April 2011. Drum Point was in above average condition for a property association community
constructed in 1947. A review of the Replacement Reserve Inventory will show that we are anticipating
most of the components achieving their normal economic lives.

The following comments pertain to the larger, more significant components in the Replacement Reserve
Inventory and to those items that are unique or deserving of attention because of their condition or the
manner in which they have been treated in the Replacement Reserve Analysis or Inventory.

SITE IMPROVEMENTS

Roadway at causeway with guard rail Typical roadway surface

Asphalt Pavement. In general, the asphalt pavement is in very good condition with limited cracking,
alligatoring, or deterioration. The Association maintains an inventory of approximately 15.22 miles of
roadway, or 1,366,000 square feet. The asphalt roads were resurfaced in 2006. The association has
conducted a survey of roads, tracking and assessing conditions. The survey classifies roadway based
upon of level of usage to anticipate resurfacing scheduling. The replacement reserve divides resurface
funding into five equal phases, with replacement over an eight year period. The first resurfacing phase is
scheduled in 14 years. It was noted maintenance of Chestnut Drive and Dogwood Drive are divided
between the Property Owners’ Association and the County. The DPPOA’s roadways appear to be in
better condition.

Pricing used in the study is based local price quotes. Four local firms were surveyed and provided the
following pricing: Harry Gorman Paving $1.20 sq. ft., Reliable Contractors $1.09 sq. ft., Great Mills
Trading Post $1.00 sqg. ft. and A-Z Contracting $.95 per square foot. Prices quoted were for a two-inch
overlay. Future asphalt pricing will vary with volatility in petroleum market and should be periodically
monitored to maintain accuracy of funding projections.

As a rule of thumb, asphalt should be overlayed when approximately five percent of the surface area has
become cracked or has failed. The normal service life of asphalt pavement is typically 18 to 20 years.

In order to maintain the condition of the pavement throughout the community and to ensure the longest
life of the asphalt, we recommend a systematic and comprehensive maintenance program that includes:
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1. Crack Sealing. All cracks should be sealed with an appropriate sealing compound to prevent
water infiltration through the asphalt compound into the base. This repair should be done
annually. This is an entirely different process from the seal coating discussed below. Crack
sealing is normally considered a maintenance activity and is not funded from Reserves. Areas of
extensive cracking or deterioration that cannot be made watertight by crack sealing should be cut
out and patched.

2. Cleaning. Long-term exposure to oil or gas breaks down asphalt. Because this asphalt
pavement is generally not used for long term parking, it is unlikely that frequent cleaning will be
necessary. When necessary, spill areas should be cleaned, or if deterioration has penetrated the
asphalt, patched. This is a maintenance activity, and we have assumed that it will not be funded
from Reserves.

3. Rejuvenation is scheduled to be applied to all road surfaces each six years. For this maintenance
activity to be effective in extending the life of the asphalt, crack sealing and cleaning of the
asphalt as discussed above should be completed first. Given replacement schedule, association
may consider limit seal coat application to portions out of asphalt replacement cycle. The
association has been conscientious in maintaining roads with periodic rejuvenation. Traditional
seal coatings are simply paints which treat surface area and are minimally effective. Newer
material such as those from Total Asphalt Management and Asphalt Restoration Technology Inc.
are penetrating solutions. These products are engineered to re-moisturize and rejuvenate asphalt
elasticity.

The resource link on our website provides insight into the general terms and concerns including
maintenance related pros’ and con’s which help the Association understand management of asphalt
pavements: http://madareserves.com/resources/link/site-components.

Pricing used in the study is based on a recent contract for a two-inch overlay and reflects the current local
market.

Damaged culvert Replaced tidal pond culvert & headwall at
causeway

Swale Reconstruction, Culvert Replacement. The association has an on-going program for swale
reconstruction and culvert replacement, covering both roadway and driveway culverts. The association’s
road committee has surveyed of conditions, assessing problem sources and location developing best
practices management to correct issues. Properly channeling run-off is critical in storm water
management. Keeping water off roadways extends asphalt economic life. Approximately 20% of the
culverts and swales have been addressed to date. Reserve funding for reconstruction of remaining 80%,
has been included in the analysis as a cyclical expenditure of 20% every 10 years, or (2% per year).


http://madareserves.com/resources/link/site-components�
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Causeway Reconstruction. The causeways are in
excellent condition, Bay Drive at Lake Place, was rebuilt with
FEMA funds after hurricane damage. The causeway
separates tidal pond from the bay, water flows through 307,
smooth rubber pipe supported by headwalls. Reserve
funding is included for cyclical reconstruction of causeways
at approximately 10% every 15 years, (less than 1% per
year), starting in 2027.

