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November 11, 2022
Dear Homeowners,

| am very pleased to have our SVHOA Treasurer, Costas Karathanos to team up
with and provide our Homeowners with the SVHOA 2023 Financial Reserve
Study. This study required many hours to complete. Additional data had to also
be gathered from the historical data from both our records and additional
information from California’s financial projected maintenance standard costs.
Fortunately, our Association has completed the renovation of our SVHOA
Pathways in 2020 and the tennis court resurfacing in 2018. The information
gleaned from this experience proved to be very useful. It has allowed the Board
to better analyze our Financial Reserves with much more preciseness.

The Standard for undertaking Pathway Maintenance and Repairs is between 3-5
years. Previously, our SVHOA Pathway maintenance was conducted every 6 years.
From conversations with some of the former Officers of the original Boards, little
or in-depth maintenance occurred during the first 10 years of our Association. The
condition of our Pathways, prior to the recent 2020 maintenance and repair
project, indicated that severe deterioration existed on every pathway. It was also
determined that some prior repairs appeared to have been applied incorrectly. It
appears that the shortcuts were probably done for the purpose of saving money.
The interval of time between repairs was also determined to be too long.

After having held discussions with experts in the Maintenance field and as well
as becoming more updated with our Pathways, it has been concluded that our
Association must shift from a 6-year cycle to a 4-year cycle to try and stay ahead
of the pathway deterioration curve. The curve was now well underway. If our
Association had the necessary funds to bring our Pathways up to better
conditions, we could have easily spent more than $175,000 to accomplish that
objective. The next several years will remain critical in this process. With new
protocols in place, it is apparent that our new 4-year cycle appears to be the right
timeframe to repair, restore and bring new resiliency back to our aging Pathway
system. Please continue to enjoy your amazing infrastructure.

Peter Milcovich.
President, Secluded Valley Homeowner’s Association



November 11, 2022

Dear Secluded Valley Homeowners,

It has been my honor to serve the Association since 2017 and all of you
know my investment philosophy which is:

e Will not overspend

e Will allocate our revenue to the best return projects

e Will try to build our reserves

| want to focus on the last bullet item which is a very topical subject
considering the current economic backdrop. The pandemic resulted in an
unpresented economic inflationary cycle pushing CPI in excess of 8% annually
only to be followed by the delayed actions of the Fed on playing catch-up by
raising interest rates. The end result has been a sharp increase in the costs of
capital projects something that all of us have been experiencing in our daily lives,
both on the professional and personal levels. Simply put, EVERYTHING is more
expensive and the California Bureau of Real Estate operating cost manual that
was last updated in 2016 is simply out of touch with the current market rates.

Getting to the point: my previous assumptions on the replacement costs of
the Association assets could be materially below market values, and we will not
know the real true-ups until we are ready to execute on a capital project. Alll can
promise you from our standpoint as fiduciaries of the Association’s capital is that
we will try to optimize the replacement window for repairs and will not simply
accept and/or sign-on unrealistic contractor bids that we consider to be out of
touch in the current economic environment. Basically, | would like to
communicate to you that we will not undertake projects if the contractor bids are
2x or 3x normal and are willing to push projects to the right if that preserves and
doesn’t penalize the Association’s balance sheet, but of course, without
compromising the safety and well-being of the Association’s members and
doesn’t deteriorate materially the structural integrity of the asset.



| hope that everyone is staying healthy and want to wish you happy holidays. |
am truly proud to be your Treasurer,

Costas Karathanos
Treasurer, Secluded Valley Homeowner’s Association



Fixed Assets:

TENNIS COURTS:

Our Association has two regulation tennis courts. The tennis court core is
an enormous slab of concrete that comprises the tennis court base. Based upon
historical data, the courts originally were to be resurfaced, repainted and caulked
every 6 years. Because of the work which was accomplished four years ago as a
result of the repair and remediation project, the condition of the Courts, is still
considered to be very good. Therefore, we will continue to maintain a 6-year
maintenance cycle. Under the current state of repair the core is expected to last
another 40+ years. Of course, some equipment purchases for the tennis courts
will need to be made. Nets, squeegees and perhaps even some repainting of the
lines may need to be undertaken. However, these are generally lower-cost items
that typically will be budgeted in a Special Account of the Operating Annual
Budget. The basketball backboard and standard located in the Tennis Courts is in
the need of replacement. However that project will be undertaken in the future
(possibly next year) as funds permit, as it is a lower priority.

