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PREFACE

Due to rental costs, many residents in mobilehome parks are pursu-
ing the idea of forming a nonprofit corporation to purchase and own
their park (in order to keep space rents affordable) or owning rather
than renting the space their mobilehome occupies. You too might be
considering this option. Or if others in your park have been investi-
gating the possibility of purchasing the park, you may be feeling that
you also must get involved. Converting a rental mobilehome park to
resident ownership can be rewarding and beneficial to the residents.
It is also a major undertaking likely to include problems for which
solutions must be found.

This booklet describes generally the steps involved in resident pur-
chase of a mobilehome park, points out some problems common to
resident purchase and provides information which is designed to help
you understand your role in the process. This booklet also offers
some solutions to problems that may arise during the conversion pro-
cess which may be useful to you as an individual and as a member of
a resident organization.

This booklet does not attempt to present all of the possible problems
you might encounter during the conversion process, nor is it a source
of all possible solutions to the situations. It does, however, empha-
size the need to obtain appropriate professional assistance when cir-
cumstances suggest that park residents, by themselves, will not be
able to conduct some phase of the conversion.
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PART |

BASIC INFORMATION ABOUT RENTAL
PARK CONVERSIONS TO RESIDENT OWNERSHIP

Part I describes a park conversion, the jurisdiction of the Department
of Real Estate and, generally, the arrangements suitable for owning
and managing a mobilehome park after conversion.

What is a park conversion?

In this booklet, the term conversion refers to the various aspects of a
mobilehome park purchase by the residents. Conversion can involve
transformation of a park to a type of common interest development
where residents obtain title to, or some right of exclusive use of, their
mobilehome spaces.

What is a common interest development?

In a common interest development, an individual owns or leases a
separate lot, unit or interest together with an undivided interest or
membership interest in the common area. The common area is usually
governed and maintained by a homeowners’ association of which
each individual owner is a member. If a mobilehome park is sold or
leased with the intention of creating separate interests for the residents,
a common interest development will result. See Part IV for a
discussion of common interest developments.

What is the role of the Department of Real Estate?

The Department of Real Estate (DRE) regulates California real estate
brokers and salespeople and the marketing and sale of subdivided
real property in California. Basically, DRE’s issuance of a final
subdivision public report must precede the offering for sale or lease
of lots or interests in a subdivision of five or more lots or interests.
(Although the subdivider can advertise and accept refundable deposits
for reservations pursuant to a preliminary subdivision public report.)

If a representation is made to residents that they will receive a lot or
other separate real property interest in their mobilehome park as part
of their participation in a park purchase program, a subdivision will
be created.



What is a public report and what is its purpose?

A public report is a document which discloses to prospective
purchasers significant aspects of a subdivision offering. Before DRE
issues a public report, the subdivider must meet certain standards to
safeguard buyers’ purchase money, complete on-site and off-site
improvements and, for a common interest development, produce
governing instruments which address specific features of the project’s
operation and management.

Disclosures Regarding Tentative Prices

Prior to filing a notice of intention (to sell or lease subdivided lands),
the subdivider of a mobilehome park that is proposed to be converted
to resident ownership must, by written notice, disclose to the
homeowners and residents of the park the tentative price of the
subdivided interest proposed to be sold or leased.

The notice must indicate that the price is not binding and may change,
without any liability on the part of the subdivider, due to unanticipated
expenses: conditions imposed for approval of the conversion,
increased financing costs, etc.

The subdivider must obtain a preliminary public report from DRE
before distributing the tentative price disclosure notice.

Nonprofit Corporation’s Exemption

Business and Professions Code Section 11010.8 exempts from the
notice of intention/public report requirement a nonprofit corporation’s
purchase of a mobilehome park, provided:

1. The nonprofit corporation obtains a permit from the Department
of Corporations.

2. All shareholders of the nonprofit corporation are residents of the
mobilehome park.

3. A majority of the shareholders constitute a majority of the persons
who own mobilehomes within the park.

4. A majority of the governing body of the nonprofit corporation
own mobilehomes within the park.

5. All funds of mobilehome park tenants for purchase of the
2



mobilehome park are deposited in escrow until title to the park
passes to the nonprofit corporation.

Is subdivision of the park a necessary part of conversion?

It is not necessary for park residents to subdivide a mobilehome park
in order to own and assume control of it. Indeed, subdividing a park
during conversion may result in untimely delays while the subdivider
satisfies local, city or county requirements and completes the
information and documentation required to obtain a public report.

Instead, park residents may use a two-step approach to conversion.
First, the park is purchased as a single property by a resident
organization which, in a majority of cases, is a nonprofit corporation
created for this purpose. Participating residents become shareholders
or members of this corporation. Later, the corporation subdivides the
park, obtains a public report, and sells (or leases) the subdivided
interests to the residents.

What is the value in creating a nonprofit corporation?

Park residents need a legal entity to purchase their park. A nonprofit
mutual benefit corporation is well suited to this purpose.

In general, the nonprofit corporation makes an offer of participation
to the residents. Residents who decide to participate become
shareholders or members in the corporation. As residents purchase
shares or memberships in the corporation, cash is accumulated for
the downpayment required to purchase the park. The officers of the
corporation, elected by the members and acting on their behalf,
negotiate with the seller to purchase the park and solve problems
relating to conversion. After conversion, the corporation may manage
the park.

Legal Advice

Inasmuch as memberships in a nonprofit corporation are subject to
the requirements of the Corporations Code, competent legal advice
should be sought prior to formation of a corporation. Unless an
exemption is available, a permit from the Department of Corporations
(DOC) is generally a necessary prerequisite to issuance of
memberships in a nonprofit corporation. It is also recommended that

3



incorporation of the residents’ organization be handled by legal
professionals. A standard corporation or a general or limited
partnership are alternatives to a nonprofit corporation. Before
committing to any type of organizational form, the residents should
explore the advantages and disadvantages and obtain legal advice.

Exemption from DOC and DRE Jurisdiction

In order to preserve the stock of affordable housing, government
financing and subsidies are sometimes used in conjunction with
conventional financing to purchase a park with few amenities and
generally low-income residents. Ownership of the park is by a
nonprofit corporation which typically does not issue stock or
memberships. The residents’ organization should contact the DOC
and DRE to determine if this arrangement is exempt from the
jurisdiction of either or both of those agencies.



PART I

ISSUES FOR RESIDENTS THINKING
ABOUT THE PURCHASE OF THEIR PARK

This part discusses issues involved in purchasing a park and what
may happen if you choose not to participate.

Should | participate in the purchase of my park?

Many mobilehome park residents are living on fixed or limited
incomes. Increases in rent for mobilehome spaces and related services
have motivated many residents to join together to purchase and convert
their parks to resident ownership.

While the cost of owning may at first be higher than renting, the gap
is likely to close and turn positive in a relatively short period of time.

Impending eviction and park closure are also strong motivating factors
for conversion. While it is true that state and local government
agencies are committed to fostering an adequate supply of affordable
housing, displacement is still a very real threat and a strong
consideration in residents’ decision to purchase and convert their
parks.

No matter what the reason for conversion, your decision to participate
should be based on your personal needs and financial situation, not
part of a “group decision” made under pressure from fellow residents.

How do | assess my financial situation?

The most important question is, “Can I afford to participate in the
purchase?”

Whether alone or with the help of a financial advisor, you should
consider the following factors:

* Your personal income sources and their stability. Are increased
costs of living causing you to withdraw from savings in order to
meet monthly expenses? Has the investment capital which
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generates your income decreased, resulting in a reduction of
income? Have interest rates dropped, decreasing your income?

* Trends in your nonhousing domestic expenditures. Review
checkbooks and payment records in order to estimate your costs
for food, clothing, medical care, insurance, entertainment, and
other expenses. Review your credit reports for negative
information (e.g., late payments; too much debt).

* The projected “bottom line” dollar amount for participation
in the park purchase. Compare your estimated housing cost after
conversion to the portion of your monthly income available for
housing. The commonly used affordability standard is 25 to 30
percent of monthly income for housing-related expenses.
However, this may not be applicable to many retirees living in
mobilehome parks. For example, residents who rely solely on
Social Security are frequently paying as much as 40 to 50 percent
of their income for housing.

What happens if | feel | am financially unable to
paricipate?

It is common in park conversions to include rental or lease
arrangements for residents who cannot afford to participate in the
purchase. These arrangements may be open-ended or for a specified
term and space rental may be expected to increase over the term of -
the agreement. Typically, there can be no sale of the mobilehome in
place during the term of the rental or lease arrangement and at
termination the resident must become an owner or remove the
mobilehome from the park.

If a rental or lease arrangement is not available and “involuntary
displacement” is expected due to a conversion, various government
agencies may require that an impact report be filed. However, the
law does not presently require relocation benefits or relief measures
for a displaced resident, except in some cases where public funds
have been utilized in the conversion.



What other choices do | have?

If, after reviewing all the terms and conditions of the purchase/
conversion, you are not interested in participating (and a rental or
lease arrangement is not available), relocation to another park or to a
lot will be necessary. This may be profitable because a mobilehome
in a park which is to be converted frequently commands a higher
price. Therefore, you should not be in a hurry to leave, as delaying
your move as long as possible may give you more leverage in the
sale of your mobilehome.

What if the park owner is not interested in selling?

If the owner is not interested in selling, the residents’ organization
may attempt to stabilize space rents by negotiating a lease for the
entire mobilehome park. A lease may transfer management and control
to the residents’ organization without disturbing prior leasing or
financing agreements entered into by the owner.

A subdivision will be created and the residents’ organization will
need a public report from the Department of Real Estate if:

* the resident organization intends to lease to residents five or
more parcels or spaces;

» the term of the leases is more than five years; and

» the lease arrangement is a mandatory condition of tenancy
within the park. Mandatory leasing arrangements should be
discussed with the local planning agency prior to
implementation for purposes of determining requirements

-under the Subdivision Map Act.

Aresidents’ organization considering a park lease should seek legal
advice if there is any uncertainty as to compliance with related laws.

What have we learned from successful park conversions?

A park conversion is a difficult process, requiring long-term group
cooperation and aggressive resolution of problems.



Problems to be solved may include:

® an unanticipated and lengthy educational campaign necessary
to explain the conversion and its financing to everyone’s
satisfaction;

» discussions and debates by dissenting groups of residents,
taking necessary attention away from the group of residents
interested in purchasing;

= some residents claiming support of the purchase in the
beginning, but balking and refusing to participate in the end;

» disagreement by park residents over the form of ownership to
which the park should be converted;

* inability of residents to agree on the selection and hiring of
consultants necessary to complete the conversion process; and

» difficulty some residents may have in qualifying for loans to
purchase their interests in the park.

Residents must be made aware of the magnitude and difficulty of the
task their representatives must undertake in attempting to organize
the park for purchase and management. Residents must recognize
the energy required of these persons, the stresses and physical demands
placed on them, and the possibility that replacements may be
necessary.

Formal involvement of as many residents as possible should lead to
a positive community atmosphere in which park residents look out
for one another and assist in explaining different aspects of the
conversion to fellow residents. This “grassroots” support will help
the residents and representatives keep the long-term goal, ownership,
always in sight.



PART IHl
THE CONVERSION AND MANAGEMENT OF A PARK

Converting a rental park to resident ownership is a logical process.
At some stages of the process, professional assistance may be
necessary.

The conversion process can generally be divided into three phases.

1. Inthe first phase, the park purchase committee is organized. The
committee tests the level of resident interest and financial
capability and considers the organizational structure most
appropriate for ownership and management of the park.

2. The second phase is the actual purchase. After appraisal, an offer
is made and accepted (perhaps after one or more counteroffers),
and financing is arranged.

3. The final phase is conveyance of the park and commencement of
resident operation and management.

What is a park purchase committee and how is it formed?

This committee of park residents is elected by residents or appointed
by the residents’ organization (if already formed) to study the
possibility of a park purchase. While perhaps satisfying a need for
representation, election may result in exclusion of many highly capable
individuals who would have been chosen in an appointment process.

There are advantages and disadvantages to large and small
committees. A professional hired to assist residents with the
conversion process may prefer working with a small committee which
makes decisions quickly. But a small committee may promote elitism
and inhibit effective feedback of information to park residents. A
large committee may mean a higher level of representation but its
members may debate continuously over details, losing sight of the
larger goals and objectives.

A committee of five to seven members should be sufficient.
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What is the role of the park purchase committee?

At first, the committee acts as a clearinghouse for information on the
proposed purchase and its effects on the individual residents and the
park as a whole. The committee educates residents as to the feasibility
of a purchase and the actual steps involved in converting the park. It
also solicits residents’ opinions and evaluates residents’ enthusiasm
for the park purchase.

Throughout the conversion process, the committee is responsible for
consulting with various professionals (lawyers, local officials,
bankers, appraisers, surveyors, engineers, and title officers) who are
involved in different aspects of the conversion process. In some cases,
the committee’s role is expanded to that of supervising the agent of
the residents in negotiations to purchase the park.

The park purchase committee can also serve as the governing and
managing body after conversion. Committee work is good training
for park management, because it familiarizes members with the park’s
operational needs.

Effective Use of Resident Talent

Certain members of the park purchase committee may be called upon
to perform special tasks. It is very important that the committee match
the special talents and personalities of committee members with the
types of jobs to be performed. For example, a committee member

supervising the park purchase negotiations should be knowledgeable

and skilled in real estate. Likewise, members selected to meet with
governmental agencies should be familiar with pertinent laws.

Should specialized assistance be used?

As park purchases by residents become more commonplace in
California, professionals, including real estate brokers, are establishing
themselves as specialists in park conversions. Some of the skills
offered include:

* negotiating, and preparing legal documents related to the sale,
financing and transfer of ownership of the property;

» performing financial analyses and assisting with the completion
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of loan applications;

complying with local government land use and planning
requirements;

conducting socioeconomic surveys of park residents;
forming subdivisions, corporations or partnerships;

creating the governing documents by which the owners’
association will operate and manage the park; and

surveying and engineering.

Before hiring any specialist, the resident organization should
make the appropriate inquiries and background checks.

Entering Info a Contract For Services
There are two general types of contracts a resident organization might
enter into with a conversion specialist:

1.

A phased contract is like a series of single contracts for the
various activities necessary to complete the conversion. The
specialist is paid at the completion of each phase of the contract.
A phased contract usually allows either party to terminate the
agreement upon completion of any phase.

A through-to-completion contract calls for a variety of services
to be performed by the contractor. This “total package” contract
is completed, and the contractor paid, when all the services
contracted for have been performed. This type of contract may
have complex and costly provisions for amendment or termination
prior to completion, making it difficult to change contractors or
add additional services to the contract.

Resident Experts

Park residents with backgrounds in business, finance, management,
real estate and the law can often be called upon to provide skills
necessary to the conversion. Using residents’ skills can be both
economical and a way of gaining resident support for the project.
Potential leaders, officers and possibly future park managers can also
be identified through use of resident expertise.
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The potential drawback to relying heavily on volunteer services by
resident experts is the lack of control over the quality and performance
of the service. The park purchase committee must set standards of
performance and be ready to terminate a volunteer for inadequacy
just as readily as they would a paid contractor. This can be difficult
because of the social environment of the park. A possible solution to
the problem of using resident experts is for the park purchase
committee to enter into a paid contract with the resident expert. (A
resident, whether volunteer or paid contractor, who performs
professional services for the park should be aware that he/she may
assume considerable personal liability for his/her actions. Before
entering into any arrangement with the park purchase committee, the
resident should discuss the matter with his/her attorney and insurance
agent.)

Is resident ownership feasible?

Once the park purchase committee has determined that there is
sufficient interest, the next step is collecting financial information
on the residents’ ability to participate and the need for any special
financial arrangements.

Assessing Financial Feasibility
The park purchase committee must gather financial data and compile
a financial feasibility study which includes:

* improvements which must be made to the park and an estimate
of cost for the work;

* maintenance costs for operating the park;
* financing available for the park purchase;

* approximate down payment necessary and whether or not it is
affordable;

» approximate monthly payment necessary and whether or not it
is affordable; and

® kinds of financial assistance needed for residents who could not
otherwise participate in the purchase.
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An important part of the financial feasibility study is the development
of a tentative operating budget for the park. The tentative budget
should be provided to residents as part of the feasibility survey and
should include the following:

* amount of mortgage payments on the park (if applicable);
® required park repairs and improvements;
» park operating and management costs;

" reserve account required for future replacement of major park
components; and

* inflationary factors for the various cost categories (to estimate
future costs).

The Department of Real Estate’s Operating Cost Manual for
Homeowner Associations is a helpful tool for preparation of a
homeowners’ association budget.

The purchase agreement should require that the owner provide the
park purchase committee with operating budgets (income/expense
statements) and rent rolls for the preceding three years.

The feasibility study should also provide information on the cash
flow the association can expect from the homeowners’ association
membership dues. This estimated cash flow must cover all the
maintenance and operating expenses and any required park
improvements or repairs. If revenue will not be sufficient, the
conversion is not feasible.

Based on the operating budget and the estimated cash flow, the park
purchase committee should also be able to determine the amount and
type of financing required to purchase the park, and the amount of
down payment or price of a share required of each resident.

The park purchase committee must carefully analyze all of the
information obtained in the feasibility study. Usually, if the data
indicates that there are problems which cast serious doubt on the
success of the park purchase, the committee must abandon efforts to
purchase the park. Whether or not the purchase effort proceeds, the
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committee must communicate the contents of the feasibility study to
the residents.

Appraisal of the Park

It is important to recognize that an appraisal is an opinion or estimate
of value based on an analysis of relevant information about a property.
The park purchase committee and the park owner may each obtain
appraisals, and those appraisals may vary as to a value conclusion.
While an appraisal will not necessarily give the residents bargaining
power, it will serve as a starting point for negotiating a fair price and
as a basis for making various other decisions concerning the purchase.
Indeed, the park purchase committee may deem it prudent to insist
on a contract provision specifying that the purchase is contingent on
the (residents’) appraised value equaling or exceeding the purchase
price.

What sources of financing are available?

Before drafting an offer to purchase, the committee should identify
sources of loans for the different types of financing needed:

= short term - to pay costs associated with the conversion and, if
necessary, the down payment on the purchase;

* Jong term - to finance the purchase of the park; and

= for individual residents to purchase shares in the resident
corporation or individual spaces in the park.

Conventional Lending Instifufions

There appears to be a growing awareness on the part of conventional
lenders (insurance companies, mortgage bankers, savings and loans,
etc.) of the financial needs of residents desiring ownership of their
parks, so that park financing guidelines are being developed.

Residents who choose to subdivide their park should find a
conventional lender who is willing to treat their mobilehome park
subdivision as they would a conventional residential subdivision. On
the other hand, residents choosing to take title to the park in the name
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of a corporation may find that there are more financing opportunities
open to them. The fact that title to the park is held by one corporation
as opposed to many individuals can make the loan more secure from
the lender’s perspective.

Seller Financing

Seller financing is frequently used because of the large amount of
money required and difficulty in obtaining conventional financing.
Seller financing may include a lower interest rate and more favorable
terms and conditions.

Clues as to the seller’s financial position should be gained during the
early stages of negotiations and seller financing should be pursued if
there are indications that this would be agreeable.

Some Possible Loan Terms and Conditions

If the park purchase committee is considering financing for the park
purchase, it must review and understand all the terms and conditions
in order to explain the financing to the residents. Here are four
provisions with which the committee should be familiar.

s A balloon payment. When installment payments do not pay
off a loan, a significantly larger payment than the regular
installment payment is required. This is usually a final payment
for payoff.

» An acceleration clause gives the lender the right to demand
full payment of a loan upon delinquency in loan payments, sale
of the property, failure to maintain the property, or borrower’s
violation of some other term of the loan.

* A subordination clause provides that present or future liens
take precedence over an earlier lien recorded against the

property.

* A blanket encumbrance is a lien covering more than one
parcel of real property. If the loan does not contain provisions
so that individual parcels can be released upon purchase, it may
be extremely difficult to convert the park to a subdivision.
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Public Financing
Public financing may be available for the purchase of a mobilehome
park and for loans to individual residents. '

Many residents in mobilehome parks under conversion are in need
of financial assistance to make down payments, finance the purchase
of a space, or pay their share of conversion costs. Certain of these
residents may qualify for government sponsored subsidies. The
California Department of Housing and Community Development
(HCD) provides technical and financial assistance for these
mobilehome park residents. HCD coordinates financial subsidy
programs for residents who have varying financial needs. HCD also
makes referrals to other public agencies serving the needs of
mobilehome park residents.

Two financing programs in which HCD is involved are the
Mobilehome Park Resident Ownership Program (MPROP) and the
Home Investment Partnerships Program (HOME).

The MPROP provides financial and technical assistance for a park
conversion if there is at least one low-income (i.e., at or below 80%
of the county median income) household involved and the converted
project will meet the minimum standards of the Mobilehome Parks
Act. At least 2/3 of the residents must participate in the park purchase
and the resident organization, representing at least 2/3 of the
households in the park, must, for the conversion and blanket loans
described below, apply as co-applicant with a local public entity (city,
county, housing authority, redevelopment agency, or community
development commission). There are three types of MPROP loans:

» A conversion loan to the resident organization as interim
financing covers costs such as acquisition of the park; loan
origination fees and other financing costs; legal and
professional fees; and rehabilitation expenses. Payments are
interest-only, with repayment required upon completion of the
conversion.

s A blanket loan to the resident organization is long-term
(usually 30-year) financing for conversion costs (rent subsidies
for residents whose income is at or below 80% of the county
median; internal loans; etc.) attributable to low-income spaces.
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» A 30-year individual loan will enable a low-income (i.e., at or
below 80% of the county median income and unable to qualify
for a conventional or other private sector mortgage) resident to
purchase a lot or other individual interest in the park.
Alternative repayment schedules can include interest-only
payments or deferral of all principal and interest payments for
the full term of the loan. The loan is also due upon sale,
transfer, or non-occupancy of the lot by the owner/borrower.

Through the HOME program, HCD acts as a conduit for federal funds
used by cities and counties to provide direct loans or grants to persons/
families or blanket loans or grants to mobilehome park resident
organizations. HOME funds must be used to help make affordable
the housing costs of low-income persons/families.