Causeway asphalt and revetment

Pond Siltation. Anchor Pond at Anchor and Raine Drive
has been identified by MDE to be in need of dredging. This
pond has a surface area of approximately 37,400 square
feet. The pond has accumulated silt and over time and lost
capacity to store storm water at design levels. This could
result in overflows and minor local flooding conditions.
Accordingly, the ‘pond’ will require periodic dredging until
source of siltation is identified and stopped.

Estimates of cost and the frequency of dredging the ponds
are a function of many variables, including the volume of the
pond, the siltation rate, the nature of the material being
removed, the method of removal, and the haul distance to a ] ]
site that will accept the spoil material. Most of this Anchor pond riser and guard rail
information is unknown and must be assumed for the

purpose of Reserve Study planning. The rate of siltation and the cost of periodically dredging the ponds
to remove this material are very speculative and will vary greatly with local conditions.

As a rule of thumb, dredging should be accomplished when approximately one third of the volume of the
pond has been filled with silt. In the absence of accurate information about the original depth of the pond
and the local siltation rate, we have assumed that it will be necessary to remove one cubic yard of
material over one third of the pond area every 20 years. We have assumed that the material being
removed is free of heavy metals and hydrocarbons, and that it will be accepted as fill at a local landfill.
The cost to remove, haul and dispose of the material is estimated at $50 to $90per cubic yard. A more
accurate prediction will require a hydrologic analysis and testing of the silt for contaminants, which is
beyond the scope of our study.

Because of the significance of the cost of this work in establishing the correct reserve contribution, it is
recommended that the Association undertake studies to refine the information and replace the
assumptions we have had to make with more factual information as a basis for the estimates.

We recommend the following:

o Periodically remove accumulated debris and vegetation growing in the ponds.

e Survey the ponds to establish the current profile of the bottom. After five years of operation, have the
pond re-surveyed to establish new depths to determine the local siltation rate. This will establish the
frequency required for periodic dredging.

e Periodically sample and test for contaminants.

e Consult with local contractors to determine the cost of removing and disposing of the spoil once its
nature is known. Firms that specialize in this work include:
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Retention Pond Services, Inc.
P.O. Box 15630

Wilmington, NC 28408
888-791-3600

Environmental Quality Resources, LLC
8711 Snouffer School Road
Gaithersburg, MD 20879
302-208-0123

Virginia Lake Management
2844 Crusader Circle
Virginia Beach, VA 23453
866-697-2584

Please note that the periodic removal of overgrown vegetation from the pond is considered to be a
maintenance activity and has not been reserved for or included in the Reserve Analysis.

This Condition Assessment is based upon our visual survey of the property. The sole purpose of the
visual survey was an evaluation of the common elements of the property to ascertain the remaining useful
life and the replacement costs of these common elements. Our evaluation assumed that all components
met building code requirements in force at the time of construction. Our visual survey was conducted
with care by experienced persons, but no warranty or guarantee is expressed or implied.

End of Condition Assessment
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1. COMMON INTEREST DEVELOPMENTS - AN OVERVIEW

Over the past 40 years, the responsibility for community facilities and infrastructure around many of our homes has shifted from
the local government to Community Associations. Thirty years ago, a typical new town house abutted a public street on the front
and a public alley on the rear. Open space was provided by a nearby public park and recreational facilities were purchased ala
carte from privately owned country clubs, swim clubs, tennis clubs, and gymnasiums. Today, 60% of all new residential
construction, i.e. townhouses, single family homes, condominiums, and cooperatives, is in Common Interest Developments
(CID). In a CID, a home owner is bound to a Community Association that owns, maintains, and is responsible for periodic
replacements of various components that may include the roads, curbs, sidewalks, playgrounds, street lights, recreational
facilities, and other community facilities and infrastructure.

The growth of Community Associations has been explosive. In 1965 there were only 500 Community Associations in the United
States. According to the U.S. Census, there were 130,000 Community Associations in 1990. Community Associations Institute
(CAl), a national trade association, estimates there were more than 200,000 Community Associations in the year 2000, and that
the number of Community Associations will continue to multiply.