The Operating Cost Manual published by the California Bureau of Real
Estate in 2016 provides the following informational guidelines:

Net Replacement: Time Period: 5 years Cost ~S400 /court

Concrete Resurfacing:  Time Period: 5 years Cost: $6.25 /sf.

Elastomeric Caulking: ~ Time Period: 4-6 years  Cost: S7 /Ift.

PATHWAYS:

The Association’s Common Areas contain approximately 5k linear feet of 6-
foot-wide asphalt pathways. The original plans and specifications indicated that a
typical cross section of the paved pathways revealed a 4-inch base, type AB and 2
inches of asphalt topping, type AC. In order to keep the pathways from
deteriorating, Historically, it was previously recommended that we need to both
slurry and repair the paths every 6 years. However, after a very close inspection
of the pathways, in 2020 it was determined that all pathways were in a
deteriorated condition. Severe cracking both horizontally and longitudinally exist
in many areas throughout the pathways. The cause of this unfortunate situation
that existed in 2020 seemingly stemmed from a lack of prior action to shorten the
preventative maintenance pathway cycle. Additionally, a greater emphasis is now
placed on actual repairs rather than seal coating. What exists today with our 50-




year-old pathways is exemplified by the current crumbling, cracking and lack of
elasticity in our pathways.
Our goal is to achieve the best results by optimizing our capital. As a result we are
shortening the pathway maintenance cycle from 6 years to 4-years. Although this
will increase costs in the short-term, it is considered essential to maintain
respectable pathways for the long-term.
In addition to the pathway, the board in 2021 decided to include the
Culverts/Draining ditches as part of the reserves estimating a useful life of 30
years, a replacement cost of $25k and remaining life of 15 years.
The Operating Cost Manual published by the California Bureau of Real Estate
provides the following guidelines:

Asphalt surfaces - Blacktop: reseal every 3-5 years: Cost $0.50/sf/year

PLAYGROUND:

New equipment was obtained in 2016 after an arson fire destroyed the
previous play apparatus. The life expectancy of the current equipment is expected
to last about 30-40 years. Replacement cost will be about $27.5k in 2041 dollars.
The fencing around the playground was repaired in 2017 due to children climbing
the fence. It is currently in good condition but will probably need some repairs
approximately every ten (10) years. A cleanup of the playground and weed culling
is an annual occurrence. Sand, as well as swing seat replacements may need to
be added every few years.

COMMON AREA:

The Common Area is monitored for diseased, dying or dead trees and
bushes. Over-grown brush is also monitored for possible fire hazards. The
Common Area continues to provide a peaceful and natural setting for all of our
Homeowners and their families to enjoy. The magnificent presence of our
Common Area certainly adds value to everyone’s property value. Every year our
Association conducts an annual Weed Abatement Program. In 2022, the annual
cost of this program was $4,600.

FUNDED RESERVES:

Based on all the changes we have incorporated in the Association’s Asset
valuations and potential replacement values, the MINIMUM annual cash infusion
to our reserve account needs to be ~$11/year. Due to our careful budgeting and




expense monitoring, we should be able to fund our reserves at an excess of
S11k/year, absent any major capital projects and unforeseen events.



SECLUDED VALLEY HOMEOWNER'’S ASSOCIATION
P.O. BOX 1441
LAFAYETTE, CA 94549-1441

Calculation assumptions:
The 30-year model incorporated the following assumptions:

Annual
Fixed asset cost inflation (was 3% before) 4.0%
Operating expenses cost inflation (was 2.5% before) 3.0%
Homeowners dues increases 3.0%
Interest on Reserve Fund balances Negligible (0.01%)
The projected income & expense for the next 30 years is:
Homeowner Dues: $2.16M
Operating expenses $1.62M
Cash to fully fund reserves $0.54M
Financial health
Current association cash reserves S66k
Current asset replacement value/repairing costs $115k
Current balance -$49k
2052 financial health
Association cash reserves S52k
Asset replacement value/repairing costs $359k
Balance ~-S300k

Funding Plan:

We continue to implement an annual 3% increase in fees, but it is obvious that
the addition to the culverts to the asset base and the shortening of the pathway
maintenance time cycle are adding pressure to the Association’s finances. At this
point, | don’t want to panic and propose new initiatives (such as one-time
member contribution, higher percentage fee increases etc.) to balance the
shortfall because | believe that costs will normalize. However, the financial




environment is dynamic and if adverse conditions continue for a prolonged
period, further steps, like the ones mentioned above need to be in place so we
can protect and preserve the Association’s Assets and Members’ interests.
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