Information on current mobilehome park programs may be obtained
by contacting:

Department of Housing and Community Development
P.O. Box 952054, MS -390 - 5
Sacramento, CA 94252-2054

The park purchase committee should also contact the local housing
authority and redevelopment agency.

How To Make An Offer To Purchase

After determining that the park purchase is feasible and of interest to
the residents, the park purchase committee must put together an offer
to purchase. A real estate broker or attorney will usually be engaged
under contract to represent the park residents in the purchase
negotiations. [t is important that the representative be given specific
written instructions in order to conduct the negotiations in the manner
desired by the residents.

Dealing with the Owner

After years of tenancy, residents’ perceptions of the “landlord” may
pose problems in dealing with the owner. Some other factors that
may hinder attempts to approach an owner with an offer include:

» Residents see the park as their home; the owner sees it as an
investment.
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* An owner of a profitable park may have no interest in selling.
®» The owner is firm in his price and will not bargain.

» Residents, out of touch with real estate values, may find it hard to
equate the value of their space with the price they received for
their home 15 or 20 years ago.

Throughout negotiations, the park purchase committee and/or its
representative must be prepared to react positively and make the best
of what sometimes appears to be an unfavorable situation. For
example, if the owner refuses to bargain on price, the committee may
be able to obtain more favorable terms.

Enhancing Negotiations
The negotiating agent may find the following tactics useful:

= Presenting a well prepared and reasonable offer to the seller in
order to assess the seller’s priorities.

» Offering terms of sale to the seller which assure ease and speed
of transfer of the property.

* Determining whether the owner will carry the financing,
eliminating the need to approach other sources of capital.

* Attempting to negotiate a discounted purchase price with the
seller in exchange for immediate participation by the residents.
(However, although the possibility of a discount may stimulate
resident interest in participation, the “immediate participation”
aspect may put extreme pressure on residents struggling with
the uncertainties of their personal finances.)

What are the principal factors impacting the length of time
it takes to complete a conversion?

The fastest way for park residents to gain ownership is purchase by a
nonprofit corporation of which the residents are members or
shareholders. Remember, this method of ownership does not
necessarily include the formation of a subdivision. Subdividing,
obtaining a public report, and conveying separate interests is a process
independent of incorporation and can be undertaken after the
corporation purchases the park.
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If creation of a subdivision prior to transfer of title is a condition of
the park purchase contract, the conversion process will usually take
considerably longer. The condition and size of the park, as well as
the percentage of residents required to participate are major factors
in determining the time required to complete the subdivision process.
The competency of consultants and professionals doing the conversion
and local government agencies’ familiarity with mobilehome park
conversions also have a direct bearing on the time needed to complete
the conversion process.

How do we manage the park after conversion?

Resident owners must decide if they will employ professional
management, manage the park themselves, or some combination of
the two.

Professional Management

Professional management companies generally provide a full range
of services, from collection of homeowners’ fees to disbursal of the
funds to operate and maintain common areas in the park. Professional
management is usually an expensive option. A management contract
must provide for a level of management suitable to residents’ needs
and ability to pay.

Many lenders will require, prior to funding, approval authority over
the management agent and contract. This is intended to ensure
accountability and successful operation.

The management company is an employee of the residents’
organization and should submit operating budgets to the residents’
organization and, if required, to the lender. The final decision regarding
major expenditures must rest with the residents’ organization.

Resident Management

Management by the residents can be an economically attractive option.
It encourages residents to get involved and gives them an outlet to
express interest and pride in the park. However, disputes can arise
about the amount of work required from each resident and services
can suffer from a lack of professional expertise.
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Combination

A good compromise between professional and resident management
is a professional onsite manager responsible to the homeowners’
association for overall park operation, assisted by residents or park
employees hired to perform certain jobs at the park.

Do | have long-term security in my purchase?

If the park is converted to a common interest development and the
purchaser continues to pay the mortgage payment, park assessments,
and taxes on the individual interest, he/she is assured of remaining in
the park.

If ownership of the park is through a corporation, the security of a
purchaser’s investment is greatly influenced by the financial
performance of the corporation and its members. If the corporation is
not able to make its payments on the purchase money loan, foreclosure
of the entire mobilehome park is possible. To prevent foreclosure, a
reserve fund may be established by the homeowners’ association. All
shareholders pay into this reserve account, in part to cover any
nonpayment of dues by corporation members or shareholders.

Before entering into any contract to purchase, residents should be
knowledgeable of exactly what they are purchasing and the possible
risks involved. In parks where a subdivision is formed, purchasers
must receive a copy of the public report before committing themselves
to a purchase. As discussed earlier, a public report discloses consumer
information and alerts prospective purchasers to significant aspects
and possible risks involved in the purchase. In parks where a
subdivision is not formed, prospective purchasers must gather
sufficient information to make an informed decision, perhaps with
the help of the park purchase committee.
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PART IV

If we decide to subdivide, what are our options?

If residents decide that they wish to convert their park to a subdivision,
a choice must be made as to what type of subdivision is most suitable
to their needs. There are three main types of common interest
developments to which a park might be converted: condominium,
planned development, or stock cooperative.

Condominium
A condominium consists of:

" aseparate interest in space; and

* an undivided interest in common in real property (the common
area).

The separate interest or the common area may be filled with air, earth,
or water, or any combination thereof, and need not be physically
attached to the land except by easements for access and support. A
condominium is especially adaptable to mobilehome park
subdivisions because the separate interest may consist of a cubicle of
air space without reference to a structure.

Typically, an owner’s interest in a condominium is evidenced by a
deed conveying both the separate air space and an undivided interest
in the common area. The boundaries of the air space and common
area are described on the recorded final map or condominium plan
for the project. The owner may obtain title insurance on the interest.

As is the case in all common interest developments, an elected
governing board manages the common area on behalf of all the
owners. The declaration of restrictions requires that each owner be a
member of the homeowners’ association and that the association has
the power to assess owners for their share of the operational costs of
the common area. Generally, assessments are secured by the power
to place a lien against an owner’s interest.

Before agreeing to finance a condominium project or make individual
loans secured by condominium interests, institutional lenders usually
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require assurances that the lien securing assessments of the owners’
association will be subordinated (junior) to the lender’s deed of trust
or mortgage. However, the lender must agree to be bound by the
declaration of restrictions for the project.

Planned Development
A planned development consists of:

» parcels of land owned separately by residents;

» other parcels (common area) held in common by all residents
or, more typically, deeded to an association of homeowners;
and

" an association of owners with the power to assess residents for
maintenance and repair of the common areas. The assessment
may become a lien on the separately owned parcel of a
nonpaying owner. The lien may be foreclosed upon and the
property sold by the homeowners’ association in a manner
prescribed by law.

Stock Cooperative

In a stock cooperative, a corporation is formed to hold title to real
property in fee simple or for a term of years. Each shareholder of the
corporation receives an exclusive right to occupy a portion of the
real property and a share of stock or a certificate of membership. The
right of occupancy is transferable only with concurrent transfer of
the membership or share of stock.

As a general rule, the Department of Real Estate will not issue a
public report on a stock cooperative if a blanket loan covering the
entire park is proposed, unless the lender agrees to subordinate the
loan to the governing instruments of the project. The lender must
also agree not to foreclose against nondelinquent members or
shareholders of the stock cooperative even if the corporation holding
title to the park is unable to make its payment to the lender.

Problems may be encountered in financing the purchase of a share in
a stock cooperative because the loan may not qualify as a real property
loan and different lending criteria may apply. Publicly assisted
financing programs have helped to reduce this financing difficulty.
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In the case of a housing assistance contract, special provisions can be
made for a stock cooperative, subject to a regulatory agreement with
the Secretary of Housing and Urban Development.

A Limited Equity Housing Cooperative (LEHC) is a nonprofit public
benefit corporation, a form of stock cooperative, with a specific set
of requirements. The articles of incorporation and bylaws governing
an LEHC require the purchase and sale of a membership interest at
no more than a specified “transfer value.” This value is equal to the
initial price of the membership plus an increase in value determined
by the board of directors of the corporation, not to exceed ten percent
per year. The intent in creating an LEHC is to maintain affordable
housing by reducing speculative pressures on value and minimizing
the cost of conversion. Certain exemptions from the public report
requirement are available for this type of subdivision, provided a
regulatory agreement is entered into with a specified federal or state
agency.

Note: Do not confuse a stock cooperative subdivision with ownership
of the park by a nonprofit corporation formed for the purpose of
holding title, as previously discussed.

Department of Real Estate Subdivision Offices

The Department of Real Estate maintains subdivision offices in Los
Angeles and Sacramento. The offices process applications for public
reports for projects in certain counties as indicated below.

Los Angeles Sacramento

Subdivisions Office South Subdivisions Office North

320 West 4th Street, Suite 350 2201 Broadway

Los Angeles, CA 90013-1105 P. O. Box 187005

(213) 576-6983 Sacramento, CA 95818-7005
(916) 227-0813

Counties Counties

Imperial, Los Angeles, Orange, All Other Counties

Riverside, San Bernardino,
San Diego, Santa Barbara,
and Ventura.
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STATE OF CALIFORNIA

DEPARTMENT OF REAL ESTATE
SUBDIVISIONS

PRELIMINARY PUBLIC REPORT APPLICATION INSTRUCTIONS

(Mobilehome Park Resident Ownership Program)

RE 601 (Rev. 7/04)

PACKET CONTENTS

RE 601A  Preliminary Public Report — Application Submittal

RE 601B  Preliminary Public Report — Application

RE 60IC  Preliminary Public Report—Common Interest Subdi-
vision

RE 612 Reservation Instrument

RE 612A  Reservation Deposit Handling Agreement

RE 646 Common Interest Development General Information

GENERAL APPLICATION INFORMATION

This is an application for a preliminary public report for a
mobilehome park conversion wherein the subdivider has or intends
to apply for financing through the Mobilehome Park Resident
Ownership Program (MPROP), Department of Housing of Com-
munity Development, as authorized by Chapter 11 of Part 2,
Division 31 of the Health and Safety Code. This application does
not constitute a notice of intention for a final public report.

A preliminary public report must be obtained before a subdivider
may advertise or take reservations on subdivision interests, or
solicit mobilehome park tenants as required per the MPROP
application process. A final public report must be obtained before
any subdivision interest may be sold or leased.

If all filing requirements are met a preliminary public report will
normally be issued within 14 days after receipt of the application.

HOW TO APPLY — WHAT TO SUBMIT

To obtain a preliminary public report, complete and submit the
following forms to the appropriate Department of Real Estate
Subdivision Office (refer to “Where to File Your Application” on

page 2).

Application Submittal
(Preliminary Public Report) (RE 601A)

Complete information under “Public Report Information.”
Check the appropriate boxes in the “Items Submitted” column
that correspond to each item enclosed.

Allitems with an asterisk (*) must be submitted before your file
will be accepted. Submit any additional documents that are
applicable.

If any of the items are deficient, DRE will check the box in the
“Deficient” column, add commentsifnecessary, and return the
form for corrections to the single responsible party (SRP)
shown on the application.

Preliminary Public Report Application (RE 601B)
Submit the original and one additional copy of page 1.

a) Answer all questions in the application. If an item is not
applicable, state NA.

b) Item #5 (Single Responsible Party) - Only one individual
may be listed as the single responsible party (SRP). This
individual may be contacted to answer any questions and
will receive the preliminary public report whenissued. Do
not request that correspondence or extra copies of the
publicreport be sent to other parties. In addition, copies of
all written communications to the SRP will be sent to the
subdivider.

Item #16 (Certification) — The certification states that all
representations made in the application, including all
exhibits, are true, accurate and complete.

Filing Fee
Submit a certified check, money order or check payable to
“Department of Real Estate” for the required filing fee.

Note:  The check must be dated not more than 60 days before the
application isreceived by DRE. Do not send cash. Attach

the fee to the photocopy of page 1 of RE 601B.

Filing fees include the basic filing fee and preliminary public
report fee, plus a lot/unit fee for each lot/unit to be covered by
this preliminary public report. Referto Subdivision Filing Fees
(RE 605) to calculate the appropriate fee.

Typed Preliminary Public Report (RE 601C)
Submit the original and three copies (reproduced on pink
paper).

Note:  All preliminary public reports are printed on pink paper so
that they are easily distinguishable from final public

reports, which are printed on white paper.

The preliminary public report consists of the RE 601C and RE
646 for acommon interest subdivision. Follow the instructions
listed below to complete these forms.

a. Complete RE 601C as outlined below:
1) Subdivision Information [front page of RE 601C ]

Enter the name of applicant, tract or map name and
number, advertising name, and county only. DREwill
complete the file number, issuance date, and expira-
tion date fields.

2) Location and Size [page 2, RE 601C]

This subdivision contains (#) lots, units, or spaces on
(#) acres and is located at (street address or cross
streets) within the city limits of (cin/town) or ap-
proximately (#) miles from (city/town).

The Department of Real Estate does not discriminate on the basis of race, color, creed, national origin, ancestry, sex,
marital status, domestic partnership, religion, age, sexual orientation or disability in employment or the provision of services.
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3) Reservation Money Handling /page 2 of RE 601C]

Add the name and street address of the escrow de-
pository. Do not use a post office box.

4) Typeof Subdivision—Choose one of the following to
indicate the type of subdivision (project):
Condominium
Limited Equity Housing Cooperative
Planned Development
Stock Cooperative

5) Interest To Be Conveyed (page 2) — Choose the
appropriate phrase below, fill in the blanks and enter
the phrase on page 2. (If none of the statements below
is representative of your offering, rephrase the state-
ment and explain the reasons in a cover letter.)

a) Condominium

Youwillreceive fee title to aspecified unit andan
undividedfractional interest as a tenant-in-com-
mon in the common area together with a mem-
bership in the Association and
rights to use the common area(s).

b) Stock Cooperative or Limited Equity Housing
Cooperative

Youwill receive an exclusive right of occupancy
and lease to a specified space together with
member ship (or shares) inthe Co-
operative Corporationwhich owns the property.

¢) Planned Development

You will receive fee title to a specified lot to-
gether with a membership in As-
sociation and rights to use the common areaf(s).

Address Labels
Prepare five, self-adhesive, self-addressed address labels for
the SRP of this project and another five for the subdivider.

Example:  Ms. Josephine Wayne
Smith Title Company
123 Main Street

Anywhere, California 90000

WHERE TO FILE YOUR APPLICATION

There are two DRE Subdivision Regional Offices. Each office
processes applications for subdivisions being developed in certain
counties as shown below.

You must file your application in the appropriate office. Some
applications may be transferred to the other Regional Office for
processing. You will be advised if your file is transferred.

The following counties are covered by the Southern office:

Imperial Los Angeles
Orange Riverside
San Bernardino San Diego

Santa Barbara Ventura

Subdivisions Office - South
320 W. 4th Street, Suite 350
Los Angeles, CA 90013-1105
Telephone: (213) 897-3908

All Other Counties are covered by the Northern office:
Subdivisions Office - North
2201 Broadway, CA
Mailing address: P.O. Box 187005
Sacramento, CA 95818-7005
Telephone: (916) 227-0813

PRELIMINARY PUBLIC REPORT ISSUANCE
PROCEDURE

The Department will review your pre-typed preliminary public
report, and if the documents meet DRE standard, the report will be
returned to the SRP.

You are required to duplicate the preliminary public report on
pink paper and provide a copy to each party making a reservation,

RECEIPT FOR PUBLIC REPORT
(REQUIRED BY REGULATION 2795.1)

Each prospective purchaser must be given a copy of the public
report for which a receipt must be completed and retained for three
years. A Receipt for Public Report (RE 614E) shall be used by the
owner/subdivider (or agent). (Refer to Figure A.) A copy of RE
614E will be provided when the public report is issued.

The receipt is to be kept on file by the subdivider or his/her
representative/agent for three years.

Regulation 2795.1(a) states, “A receipt on the form specified
herein shall be taken by or on behalf of the subdivider from each
person executing a reservation agreement under authority of a
preliminary public report and each person who has made a written
offer to purchase or lease a subdivision interest under authority of
a final subdivision public report.”

Subsection (b) of Regulation 2795.1 provides that the receipt shall
be retained for a period of three years from the date of the receipt
and shall be available for inspection by DRE during regular
business hours.

Section 11018.1 of the Business and Professions Code stipulates
when and to whom the subdivider or subdivider's agent or salesper-
son must give copies of the public report.

(a) A copy of the public report of the commissioner, when issued,
shall be given to the prospective purchaser by the owner,
subdivider or agent prior to the execution of a binding contract
or agreement for the sale or lease of any lot or parcel in a
subdivision. The requirement of this section extends to lots or
parcels offered by the subdivider after repossession. A receipt
shall be taken from the prospective purchaser in a form and
manner as set forth in regulations of the Real Estate Commis-
sioner.
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(b) A copy of the public report shall be given by the owner,
subdivider or agent at any time, upon oral or written request, to
any member of the public. A copy of the public report and a
statement advising that a copy of the public report may be
obtained from the owner, subdivider oragent at any time, upon
oral or written request, shall be posted in a conspicuous place
at any office where sales or leases or offers to sell or lease lots
within the subdivision are regularly made.

SUPPLEMENTAL ITEMS

Communications with the Department

When corresponding with the Department's Subdivision Offices,
always identify the DRE-assigned file number. This will assist
DRE staff to quickly locate the file and to match the mail with the
appropriate file for processing.

Reference Material

The Department has the following publications available for pur-
chase. These may be helpful reference materials for public report
applicants.

Real Estate Law Book

Real Estate Reference Book

Subdivision Public Report Application Guide (SPRAG)
Operating Cost Manual for Homeowners Associations

Please refer to Publications Request (RE 350) for ordering infor-
mation.

FIGURE “A”

RECEIPT FOR PUBLIC REPORT OR CALIFORNIA PERMIT

The Laws and Regulations of the California Real Estate Commissioner require that you as a prospective purchaser
or lessee be afforded an opportunity to read the public report or permit for this subdivision before you make any
written offer to purchase or lease a subdivision interest or before any money or other consideration toward purchase
or lease of a subdivision interest is accepted from you.

In the case of a preliminary or interim public report or permit you must be afforded an opportunity to read the public
report or permit before a written reservation or any deposit in connection therewith is accepted from you.

In the case of a conditional public report or permit, delivery of legal title or other interest contracted for will not
take place until issuance of a final public report or permit. Provision is made in the sales agreement and escrow
instructions for the return to you of the entire sum of money paid or advanced by you if you are dissatisfied with
the final public report or permit because of a material change. (See California Business and Professions Code
§11012))

DO NOT SIGN THIS RECEIPT UNTIL YOU HAVE RECEIVED A COPY OF THE PUBLIC REPORT AND
HAVE READIT.

I read the Commissioner's Public Report or Permit on

[File Number]

[Tract Number or Name]

I understand the public report or permit is not a recommendation or endorsement of the subdivision, but is for
information only.

The issue date of the public report or permit which I received and read is:

Signature Date

Address




STATE OF CALIFORNIA

BUREAU OF REAL ESTATE
SUBDIVISIONS

PRELIMINARY PUBLIC REPORT APPLICATION SUBMITTAL
(Mobilehome Park Resident Ownership Program) FILE NUMBER

RE 601A (Rev. 1/97)

e ——
g

NOTES TO THE SUBDIVIDER

All items marked with an “#” must always be submitted with the application.

Documents must be submitted in the order listed below (tabbing not necessary). Submit the documents and check/
money order to the appropriate subdivision office listed in the Preliminary Public Report — Application Instructions (RE

601).

TRACT NAME AND/OR NUMBER

" __PUBLIC REPORT INFORMATION |

ADVERTISING NAME

AMOUNT OF ENCLOSED CHECK

CITY COUNTY
Sugre;irirt)ted BZ‘Z#Z%%’;W Name of Item Submitted

»* Preliminary Public Report - Application (RE 601B)

» One additional copy of page 1 RE 601B with filing fee attached.

» Typed preliminary public report (original and three pink copies of RE 601C)

»* Single responsible party & subdivider address labels - 5 preprinted, self-adhesive labels for each
party

» Preliminary report from title company (with BRE indemnity notes); and, if applicant does not cur-
rently hold title, also submit agreement or option to purchase, or certified escrow instructions.

»* Completed Reservation instrument (RE 612) and Reservation Deposit Handling Agreement (RE

612A); RE 612A must be executed by applicant and escrow-holder

Consent to Service of Process (RE 608's), if applicable

Certificate of qualification from the California Secretary of State, if applicable

Authorization to sign, if applicable

Authorization of Agency, if applicable

BRE USE ONLY

COMMENTS: (USE REVERSE SIDE IF NECESSARY)

REVIEWED BY:

3

DATE




STATE OF CALIFORNIA

BUREAU oOF REAL ESTATE

SUBDIVISIONS
PRELIMINARY PUBLIC REPORT APPLICATION
(Mobilehome Park Resident Ownership Program)
RE 601B (Rev. 9/99)
FOR BRE USE ONLY DATE RECEVED
APPLICATION USE FILE NOMBER
This applicationshall only be used for mobilehome park conversions
wherein the subdivider has or intends to apply for financing through | ZMoUNT REQUIRED
the Mobilehome Park Resident Ownership Program (MPROP), De- $
partment of Housing and Community Development, as authorized
by Chapter 11 of Part 2, Division 31 of the Health and Safety Code. AMOUNT RECEIVED
$

1. GENERAL INFORMATION REFUND AMOUNT
A. TYPE OF SUBDIVISION: (CHECK ONE BOX) $

L_. CONDOMINIUM AMOUNT TRANSFERRED | FROM FILE # FORLOTS

L STOCK COOPERATIVE

E LIMITED EQUITY HOUSING COOPERATIVE (LEHC) $

E PLANNED DEVELOPMENT
E OTHER:

B. APPLICATION FOR: (CHECK ONE BOX)

. ORIGINAL
[, AMENDED FILE#
[, RENEWAL FILE#
2. SUBDIVISION IDENTIFICATION AND LLOCATION
NAME OF SUBDIVISION
TRACT NUMBER

ADVERTISING NAME

STREET ADDRESS (IF ANY)

city 1 COUNTY

1S SUBDIVISION LOCATED WITHIN

CITY LIMITS?
[: YES E NO

IF NO, NEAREST TOWN/CITY?

IF YES, WHAT CITY?