The shift of responsibility for billions of dollars of community facilities and infrastructure from the local government and private
sector to Community Associations has generated new and unanticipated problems. Although Community Associations have
succeeded in solving many short term problems, many Associations have failed to properly plan for the tremendous expenses of
replacing community facilities and infrastructure components. When inadequate replacement reserve funding results in less than
timely replacements of failing components, home owners are exposed to the burden of special assessments, major increases in
Association fees, and a decline in property values.

2. REPLACEMENT RESERVE STUDY

The purpose of a Replacement Reserve Study is to provide the Association with an inventory of the common community facilities
and infrastructure components that require periodic replacement, a general view of the condition of these components, and an
effective financial plan to fund projected periodic replacements. The Replacement Reserve Study consists of the following:

e Replacement Reserve Study Introduction. The introduction provides a description of the property, reviews the
intent of the Replacement Reserve Study, and lists documents and site evaluations upon which the Replacement
Reserve Study is based.

e Section A Replacement Reserve Analysis. Many components owned by the Association have a limited life and
require periodic replacement. Therefore it is essential the Association have a financial plan that provides funding
for the timely replacement of these components in order to protect the safety, appearance, and value of the
community. In conformance with American Institute of Certified Public Accountant guidelines, Section A
Replacement Reserve Analysis evaluates the current funding of Replacement Reserves as reported by the
Association and recommends annual funding of Replacement Reserves by two generally accepted accounting
methods; the Cash Flow Method and the Component Method. Section A Replacement Reserve Analysis includes
graphic and tabular presentations of these methods and current Association funding.

e Section B Replacement Reserve Inventory. The Replacement Reserve Inventory lists the commonly-owned
components within the community that require periodic replacement using funding from Replacement Reserves.
The Replacement Reserve Inventory also provides information about components excluded from the Replacement
Reserve Inventory whose replacement is not scheduled for funding from Replacement Reserves.

Replacement Reserve Inventory includes estimates of the normal economic life and the remaining economic life
for those components whose replacement is scheduled for funding from Replacement Reserves.

e  Section C Projected Annual Replacements. The Calendar of Projected Annual Replacements provides a year-by-
year listing of the Projected Replacements based on the data in the Replacement Reserve Inventory.

e Section D Condition Assessment. Several of the items listed in the Replacement Reserve Inventory are discussed
in more detail. The Condition Assessment includes a narrative and photographs that document conditions at the
property observed during our visual evaluation.

e  Section E Attachments. The Appendix is provided as an attachment to the Replacement Reserve Study.
Additional attachments may include supplemental photographs to document conditions at the property and
additional information specific to the property cited in the Conditions Assessment (i.e. Consumer Product Safety
Commission, Handbook for Public Playground Safety, information on segmental retaining walls, manufacturer
recommendations for asphalt shingles or siding, etc).
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3. METHODS OF ANALYSIS

The Replacement Reserve industry generally recognizes two different methods of accounting for Replacement Reserve Analysis.
Due to the difference in accounting methodologies, these methods lead to different calculated values for the Minimum Annual
Contribution to the Reserves. The results of both methods are presented in this report. The Association should obtain the advice
of its accounting professional as to which method is more appropriate for the Association. The two methods are:

e  Component Method. This method is a time tested mathematical model developed by HUD in the early 1980s. It
treats each item in the replacement schedule as an individual line item budget. Generally, the Minimum Annual
Contribution to Reserves is higher when calculated by the Component Method. The mathematical model for this
method works as follows:

First, the total Current Objective is calculated, which is the reserve amount that would have accumulated had all of
the items on the schedule been funded from initial construction at their current replacement costs. Next, the
Reserves Currently on Deposit (as reported by the Association) are distributed to the components in the schedule
in proportion to the Current Objective. The Minimum Annual Deposit for each component is equal to the Estimated
Replacement Cost, minus the Reserves on Hand, divided by the years of life remaining.

e  Cash Flow Method. The Cash Flow Method is sometimes referred to as the "Pooling Method." It calculates the
minimum constant annual contribution to reserves (Minimum Annual Deposit) required to meet projected
expenditures without allowing total reserves on hand to fall below the specified minimum level in any year. This
method usually results in a calculated requirement for annual contribution somewhat less than that arrived at by
the Component Method of analysis.