MILES/DIRECTION FROM TOWN/CITY?

ACCOUNTING USE ONLY

3. SUBDIVIDER INFORMATION

SUBDIVIDER NAME

ATTENTION

ADDRESS

CITY

STATE ZIP CODE
TELEPHONE NUMBER FAX NUMBER

5. SINGLE RESPONSIBLE PARTY (S

SUBDIVIDER NAME

RP)

ATTENTION
MASTER BRE FILE NO. (IF ANY) MASTER FILE TRACT NUMBER
ADDRESS
DEPUTY ASSIGNED TO MASTER FILE
cITY
3. SIZE'OF THIS FILING
NUMBER OF RESIDENTIAL LOTS/UNITS/SPACES (Do not include common area lots) STATE ZIP CODE
LiIST COMMON AREA LOT NUMBERS/LETTERS TELEPHONE NUMBER FAX NUMBER

LOTS/UNITS/SPACES TO BE LOTS TO BE SOLD/LEASED
E‘ SOLD D LEASED [:_I WITH HOUSING

| VACANT [7| BOTH
L [

NUMBER OF ACRES IN THIS FILING
(NOT SQUARE FEET)

NUMBER OF COMMON AREA LOTS

WHEN PUBLIC REPORT IS READY:
D MAIL TO SRP

D CALL SRP FOR PICK-UP.




6. OVERALL PROJECT PLAN
[] Single Phase

A. What type of project is this application for?.........ccccvvininnnnnen. [] Multiple Phase
B. How many lots/units/spaces (other than common area but including this filing) are in the

OVerall Project t0 date?.........ccovvvieviiiiiniiiiiii e
C. How many acres are in the overall project to date, including this filing?......c.cccvevveinens

D. Ifyou checked multiple phase above how many phases are in the project? ...................

This application is for which phase? (1st, 3rd, eC.) .cccevervvrrvncininiiniccniiieniccvccneanes

What is the total number of lots/units/spaces in the overall project? ..........cccccnvnneiins

What is the approximate completion date for the overall project?.........cccoceevinnnincns

List the phase and common area lot numbers/letters for each prior phase.

Phase Numbel Common Area Lot Numbers / Letters

7. LEGAL INTEREST TO BE OFFERED

A. Unit, lot, or space B. Common Area Interest
[1 Fee Interest [] Conveyed to Owners Association
[] Leasehold Interest for Term Years [] Fractional Undivided Interest
[] Real Property Sales Contract [] Other (explain)

[] Other (explain)

8. IMPROVEMENTS
. Number of buildings containing residential Units.........coccevverrereeriirnniinernnncniienennns

. Estimated completion date of residential UNitS......co.covvvrniininininicn e

A

B

C. Estimated completion date of common area and facilities included in this filing............
S i

. Describe the type of car storage (i.e., garage, carport, or open space) and number of each type to be individually
owned, if any.

RE 601B Page 2 of 4



E. Describe the type of car storage (i.e., garage, carport, or open space) and number of each type to be included in the
common area, if any.

9. COMMON AREA IMPROVEMENTS (IF APPLICABLE)

A. Indicate on the map and describe below the improvements (i.e., recreational facilities, landscaping, etc.) to the com-
mon area lots that will be completed as part of this filing.

B. Describe the common area lot improvements (i.e., recreational facilities, landscaping, etc.) that have previously
been completed in this development, which will be available for the use of purchasers of lots/units in this filing.

10. LOCATION OF SUBDIVISION SALES RECORDS

NAME OF CUSTODIAN TELEPHONE NUMBER
STREET ADDRESS
CITY COUNTY STATE ZiP CODE

11. RESERVATION DEPOSIT HANDLING

Deposits received from persons in connection with the taking of reservations for lots/units/spaces under authority of a
Preliminary Public Report will be immediately placed into the following neutral escrow depository along with a completed
and executed Reservation Instrument (RE 612) and a completed and executed Reservation Deposit Handling Agreement
(RE 612A).

Complete and enclose one sample copy of RE 612 and one sample copy of RE 612A, personally singed by the subdivider
and the escrow holder.

NAME OF ESCROW DEPOSITORY TELEPHONE NUMBER

STREET ADDRESS (DO NOT LIST POST OFFICE BOX)

CiTY STATE ZiP CODE

RE 601B Page 3 of 4



12. PRELIMINARY REPORT

Submit a Preliminary Report from title company. If you do not currently hold title, also submit a copy of the Agreement,
Option To Purchase, certified Escrow Instructions, or other evidence of a future interest in the property. Evidence of
future vesting must include a “date certain”; the date by which vesting must occur. The Preliminary Report must include
the two following certification paragraphs:

No known matters otherwise appropriate to be shown have been deleted from this report which is not a policy of
title insurance, but a report to facilitate the issuance of a policy of title insurance.

For the purposes of policy issuance no items (or items ) may be eliminated on the basis of indemnity agreement
or other agreement satisfactory to the company as insurer.

13. NON-RESIDENT SUBDIVIDER

If subdivider is a non-resident, submit a completed Consent to Service of Process (RE 608’s) for substituted service of
process upon the California Secretary of State and a certificate of qualification from the California Secretary of State, if
applicant is a nonresident corporation or limited liability company.

CERTIFICATION
I declare under penalty of perjury that the representations and answers to questions in this application and in all
documents submitted as a part of this application are true and complete to the best of my knowledge and belief.

Inaddition, I declare that I fully intend to make application for financing of this mobilehome park conversion through
the Mobilehome Park Resident Ownership Program of the Department of Housing and Community Development.

SIGNATURE OF SUBDIVIDER DATE
»
SIGNATURE OF SUBDIVIDER DATE
»
SIGNATURE OF SUBDIVIDER DATE
»
SIGNATURE OF SUBDIVIDER DATE
»

EXECUTEDAT: {STREET ADDRESS, CITY, COUNTY, STATE)

» Ifthe subdivider is a corporation, limited liability company (LLC), partnership, etc., the individual(s) signing the certi-
fication must stipulate the capacity (i.e., president, manager, general partner, etc.) of the signer, and an authorization to
sign (i.e., corporate resolution, LLC statement, or partnership statement) must be submitted.

» Ifan agent will be submitting documents to the Bureau of Real Estate on behalf of the subdivider, the subdivider must
provide written authorization to that effect.

» Certification signed outside the State of California must be acknowledged by a notary public.

RE 601B Page 4 of 4



1.
Operating Cost Manual for
Homeowners Associations



OPERATING COST
MANUAL

for

Homeowner Associations

California
Department of Real Estate

Serving Californians Since 1917

Revised April 2007



OPERATING COST MANUAL

For Homeowner Associations

Table of Contents

PART 1
FOTEWOIU ....ooeiee ettt ssne s et st ssare e r e s srne s sseesrbeesrsasernesssness

Using the Manual..........oooo oottt

PART I1 — OPERATING AND MAINTENANCE COST DATA
100'S — FIXEA COSES w..evreveeeeenerrerreeeeeresnarrenressessecnernsesessessesnsseeseessessessenesennes
200's — OPerating COStS ...ccvevverrerreruerrerrerereseesesseremsrsrersessessnestesseseeessesessrees

PART III — RESERVE COST DATA AND ADMINISTRATION
300" — RESEIVES...ccviiiriiiiiiitriertriereeeereecnreebreonsessstseesrsoassssssteesresessasssssossranees
400's — AQMINISITALION .c.vevvviiiricieecereereeeieeeaeessiesesrrestrssntrestreeesaressssessarsones

500'S — CONLINEEIICY ....evreeerrererreerrerrerressessessessessersessessessessessessasssessessesseseessens

PART IV — SUMMARY AND WORKSHEET
Budget Submittal and Review Summary........ccooeoivericnieniccvcnnnnneennnnn
Budget Worksheet [RE 623] ......ccoovioiiieeiecceeceneccnecneeccereeereseesennenne

PART V— OPERATING COST MANUAL INDEX .......cccccconinviniicniinns



Foreword

This is the thirteenth revision of this manual which was first published in 1975.

The manual is designed as a guideline to assist homeowners’ associations, developers and management
firms of common-interest subdivisions in budget preparation. The materials are applicable, at least in part,
to the following common-interest subdivisions:

*  Planned Developments (P.D.’s)

+  Condominiums (Condos)

¢ Community Apartments (Com. Apts.)

+  Stock Cooperatives (Stock Co-ops)

*  Undivided Interest Subdivisions/TIC's (Tenancy in Common)

The cost data are considered to be reliable as of winter 2005. Costs incurred in maintaining and operating
the common facilities in common-interest subdivisions are likely to be affected by inflation. Inflationary
influences should therefore be considered in budget preparation for those budgets which are prepared far
in advance of the operating period covered by the budget.

The data in this handbook has been collected by the Budget Review Section staff of the California Depart-
ment of Real Estate froma variety of sources including homeowners’ associations, professional management
firms, service organizations, public utilities and manufacturers.

It has been assembled in a form to facilitate multi-purpose use by lay governing bodies of homeowners’ as-
sociations, developers and professional management firms alike. As such, some parts of this manual may not
apply to your situation and other resources should be solicited. THIS MANUAL IS NOT INTENDED TO
INSTRUCT HOMEOWNERS’ ASSOCIATIONS IN ACCOUNTING PROCEDURES OR FORMAT.

The Department will appreciate receiving suggestions for improvement of the manual. Please send to:

Department of Real Estate Department of Real Estate
Budget Review Section Budget Review Section

P.O. Box 187005 320 W. 4th Street, Suite 350
Sacramento, CA 95818-7005 Los Angeles, CA 90013-1105
(916) 227-0813 (213) 576-6980

Please include your telephone number on correspondence to facilitate follow-up communication by tele-
phone.
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Using THE MANUAL

Items to be budgeted have been divided into the following five
categories:

100 — Fixed Costs (taxes, insurance, elc.)

200 — Operating Costs (utilities, goods and services)
300 — Reserves (for replacement and major mainte-
nance)

400 — Administration (legal, accounting, eic.)

500 — Contingency

Each of the first four major categories have been divided into
subcategories or into component line item expenses to facilitate
the inventory and budget preparation processes.

The costs that have been developed for condominium devel-
opments are those customarily associated with low-rise or gar-
den-type condominiums. Extra care should be taken in using
the format or content of this manual when developing budgets
for high-rise and luxury buildings.

High-Rise Structures

Typically, a high-rise condominium project will employ a full
time staff of ten or more employees to perform maintenance and
repair. Moreover, some of the building components may be under
full service contracts so that the need for replacement of major
components may not arise. All high-rise (over 70 feet) buildings
are subject to certain safety codes, e.g., fire and elevator safety,
which may require the installation of equipment at some specified
future date. Funds forthe purchase, installation and maintenance
of such equipment should be included in the budget.

A limited list of the high-rise components not included in
other sections of the Operating Cost Manual are:

Central heating and air conditioning systems (HVAC) com-
prised of chillers, compressors, and boilers; cooling towers;
gas-fired boilers equipped with heat exchangers; emergency
diesel generators for emergency purposes; fire sprinkler sys-
tem with storage tanks and diesel fuel pumps; master antenna
systems; building security systems; closed circuit TV systems,
electric door releases; intercom systems; house phones; music
and paging systems; glass caulking; window washing/cleaning;
compactor maintenance; local license inspection fees; exterior
surface repair; etc.

Refer to Addendum "A'" for a limited checklist that may
be submitted with the budget for High-Rise or Mid-Rise
projects.

Alimited list of the high-rise personnel and indirect expenses
not included in the Operating Cost Manual are:

Manager(s), engineer(s) and assistants, head janitor and assis-
tants, security guards, valet(s), door attendants, PBX operators,
concierge, front desk; relief, vacation, and bonuses; workers
compensation, and payroll taxes.

Because of the complexity of budgets for high rise condo-
miniums, a 10 percent contingency factor is not considered
unreasonably high.

A common-interest subdivision may include a common facil-
ity which is not covered in this manual. In budgeting for such
a facility, it is best that it be broken down into its component
expenses. In the case of a stable, for example, consideration
should be given to such component item expenses as electricity,
water, custodial service and painting. It should be possible to use
data in this manual to calculate the various component costs and
to estimate the aggregate cost of maintaining and operating the
facility, EVENTHOUGHANAMENITY OR COMPONENT
MAYNOTBEINCLUDED INTHISMANUAL,ITSHOULD
BE INCLUDED IN THE BUDGET.

To use this manual, persons responsible for budget preparation
should first make a list of all expenses that the association is
likely to incur. An analysis of the governing documents for the
subdivision and the association is extremely important in the
budget preparation process. The governing documents enumerate
the duties of the homeowners’association and specify or suggest
areas in which costs will be incurred.

The cost data in Part IT of the manual is applicable for a majority
of developments located in and around major population cen-
ters of California. Data provided is for Northern California and
for Southern California, but a further breakdown into smaller
geographical areas is only provided for certain expense items,
e.g., landscape maintenance for the Palm Springs area. No cost
data has been developed for special resort areas such as Lake
Tahoe, where costs for goods and services are likely to be sub-
stantially higher than costs for comparable goods and services
in metropolitan, urban and suburban areas.

Parts III and IV of this manual consist of reserve cost data and
budget worksheets to assist in the compilation process.

To estimate certain expenses, e.g., carpeting and painting,
it is necessary to have reliable data concerning dimensions
of common areas and facilities. One of the first tasks of the
governing body or management agent of an association is the
preparation of a complete inventory of the areas and facilities
to be maintained.

In preparing the inventory, it is best to start with a map, diagram
or sketch delineating all of the common areas and facilities. For
completed or existing projects the best source of information
in completing the map and project inventory is a set of as-built
plans covering the project common area. These plans are not
only helpful in preparing the project inventory, butalso in coping
with certain practical problems of management such as turning
off water in the event of a broken water line.

If construction plans for the common area of a planned devel-
opmentare notavailable, the recorded map of the subdivision can
serveasasource ofinformation in preparing the project inventory
map. Fora condominium project, it will usually be necessary for
the budget preparer to obtain a copy of the condominium plan
from the county recorder or subdivider, as well as:

» - copy of the final or tentative map
» architectural elevations and plan views
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+  engineering plans
+ landscape architectural drawings

Other possible sources of information to prepare the project
inventory map include a land use map (usually available from
the city orcounty planning department) and the county assessor’s
map. If all else fails, a reasonably accurate inventory can be
taken through the process of measuring and counting areas and
facilities in place.

The inventory of fixtures, furniture and other personal property
of the association is usually best made in the beginning by a
physical count and by measurement where appropriate. This is
probably also the best method for inventorying some items of
real property such as lighting fixtures.

Itisrecommended that associations consider verification and,
if necessary, correction of their major component inventory
after project start-up. This may be necessary to comply with
Civil Code Section 1365.

Variable Assessments

Proration is a procedure to determine the amount to be assessed
toeachunitin the subdivision to meet budgeted expenses. Prora-
tions may be either equal or variable. Equal proration involves
the simple process of dividing the total costs of a budget item
by the number of units in the subdivision. Variable prorations
entail the use of a factor or factors that differ from one unit to
the next, e.g., square footage of floor space. Equal assessments
should be used wherever reasonably equitable, since variable
proration can be a complicated and controversial process.

Variable prorations should be employed only when services
are provided to units in unequal proportions. DRE regulations
allow the use of variable assessments against units only if one
unit will derive as much as 10 percent more than another unit
in the value of common goods and services supplied by the
association. Examples of services provided in unequal propor-
tions directly to units are insurance, domestic water and gas, if
applicable, and exterior and roof maintenance (the budget items
for exterior and roof maintenance are ordinarily the reserves to
carry out this maintenance when it is due).

Within a particular project, more than one proration factor may
be applied. For example, consider a condominium project with
central air conditioning, a swimming pool and valet parking
services. It would not be unreasonable to allocate these expense
items to each unit as follows:

1. Central air conditioning costs on the basis of the square
footage of each unit.

2. Expenses attributable to the swimming pool equally for
each unit.

3. Valet parking costs according to the number of parking
spaces for each unit in proportion to total parking spaces
for the project.

An example of how to determine whether proration is advisable
is presented in Figure “A”:

Assume a budget for a 100-unit condominium project consist-
ing of 50 two-bedroom units of 1,000 square feet of floor space
each and 50 three-bedroom units with 1,200 square feet each.

There is a single master meter for domestic water supplied to
the project. Electricity and gas are individually metered to each
condominium unit.

Using the completed worksheet (see Figure “B”), variable as-
sessments can be computed as follows:

Highest Assessment- Lowest Assessment ~ Lowest Assessment
= % Differential ($§93.46 — $88.55 = $88.55 = 5.5%)

The difference in the monthly assessments for the two floor
plans is $4.91. The assessment for a 1,200 square foot unit is
only 5.5 percent greater than the assessment for a 1,000 square
foot unit. A variable assessment is not considered appropriate
since the difference in the level of services supplied to the two
floor plans by the owners association is less than 10 percent, the
minimum difference allowable for variable assessments under
DRE regulations. In most instances, however, variable proration
is not considered preferable to equal proration if differential in
the level of services supplied by the association to the units is
less than 20 percent. Variable assessments should be used when
the differential exceeds 20 percent. After determining the percent
of benefit derived from services provided by the association, an
easy chart to follow would be:

Less than 10% -
From 10% to 20% —
Over 20% -

RE 623, Budget Worksheet, Page 14 hasablank proration sched-
ule worksheet for your use. Your management documents must
agree as to equal or variable assessments. Check the appropriate
box on page 4 of the Budget Worksheet (RE 623).

equal assessments
variable or equal
variable assessments

Management Documents

It is recommended that the subdivider, attorney and budget pre-
parer discuss the specific maintenance responsibilities of the
association prior to preparing the Declaration of Restrictions
and budget. In the past there have been problems in determin-
ing whether the individual unit/lot owner or the homeowners’
association was responsible to maintain or repair items in the
subdivision. The CC&R’s should be clear enough to avoid
confusion.

A general statement that the HOA is responsible to maintain
common areas may be insufficient. There are subdivisions where
the purchaser acquires title to a lot but the subdivider, in order
to maintain the esthetic appeal to the subdivision, will require
the association to maintain exterior paint or landscaping in front
yards. Since these areas are owned in fee by the lot owner, the
usual definition of common area would not be sufficient. In
addition, areas designated as exclusive use common area have
caused confusion in the past because of conflicting or confusing
definitions in either the CC&R’s or the Condominium Plan.

Operating Cost Manual
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FIGURE “A”

Budget

Budget — Monthly Column

Description Monthly Costs Equal Costs Variable Costs
Insurance 1,000.00 1,000.00
Electricity 600.00 600.00
Gas (for pool) 200.00 200.00
Water 400.00 400.00
Custodial 500.00 500.00
Landscaping 2,500.00 2,500.00
Refuse 300.00 300.00
Streets 100.00 100.00
Pool 100.00 100.00
Misc. Maintenance 300.00 300.00
Paint Reserve 600.00 600.00
Roof Reserve 700.00 700.00
Light Reserve 100.00 100.00
Carpet Reserve 100.00 100.00
Pool Reserve 100.00 100.00
Fumiture Reserve 100.00 100.00
Paving Reserve 200.00 200.00
Management 700.00 700.00
Legal 100.00 100.00
Accounting 100.00 100.00
Contingency 300.00 300.00
$9,100.00 $6,400.00 $2,700.00
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FIGURE “B”

PRORATION SCHEDULE WORKSHEET

Section1 Variable Assessment Computation

A. Variable Costs Description Monthly Cost
1. Insurance $1,000.00
2. Domestic Gas (if common) $ 0.00
3. Domestic Water (if common) § 400.00
4. Paint $ 600.00
5. Roof $§ 700.00
6. Hot Water Heater (if common) $ 0.00
7. Other $ 0.00
Total Variable Cost $2,700.00
B. Total livable square footage of all units from condominium plan: 110,000
C. Variable Factor (variable monthly costs + square footage = variable factor): .02455

Multiply this factor by each unit size below in Section III.

Section II Equal Assessment Computation

A. Total Monthly Budget $9,100.00
Less Variable Costs $2,700.00
Total Monthly Equal Costs $6,400.00

B. Monthly Base Assessment: $ 64.00

(total monthly cost +~ number of units = monthly base assessment)

Section III Assessment Schedule

Unit Size x  Variable = Variable + Base = Total Mth. x Unit Total Mth.
Factor Assessment Assessment Assessment Count Budget *
A. 1,000 s.£fx .02455 = $24.55 + $64.00 = $88.55 x 50 = §4,427.50
B. 1,200 s.£fx .02455 = $25.46 + $64.00 = $53.46 x 50 = $4,673.00
C. X = + = X =
D. X = + = X =
VERIFICATION OF COMPUTATIONS Total Monthly Budget (Section III) $59100.50
Total Monthly Budget (Section IIA) $5100.00
*  Total Assessment x number of units of each type.
Section IV Variable Assessments
Highest - Lowest +  Lowest = %
Assessment Assessment Assessment Differential
$93.46 — $88.55 - $88.55 = 5.5 %
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Part Il

100's — Fixep.CosTs

101. PROPERTY TAXES

Stock Cooperatives

Under Revenue and Taxation Code Section 2188.7, effective
January 1, 1981, the governing body of a stock cooperative may
request segregated taxes and separate tax bills upon satisfying
certain conditions of the code. Because of the time involved, the
budget for a stock cooperative or community apartment project
should include the estimated annual property tax against all
unsecured real property comprising the subdivision.

Under provisions of the Revenue and Taxation Code, if a unit
in a stock cooperative or community apartment project is pur-
chased or otherwise changes ownership, only that unit can be
reappraised by the assessor. Because of these provisions, it is
incumbent upon county assessors to separately assess the in-
dividual units in stock cooperative and community apartment
projects. A single tax bill covering the entire property may be
issued the first year.

Planned Developments

In planned developments, common area taxes are normally as-
sessed on a pro rata basis to the individual dwelling units which
make up the development in accordance with Section 2188.5
of the Revenue and Taxation Code. There is ordinarily no need
for the association to budget for property taxes against common
areas and facilities in a planned development. There are reports,
however, that some county assessors may assess a portion of
the value of common area and improvements to the association
having title to the property as a means of assuring that the prop-
erty does not escape a fair assessment. It is, therefore, strongly
suggested that an owners’ association consult with the county
assessor on his proposed plan for assessment of the common
areas and facilities before preparing the budget. Common area
lots might also be assessed property taxes under provisions of
Mello Roos Special Tax Districts.

Condominiums

In the case of a condominium development in which the own-
ers’ association holds title to recreational common area, it is
possible that this property will be separately assessed to the
association. Again, this is information that should be obtained
from the county assessor before a budget is prepared.

Common area which is owned by owners of individual units
as tenants in common must be assessed on a prorated basis to
each owner of a condominium unit pursuant to Section 2188.3
of the Revenue and Taxation Code.

Lien Date

Real property is assessed in California on March 1 of each year
(lien date). Under Section 75.12 of the Revenue and Taxation
Code, property will be reassessed at the date the new construction
is deemed complete. Availability for use and occupancy may
affect this date if proper notice is given to the Assessor’s Office.
If the first sale of a unit in a subdivision has not been closed as
of that date, the tax collector may bill the association or builder

OPERATING AND MAINTENANCE CosT DATA

for the entire subdivision. Shortly thereafter, the first or sup-
plemental tax bill will be sent to the new owner.

102. CORPORATION FRANCHISE

Most associations can qualify for tax exempt status under state
law ifthey are able to meet federal requirements for treatment as
tax exempt organizations under Federal Income Tax Codes. If an
exemption is granted by the Franchise Tax Board, an incorporated
association will not have to pay the minimum state franchise
tax (currently $800.00 per annum). If granted, all associations
— both incorporated and unincorporated — must annually file
an informational tax return with the Franchise Tax Board. The
annual fee is currently $10.00 and the initial fee is $25. As in
the case of the federal law, an association must file a tax return
and pay income tax to the state for its non-exempt income.

103. INSURANCE

The following information is not intended to cover all facets
of insurance for common-interest subdivisions. There are a
great many aspects which should be considered to give the as-
sociation proper coverage. The purpose of this section is to alert
governing bodies to the need of tailoring casualty insurance and
commercial liability insurance to the needs of the owners and
association collectively.

The minimum insurance coverage required to be carried by a
common-interest subdivision association is usually specified
in the governing documents for the development as well as
governed by Civil Code 1365.9 and 1365.7. However, the gov-
erning body will have many factors to consider in determining
the most adequate insurance coverages to obtain for the most
reasonable cost. It may not be in the association’s best inter-
est to obtain only the minimum insurance as required in the
Covenants, Conditions and Restrictions. All common interest
developments should consider insurance covering commercial
property, commercial liability, Directors and Officers Liability,
Fidelity Insurance and Workman's Compensation insurance and
earthquake insurance.

Fire and Allied Coverage Insurance

A Broad Form Endorsement is now generally considered to be
the basic minimum casualty insurance coverage which governing
instruments stipulate. The cause of loss covered under this type
of policy include:

Fire losses covering; fire and lightning. Extended coverage en-
dorsement losses covering; smoke damage, explosion, riot, civil
commotion, falling aircraft, vehicle, hail and wind.

Policies may be written with aspecial form coverage endorsement
more commonly referred to as “Risk of Direct Physical Loss.”
The “Risk of Direct Physical Loss” endorsement covers losses
not specifically excluded in the policy form. Typical losses ex-
cluded are: wear and tear, earthquake, flood, earth movement,
loss occasioned by an ordinance, war, and nuclear reaction.
Typical property items excluded are: plumbing, heating, air
conditioning, steam boilers, machinery, electrical appliances,
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metal smoke stacks, limited glass, lawns and fences. Many of the
losses specifically excluded may be added to the policy or other
policies obtained covering specific losses. Examples of coverages
which may be added to the policy for additional cost are losses
due to: earthquake, boiler and machinery and glass breakage. A
flood insurance policy can be purchased separately.

Flood Insurance ,

Ifthe development is located in a designated Flood Hazard Area,
as determined by the U.S. Department of Housing and Urban
Development, the lender will require flood insurance. Contact
a local insurance agent or broker for further information.

Planned Development Coverage

Fire, casualty and other insurance carried by the homeowners’
association in a planned development is customarily limited to
coverage attributable to destruction, damage and injuries which
occur on the property owned by the association or by the owners
in common. The individual owner in a planned development
normally carries fire and liability insurance on the individu-
ally owned lot. In some cases, however, where the planned
development involves clustered or townhouse-type residential
structures, the association obtains a blanket policy covering all
dwelling units. An advantage to the blanket policy is the lower
premiums for equal coverage.

Condominium Insurance Coverage

Inacondominium development, there are two distinct ownership
interests in real property to be insured. There is commonly owned
property which normally comprises all of the real property except
that which is enclosed by the interior surfaces of the cubicles of
space. Within the cubicles of space are such items of insurable
real property as built-in cooling systems.

Lenders financing the condominium development with attached
units, as a whole, will insist upon a blanket insurance policy
providing single coverage for all of the insurable real property
within the development. An association must obtain coverage
sufficient to satisfy the requirements of all lenders involved in
rebuilding units in the project in case of a major loss. Failure
to do so could result in the creating of problems between some
unit owners and their mortgagees. Each individual owner should
satisfy himself that the master policy adequately covers his in-
surable interest in the real property. If it does not, the individual
owner may (if allowed by CC&R ’s) secure his own insurance for
the real property as well as the personal property located within
the cubicle of space that is individually owned.

Package Policies

Package policies are available which usually offer more cov-
erages at a lesser cost than coverages sold separately. Optional
coverages are available to meet specific needs.

Suspension of Coverage

Many standard policies include a condition under which in-
surance is suspended if the particular hazard insured against
is increased by means within the control or knowledge of the
insured. Governing bodies negotiating insurance policies should
seek the deletion of this clause or at least modification.

Co-Insurance Clause

Some policies include a co-insurance clause which will operate
to limit the insurer’s liability (with a corresponding reduction of
policy premium) in the event of a loss if the improvements are
insured at less than 80% of their current replacement value at the
time of loss. A *“co-insurance clause” places the responsibility
of insuring the improvements at 80% or more upon the owners
to avoid having a depreciated value given to the improvements
in settlement of a loss. The effect of this clause is that if the
amount of insurance falls below the required percentage of cur-
rent replacement value the insured will co-insure replacement
costs with significant out-of-pocket costs involved. In most cases
a “co-insurance” clause can be deleted through a waiver of co-
insurance with an “Agreed Amounts” endorsement. In this case
the insurance company agrees to pay a “flat” amount of the actual
loss up to the agreed amount limit per occurrence per year.

Commercial Liability Insurance

Liability insurance in the past few years has become the single
most important coverage available to any common-interest
subdivision association. The possibility of financial loss from
a liability claim is many times greater than a loss by fire.

The primary coverage under any commercial liability insurance
is the protection against financial loss caused from being legally
liable for the death or bodily injury of another and/or for damage
to property of another. Liability coverages must be designed to
conform to the unique features of each development to preclude
any lapse in coverage which could financially peril the common-
interest association. General liability policies do not cover all
incidents which could result in financial loss. Care must be taken
to determine what is covered and what additional coverages are
needed to fully protect the individual association.

The commercial liability policy should be written to insure the
association, its governing body and members of the association.
It may also be advisable to include employees of the association
as additional insureds.

Umbrella Commercial Liability Coverage

This type of liability coverage is usually written above a base
coverage amount. Then the so-called liability umbrella coverage
may then be purchased in increments of $1,000,000. Also avail-
able inumbrella policies are “first dollar defense™ coverage which
provides for payment of all cost incurred in legal defense even
without being held legally liable. Refer to Civil Code 1365.9
regarding civil liability protection to owners.

Clauses Affecting Fire and Other Hazard Coverages
Some of the features of commercial property insurance policies
with which governing bodies should be familiar in discussing
coverage with the insurers or insurance agents include the fol-
lowing:

Workers’ Compensation

Workers’ Compensation is a form of liability insurance coverage
that by California law must be maintained by any entity which
falls within the statutory definition of “employer” to secure
the payment of compensation to employees or their survivors
in case of the injury or death of the employee attributable to
his employment. Because the definition of an “employee” is
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extremely broad, it is recommended that an allowance for
this be included in all budgets.

Other Insurance

Insurance can be purchased for protection against loss not or-
dinarily provided by fire or lability policies. These include a
fidelity insurance for loss through the fraudulent or dishonest
acts of employees and errors and omissions insurance to protect
the association against loss resulting from the negligent acts,
error, omission, or breach of duty by officers or directors of the
association.

Costs

The best estimate can be obtained from an insurance agent prior
to premium renewal or before start-up of anew association. ITIS
STRONGLY RECOMMENDED THATABID ORRELIABLE
ESTIMATE BE OBTAINED FROM AN INSURANCE BRO-
KER WHENEVER POSSIBLE. BEFORE CONTACTING AN
AGENTIT IS IMPORTANT TO READ YOUR GOVERNING
DOCUMENTS TO DETERMINE YOUR INSURANCE RE-
QUIREMENTS. A proposal for insurance should be included
as backup to the budgeted figure. Also, your lender may have
additional requirements that should be considered.

Associations that have a deductible of $1,500 to $5,000, or
more, should consider setting up a fund to cover small claims
not normally covered by the policy and to cover the deductible
expense.

If your documents require additional coverage such as Di-
rectors and Officers or Fidelity Bond, Workmans Compen-
sation, Earthquake, etc., this amount should be included
with your proposal.

Note: Ordinarily the fidelity amount should include three
months of operating income plus an amount equal to
the accumulated balance of the reserve fund,

Therate for your area should be determined by contacting several
agents or insurance companies.

104. LOCAL LICENSE AND INSPECTION FEES

Local governing bodies (city and county) require license and
inspection fees on swimming pools and elevators. The dollar
amount for these annual inspection and license fees vary from
city to city. Elevator fees may run from $300 - $400/year and
swimming pool inspection fees may run $200/year. Check local
agencies for actual amounts.

Business licenses may be required if homeowners’ associations
install vending machines or coin operated laundry machines.

105. ESTIMATED INCOME TAXES

Under provisions of the Federal Tax Reform Act of 1976, a
condominium or planned development association may elect
to be treated as a tax exempt organization for federal income
tax purposes for taxable years after 1973 if certain prescribed
conditions are met. Among other conditions, the association must
be organized and operated for “exempt function purposes,” not
less than 60 percent of its gross income for the taxable year must
consist of dues or assessments from members who are owners

of dwelling units in the subdivision and at least 90 percent of
the expenditures of the association for the taxable year must be
for “exempt function purposes.”

Exempt function purposes” is defined to mean the acquisition,
construction , management and maintenance of property held
by the association or property commonly owned by members
of the association or governmental property which is used for
the benefit of residents of the association.

If a homeowners’ association qualifies as a tax exempt organi-
zation, net non-exempt function income is still subject to income
tax. “Non-exempt function income” includes fees from non-
members for use of the facilities of the association and amounts
paid by members over and above regular dues and assessments
for special use of facilities. The situation is now quite similar
with respect to the payment of state income taxes.

The amount to be budgeted for federal and state income taxes
will depend in large part upon the anticipated extent of income-
producing, non-exempt functions of the association. The gov-
erning body of the association should seek advice from a CPA
or good accountant with respect to obtaining tax-exempt status
and in reporting non-exempt function income.

The required filing of the Statement By Domestic Nonprofit
Corporation, Form 100, must be filed annually to the Secretary
of State in the State of California. The filing fee must accompany
the statement and designate the agent for service of process.

200’'s — OPEeRrATING COSTS

201, ELECTRICAL ENERGY

Due to fluctuations in energy costs and the unpredictability of
future rates, it would be of little assistance to budget preparers
to show electrical power rates for even the major utilities in
California. Therefore, itis recommended that the budget preparer
obtain current rate information from the supplier of electrical
power prior to completing the Electrical Energy Consumption
Worksheet in Part IV.

Thewaysinwhich electrical energy is consumed within a subdivi-
sion development are too diverse to guess the costs of electrical
power to the common areas without an inventory of electrical
equipment, appliances, etc., including the consumption rate of the
equipmentand an estimate of the hours ofuse overagiven period
of time. The worksheet in Part IV of this manual is designed to
assist the budget preparer in this inventory process.

Hot Water

Ifhot water, heated by electricity, is supplied by the homeowners’
association to each dwelling unit (including laundry facilities),
540 KWH per month, per unit per 30 gallon water heater is a
reasonable estimate of consumption.

Air Conditioning

One ton (1 ton = 12,000 BTU’s) of refrigeration will serve ap-
proximately 400 to 600 square feet of floor area in a residential
structure. Each ton of capacity requires approximately 1.4 KWH
per hour of operation. The hours of operation of an air condi-
tioning unitdepend upon such factors as the outside temperature,
insulation in the structure, exposure to the direct sun and other
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factors. If you assume a 500 square foot recreation building is
used eight hours a day, seven days per week, the cost can be
calculated as follows:

8 hrs x 7 dys/wk x 52 wks x 1.4 KWH
500 SF

=8.15 KWH/
SF/YR

The factor shown on the electrical worksheet is estimated for 6
months of use per year.

Pools and Spas

The electrical energy needed for swimming pools and spas is
consumed by a water circulating pump in each unit plus a blower
motor in the spa (or occasionally electric heaters). A rough es-
timate of energy consumption per month for each can be made
if the horsepower of the motors can be determined. Circulation
pumps generally operate 8 to 12 hours per day, 100% of the year
due to health and sanitary reasons. Spa blowers operate when
the unit is used. Twenty minutes per unit, per day is a reason-
able estimate of time use for spa blowers on smaller projects.
Large projects would use up to 12 hours maximum. (See electric
worksheet.)

Pump Type DBypical Motor Sizes
Spa/pool pump 1 -2 HP
Spa blower 112 - 2 HP
Solar Pump 1/12 - 1/4 HP
Sump Pump 1/4 - 1/2 HP

Larger spas and pools will require larger motors.

Hours of use for solar pumps would depend on the size, loca-
tion (climate) and efficiency of the system. A closed system
that is tied to the pool circulation pump, would run while the
cleaning/circulating pump is operating.

General Equipment Requirements

Size of Pool Motor Heater
Average Spa 1HP+11/2to

2 HP Blower 250,000 BTU
15,000 gallon 1 HP 250,000 BTU
20,000 gallon 1 172 HP 325,000 BTU
40,000 gallon 2 HP 400,000 BTU
150,000 gallon Varies 2 @ 400,000 BTU

Other Pump and Motors

Hot water circulation pumps can range 1/12 to 1/4 HP.

Security gate motors can vary depending on size and weight of
the gate and method of opening.

Normally, structures with subterranean parking should include
a sump pump(s) as a line item in the budget. If an electrical
ventilation system is installed, include on the electrical con-
sumption worksheet.

202. GAS ENERGY

Due to increases in energy costs over the past few years and the
unpredictability of future rates, it would be of little assistance to
budget preparers to show gas rates for even the major utilities.
Therefore it is recommended that the budget preparer obtain
current rate information from the supplier of gas as far down
the line as possible in the budget preparation process. The rate
schedule forcommon-interest subdivisions should be usedrather

than the rate schedule for single family residences.

Gas rates are usually “per therm”. A therm or thermal unit is
equivalent to approximately 100,000 BTU's. A cubic foot of
natural gas presently contains approximately 1,050 BTU's.

Charges for natural gas can be approximated by multiplying
the estimated consumption in therms by the rate for the area
in which the subdivision is located. (See Gas Consumption
Worksheet in Part IV.)

Example: Assume a heating unit with a 50,000 BTU/hour input
rating which is to be operated 70 hours per month. (The BTU
rating of equipment utilizing gas energy is shown on a metal
plate on the equipment. If both an input and output rating are
shown on the plate, the input rating should be used in all calcu-
lations.)

50,000 BTU'sx 70 hrs =
100,000

35 therms/month

Hot Water

Generally, the cost of supplying hot water to the individual
dwelling units in any common-interest subdivision is billed
to the owner or resident of the unit. The water heater itself is
usually a part of the dwelling unit. In some cases, the owners’
association must pay the costs associated with supplying hot
water. In budgeting for hot water, the governing body of the
association should consider the following facts:

» Ifwater heated by natural gas is supplied by the association
to each dwelling unit (including the laundry facilities with
the unit), consumption should average approximately 20
therms per unit per month.

* A recreation room with a kitchen in a clubhouse facility
consumes energy approximately equivalentto that consumed
by one dwelling unit.

+ If automatic washers and dryers are coin operated by the
association, it is not ordinarily necessary to budget gas as an
expense item because the income derived normally offsets
the utility and maintenance costs.

»  For associations that supply domestic hot water to units
heated by propane, the following conversion factors may
be helpful:

Approximately 800 cubic feet or 22 gallons of propane is
necessary to supply one dwelling unit per month.

Pool Heating

Consumption of gas for pool heating is subject to many vari-
ables. On the average, it costs seven times more to heat a pool
in winter than during the summer. Outside temperature, wind
and humidity can also affect the amount of gas consumed in
any one month for heating pool water by as much as 50%. The
human factor must also be taken into account. If the users of the
pool insist upon a water temperature of more than 75 degrees,
the cost of heating is significantly increased.

In calculating the monthly cost of pool heating, the following
information should prove useful:

+ 8.33 BTU's are required to heat one gallon of water one
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degree Fahrenheit in one hour.
* 100,000 BTU's equals 1 thermal unit or therms.

* 40,000 gallon pools in Southern California rarely lose more
than 8 degrees overnight.

» If propane gas is used for pool heating, it should be noted
that 1 therm = 1.1 gallons and 1 gallon = 36.4 cubic feet.
Also, 1 cubic foot =2,500 BTU's. This information should
allow you to compute the cost if you know the cost per
gallon (see Gas Worksheet).

Note: Thepresumptionisarecreationpool, with heating equip-
ment, will be used all year or 100%. For very hot or cold
climates where a heater will not or cannot be used all
year, a 70% usage should suffice.

Space Heating

The best guide in budgeting for an existing facility is to multiply
the historical energy consumption times the current utility rate.
If there is no history or if for any reason the history is not reli-
able, one can assume that the installed heating unit or units are
of adequate capacity. To calculate the cost of heating, multiply
the BTU input of the heater by the anticipated hours of opera-
tion per year and divide the product by 100,000 to determine
the number of therms per annum. Then multiply the number
of thermal units by the per therm cost of gas in your area. Add
15% for pump and blower operation.

The number of hours for which heat will have to supplied to
a structure will vary according to climatic conditions and con-
struction features. In a moderate climate, 800 hours per year
is a reasonable estimate based upon 4 hours per day, 200 days
per year.

Solar Heating

Solar Pool and Spa Heating

Solar systems for pools can greatly reduce or eliminate the
need for expensive natural gas for pool heating, depending on
the level of swimming comfort and the length of swimming
season desired. Solar can also be used to heat hot tubs or spas
in conjunction with conventional heaters and may reduce gas
consumption by up to 25%.

“Active” solar pool heating includes collector panels, controls,
and plumbing. The pool’s own filter pump serves to pump the
water up to the collectors, where it is warmed, and back down
to the pool. The collector area needed to provide 100% of pool
heating needs is equivalent to the surface area of the pool; typi-
cally, systems are sized to provide 60-75% of the need. Price
per square foot installed is in the range of $12 — $14. Home-
owners’ association sized pool heating systems cost in the range
of $4,500 — $8,500.

Solar Water Heating

Solar water heaters are generally sized so as to meet 70% of the
demand for hot water on an annual basis. “Back-up” systems
using electricity or natural gas supply the other 30%. In a con-
dominium building, solar water heating is most economically
installed as a central system with centralized back-up. In a
townhouse-type development, individual systems for each unit
are often used. Solar water heating systems may be integrated
with solar pool heaters.

Solar water heating systems include glazed collectors, a stor-
age tank, a pump, controls, and plumbing. The size of system
required depends on the hot water needs of the residents. Com-
mon rules of thumb hold that hot water use is 20 gallons per
person per day in multi-family housing; that 1/2 — 3/4 square
foot of collector space is needed for every gallon of demand;
and that 1 1/2 — 2 gallons of storage capacity must be provided
for every square foot of collector space. Thus, a family of 4
using 20 gallons of water apiece will require 4060 square feet
of collector and between 50 and 120 gallons of storage space.
On multi-family new home construction, the California Energy
Commission estimates the cost per unit for solar water heating
to beabout $1000. Townhouse-type construction with individual
solar systems generally cost more.

The California Energy Commission estimates that the average
family of four living in a multi-family housing structure will
save 211 therms of gas a year with a solar water heater.

Solar Space Heating
Ideal installation can expect a maximum savings in energy
consumption for space heating of 50%.

Leasing Solar Equipment

It has become more popular to lease solar equipment for hot
water and pool heating. In many cases, the monthly savings in
energy is enough to make the lease payment. In addition, users
of a leased solar equipment may still be eligible for some tax
credits. If your association leases equipment, the monthly pay-
ment amount should be included in the budget.

203. WATER

Common-interest subdivisions use water for irrigation purposes
for common areas, for supplying water for swimming pools,
clubhouses, recreational facility showers, laundry rooms and
dwelling units which are not individually metered.

Water rates vary appreciably from place to place and the rate
for estimating association expenses should be obtained from
the supplier of water to your subdivision. Rates are customarily
quoted as cost per 100 cubic feet.

Irrigation of landscaping typically consumes four-acre feet of
water peracre, per year. However, weather conditions and the type
of soil can have a significant effect upon this average. Projects
in the Palm Springs area generally use 8-12 acre feet per year.
Water usage will vary greatly with sprinkler system design.

Domestic consumption assuming 2-1/2 occupants per unit can
be estimated at between 200 and 250 gallons per day, per unit
or about 33 cubic feet per unit, per day.

Some developments equipped with sprinkler systems or fire
hydrants may be subject to a fire standby charge and should be
included in the budget.

‘You may obtain the proper rate from your water district by con-
tacting the customer service department of the water supplier to
your subdivision. Also, a determination should be made whether
or not any fees will be required. A worksheet for calculating
water costs is included in Part IV of this manual.
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Water Sub-Metering

Water sub-metering is becoming more common. Common water
expense must first be included under item 203 on the budget
worksheet before it can be listed as a revenue offset under item
503 of the budget worksheet. Typical fees include:

$2.00/unit/yr., plus $60 per project for inspections by the Bureau
of Weights & Measures.