First, the Minimum Recommended Reserve Level to be Held on Account is determined based on the age,
condition, and replacement cost of the individual components. The mathematical model then allocates the
estimated replacement costs to the future years in which they are projected to occur. Based on these
expenditures, it then calculates the minimum constant yearly contribution (Minimum Annual Deposit) to the
reserves necessary to keep the reserve balance at the end of each year above the Minimum Recommended
Reserve Level to be Held on Account. The Cash Flow Analysis assumes that the Association will have authority to
use all of the reserves on hand for replacements as the need occurs. This method usually results in a Minimum
Annual Deposit which is less than that arrived at by the Component Method.

e  Adjusted Cash Flow Analysis. This program has the ability to modify the Cash Flow Method to take into account
forecasted inflation and interest rates, thereby producing an Adjusted Cash Flow Analysis. Attempting to forecast
future inflation and interest rates and the impact of changing technology is highly tenuous. Therefore, in most
cases it is preferable to make a new schedule periodically rather than attempt to project far into the future. We will
provide more information on this type of analysis upon request.

4. REPLACEMENT RESERVE STUDY DATA

e |dentification of Reserve Components. The Reserve Analyst has only two methods of identifying Reserve
Components; 1) information provided by the Association and 2) observations made at the site. It is important that
the Reserve Analyst be provided with all available information detailing the components owned by the Association.
It is our policy to request such information prior to bidding on a project and to meet with the individuals responsible
for maintaining the community after acceptance of our proposal. After completion of the Study, the Study should
be reviewed by the Board of Directors, individuals responsible for maintaining the community, and the
Association’s accounting professionals. We are dependent upon the Association for correct information,
documentation, and drawings.

e  Unit Costs. Unit costs are developed using nationally published standards and estimating guides and are adjusted
by state or region. In some instances, recent data received in the course of our work is used to modify these
figures.

Contractor proposals or actual cost experience may be available as part of the Association records. This is useful
information which should be incorporated into your report. Please bring any such available data to our attention,
preferably before the report is commenced.

e Replacement vs. Repair and Maintenance. A Replacement Reserve Study addresses the required funding for
Capital Replacement Expenditures. This should not be confused with operational costs or cost of repairs or
maintenance.
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5. DEFINITIONS

Adjusted Cash Flow Analysis. Cash flow analysis adjusted to take into account annual cost increases due to inflation and
interest earned on invested reserves. In this method, the annual contribution is assumed to grow annually at the inflation rate.

Annual Deposit if Reserves Were Fully Funded. Shown on the Summary Sheet Al in the Component Method summary, this
would be the amount of the Annual Deposit needed if the Reserves Currently on Deposit were equal to the Total Current
Objective.

Cash Flow Analysis. See Cash Flow Method, above.
Component Analysis. See Component Method, above.

Contingency. An allowance for unexpected requirements. Roughly the same as the Minimum Recommended Reserve Level to
be Held on Account used in the Cash Flow Method of analysis.

Critical Year. In the Cash Flow Method, a year in which the reserves on hand are projected to fall to the established minimum
level. See Minimum Recommended Reserve Level to be Held on Account.

Current Objective. This is the reserve amount that would have accumulated had the item been funded from initial construction at
its current replacement cost. It is equal to the estimated replacement cost divided by the estimated economic life, times the
number of years expended (the difference between the Estimated Economic Life and the Estimated Life Left). The Total Current
Objective can be thought of as the amount of reserves the Association should now have on hand based on the sum of all of the
Current Objectives.

Cyclic Replacement Item. A component item that typically begins to fail after an initial period (Estimated Initial Replacement), but
which will be replaced in increments over a number of years (the Estimated Replacement Cycle). The Reserve Analysis program
divides the number of years in the Estimated Replacement Cycle into five equal increments. It then allocates the Estimated
Replacement Cost equally over those five increments. (As distinguished from Normal Replacement Items, see below)

Estimated Economic Life. Used in the Normal Replacement Schedules. This represents the industry average number of years
that a new item should be expected to last until it has to be replaced. This figure is sometimes modified by climate, region, or
original construction conditions.

Estimated Economic Life Left. Used in the Normal Replacement Schedules. Number of years until the item is expected to need
replacement. Normally, this number would be considered to be the difference between the Estimated Economic Life and the age
of the item. However, this number must be modified to reflect maintenance practice, climate, original construction and quality, or
other conditions. For the purpose of this report, this number is determined by the Reserve Analyst based on the present condition
of the item relative to the actual age.