Meter reading, $4.00 to $8.00/unit/mo. with a minimum of
$175 to $250 per month. Small projects may be done by the
management company.

Typical reserves for equipment include:

Sub-meters cost $300 each. Replacement by new certified
meters needs to be done every 10 years. Other equipment may
include batteries and computerized reading equipment with
signal repeaters.

204. SEWER

The cost of sewer treatment is most commonly charged in one
of three ways: 1) additional charge on individual property tax
bill; 2) surcharge on water bill based on amount of water usage;
or 3) flat fee per unit or lot.

If the project for which the budget is being prepared has separate
water meters for domestic use and the sewer charge is on the
water bill, this item should be marked with a zero and noted
accordingly.

Septic Tanks

Properly installed and operating septic tanks should last the life
of the improvement being served. On an average of every three
years, septic tanks must be pumped at a cost ranging from:

Normal Maintenance and Operating Costs/Per/Year
+  Pumping septic tanks $175.00/tank

+  Emergency services $25.00* (unit/year)
*  Associations that tend to have continual problems should
raise this portion of the cost to $25.00 to $30.00 per year.

Storm Drains/Water Retention Basins

Some projects may include storm drains or water retention basins.
Proper maintenance and reserve costs should be allocated for
these items, as well as the cost to replace the filters based on local
agencies' maintenance and/or manufacturer's requirements.

205. CABLE TELEVISION/MASTER ANTENNA

The range of the monthly contract rate for cable TV is from $10
to $25 perunit, depending upon the locality and the extent of the
service offered. Check with your cable provider to determine
the actual amount.

Some projects may be served by a master antenna system. These
installations normally consist of a master antenna receiving cer-
tain signals and amplifying and conveying the signals by cable
to the individual units, The cost of maintaining this system may
be minimal if the antenna is mounted on the roof of a two or
three story multiple family structure and serves only the units
in the structure. In such cases, the maintenance cost normally
ranges from $0.75 to $1.25 per unit, per month.

More extensive systems are provided in large projects and may
require extensive underground cabling. Costs for this type of
service generally run from $2.50 to $5 per unit, per month.

207. CUSTODIAL

This category includes the cost of services for floor cleaning,
carpet vacuuming and shampooing, window washing, furniture
dusting, and similar janitorial work. For cleaning and mainte-
nance of carpet, figure $0.07 per square foot per month. For care
of hardwood floors and tile, estimate $0.17 per square foot per
month. If the work is independently contracted for, the rate will
be approximately $18 to $25 per hour. If the work is to be done
by employees of the association, $12 per hour, or two-thirds of
the contract rate is a reasonable estimate of the expense.

The cleaning and maintenance of rest rooms and laundry rooms
may be provided for under a blanket maintenance contract with
an independent contractor. If not, the separate cost for this work
should be budgeted at $40 per cleaning for each two rest rooms
and $30 per month for each laundry room. Five to nine clean-
ings per month should be adequate to keep the rest rooms in
presentable condition.

There are always economies of size, and large areas (over 3,000
square feet) will cost far less per square foot than small areas.
In no event should custodial service be calculated at less than
8350 per month for any type of custodial cleaning. In small
projects it might be more economical to have the landscape
contractor do the custodial work.

Allemployers in the State of California are required to implement
and maintain an effective written Injury and Illness Prevention
Program (IIPP) (California Labor Code 6401). Should the as-
sociation determine to hire its own employees rather than in-
dependent contractors for services such as janitorial, landscape
maintenance, pool and spa maintenance, the association then
becomes the employer and must comply with the ITPP require-
ments for employers in California.

207A. CUSTODIAL SUPPLIES

An additional line item should be considered to cover the cost
of custodial supplies. An average of $50 - $200 a month is a
good preliminary amount until the association has some history
of expenses in these areas.

208. LANDSCAPE MAINTENANCE

With the exception of high-rise structures, landscaping costs
often represent one of the largest single budgetary items in com-
mon-interest subdivisions. Proper budgeting requires careful
considerationofthe anticipated intensity of use of the landscaped
area and the level of maintenance desired.

The costs represented in the tables are averages for the three
areas listed. Urban areas in Northern California should use the
costs shown next to Southern California. In any case, not less
than $125 per month should be used.

Golf Courses

Normal maintenance, not including over-seeding or flower
planting, averages approximately $0.70/SF/YR*. In addition
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to a cost per square foot per year, the budget preparer should
create a landscape maintenance budget that would consider the
costof staff, equipment, irrigation repair and other unique activi-
ties that are mandated for the maintenance of golf courses. It is
recommended that bids be obtained in order to determine your
cost more accurately. SF/YR = Square foot per year.

Classes Aand B

Areas consisting of 60% to 70% grass and 30% to 40% shrubs,
trees and flower beds. (If planting areas are broken up into a
large number of small plots, the rate is likely to be higher than
for the maintenance of mass plantings.)

— $0.40 to $0.60/SF/YR

Statewide

Class C

Areas with 90% to 100% lawn sufficiently open to permit the
use of a large riding mower.

Statewide — $0.35 to $0.60/SF/YR
Class D

Gentle slopes with low maintenance ground cover.
Palm Springs — $0.30 to $0.40/SF/YR

$0.15 to $0.25/SF/YR
$0.15 to $0.25/SF/YR

Southern California
Northern California

Steep and/or show slopes.

Palm Springs — $0.35 to $0.45/SF/YR
Southern California  — $0.25 to $0.35/SF/YR
Northern California - $0.20 to $0.30/SF/YR

Class E

Unplanted ornatural areasrequiring weed abatement, fire breaks,
rodent control (see Item 217), erosion/drainage control, trash
pickup, etc. Small natural areas and fuel-modified zones or those
requiring brush control should use the high end of the range.
Large areas of open space can use a lower amount.

Small natural areas and irrigated fuel-modified zones

— $0.06 to $0.10/SF/YR

Large natural areas and non-irrigated fuel-modified zones

- $0.02 to $0.05/SF/YR
Class F
Bridle paths - $0.05/SF/YR
Class G
Parkways — $0.48 to $0.50/SF/YR
Class H

High-Rise or Mid-Rise projects with minimal landscaping:
Pots/Planters — $16.00 per pot/planter per month

Trees
Iftrees exist on the property and require additional maintenance
see Item 313.

Environmental Compliance

Costs for maintaining environmentally sensitive areas such
as wetlands, oak tree preservation, tide pools, etc., should be
estimated by professionals specializing in this type of mainte-
nance.

208A. LANDSCAPE SUPPLIES

An additional line item should be considered to cover the cost
of supplies, sprinkler repairs and landscape replacement. An
amount of $0.03/sf/year for irrigated areas is a good preliminary
number until the association has some history of expenses in
these areas.

209. REFUSE DISPOSAL

This service may be supplied by amunicipality oraservice district.
Itismore frequently provided by an independent contractor. The
service may provide for individual garbage can collection or for
bin pickup. Normally, there is one bin for twelve units.

Where individual garbage can collection service is provided,
it is unusual for the association to bear the costs of refuse col-
lection except that provided to the recreational common area
of the development.

It is best to contact the local agency or vendor in your area to get
an accurate cost estimate of pickup charges. Include the name
and telephone number on Page 3 of RE 623 if applicable. Costs
have averaged $15 per unit per month.

Individual cities may impose special requirements forrecycling,
etc., this should also be considered when determining the cost
of this service.

210. ELEVATORS

The mostcommonly used elevators are either overhead traction or
hydraulic lift. The costs for service contracts are as follows:
Overhead Traction Type

~ $4,500 - $5,500/YR

Full service contract

Hydraulic Lift Type

Full service contract - $2,500 - $3,000/YR

High Speed Elevator

High speed overhead elevators are usually found only in high
rise buildings. They are ordinarily serviced under a long-term
service contract provided by the manufacturer. Maintenance costs
payable by the association will be contained in the contract. If
these elevators are not maintained by an independent contractor
under service contract, information necessary to budget for the
maintenance should be obtained from the manufacturerorits rep-
resentative. The cost averages $7,200 per year per elevator.

Include an additional $200 per year per elevator for interior
maintenance or refurbishment.
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211. PRIVATE STREETS, DRIVEWAYS AND PARKING
AREAS

‘Sweeping

Sweeping is normally done once a month. The present contract
rate is approximately $50.00 per acre of street surface area per
sweeping with a minimum charge of $100.00. Occasionally the
cleaning of streets, driveways and parking areas are included
in the maintenance contract for landscaping. Sometimes costs

are based on a per unit or per lot cost rather than on an acreage
basis.

Maintenance costs will vary due to such factors as soil condition,
road base, weather conditions and quality of construction.

Subterranean garages should be swept once a week and washed
to remove oil and grease stains at least once a month. In bud-
geting for this work, use a figure of $1 per space per month, or
one-half cent per square foot of garage area per month. If this
service is included in the landscape maintenance contract, there
is no need to budget separately for it.

212, HEATING AND AIR CONDITIONING MAINTE-
NANCE

In all planned developments and in most cluster, garden and
low-rise condominium structures, heating and air conditioning
equipment for dwelling units is individually owned by the owner
of the dwelling unit. The individual owner has sole responsi-
bility for the costs of operating, repairing and replacing the
heater and air conditioner, which supplies the dwelling unit.
Sometimes air conditioning units are located within the interior
of a condominium unit, but the cooling coil may be connected
by tubing and electrical wiring to a condensing unit on the roof
within the common area. The CC&R’s usually provide that the
maintenance and replacement of the condensing unit is the re-
sponsibility of the unit owner even though it is located within
the common area.

It is not uncommon for a condominium owners’ association to
own central heating and/or air conditioning equipment which
supplies dwelling units within the development. In planned de-
velopments, the association owns and maintains heating and air
conditioning equipment for the clubhouse, dressing rooms, and
other structural improvements of the common area.

Simplewall heaters and floor furnacesusually only require regular
periodic cleaning. This generally can and will be handled by the
building custodian in a recreation building and by the individual
owner in a dwelling.

Forced air heating units require filter cleaning or changing and
occasional lubrication. These costs can generally be handled
under miscellaneous repairs.

Combined heating and cooling units require a regular servicing
and an allowance of $20.00 per month should be considered
for average recreation rooms. Larger installations may be on
a separate service contract and a budget allowance should be
provided to adequately cover the contract price.

213. SWIMMING POOLS AND SPAS

Weekly Service

Cost for professional pool service varies with size and location.
The average charge for a pool is $45.00 per call. If a spa is
included, the charge is $60.00 per call. Average winter service
can be taken care of with | or 2 calls a week. Summer service
can be done with 2 or 3 calls per week. However, heavy use in
large projects or those with many young people, will require
more frequent care than the average.

Multiple pools in one location can reduce the average costs per
pool as much as 40%.

Prices shown include chemicals.

$200.00/month
$125.00/month
$325.00/month

Pool only
Spa only
Pool and spa

Note: The costs represented are averages only. It is highly
recommended that an estimate be obtained from local
maintenance companies.

For larger pools in excess of 500 square feet, $0.50 per square
foot per month should be used to estimate the monthly service
cost.

213A. POOL AND SPA SUPPLIES

An additional line item should be considered to cover the cost
of supplies. It is recommended to allocate 5% of the monthly
contract amount,

214, TENNIS COURTS

Maintenance and Operation (Asphalt or Concrete)
*  Sweeping

(1 hr per wk at $6 per hr) $25.00/month
+  Refuse pickup
(10 min per day at $6 per hr) $30.00/month

Total $55.00/month
»  Night lighting energy cost - use worksheet.

Sweeping and refuse pickup may be included in the landscap-
ing contract.

215. ACCESS CONTROL

There are any number of systems and devices that can be em-
ployed to enhance the control of access to the property. These
include:

» Individual key systems with magnetic locks providing
entry to individual dwelling units. This may be used in
conjunction with an intercom, telephone or closed circuit
television setup. Operational and maintenance costs may
be carried by individual owners or the association.

+  Motorized gate maintenance costs are estimated as fol-
lows:

Type of Gate Maintenance

(per month per gate)
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Arm type $70.00
Sliding gate $70.00
Overhead gate $70.00
Swinging gate $90.00

* A patrol service on a contract basis. If motorized, figure
$18.00 to $30.00 per hour. For a foot patrol, slightly less.

+  Attended guard gates. If 24-hour per day service is provided
by contract to the association, it will require 4.5 people on
a 40-hour workweek basis with all the normal employee
benefits. At a monthly rate of $4,000 per person, the annual
cost per guard gate would amount to $216,000. In some
developments, costreductions for automobile entry gates are
being realized through the use of closed circuit television.
If an automobile is assigned to a guard gate, add $4,000
per automobile to the annual budget.

Intercoms and Telephone Entry Systems

Intercoms would normally require $1.00 per unit, per month to
cover maintenance and service calls, with $25.00 per month as
a minimum. Costs for telephone entry systems average $45.00
per location per month per directory location. If you have rented
telephone entry equipment, the monthly cost may be higher.
Contact your telephone company for an estimate. Ifa TV system
is included, the servicing could be higher and a reserve for the
equipment should be provided.

If your project includes a major recreation facility, it is recom-
mended that consideration for a telephone be budgeted at each
center at an estimated cost of $45/telephone/month.

216. RESERVE STUDY

Subject to certain limitations, California Civil Code Section
1365.5(e) requires the governing body of a common-interest
developmentto cause a study ofthe reserve account requirements
of the subdivision, every three years. It is recommended that
a subdivision within the first year of its operation initiate the
beginning of the three year requirement and have the Reserve
Study performed. It is also recommended that as subsequent
phases become annexed into the subdivision, the reserve study
be amended to reflect the new reserve components recently
annexed.

Our Operating Budget Guidelines areintended for use during
the first year of operation of a common-interest subdivision.
Itisrecommended that the governing body of the association
transition the use of the DRE budget to that of an operating
budget, reflecting current actual costs as they exist.

Reserve study costs generally fall within $1000-$7,500 or $350-
$2500 per year. Depending upon the size of the community and
amenities included it may go higher. Updates can be as minimal
as $500.00 per study. Larger communities with multiple and
complex components require a more detailed study.

217. MISCELLANEOUS MAINTENANCE

Minor Repairs

Formiscellaneous maintenance of common facilities and dwell-
ing units for new construction, include the following on a per
unit per month basis:

»  With association maintained exteriors $3.00

«  Without association maintained exteriors  $1.00

*  Condominium conversions with exterior
maintenance $5.00

»  High rise projects {(over six stories) $10.00

Pest Control
For those projects requiring pest control services the average
cost is ordinarily $2.00 per unit per month.

Inaccordance with Civil Code Section 1364(b)(1) a community
apartment, condominium project, or stock cooperative, as defined
in Section 1351, is responsible for the repair and maintenance of
the common area occasioned by the presence of wood destroying
organisms unless the CC&R’s indicate otherwise.

Therequired reserve for termite extermination hasbeen removed
from this manual. This reserve item can now be considered
optional. When and where an infestation occurs and how severe
the infestation will be is difficult to predict. Annual inspections
are needed to discover any infestation in its early stages before
it becomes a serious problem. For all potential pest problems,
frequent pest control inspections are necessary. The average
cost for pest control service is ordinarily $2.00 per unit per
month or $30.00 per month whichever is the higher cost.

It is suggested that if an infestation does occur, obtain at least
three bids from extermination companies. If a reserve has not
been established, a special assessment may be needed at that
time to pay for the extermination expenses. In addition to pests,
larger planned developments with detached units may have a
problem with rodents. Slope areas can incur considerable dam-
age from rodents. Allowing $75 to $150/acre/mo. of irrigated
landscaping for rodent control is reasonable.

Lakes and Waterways

Maintenance, operation and reserve costs for water works projects
are directly related to the initial engineering of the system. A
poorly designed system will be less energy efficient and therefore
more costly to maintain and operate.

The average cost to maintain small lakes and waterways range
from $0.20 to $0.25/SF/YR with waterways at the high end of
the range. The cost to maintain large lakes (10-13 acres) ranges
from $0.72 to $0.84/SF/YR. Add to this cost $25.00 per pump
per month for pump maintenance.

Operating and reserve estimates for larger lakes should be deter-
mined by a geotechnical engineering study of the entire system
and/or a consultant specializing in lake environments.

Snow Removal

Snow removal costs should be based on an average year's
snowfall. When snow removal is to be contracted, estimates or
bids should be obtained from local contractors. Average cost is
approximately $.20/SF/YR.

If the association is to use its own equipment and employees, the
full hourly rate of employees is to be multiplied by the necessary
hours of work involved. The costs of operating any equipment
should be added. Reserves must be established to replace tools
and equipment.
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Community Network

Many developers and builders are installing high speed cable
systems in their homes with the idea of providing community
intranet or a website. Costs associated with this technology can
run from $8,000 per year to $200,000 per year depending on the
level of sophistication of the system and the site.

The fee to the service provider will run about $35 to $75 per
unit per month depending on the level and number of services
provided. Actual contracts should be used to support the cost
used in the budget whenever possible.

Allow $300 to $500 per month for a regularly updated Asso-
ciation website. This should include Internet service (ISP) and
technical support.

Maintenance Manual Inspections

Many projects are provided with a maintenance manual which
details the requirements for maintenance, repair and replacement
of the common area improvements. Language for implement-
ation of the manual is spelled out in the CC&R’s and includes
multiple inspections, including an annual inspection. Most of
the inspections can be or will be performed by the vendors pro-
viding the services to the association or the property manager.
The independent annual inspection is typically provided by an
inspection expert or the maintenance manual company and will
cost from $500 to $3,000 per year, depending on the size and
complexity of the project.

218. FIRE SPRINKLERS, FIRE ALARMS AND FIRE
EXTINGUISHERS

The State Fire Code requires any structure over 5000 square
feet or over three stories to have fire sprinklers. Typical fees
for maintenance include:

»  Off-site monitoring runs from $30 to $45 per location per
month. Each location requires a separate alarm panel with
two phone lines. Each phone line normally costs from $38
to $50 per month.

*  Annualinspections of the sprinkler system cost from$125to
$200 per building. A five year re-certification of the system,
which includes inspecting all of the sprinkler heads, costs
from $300 to $400 per building,.

+  Fire alarm systems should be inspected quarterly and usu-
ally runs about $45. A typical fire alarm panel costs around
$3,000 and should usually last 15 to 20 years before having
to be replaced.

+  Fire extinguishers need to be inspected, re-charged, and re-
certified annually at a cost of $15 to $20 per extinguisher.
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Part Il

300 — RESERVES

The reserve section of this manualonly includes components
or costs for items most frequently found in common-inter-
est subdivisions. Reserve items for your budget may not be
limited to those found in this manual. Your budget should
be tailored to fit your project and include necessary reserves
for all appropriate items.

Different components wear out at different rates. A deck chair
may be unusable after two years while the roof may last for
twenty years. Good property management practices call fora fixed
amountto beallocated each year to insure that the association will
have sufficient funds on hand when a predictable major expense
must be paid. Even if every existing owner believes that he or
she will sell before the roof must be replaced, the existence of
a reserve fund for replacement may increase the marketability
and value of units to knowledgeable purchasers.

An important policy issue for the Board is the decision to use
current costs, or estimated future costs. Use of an inflation rate
will generally result in higher estimates of future costs.

Ifthe Board uses current costs, it is essential that the association
Board review the reserve costs annually based upon updated
current replacement costs plus currently required or anticipated
expenditures. The annual cost for each component would be
calculated by dividing the unfunded replacement cost by the
remaining useful life. THIS APPROACHIS VALID ONLY IF
REPEATED EACH YEAR.

If the Board chooses to use an inflation rate, it would apply an
average annual long-term cost inflation rate to all components
from the time of the study until the year of replacement (based
on recent average component cost data). TO KEEP THIS PLAN
CURRENT, IT IS IMPORTANT TO ANNUALLY REVIEW
AND UPDATE PROJECTED EXPENDITURES, INFLATION
FACTORS AND OTHER ASSUMPTIONS.

There are a number of ways to select an inflation rate for esti-
mating component costs in future years. Examples of reliable
sources of information for inflation factors in California are
the following:

»  The Federal Bureau of Labor Statistics

*  Published information from construction cost estimating
companies such as R.S. Means Company, Inc.

*  The California State Allocation Board

Inthe pagesthat follow underthis subject, there are precalculated
reserve factors for several components. The reserve worksheet
in Part IV provides space for use of either these precalculated
factors or factors obtained from other sources. Some building
components are generally expected to last the lifetime of the
structure (electrical, plumbing, etc.). Normally no reserve is
established for these items.

The reserve factors in this manual are based upon new building
componentsand equipment. Therefore, these reserve factors need
to be adjusted to be used for an existing development or for the

ReservE CosT DATA AND ADMINISTRATION

conversion of an existing structure. For existing structures you
would normally divide the cost of replacing the component by
its remaining useful life.

The best estimate of a component’s useful life can normally be
obtained from a contractor or expert in the particular field. The
average lives of some of the larger building components are
listed in the reserve section.

Replacement costs are difficult to estimate. However, with some
effort it should be possible to arrive at a reliable estimate of
replacement costs by studying appropriate building trade publi-
cations or by discussions with the customer service departments
of major suppliers of building components.

301. PAINTING

Average Costs

Painting reserves are estimated by measuring the perimeter of
each structure and multiplying that amount by the height using
10" per story. This is adequate for the normal one to three story
structure. No discount or additions are considered for the openings
{(doors and windows). Frequency of painting will vary with the
surface as well as the exposure. The basis used in this manual
assumes a ten year cycle on stucco and five years on trim with
an overall average for most structures of seven years. Each as-
sociation will develop a greater or lesser amount for this reserve
as experience will dictate. The estimate based on this manualis
considered to be an adequate minimum for most developments.
The total estimated painting cost per square foot is $1.12/SF
or $.16/SF/YR for stucco and $.20/SF/YR for wood trim. The
square footage estimate for calculating interior painting should
beadded to the exterior area when making the calculations. Costs
will vary depending upon the amount of preparation work needed
or building structure. For example, scaffolding for multi-story
buildings (over two stories).

All areas to be painted should be included in your calculations.
Commonly overlooked items are: gates, mailboxes, utility closets
and doors, garage areas and courtyards.

Wood Siding

Forassociations with exterior walls of wood siding or Masonite,
an adjustment should be made to the average cost indicated
above. After computing the surface area of the wood siding, a
factor of $0.20/SF/YR should be used to compute the reserve
cost. If both stucco with normal trim and wood siding make
up the exterior walls, they should be listed separately on the
reserve worksheet.

Decks, Porches, Etc.

Associations without wood siding which have wood decks,
porches, covered or latticed patios should also adjust their paint
reserve. The factor used for wood siding would normally apply
in this situation. Since this type of work is more labor intensive,
similar items requiring stain instead of paint should also use the
higher factor, if applicable.
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302. ROOFING

The following are the recommended reserves for the various
types of roofing. In Palm Springs, add 20% for added costs to
satisfy environmental requirements,

New Average
Roof Type Cost/SF/YR  Life *
Concrete tile $0.07 35 yrs.
Built-up paper/rock roofs $0.20 14 yrs.
Composition shingles $0.13 20 yrs.
Wood shake $0.20 24 yrs.
Wood shingles $0.20 22 yrs.
Fiberglass shingles $0.15 20 yrs.

* Life will vary with the quality of workmanship,
material used and weather conditions.

If the old roof must be removed, there will be additional costs
which must be included when determining the total replace-
ment cost.

Note: Projects over 10 years old are required to have a
roof certification completed by a licensed roofing
contractor. The certification should indicate the
estimated remaining life of the roof and the cost to
replace. A copy of the certification must be included
with the Duplicate Budget Package (DBP).

303. WATER HEATERS

The estimated reserve includes the retail cost of the heater and
professional installation including disposal of old unit. Esti-
mated life is based on a nine to twelve year average replacement
cycle.

Capacity Cost/Year
40 gallon capacity $90
70-80 gallon capacity $150
100 gallon, quick recovery $300
Boiler (20 year life) $300

Tankless Water Heaters Replacement cost/Useful life

Circulating Pumps — Quick Recovery/Boilers

Line Size Cost/Year  Average Life

1" $45 7 years

2" $65 7 years

3" $105 7 years
Solar Heating

The California Energy Commission estimates that the collector
will last at least 20 years, the tank 15 years, pumps and controls
10 years, and the plumbing 20 years. Replacement reserves
estimated at 6.5% of the installed cost per year should be ad-
equate. Maintenance is 0.5% of installed cost per year. The pump
(usually 1/20 — 1/40 hp) will run 8-10 hours a day and consume
approximately 350 kilowatt hours of electricity a year.

304. ELECTRIC LIGHTING FIXTURES

The reserve for this item is for replacement of the fixture itself.
Itis assumed that bulb replacement costs are a minor repair item.

Exterior fixtures being exposed to the elements have a shorter
estimated life. The following amount is considered minimum.

Exterior fixture $9.00/year/fixture
Street Lights $100.00/year/light
305. FLOOR COVERINGS
New Average

Floor Type Cost/SF/YR  Life
Carpeting $0.43 7 years
Linoleum $0.26 14 years
Hardwood ‘

(refinishing only) $0.20 12 years
Vinyl Tile/Sheet $0.36 15 years
Waterproofing

(deck/patio/terrace) $0.42 5 years

306. ELEVATORS

Anelevatorreplacement reserve is notrequired since the elevator
usually lasts as long as the structure itself. There isneed, however,
for a major component reserve as well as a budget item for a
monthly service contract. The cost of periodic servicing of the
overhead traction elevator is higher than that for the hydraulic
lift type. The mechanism to operate the hydraulic lift elevator
is much more extensive and complicated.

$1,050.00/year (see note)
Full service only — no reserve

Hydraulic

Traction
Note: Less than a full service contract on a hydraulic type el-
evator will require a reserve as shown above. Less than

full service is normally referred to as “oil and grease
contract service.”

307. STREET AND DRIVEWAYS

Asphalt — Intermittent Care

Budgeting should consider the long term care of streets, drive-
ways and parking areas. A full cycle of maintenance should be
provided that includes all applicable items shown below.

Seal coat Slurry coat

Culverts Provision for storm damage
Sign replacement Striping

Reoiling Patching

Regraveling (gravel roads) Berming

Asphalt surfaces should be resealed every five years. They will
probably also need intermittent care such as striping and patch-
ing. The reserve based on a cost of $0.10 per square foot per
year can be used to defray theses costs in moderate climates.
Where there are special problems such as severe weather or
unusual physical conditions as in Northern California, the cost
could double. '

Oil and Chip
“Oil and Chip” surfaces normally have a life of 3 or 4 years and
would require $0.08 per square foot per year reserve.

Operating Cost Manual
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Cost Summary

Surface Type SF Cost Per Year

Asphalt surfaces (blacktop)

(moderate climates) $0.10
Oil and Chip surfaces $0.08
Concrete repairs $0.02

Large areas may cost less on a cost/square foot basis. It may be
advisable to get a bid if you fall into this category.

308. HEATING AND AIR CONDITIONING

Dype Average Average
Cost Per Year Life

Forced air furnace (for

average recreation room)  $100 20 years
Forced air furnace with A/C

(for avg. recreation room) $200 20 years
Heat Pump (used with

central unit) $150 —
Thru wall A/C units $85 9 years
Floor or wall furnaces $50 13 years

Central Heat, A/C for units Cost + 20 year life

The best method of setting up reserve costs for these items is
to determine the cost of the equipment installed, and divide by
the life indicated.

309. SWIMMING POOLS AND SPAS

Pool and spa costs will vary for large custom pools or spas as
well as very small pools and spas. Costs should be adjusted ac-
cordingly. For standard sizes, average costs are:

ltem Average Average
Cost Per Year Life
Pool Re-plaster $500 12 years
Pool Heater $200 10 years
Pool Filter $125 10 years
Spa Re-plaster $200 7 years
Spa Heater $200 8 years
Spa Filter $125 10 years
Pool/Spa Pumps $120 5 years
Solar Heating

Reserve requirements will vary with the type of collector panel
used as well as with the price. Most pool systems use “unglazed”
collectors which are cheaper than those used for water heating.
Unglazed collectors vary, also: those made of metal will last
longer than plastic. The California Energy Commission has
not made public its figures on the useful life of this equipment.

310. TENNIS COURTS

ltem Cost Per Year

Net replacement (3 yrs)

$150

Wind screen (full court; 5 yrs) $300
Asphalt resurfacing (4-7 yrs) $450

Concrete resurfacing (5 yrs)
Light fixtures

$500
$100

Elastometric caulking (4-7 yrs) $100

Item
Furnishings
Appliances/equipment

311. FURNISHINGS AND EQUIPMENT

Cost
Cost + 5 years
Cost + 12 years

312. WALLS AND FENCES —
REPLACEMENT/REPAIR

Item Cost Per Year

Chain Link (repair/replace-
ment; 17 year life)
Concrete block (repair)
Concrete block (paint)
Tubular fence (paint)

Tubular fence (repair/replace-

ment; 15 year life)

Wood (repair/replacement;
10 yr life)

Wood (paint/stain)
(Compute with wood
siding, if any. See Item
301 in manual.)

Wrought Iron (paint)

(Compute costs separately

from paint worksheet.)
Wrought Iron (repair/

replacement; 20 year life)

View Panels

$0.65 linear foot
$0.20 linear foot
$0.10  square foot/side
$0.30  square foot/side

$2.00 square foot

$1.50 linear foot
$0.20  square foot/side

$0.50 square foot/side

$3.00 linear foot
$1.00 linear foot

313. MISCELLANEOUS

Item Cost Per Year

Sump pumps (12 year life)

$60

Sewer lifts (pumps; 10 yr life) $200

Garage ventilation systems
(each parking level)
Solar systems
(Also see Gas & Pools)
Racquetball courts
Lakes/waterways

Motorized gates

$300

Total Cost + 10-15 yr life
$240

Provide engineer’s report
for construction cost,
yearly maintenance and
reserve costs.

Depending on how the system is used, there may be a small Gate $250
increase in electricity used to run the filter pump. Replacement (repair/replacement; 15
reserves amounting to 6.5% of the installed cost per year should year life — large double
be adequate. gates, $450/yr)

Gate operator $155

(all types — 5 yr life)

Total Per Gate 3405
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Wallpaper (10 year life) $0.19
Tree Trimming (mature trees) $95
Landscape reserve $0.01

square foot
per tree
square foot

Reserve cost for septic tank

Use 6% of the total cost for leach field excavation, gravel,
paper, straw and other backfilled materials, leach field pipe,
distribution boxes, and valves. This cost is approximately $75
per living unit per year.

Emergency Power Systems

Most mid-rise and high-rise projects are equipped with emer-
gency lighting equipment. Costs typically include inspectionand
maintenance of the generator(s), if any, and replacement of the
battery pack for each emergency lighting unit. The battery packs
typically cost about $150 each and have a nine year life.

314. FOUNTAINS

Fountains will costanywhere from $1,975to $35,000 depending
on size, water flow and spray design. Fountain pumps typically
last five to six years while the fountain itself will have a life of
approximately 20 years.

400's — ADMINISTRATION

401. MANAGEMENT

The management function of a community association is ad-
minitrative in nature. The Board of Directors is the principal
policy making body for the association. Their role is to govern
by establishing policies, operational standards, procedures, fis-
cal policies and eventually the association's operation budget.
Implementing policy governance means the Board does not get
involved in the day-to-day operations of the association. The
role of the community management professional is to implement
the policies and procedures established by the board.

There are various approaches to association management; in-
cluding the use of unpaid volunteers, hiring association paid
staff or utilizing a third party management firm, each of which
has its pluses and minuses. Whatever the level of management
services selected for the association, clearly defined tasks and
responsibilities will contribute to the overall successful man-
agement of the association.

Although the governing body of the association may be willing
and capable of managing the physical plant of the association, it
may be unwilling or unable to manage the fiscal responsibilities
mandated by the governing documents and compliance with
existing law. This service may be provided by a management
company or financial institution which will provide fiscal bill-
ing for members and in some instances, pay the bills incurred
by the association. A higher level of service than provided by
a financial institution may be required to assist the governing
body in sound fiscal control management.

The hiring of professional management, whether they be a direct
employee of the association or a management firm, is a critical
administrative task. Community association management has
become a highly technical profession requiring a trained practi-

tioner educated in the state-specific laws in managing California
community associations. '

As laws continue to be added each year requiring additional
compliance of the duties and responsibilities of the board of
directors, the association may be well-served to hire skilled
professionals in the management of a community association.

The best approach to use when hiring a professional manage-
ment firm is to clearly articulate prescribed desired and unde-
sired results from management. If this does not occur, it will be
impossible and unfair to evaluate the results. It is important to
evaluate results and not procedures.

Professional management company

The higher level of fiscal management, or financial service,
can usually be obtained through a professional management
company. The customary financial service provided.by a man-
agement firm may include, but is not limited to: collection of
assessments, payment of bills, preparation of comprehensive
financial reports which includes; a balance sheet, an income
vs. expense statement, receipts and disbursement journal, check
register, and delinquency reports. Delinquency follow-up reports
and current members listing are other types of reports which
can be generated.

Fiscal billing and collection

An association electing to contract with a management firm that
offers minimal fiscal services, or fiscal billing and collection
activities (other than delinquency collection), should budget an
amount of $10/unit/month or $350, whichever is greater.

Financial service

An association -electing to contract with a management firm
that offers a higher level of fiscal service, or financial service
including billing, collection, payment of invoices, preparation
of financial statements and fiscal compliance to California
Civil Codes should budget $13/unit/month or $850 per month,
whichever is greater.

Third party common-interest specialist
The association may wish to contract for management by a
third party professional management company specializing in
common-interest subdivisions. Not all associations require the
same level of management services and not all management
companies provide the same level of services.

The cost of professional management is not minimized based
on the size of a common interest subdivision. Duties performed
are defined in the contract between the board of directors and
the managing agent. Functions identified in the contract are
driven by the number of hours it requires to perform the required
services and not the size of the subdivision. The basis for this
approach islegal and statutory as current laws do notdifferentiate
between size or type of common interest subdivisions, or the
types of amenities contained within, or whether the subdivision
is attached or detached.

When budgeting for professional management in the common
interest subdivision, many factors must be consideredto facilitate
the overall success of the community association. A proposed
contract from any service provider that is not sufficient to meet
the needs of the community and its future growth, will most
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likely not meet the requirements of Civil Code Section 1365.
This may jeopardize the fiscal health of the community and the
owners and create potential liability to the governing body.

Administration and compliance program

The administration and compliance program encompasses all
financial activities of a routine basis for any given fiscal year.
They include day-to-day communication and problem solving
with unit owners on common area issues and communication
with subcontractors performing services for the association.
Also included is record keeping for the association, the paper
documentation required by law for compliance with state, federal
and local regulations and requirements, as well as the attendance
at the Board of Directors meetings and the annual meeting of
the association members.

Many new compliance requirements for common interest
developments are added each year through legislation. Most
new requirements will require additional budgeting costs to
Cost Manual line items such as legal, accounting, insurance,
management, and education. It is advisable to identify any
new laws added each year and budget for any cost required for
implementation.

An association that elects to contract for an administrative and
compliance program which includes financial services, admin-
istrative duties and compliance with state and federal laws and
regulations should budget $17/unit/month or $1,900/month,
whichever is greater.

Full service management

Full service management to the association typically includes
the aforementioned administrative services, financial services
, support of physical services such as customer service and
maintenance requests, plus other administrative services such as
recordkeeping, communications with owners, and coordination of
meetings. The base management fee should provide foradefined
number of personnel hours per month for the management firm
to assist the client association. This should include an hourly fee
for every hours spent in excess of the defined monthly hours.
This fee is exclusive of reimbursable association operating
expenses, costs, escrow transactions, collection charges and
implementation of new legislative requirements.

Anassociationthatelects to contract for a full service management
program, as well as defined management services including the
creation and implementation for maintenance of physical com-
ponents, should budget based on project type.

Some associations may choose to employ a full-time association
manager and other staff to perform similar functions “on-site”
for the day-to-day operations. The salary for the manager or
any employee will depend on a number of factors, including
experience and training. An employee manager is referred to
as the general manager and the contract should be negotiated
by the board of directors in advance of the annual budget. This
arrangement is typically found in communities with 300 or
more units. Annual salaries for general managers can range
form $50,000-$160,000, based on experience and the type of
community they will manage.

General managers for high rise and large scale or master planned

communities will typically command higher salaries due to the
skill set necessary. High rise communities, depending on the
complexity and needs of the infrastructure, should consider bud-
geting for a chief engineer or plant facilitator. Chief engineers
are usually certified in two or more trades. Careful consideration
should be given to all staffing requirements for these types of
communities.

Ifanassociation wants to have an “on-site” manager but does not
wish to become theemployer, it should contract with a managing
agent who will hire the general manager to be placed on-site.
An association electing to implement this employee program
should budget for the salary requirements plus an additional
35%—40% for payroll costs and benefits, exclusive of the basic
services included in the base management fee.

As developments increase in size, the work to be performed
intensifies as the number of members that have access to man-
agement increases with each unit added. Additionally, as the
association ages, the cost to perform services (administration)
intensifies as the reactive mode of operation is more time con-
suming and costly to perform.

Summary

Whatever form of financial, administrative or management pro-
gramis budgeted forthe association, the following cost guidelines
have been developed from actual industry practices:

»  Small associations
with less than 12 units self managed
$10 per unit per month or
$100 per month whichever is greater

»  Fiscal billing and collection activities (other than delin-
quency collection)
$10 per unit per month or
$350 per month, whichever is greater

*  Financial service
including billing, collection, payment of invoices, prepa-
ration of financial statements and fiscal compliance to
California Civil Codes
$13 per unit per month or
$850 per month, whichever is greater

*  Administrative and compliance program
which includes financial services, administrative duties and
compliance to regulations and California Civil Codes
$17 per unit per month or
$1,900 per month, whichever is greater

*  Full service management program
which includes financial services, administrative program,
as well as defined management activities involving the cre-
ation and implementation of plans for the maintenance of
physical amenities — larger associations
$20-$30 per unit per month or
$4,000 per month, whichever is greater

»  Full-service management program by full-time association
employee
large associations
$4,200 or more (depending on size) a month per man-
ager plus 35% for payroll costs and benefits
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*  Full-service management by product type
Attached units: Base fee 0£$2,500/mo or $15-$20/unit/month
whichever is greater.

Mid-Rise Condominiums (30-60 feet high): Base fee
of $3,500/month or $25-$35/unit/month, whichever is
greater.

High-Rise Condominiums (over 70 feet): Base fee of $4,500/
month or $35-$50 unit/month, whichever is greater.

Detached Units
Master Planned Communities: Base fee of $2,500/
month or $15-$20/unit/month, whichever is greater.

Planned Developments: Base fee of $2,500 or $15-$20/
unit/month, whichever is greater.

Some mid-rise projects can be as labor intensive as a high-
rise project and conversely, some high-rise projects may be
less labor intensive. Costs will depend on the complexiy
and level of service provided.

If on-site staff is added, additional budget line items should
be factored in for personnel costs. These costs are not in-
cluded in the base management fee. Any employee hired
by the association or provided through the management
company will cost the rate of the salary commensurate with
current market conditions plus 35-40% for payroll costs and
benefits.

Other typical services required but not included in the above
programs include but are not limited to:

+  Coordination of alternative dispute resolutions litigation

*  Minute taking and preparation of meetings of the asso-
ciation

*  Collection of delinquent accounts

*  Property inspections

*  Rules enforcement/proceedings

»  Architectural processing and monitoring

» Attendance at association meetings beyond one per
month

+  Transfer of owner documentation

*  Securing proposals for subcontractors work (particularly
with reserve items)

These services are typically charged on an hourly basis to the
association which may cost $55 or more per hour depending
on the complexity of the program. Amounts that are less than
or exceptionally higher than what is covered under this section
must be submitted with the appropriate substantiating docu-
mentation.

402. LEGAL SERVICES

The association may require counseling services of an attorney
for any number of reasons. It is considered advisable to budget
during the early years of an associations” existence for these
counseling services. The figure of $1,500 per year or $50 per unit
per year, whichever is the larger amount, should be sufficient.

If the association becomes involved in litigation which requires
the payment of a substantial amount for attorneys fees and costs,
and such expenses can be anticipated for a budget year, the
regular assessment should be increased to defray these costs. In
those cases where the expense is an unexpected one, the money
may have to be raised by a special assessment.

403. ACCOUNTING

Civil Code Section 1365(b) requires that the CC&R’s or Bylaws
of a common-interest subdivision provide for the preparation
and distribution of an annual operating statement and a balance
sheet of the association to members within 120 days after the
close of the fiscal year. In any fiscal year in which the gross
income to the association exceeds $75,000, these fiscal year
financial statements must be the result of an external review by
anindependent public accountant. Even where an external review
is not required, an expense will be incurred by the association
unless a member of the association with accounting expertise
is willing to donate his services.

According to Civil Code 1365 the Board of Directors is re-
quired to give annual financial statements to all members. These
statements include, but are not limited to, an annual proforma
operating budget. See Civil Code 1365 for details concerning
other requirements.

The cost of an uncertified audit or review may begin at $1,200.
Thisshould coveran association of 1 S units or less with complete,
well-kept records. As the numbeér of units increase, so will the
cost. Therefore, we recommend budgeting $1,200 per year or
$15 per unit per year whichever is greater. The minimum cost
for a certified audit ranges from $1,800-$4,500 depending on
the size of the community.

It is a good practice to obtain quotations from several accoun-
tants as the basis for the budgetary estimate for the annual
review or certified audit and preparation of Federal and State
tax returns.

404. EDUCATION

Due to the sophistication required in running a homeowners’
association, it is incumbent that board members and officers be
familiar with the laws, regulations, codes, governing documents,
etc. thatimpact their fiduciary duties and responsibilities. Courses
and seminars are available through various industry groups such
as the Building Industry Association (BIA), Community Asso-
ciations Institute (CAI), California Association of Community
Managers (CACM), Executive Council of Homeowners (ECHO),
etc. There are also courses available at community colleges,
adult education programs, etc.

Since board members change and courses are notalways available
when needed, the cost for education should be continuous. The
recommended minimum is $3.00 per unit per month or $50.00
per month whichever is greater, but no more than $5,000 per
year. This is based on the assumption that not all board members
will attend courses at the same time, or even the same course.
Another way for the boards to keep abreast of current changes
inthe laws, etc. is to purchase reference material and/or industry
periodicals.
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In addition to this manual, the Department of Real Estate (DRE)
publishes another manual titled Reserve Study Guidelines for
Homeowners’ Association Budgets. Also, two other good sources
for real estate law and regulations are the Real Estate Law Book,
published by the DRE and the Condominium Blue Book published
by Branden E. Bickel, B&B Publications.

405. MISCELLANEOUS

This category encompasses the purchase and repair of supplies
and equipment for the conduct of the associations business and
the cost of renting business office, storage and meeting space
if such space is not available within the subdivision common
area. If office and storage space within the common area is
non-existent or inadequate, it may be necessary to rent such
space from a resident within the subdivision or in a nearby com-
munity. Additional expenses could include newsletters and/or
correspondence.

Frequently the common area does not include a meeting room
large enough for regular or special meetings of the members of
the association. Such rooms are generally available at no cost or
at a nominal cost in churches, schools or other public buildings.

It is recommended to budget $4.00 to $5.00/per unit per month
for this category.

500's — CONTINGENCY

501. NEW CONSTRUCTION

It is seldom possible to anticipate every expense that will be
incurred by an association during an operating year. In the case
of new construction, a contingency equal to 3% of an annual
budget is recommended for unforeseen operating and reserve
items. If the subdivision is over 4 years old, use 5%.

502. CONVERSIONS

Where a condominium development is created out of the
conversion of an existing apartment house or complex, a con-
tingency reserve of 5% of the total budget should normally be
adequate.

For high-rise buildings (over 70 feet) a 10% contingency is
reasonable.

503. REVENUE OFFSETS

Normally, revenue derived through leasing, renting, laundry, etc.
will just cover anticipated costs for repair, replacement, utili-
ties, cleaning, etc. For leased equipment, replacement or repair
may be done by the leasing company and only utilities or minor
maintenance may be covered by the revenue received.