Estimated Initial Replacement. For a Cyclic Replacement Item (see above), the number of years until the replacement cycle is
expected to begin.

Estimated Replacement Cycle. For a Cyclic Replacement Item, the number of years over which the remainder of the
component's replacement occurs.

Minimum Annual Deposit. Shown on the Summary Sheet Al. The calculated requirement for annual contribution to reserves as
calculated by the Cash Flow Method (see above).

Minimum Deposit in the Study Year. Shown on the Summary Sheet A1l. The calculated requirement for contribution to reserves
in the study year as calculated by the Component Method (see above).

Minimum Recommended Reserve Level to be Held on Account. Shown on the Summary Sheet Al, this number is used in the
Cash Flow Method only. This is the prescribed level below which the reserves will not be allowed to fall in any year. This amount
is determined based on the age, condition, and replacement cost of the individual components. This number is normally given as
a percentage of the total Estimated Replacement Cost of all reserve components.

Normal Replacement Item. A component of the property that, after an expected economic life, is replaced in its entirety. (As
distinguished from Cyclic Replacement Items, see above.)

Normal Replacement Schedules. The list of Normal Replacement Items by category or location. These items appear on pages
designated.

Number of Years of the Study. The number of years into the future for which expenditures are projected and reserve levels
calculated. This number should be large enough to include the projected replacement of every item on the schedule, at least
once. This study covers a 40-year period.
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One Time Deposit Required to Fully Fund Reserves. Shown on the Summary Sheet Al in the Component Method summary, this
is the difference between the Total Current Objective and the Reserves Currently on Deposit.

Reserves Currently on Deposit. Shown on the Summary Sheet Al, this is the amount of accumulated reserves as reported by
the Association in the current year.

Reserves on Hand. Shown in the Cyclic Replacement and Normal Replacement Schedules, this is the amount of reserves
allocated to each component item in the Cyclic or Normal Replacement schedules. This figure is based on the ratio of Reserves
Currently on Deposit divided by the total Current Objective.

Replacement Reserve Study. An analysis of all of the components of the common property of the Association for which a need
for replacement should be anticipated within the economic life of the property as a whole. The analysis involves estimation for
each component of its estimated Replacement Cost, Estimated Economic Life, and Estimated Life Left. The objective of the
study is to calculate a recommended annual contribution to the Association's Replacement Reserve Fund.

Total Replacement Cost. Shown on the Summary Sheet Al, this is total of the Estimated Replacement Costs for all items on the
schedule if they were to be replaced once.

Unit Replacement Cost. Estimated replacement cost for a single unit of a given item on the schedule.

Unit (of Measure). Non-standard abbreviations are defined on the page of the Replacement Reserve Inventory where the item
appears. The following standard abbreviations are used in this report:

EA: each FT: feet LS: lump sum PR: pair SF: square feet SY: square yard
6. LIST OF RECOMMENDED REPAIRS - PROCEDURES

A List of Recommended Repairs is offered as a supplemental report to the Replacement Reserve Study (at an additional fee) to
assist the Association in understanding the financial implications of all items owned by the Association, not just the items
included for funding by Replacement Reserves listed in the Replacement Reserve Inventory. The following information relates to
the List of Recommended Repairs:

e Repair costs. Cost range estimates given in the repair list assume that all work by a given trade will be done
together as a single project. If repairs are done piece-meal, the costs would be significantly higher. The costs of
any repairs to be funded out of the Reserve Fund should be subtracted from the Reserves Currently on Deposit
figure. The Board or Property Manager should coordinate this decision with the Reserve Analyst as part of the
revision process.

e  Completion of repairs. The Replacement Reserve Analysis assumes that all repairs cited in the Repair List will be
completed within a twelve-month period of time. Estimated Life Left in the Replacement Reserve Study has been
factored under this assumption. Any deletions or delays of the projects included in the List of Recommended
Repairs may result in major inaccuracies in the Replacement Reserve Analysis.

e  Safety issues. If safety issues have been cited, they should be given the highest priority and should be done
immediately upon receipt of this report. The Board must recognize that from a liability standpoint, they have been
made aware of the existence of these unsafe conditions, if any, once the report is delivered for their review.

e Unit costs. Nationally published standards and standard estimating manuals have been used in the development
of this report. Contractor proposals or actual cost experience may be available as part of the Association records.
We will adjust our figures to conform to your experience if the material or information is disclosed to us and/or
made available for our use.
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