Another source of revenue for existing associations may be
interest income. Interest income may be considered non-exempt
income in some cases and be taxable.

Existing associations with a strong history (2 years or more) ofa
revenue source may, if the amount is significant, use the revenue
as an offset against total expenses. If so, all related expense items

noted earlier should also be included in the budget. Attach sup-
porting financial records and calculations used in determining
the amount shown in the budget.

Page 22

Operating Cost Manual



ParT IV

BubpGeET SuBMITTAL AND REVIEW SUMMARY FOR
THose ReQuIRED TO FILE WiITH THE DEPARTMENT

Regardless of the type of common-interest subdivision you are
involved with, completing a Duplicate Budget Package (DBP)
for Department review is very important. The information nec-
essary for compliance can be found in the application packets
RE 624 (Common-Interest), RE 635 (Amendment/Renewal),
and RE 658 (Stock Cooperative or LEHC) or in the Subdivision
Public Report Application Guide (SPRAG). The instructions
and guide are available at the subdivision office in Sacramento
or Los Angeles.

The general procedures given here will apply to the majority of
the projectsreviewed by the Department. Completing the budget
form (RE 623), including computing various costs, is explained
in the remainder of the manual, Other required forms or docu-
ments are listed in Parts I and II of the application packets. You
may wish to contact the Department’s Budget Review Section
for additional information.

Plans and Maps

As part of the submittal, a plot or site plan is required. This
plan should show the layout of the buildings, streets, recreation
facilities, walls and entry structures, ifapplicable. Also, the plan
should be a scale drawing. Large, especially phased, projects
may require a separate plot or site plan for each phase. A map
showing the phasing plan for the entire project must also be
submitted.

The tract map and/or condominium plans should also show
legible dimensions and be a scale drawing. All of these are
necessary for verification of area calculations and location of
the common facilities. A legible and adequately detailed vicinity
map is required.

Phase Projects

When submitting DBP’s for phased projects, only provide bud-
gets for those phases that are projected to be completed within
three years. If the subdivider is no longer in control, see Existing
Homeowner Associations Section below for procedures. Also, an
estimated assessment for the built-out project should be submit-
ted. Budgets are considered acceptable for 24 months from the
date the appraiser completes the review. Changes in the offering
budget or non-issuance of a Public Report before 24 months
expire may be cause for a second review of the budget.

Existing Homeowner Associations

When submitting a DBP for review of an existing homeowner
association, the same procedures would be followed unless the
subdividerisno longerin control. Normally, the subdividerwould
be considered in control of the association if he controls more
than 25% of the Class B votes or 50% of the voting power if
only one class is in existence. If the subdivider is not in control,
the submittal for review should include the following:

»  The association’s most recent audited financial statements
for the past two years or from start-up, whichever is less.
Also, a year-to-date statement. (Current year only.)

SuMMARY AND WORKSHEET

*  Acopy of the current or latest reserve study as required by
Civil Code Section 1365.5(¢).

+  The Assessment and Reserve Funding Disclosure form
required by Civil Code Section 1365.2.5.

+  Acopy of the association’s current budget. If the HOA has
approved the budget for the next fiscal year also include
and indicate the commencement date for the fiscal year.

+  Astatement from the association showing the dollar amount
of past due delinquencies. In particular, the statement should
indicate assessments due, if any, from the subdivider.

* A copy of the following information as required to be dis-
tributed to the membership under Civil Code Section 1365
(A comprehensive reserve study should cover the items
listed below):

+  Theamountofthe total cash reserves of the association
currently available for replacement or major repair of
common facilities and for contingencies.

*  An estimate of the current replacement costs of, and
the estimated remaining life of, and the methods of
funding used to defray the future repair, replacement or
additions to, those major components of the common
areas and facilities which the Association is obligated
to maintain.

*  Ageneralstatementsetting forth the procedures used by
the governing body in the calculation and establishment
of reserves to defray the costs of repair, replacement or
additions of major component of the common areas and
facilities for which the association is responsible.

After the above documents have been reviewed, it may be nec-
essary to request additional information if a clear picture of the
financial status of the association is not presented. If the exist-
ing association has operating deficiencies and/or under-funded
reserves, a special note will be included in the Public Report.

Conversions

For submittal on buildings converted to, or previously built
as, condominiums or stock cooperatives, TIC’s, an RE 639
and Reserve Study (Civil Code 1365.5 (e)) must be completed
and included with the DBP. It is important to note the date of
the past or future renovations when completing the form. Re-
serve amounts in the budget may change depending upon the
remaining life of the building components and equipment. The
costs shown for reserve estimating in this manual are for new
building components and equipment. Also, shown in the reserve
section is the expected useful life of each item.

Reserve Studies (Study)

The Department of Real Estate understands that data provided in
a reserve study may not always be a perfect fit with the format
provided in the DRE’s budget form. In addition, the Department
will normally accept the data from a competent reserve study,
except where errors are found. Aside from this, the information
used from the study should match that included in the DRE
budget form.

Operating Cost Manual
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Bonds for Completion

When using a bond as security for completion of on-site con-
struction work, RE 611 must be completed and submitted for
review and acceptance by the Department. Hard cost and/or in-
house estimates must include an additional 20% in the total cost
to complete. Items that are subcontracted and are verifiable by
executed contracts normally need not include the 20%. Also, an
annual inflation factor should be added, prorated on a monthly
basis, for the months left until completion.

Although not specifically required, if the completion bond in-
cludes the living units, building plans may be requested if the
required maps/plans are inadequate for cost verification.

Worksheets

As noted earlier, this manual contains forms and worksheets to
assist you in preparing a budget. It is important that all work-
sheets and forms are completely filled in (if applicable) prior to
submittal to the Department of Real Estate.

Cost Centers

The “cost center” term, as used for budget purposes, identifies
an area of a project used by only some of the owners within a
homeowners’ association. Typically, this may be a guard gate or
recreational facility utilized only by a portion of the association
membership. It would be unreasonable in these cases to require
all members of the association to contribute to the maintenance
of a facility only benefiting a portion of the project.

Generally, the cost per unit or lot per month in a cost center
budget should not exceed 50% of the regular or base assessment
on a unit or lot per month basis. If this occurs, it may be appro-
priate to consider the use of a sub-association to deal with the
additional maintenance costs attributable to a particular group
of owners within the project.

Range of Assessments

Defined: Range of Assessments is a method or procedure used
forsettingup an assessment/budgeting program for large projects
with multiple builders. The estimated range is established for
the project through review of the proposed assessment program
from start-up to built-out. The range is useful for projects with
multiple product types and is limited to no more than a 100%
differential from the lowest (best case) to highest (worst case)
assessmentin the project; possibly less, depending on the impact
to the association and members. The minimum size of a project
for use of this procedure is 200 lots/units, unless it falls within
the definition of a Master Planned Community.

A Range of Assessments can be “stepped,” usually down, as the
assessments decline towards built-out. The number of “steps”
or ranges established for a project would normally be limited to
" two and consist of no less than 10 phases each. Any exceptions
to these criteria would be considered on a case by case basis.

For use of this procedure a preliminary review and approval
should be completed prior to filing with the Department. Contact
the Budget Review Section for more information.

Once approved for use by the Managing Deputy Commissioner
of the Budget Review Section, the budgets are reviewed by staff
for accuracy, quality and to make sure they meet our minimum
cost manual guidelines.

Level Assessment Procedure

Defined: The Level Assessment procedure is a method or pro-
cedure used for setting up an assessment/budgeting program
for large projects with one or more Subdividers. Generally, the
level assessment selected falls within a range of the actual as-
sessments, which are both above and below the level amount.
Also, the level amount can be “stepped,” usually down, as the
assessments decline towards built-out.

The estimated level assessment or assessments are established
for the project through review of the proposed assessment pro-
gram generally from start-up to built-out. The established level
assessment amount cannot be more than 15% above or below
the actual estimated assessment for any given phase. Any “step”
in the level assessment must include a minimum of 3 phases.
The minimum size of a project for use of the procedure is 100
lots/units with 10 or more phases.

By definition, there will be phases where the established level
amount is less than the estimated actual expenses or budget.
For that reason and in order for this procedure to be viable,
some surplus funding of the operating account is necessary in
the initial phases of the project. During the life of the Level
Assessment Procedure, the cumulative operating surplus, com-
bined with actual assessments, should not drop below 3 months
of funding, or 10% of the current monthly budget, whichever
is higher. Any exceptions to these criteria would be considered
on a case by case basis.

For use of this procedure a preliminary review and approval
should be completed prior to filing with the Department. Contact
the Budget Review Section for more information.

Once approved for use by the Managing Deputy Commissioner
of the Budget Review Section, the budgets are reviewed by staff
for accuracy, quality and to make sure they meet our minimum
cost manual guidelines.

Fixed Assessment Procedure

Defined: The Fixed Assessment Procedure is a method or pro-
cedure used for setting up an assessment/budgeting program
for larger Planned Developments that have consistent and/or
minimal common areas in each phase. The procedure is used
to fix the total per lot/unit per month assessment in a phased
project at the same amount for all phases.

Using this technique calls foradjusting the contingency line item
on the budget up or down so that the bottom line of each budget
for every phase has the same total per lot/unit per month. No
pre-approval or extra data is needed for reviewing or using this
procedure. The only conditions for use are: that any adjustments
made to the actual contingency amount have to be minimal, no
more than 7% of the budget; no negative contingencies in the
budget; and, that his procedure cannot be combined with the
range or level assessment procedure.

Large Increment Assessment Procedure

Defined: The Large Increment Assessment Procedure is a method
of structuring an assessment program for very large projects,
normally Master Planned Communities, with multiple builders
and front-loaded amenities. Use of this procedure requires that
the number of lots/units per increment (similar to a phase) not
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be less than 300 and that the minimum size of the overall project
not be less than 1200 lots/units.

Each subsequent increment, including construction of the infra-
structure, must be contiguous to the first or previous increment
annexed to the project. Also, this procedure requires the use of
a Deficit Subsidy Agreement which requires the Developer to
subsidize any excess of expenses over revenue. Builders are
required to only pay assessments on un-sold lots/units that are
subject to a Final Public Report.

For use of this procedure, it is recommended that a preliminary
review and approval be completed prior to filing with the De-
partment. The minimum documents required for review include:
the incremental budgets, including HOA Common Facilities (RE
624A) forms completed for the first three years of the project,
plus built-out; a phasing map which depicts all of the incre-
ments; adraft deficit subsidy agreement; and a current marketing
study. The marketing study should be prepared by a third-party
professional not related to the Developer and must include the
projected sales absorption rates from start-up to build-out.

Once the procedure is approved by the Managing Deputy Com-
missioner of the Budget Review Section and the filing for a
Final Public Report is received, the budgets will be reviewed
by staff for accuracy, quality and to make sure they meet DRE
minimum cost manual guidelines.

Ratio Utility Billing System (RUBS)

Using a RUBS for allocating various commonly metered util-
ity expenses (typically water) based on unit size so they can be
excluded from the association budget is not acceptable under
DRE guidelines. Liability for these common expenses still lies
with the homeowners’ association and must be included in
the budget. When applicable, allocation of common utilities
based on unit size can be done by using the Proration Schedule
Worksheet part of the Budget Worksheet (RE 623) included in
this manual.

Note: Specific management and budget guidelines are avail-
able and must be adhered to in order to utilize these
procedures.

BUDGET WORKSHEET
RE 623

The 15 page worksheet
that follows is for your use.
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Page 25



Y STATE OF CALIFORNIA — DEPARTMENT OF REAL ESTATE — BUDGET REVIEW

] Serving Californians Since 1917

BUDGET WORKSHEET

RE 623 (Rev. 4/07)

GENERAL INFORMATION

This budget is a good faith estimate from plans prior to
construction and/or completion (for new projects) or from
a combination of plans and/or site inspections (for existing
projects). For existing projects, there may have been histori-
cal data as support for some line items, but changes to the
project may make historical data not applicable or reliable.
This budget was prepared for the purpose of obtaining a
public report.

The association must adopt a budget in accordance with the
California Civil Code. Ifthat budget is less than 10% or greater
than 20% from this budget, you should contact the Department
of Real Estate. The association may increase or decrease its
budget. It is typical for costs to increase as the project ages.
The association should conduct a reserve study after its first
year of operation to adjust the reserve funding plan for any
changes which may have taken place during construction.

DRE FILE NUMBER (IF KNOWN) MASTER DRE FILE #

DEPUTY ASSIGNED FILE {IF KNOWN)

NAME AND/OR TRACT NUMBER

SUBDIVISION IDENTIFICATION AND LOCATION

NAME TO BE USED IN ADVERTISING (IF DIFFERENT THAN NAME OR TRACT NUMBER)

STREET ADDRESS (IF ANY}

CciTY COUNTY

MAIN ACCESS ROAD(S)

NEAREST TOWN/CITY MILES/DIRECTION FROM TOWN/CITY

7 TYPEOFSUBDIVISION |

Planned Development Land Project

O Condominium O
O Condominium Conversion I Planned Development Mobile Home
O Stock Cooperative ] Community Apartment
O Stock Cooperative Conversion O Out-of-State
O Limited Equity Housing Corporation O Undivided Interest
O Planned Development O Undivided Interest Land Project
NUMBER OF LOTS/UNITS PHASE # TOTAL#IN PROJECT | PREVIOUS DRE FILE # # OF ACRES
BUDGET PREPARER - L
NAME ATTENTION TELEPHONE NUMBER
( )
ADDRESS city ZiP CODE
Certification

1declare under penalty of perjury that the representations and answers to questions in this document and all documents
submitted as a part of the homeowners budget are true and complete to the best of my knowledge and belief.

SIGNATURE OF BUDGET PREPARER

»

DATE




RE 623
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10.

11.

12.

13.

. Number of buildings containing residential units........

IMPROVEMENTS WORKSHEET

If this phase will have any line items shown on pages 3, 4 and 5 hereof exempted from payment of assessments under
Regulation 2792.16(c), asterisk those items on pages 3, 4 and S and list any partially deferred costs on a separate sheet
showing calculations and attach. All exempted improvements must be covered by reasonable arrangements for comple-

tion. Include Planned Construction Statement (RE 611A) for review.

Estimated completion date for the residential units in-
cluded in this phase .....c..ccccverveerenernrenerrerreneneneeens

Estimated completion date for the common area and

facilities included in this phase .......ccccceveeceevvevereeeneenenn

Type of residential building for this project (i.e., high-
rise, cluster, garden, €1C.)......cccocvrirrerrereerrenrnrrereeerenens

Type of construction for these buildings (i.e., steel,
concrete, wood frame, etC.) ...ccccoveevviiencieenieneeineenens

Type of roof (i.e., shake, €1C.)....ccccrrirvurirrcnrenerenenns

Type of paving used in the project. ........ccoceovreecerennnn

Type of exterior wall for residential buildings .............

Number of residential units per building........c..cceuee.e. ‘

Number of floors per building. ........ocevvvrverervrrrvrrnnenne

Number of bedrooms per unit. .......cceecercerervericeveennnnne

Square footage of units (list number and size of each
UNHE LYPER).revverneeeesrerreeseesvessesssessessessssorssssosseesesssassesasssess

Type of parking facilities and number of spaces (i.e.,
detached garage, tuck-under, subterranean, carport,

OPEIL, €1C.). cevveeerrerenneiieceeresnrrrerreserneesnesssssaseneenesnescnnens

Complete 14 and 15 for Phased Condominium Projects Only

14.

15.

Have you submitted budgets for all phases to be completed within the next three cal-
endar years and a built-out BUdZEt?........ccvevvirrreerrienreneeeeneeeeeeree e O Yes

Ifthis condominium project involves phasing with a single lot, submit abudget for each
phase plus a budget which will be used if future phases are not completed. (Commonly
referred to as a worst case budget.)

O

No
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BUDGET SUMMARY
PHASE NUMBER DATE OF BUDGET DRE FILE NUMBER
NUMBER OF UNITS TRACT NUMBER/NAME OF PROJECT
Per Unit Total Total
Per Month Monthly Annual
o 101. Property Taxes
3 | 102. Corporation Franchise Taxes
é 103. Insurance (attach proposal)
E 104. Local License & Inspection Fees
§ 105. Estimated Income Taxes
100 — Sus TotAL
201. Electricity (attach work sheet)
Lighting: Leased
202. Gas (attach work sheet)
203. Water (attach work sheet)
204. Sewer/Septic Tanks/Storm Drains/
Water Retention Basins (include if not in 203)
205. Cable TV/Master Antenna
207. Custodial Area:
Number of Restrooms:
207a. Custodial Supplies
g 208. Landscape Area: (See page 15.)
8 208a. Landscape Supplies
£ | 209. Refuse Disposal
E Vender Name:
S Telephone Number:
§ 210. Elevators
Number: Type:
211. Private Streets, Driveways, Parking Areas
Area: '
212. Heating & Air Conditioning Maintenance
Area:
213. Swimming Pool
Number: Size: Miths. heated:
Spa
Number: Size:
213a. Swimming Pool/Spa Supplies
214. Tennis Court

Number:
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Per Unit Total Total
Per Month Monthly Annual
215. Access Control
Guard hours per day:
No. of motorized gates: Type:
o No. of Intercoms/Telephone Entry:
g 216. Reserve Study
8 217. Miscellaneous
Z
E Minor Repairs
E Pest Control
2 Snow Removal
o
o Lakes/Waterways
Community Network
218. Fire Sprinklers, Fire Alarms & Fire Extinguishers
200 - Sub Total
W | 301313 (attach reserve work sheet)
i
7
w
(4
S
” 300 — Sub Total
Z | 401. Management L1
E 402. Legal Services
@ | 403. Accounting
Z
S | 404. Education
o
< | 405. Miscellaneous, office expense
S 400 — Sub Total
TOTAL (100—400)
5| 501.  New Construction 3%
-
3 § 502. Conversions 5%
e § 503. Revenue Offsets (attach documentation) ( M ( Y( )
O
3]
o TOTAL BUDGET
% DRE regulations allow the use of variable assessments against The budget and management documents indicate (check
units only if one unit will derive as much as 10 percent more than appropriate box):
another unit in the value of common goods and services supplied [ equal assessments
by the association. .
[] variable assessments
After' determining the percent of benefit derived from services | & The inventory and quantities used in the preparation of
provided (page 14) by the association, an easy chart to follow this budget are normally derived from plans completed
would be: prior to construction and may vary slightly from actual
Less than 10%.........cccouvevvei. equal assessments field conditions. The calculated budget is a good faith
from 10% to 20%................. variable or equal estimate of the projected costs and should be deemed
OVEr 20% ..vecvececreerrreenrenrenn variable assessments reliable for no more than one year. The Board of Direc-
tors should conduct an annual review of the Association's
actual costs and revise the budget accordingly.

© Depending upon the level of service selected by the Association, the amount shown may be insufficient to cover the cost and
may be higher.
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RESERVES WORKSHEET

DRE FILE NUMBER

TRACT NUMBER

Item

(1o
Sq. Ft.
or Number

(2) o
Unit Cost
HOA Manual

(3) O
Replacement
Cost

4 o
Remaining
Life

Yearly Reserve
Columns 1x2
or 3+4

Cost
Per Unit
Per Month

Paint

Wood Siding (paint/stain)

Roof - Type:

Roof - Type:

Water Heaters

Exterior Lights

Hard Floors - Type:

Carpets

Elevators

Streets & Drives

Heating & Cooling

Pool Re-plaster

Pool Heater

Pool Filter

Spa Re-plaster

Spa Heater

Spa Filter

Pool/Spa Pumps - No:

Tennis Courts — No:

Furnishing/Equipment

Fences (paint/stain)

Fences (repair/replace) - Type:

Walls (paint)

Walls (repair/replace)

Wrought Iron Fencing (paint)

Wrought Iron (repair/replace)

Pumps/Motors - Type:

Motorized Gates

Wood Decking

Septic Tanks

Fountains

Storm Drain Filters

Other

1] Use either Columns | and 2 or 3 and 4, but not both for a

particular item.

TOTAL RESERVE

Note: For space purposes, we have included only the components most frequently found in common-interest subdivisions.
Reserve items should not be limited to the list above, but be tailored to your particular project.
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GENERAL PROJECT INVENTORY

% Complete schedules 1 through 6 below, then transfer the totals to Site Summary area.

< Frequently several buildings will be repeated in a subdivision. These may be combined on one line. Wherever addi-
tional space is required attach computations on a separate sheet.

SITE SUMMARY - TOTAL SUBDIVISION AREA
acres x 43,560 = Total square feet.

1. Building(s) footprint sq. ft.
2. Garages or carports sq. ft.
3. Recreational facilities sq. ft.
4. Paved surfaces sq. ft.
5. Restricted common areas sq. ft.
6. Other: (attach description) sq. ft.
Sub Total (1-6) sq. ft.

Total Square Ft. (from above) sq. ft

Subtract Sub Total (1-6) sq. ft.

Remainder = landscape area sq. ft.

INDIVIDUAL SUMMARY SCHEDULES

1. Buildings Containing Units

Length x Width = Areaof x No of =  Total Area
Each Bldg. Buildings Square Feet
X = X =
X = X =
X = X =
X = X =

Total for Summary Item I above
2. Multiple Detached Garages and Carports

X = X =
X = X =
X = X =

Total for Summary Item 2 above
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3. Recreational Facilities Total Area

a. Recreation Room, Clubhouse, Lanai, or other
(length x width = total sq. f1.)

X = sq. ft.
b. Pools
Number:
Size: sq. ft.
c. Spas
Number:
Size: sq. ft.
d. Tennis Courts
Number:
Size:
Surface Type: sq. ft.
e. Other: (describe)
sq. ft.
Total for Summary Item 3 above sq. ft.
4. Paved Areas (streets, parking, walkways, etc.)
(length x width = square foot area) Paving Material (concrete, asphall, etc.)

X =

X =

x =

X =

Total for Summary Item 4 above sq. ft.

5. Restricted Common Areas Use (patio, etc.)
Describe and attach calculations

Total for Summary Item 5 above sq. ft.

6. Other — Describe and attach calculations

Total for Summary Item 6 above sq. ft.
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ROOF RESERVE WORKSHEET
(See page 15)
Building © Flat Roofed Area Shingled Area Cement/Spanish Tile
or Wood Shake Area
Totals
Modifications X X X X
Grand Totals
Roor PrrcH T4BLE
Pitch Rise Multiplier
One eighth 3"in 12" 1.03
One sixth 4" in 12" 1.06
Five 24ths S"in12*¢ 1.08
One quarter 6" in 12" 1.12
One third 8" in 12" 1.20
One Half 12" in 12" 1.42
Five eighths 15" in 12" 1.60
Three quarters 18" in 12" 1.80

© Take areas of all buildings listed in Sections 1, 2 and 3a. Add 6% (a 1.06 multiplier) for each foot of roof overhang. In
addition, adjust for roof pitch based upon the table above. The table converts horizontal area to roof area.
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EXTERIOR

PAINTING WORKSHEET

Exterior painting area is determined by measuring the structure to find the perimeter (total distance around) and multi-
plying that by 10 for each story. Use a separate line for each story if the configuration of the building changes from story
to story (for wood siding see Item 301 in the Cost Manual).

+ Buildings (include garages, recreation buildings)

Type of Perimeter
Surface
+  Walls Linear Feet
INTERIOR

X

E T

101,

10 ft.
10 ft.
10 ft.
10 ft.

x  No. ofStories x  No. of Bldg. =
(if identical)
X X =
X X =
X X =
X X =
Total building paint area
Height x 20 = Total Area
X 2 =
x 2 =
x 2 =

Total wall paint area
Total exterior paint area

Total Area

Interior painting reserve is determined by measuring the room perimeter and multiplying by 8' and adding ceiling area.

Room/Dype  Walls
Descrip. Perimeter

FENCES

x 8ft.

8 ft.
8 ft.
8 ft.
8 ft.
8 ft.
8 ft.

oo oK K K X

I

(1 L | I A T

Wall + Ceiling = Total Area
Area (Length x Width)

+ X =

+ X =

+ X =

+ X =

+ X =

+ X =

Total interior paint area

TOTAL EXTERIOR AND INTERIOR

Fence requiring paint or stain (see Item 312 in manual for wood and wrought iron)
Compute separately using higher cost—put on separate line on page 5 of the Reserve Worksheet.

Linear Feet x

X
X
X

Height

X

X
X
X

DN N

([ |

Total Area

Total fence area

0 Always multiply by 2 to cover the area for both sides of the wall or fence. If the wall or fence will be painted or

stained on one side only, adjust your calculation and make appropriate notation on the worksheet.
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ELECTRICAL ENERGY CONSUMPTION WORKSHEET

A. Lights (see Note ) KWH per month
(number of lights x average watt per light
x average number hours in use per day x .03 = KWH per month)
1. Interior Lights (hallways, lobbies, garage, stairwells, etc.)
X X x .03 =
2. Garage Lights
X X x .03 =
3. Outdoor and walkway lights
X X x .03 =
4, Street Lights
X X x .03 =
B. Elevators (number of cabs x number of floor stops per cab x 167 KWH = KWH per month)
X X 167 KWH =
C. Tennis Court Lights (number of courts x 1000 KWH = KWH per month)
x 1000 KWH =
D. Electric Heating
(0.25 KWH x sq. fi. heated = KWH per month for warm climates)
(0.65 KWH x sq. fi. heated = KWH per month for cold climates)
X =
E. Hot Water Heating (320 KWH x number of 40 gallon tanks = KWH per month)
320 KWH X -
F. Air Conditioning (number of sq. fi. cooled x .34 KWH = KWH per month)
x 34KWH =

G. Electrical Motors (see Notes ® and ©)
(horsepower x watts x hours of use per day x .03 x % of year in use = KWH per month)

Motor #1 X X x .03 x =
Motor #2 X X x .03 x =
Motor #3 X X x .03 x =
Motor #4 X X x .03 x =

H. Pool/Spa Heating
(Number of heaters x KWH rating x hours of daily use x 30 days = KWH per month)

X X x 30 days =

TOTAL KWH PER MONTH
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I. Total Monthly Cost
(total KWH per month x rate per KWH = total cost)

. x 3 = 3§
*  Monthly common meter charge $
Total Monthly Cost $

Utility Company Name:

Telephone Number:

Notes

© Do not include leased lights. Instead use lease agreement with rate schedule with budget work sheet. Put
monthly charge into Item 201 leased lights. Use a minimum of 10 hours per day average usage for exterior
lighting.

® Motors are found in swimming pool pumping systems, circulating hot water systems, ventilation systems in
subterranean garages, security gates, interior hallways, and interior stairwells and also in private water sys-
tems and fountains. (Hours of use for pool pumps — see Item 201 in the Cost Manual.)

® Normally 1,000 watts per horsepower should be used. Check plate on motor or manufacturer’s specifications.
If wattage is not listed, it can be calculated by multiplying amps x volts.
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GAS CONSUMPTION WORKSHEET

1. Water Heaters Therms
(number of dwelling units on association meters + laundry rooms + outdoor showers
+ recreation rooms = number units x 20 Therms = Therms per month)

I

+ + + = x 20 Therms

2. Pool (see Note ©)
(BTU rating x hours of daily use x .0003 x % of year in use = Therms)

Pool #1 X x .0003 x % =
Pool #2 X x .0003x % =
3. Spa

(Number of spas (by size} x therm range = Therms used)

(8 diameter) x 300 Therms
(10" diameter) x 350 Therms
(12' diameter) x 400 Therms

o

4. Central Heating
(BTU rating x average hours of daily use x .0003 = Therms used)

X x .0003 =
5. Other
(number of gas barbecues, fireplaces, etc.) x 5 = Therms
x S5 =

Total Therms

(therms x rate = monthly charge)

X = 3
X = 3
X = 3

Meter Charge §

Total Monthly Cost  §

Utility Company Name:

Telephone Number:

O The presumption is a recreation pool with heating equipment will be used all year or 100%. For very hot or cold climates
where a heater will not or cannot be used all year, a 70% usage should suffice. Less than 70% usage will require a Special
Note in the Subdivision Public Report.
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WATER AND SEWER WORKSHEET

A. Domestic (use only if units are billed through association) Water Cost
(number of units [include rec. rooms] x rate/100 CF x 10 = Water Cost)

X X 10 = 3

B. Irrigation (see Note ©)
(landscape area x rate/100 cf. x .0033 = Water Cost)

X X .0033 =

C. Sewers (see Note @)
(Charge per unit per month x number units = Sewer Cost)

$ X = 3

or alternate calculation (% of A and B, etc.)
(A) x % = 3
D. Meter Charge
Line size: (2", 3" etc.) Charge per month: $
MONTHLY WATER COST: 3

Utility Company Name:

Telephone Number:

Notes

O Average usage is four-acre feet of water per acre of landscaping per year. This formula is based on four-acre
feet of usage. Some areas like the low desert will require 8 to 12-acre feet of water per acre of landscaping per
year and the “B” figure should be adjusted accordingly. (Example: 4 x figure for B = 12-acre feet.)

@ If some other method of billing is used for the sewage charge and/or this will not be a common expense, pro-
vide a letter from the sanitation district and or water company (whichever applicable) which so stases.
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PRORATION SCHEDULE WORKSHEET

Section I Variable Assessment Computation

A. Variable Costs Description Monthly Cost

1. Insurance $
2. Domestic Gas (if common) $
3. Domestic Water (if common) $
4, Paint $
S. Roof $
6. Hot Water Heater (if common) $
7. Other $

Total Variable Cost )

B. Total livable square footage of all units from condominium plan:

C. Variable Factor (variable monthly costs + square footage = variable factor):
Multiply this factor by each unit size below in Section III.

Section II Equal Assessment Computation
A. Total Monthly Budget

Less Variable Costs

Total Monthly Equal Costs

[ I - K - B -]

B. Monthly Base Assessment:
(total monthly cost + number of units = monthly base assessment)

Section III Assessment Schedule

Unit Size  x  Variable = Variable + Base = Total Mth. x Unit Total Mth.
Factor Assessment  Assessment Assessment Count Budget *
A. X = + = X =
B. X = + = X =
C. X = + = X =
D. X = + = X =
VERIFICATION OF COMPUTATIONS Total Monthly Budget (Section III)

Total Monthly Budget (Section I1A)
*  Total Assessment x number of units of each type.

Section IV Variable Assessments
Highest - Lowest +  Lowest = %
Assessment Assessment Assessment Differential

- - = %
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SUPPLEMENTAL WORKSHEET

LANDSCAPE
A. Complete chart and transfer "total landscape cost per year" to line #208 on page 3 (cumulative per phase).
Type Percent Area Annual Cost Total Cost
per S.F. per type

Ground cover

Lawn

Open space maintained

Open space non-maintained

Landscape repairs/supplies

Other

Total 100%

TOTAL LANDSCAPE COST PER YEAR

B. Please provide information regarding water requirements of drought resistant plants/areas, if any. Indicate as a per-
centage of normal or standard watering requirements and provide source of information.

ROOF

A. Ifthere is only one type of roof, with a constant slope factor across all roof surfaces, the following chart may not need
to be completed. When this chart is completed, transfer total to roof line item on page 5.

Building Type of Roof | Width of Quantity  y Pitch _  Adjusted y Annual Cost _ Total Annual
Overhang| (incl. overhang) = Multiplier S.F. per S.F, Cost
X = X =
X = X =
X = X =
X = X =
X = X =
X = X =

TOTAL ROOF COST PER YEAR

B. If a mansard will be/is constructed please provide the measurements and type of material to be used.
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Driveways

Maintenance 211 —
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Electricity
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FOUNAINS ....cviviieiieiiii ettt s eme s — 314
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Preface

California’s Common Interest Development Act requires that associations prepare and distribute
financial information, including a plan for funding future replacement of major components (roofs,
exterior paint, and so on). “Reserve Study Guidelines for Homeowners’ Association Budgets™ has
been developed to assist boards of directors of California common interest developments (CIDs) to
better understand the preparation of the reserve study portion of the association’s annual pro forma
operating budget, as this document is defined in California Civil Code Section 1365, and to assist
buyers in understanding the financial implications of an association’s replacement reserve funding.
The term “reserves” as used in this context refers to the funds set aside to cover these replacement
costs. The board of directors must make decisions about the funding goals of the association. These

guidelines should enable readers to answer the following questions:

* How do reserves fit into the overall financial plan?

= What are the steps in doing a reserve study?

* What are the steps in conducting a Physical Analysis of common area major components?
* What is involved in developing a Funding Analysis?

* How do boards hire qualified professionals to perform reserve studies?

= What are the “red flags” that signal potential problems?

These guidelines were developed with the assistance of numerous industry professionals, association
board members and managers and the Department of Real Estate. The approach described in these
pages has been developed from examples of current reserve studies, and from the comments and
suggestions of industry leaders. In following the suggestions presented here, a board should consult

with the association’s own attorney, accountant, or other advisors, as necessary.



1. Intfroduction

Common interest developments (CIDs) are defined by shared property and restrictions in the deed on
use of the property. A CID is governed by a mandatory association which administers the property
and enforces its restrictions. The association is responsible for repairing, replacing, or maintaining
the common areas. The owner of each separate interest is responsible for maintaining that separate
interest and any exclusive use common area appurtenant to the separate interest. (California Civil
Code Section 1364)

Importance of Reserve Studies

A reserve study provides a current estimate of the costs of repairing and replacing major common
area components (such as roofs or pavement) over the long term. Ideally, all major repair and
replacement costs will be covered by funds set aside by the association as reserves, so that funds are
there when needed. This requires:

» examination of the association's repair and replacement obligations;
» determination of costs and timing of replacement; and

» determination of the availability of necessary (reserve) cash resources.

Because the board has a fiduciary duty to manage association funds and property, a replacement
reserve budget is very important. Not only does this information supplement the annual pro forma
operating budget in providing owners with financial information; the reserve study is also an
important management information tool as the association strives to balance and optimize long-term
property values and costs for the membership.

For buyers, understanding the reserve study is an important part of evaluating the value of a CID
property. For association members, reserve planning helps assure property values by protecting
against declining property values due to deferred maintenance and inability to keep up with the aging
of components.

A good reserve study shows owners and potential buyers a more accurate and complete picture of
the association’s financial strength and market value. The reserve study should disclose to buyers,
lenders, and others the manner in which management of the association (i.e., the board and outside
management, if any) is making provisions for non-annual maintenance requirements. Preparing a
reserve study calls for explicit association decisions on how to provide for long-term funding, and on
the extent to which the association will set aside funds on a regular basis for non-annual maintenance
requirements. A good reserve study may also function as a maintenance planning tool for the
association.

Content of Reserve Studies

California's Common Interest Development Act sets forth California's legal requirements for reserve
study information to be included in the annual association budget. California Civil Code Section
1365 requires that homeowner associations prepare and distribute certain financial information,
including a pro forma operating budget, 30-90 days prior to the start of the association's next fiscal
year.
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Thus, the pro forma operating budget must contain, at a minimum, the following items:
» estimated revenue and expenses on the accrual basis of accounting;
» jdentification of total cash reserves currently set aside;
» estimated remaining life of major components;
- = estimated current replacement cost of major components;

» If applicable, the amount of any construction defect related award or settlement and the
disposition of such funds;

» The total cash reserves expressed as a percentage of the current replacement cost, and the
current deficiency in reserve funding on a per-unit basis;

* identification of methods of funding for future repair, replacement or additions to major
components (including notification of any deferred repairs or replacements, anticipated
special assessments, or certain outstanding loans to the association); and

» statement of methods used to develop estimates and funding plan.

The Civil Code requires a specific form to be used in disclosing the above items pursuant to Civil
Code Section 1365.2.5.

Since the time when these requirements were established, a number of California CIDs have
assembled data and produced reports in response to the law. Many CIDs, however, still have not
developed required component information or funding plans. This is particularly true in smaller, self-
managed associations. Even in larger associations with extensive professional support, there is often
conflicting advice on what is required.

The law calls for disclosure of specific information from the "reserve study.” The law does not
specify the funding goal to be achieved by an association, nor does it dictate the exact form of the
reserve study. While a study alone, containing the elements prescribed by Civil Code Section
1365.5, is sufficient to constitute legal compliance, an association will be stronger financially if
regular assessments are collected to help assure funding of replacement requirements as they occur.

This report is the result of a project that gathered information on current reserve study practices in
California, including interviews with board members and industry professionals concerning their
experiences with, opinions on, and appropriate responses to the reserve study provisions of Section
1365.5. This document sets forth several decision points necessary for the board to respond to the
reserve study requirements. By following the procedures set forth in this document, it should be
possible for reserve studies to be produced that include the information called for in Section 1365.5
and that comply with good business practice in the management of association property.

The texts of Civil Code Sections 1365 and 1365.5 are included next as Exhibit 1.1.
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Exhibit 1.1 - California Civil Code Sections 1365 and 1365.5
Section 1365

1365. Unless the governing documents impose more stringent standards, the association shall
prepare and distribute to all of its members the following documents:

(a) A pro forma operating budget, which shall include all of the following:
(1) The estimated revenue and expenses on an accrual basis.

(2) A summary of the association's reserves based upon the most recent review or study
conducted pursuant to Section 1365.5, based only on assets held in cash or cash
equivalents, which shall be printed in boldface type and include all of the following:

(A) The current estimated replacement cost, estimated remaining life, and estimated
useful life of each major component.

(B) As of the end of the fiscal year for which the study is prepared:

() The current estimate of the amount of cash reserves necessary to repair,
replace, restore, or maintain the major components.

(ii) The current amount of accumulated cash reserves actually set aside to repair,
replace, restore, or maintain major components.

(iii) If applicable, the amount of funds received from either a compensatory
damage award or settlement to an association from any person or entity for
injuries to property, real or personal, arising out of any construction or design
defects, and the expenditure or disposition of funds, including the amounts
expended for the direct and indirect costs of repair of construction or design
defects. These amounts shall be reported at the end of the fiscal year for
which the study is prepared as separate line items under cash reserves
pursuant to clause (ii). Instead of complying with the requirements set forth
in this clause, an association that is obligated to issue a review of their
financial statement pursuant to subdivision (b) may include in the review a
statement containing all of the information required by this clause.

(C) The percentage that the amount determined for purposes of clause (ii) of
subparagraph (B) equals the amount determined for purposes of clause (i) of
subparagraph (B).

(D) The current deficiency in reserve funding expressed on a per unit basis. The
figure shall be calculated by subtracting the amount determined for purposes of
clause (ii) of subparagraph (B) from the amount determined for purposes of
clause (i) of subparagraph (B) and then dividing the result by the number of
separate interests within the association, except that if assessments vary by the
size or type of ownership interest, then the association shall calculate the current
deficiency in a manner that reflects the variation.

(3) A statement as to all of the following:

(A) Whether the board of directors of the association has determined to defer or not
undertake repairs or replacement of any major component with a remaining life
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(b)

(c)
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of 30 years or less, including a justification for the deferral or decision not to
undertake the repairs or replacement.

(B) Whether the board of directors of the association, consistent with the reserve
funding plan adopted pursuant to subdivision (e) of Section 1365.5, has
determined or anticipates that the levy of one or more special assessments will
be required to repair, replace, or restore any major component or to provide
adequate reserves therefor.

If so, the statement shall also set out the estimated amount, commencement date,
and duration of the assessment.

(C) The mechanism or mechanisms by which the board of directors will fund
reserves to repair or replace major components, including assessments,
borrowing, use of other assets, deferral of selected replacements or repairs, or
alternative mechanisms.

(D) Whether the association has any outstanding loans with an original term of more
than one year, including the payee, interest rate, amount outstanding, annual
payment, and when the loan is scheduled to be retired.

(4) A general statement addressing the procedures used for the calculation and
establishment of those reserves to defray the future repair, replacement, or additions
to those major components that the association is obligated to maintain. The report
shall include, but need not be limited to, reserve calculations made using the formula
described in paragraph (4) of subdivision (b) of Section 1365.2.5, and may not
assume a rate of return on cash reserves in excess of 2 percent above the discount
rate published by the Federal Reserve Bank of San Francisco at the time the
calculation was made.

The summary of the association's reserves disclosed pursuant to paragraph (2) shall
not be admissible in evidence to show improper financial management of an
association, provided that other relevant and competent evidence of the financial
condition of the association is not made inadmissible by this provision.

Notwithstanding a contrary provision in the governing documents, a copy of the
operating budget shall be annually distributed not less than 30 days nor more than 90
days prior to the beginning of the association’s fiscal year.

Commencing January 1, 2009, a summary of the reserve funding plan adopted by the board
of directors of the association, as specified in paragraph (4) of subdivision (e) of Section
1365.5. The summary shall include notice to members that the full reserve study plan is
available upon request, and the association shall provide the full reserve plan to any member
upon request.

A review of the financial statement of the association shall be prepared in accordance with
generally accepted accounting principles by a licensee of the California Board of
Accountancy for any fiscal year in which the gross income to the association exceeds
seventy-five thousand dollars ($75,000). A copy of the review of the financial statement shall
be distributed within 120 days after the close of each fiscal year.

Instead of the distribution of the pro forma operating budget required by subdivision (a), the
board of directors may elect to distribute a summary of the pro forma operating budget to all



of its members with a written notice that the pro forma operating budget is available at the
business office of the association or at another suitable location within the boundaries of the
development, and that copies will be provided upon request and at the expense of the
association. If any member requests that a copy of the pro forma operating budget required
by subdivision (a) be mailed to the member, the association shall provide the copy to the
member by first-class United States mail at the expense of the association and delivered
within five days. The written notice that is distributed to each of the association members
shall be in at least 10-point boldface type on the front page of the summary of the budget.

A statement describing the association's policies and practices in enforcing lien rights or
other legal remedies for default in payment of its assessments against its members shall be
annually delivered to the members not less than 30 days nor more than 90 days immediately
preceding the beginning of the association'’s fiscal year.

(I) A summary of the association's property, general liability, earthquake, flood, and
fidelity insurance policies, which shall be distributed not less than 30 days nor more
than 90 days preceding the beginning of the association's fiscal year, that includes all
of the following information about each policy:

A) The name of the insurer.

C
D) The amount of deductibles, if any.

(

(B) The type of insurance.

(C) The policy limits of the insurance.
(

(2)  The association shall, as soon as reasonably practicable, notify its members by first-
class mail if any of the policies described in paragraph (1) have lapsed, been
canceled, and are not immediately renewed, restored, or replaced, or if there is a
significant change, such as a reduction in coverage or limits or an increase in the
deductible, as to any of those policies. If the association receives any notice of
nonrenewal of a policy described in paragraph (1), the association shall immediately
notify its members if replacement coverage will not be in effect by the date the
existing coverage will lapse.

(3)  To the extent that any of the information required to be disclosed pursuant to
paragraph (1) is specified in the insurance policy declaration page, the association
may meet its obligation to disclose that information by making copies of that page
and distributing it to all of its members.

(4)  The summary distributed pursuant to paragraph (1) shall contain, in at least 10-point
boldface type, the following statement:

"This summary of the association's policies of insurance provides only certain
information, as required by subdivision (f) of Section 1365 of the Civil Code, and
should not be considered a substitute for the complete policy terms and conditions
contained in the actual policies of insurance. Any association member may, upon
request and provision of reasonable notice, review the association's insurance
policies and, upon request and payment of reasonable duplication charges, obtain
copies of those policies. Although the association maintains the policies of insurance
specified in this summary, the association's policies of insurance may not cover your
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property, including personal property or, real property improvements to or around
your dwelling, or personal injuries or other losses that occur within or around your
dwelling. Even if a loss is covered, you may nevertheless be responsible for paying
all or a portion of any deductible that applies. Association members should consult
with their individual insurance broker or agent for appropriate additional coverage.”

1365.5. (a) Unless the governing documents impose more stringent standards, the board of directors
of the association shall do all of the following:

Review a current reconciliation of the association's operating accounts on at least a
quarterly basis.

Review a current reconciliation of the association’s reserve accounts on at least a
quarterly basis.

Review, on at least a quarterly basis, the current year's actual reserve revenues and
expenses compared to the current year's budget.

Review the latest account statements prepared by the financial institutions where the
association has its operating and reserve accounts.

Review an income and expense statement for the association’s operating and reserve
accounts on at least a quarterly basis.

The signatures of at least two persons, who shall be members of the association's board of
directors, or one officer who is not a member of the board of directors and a member of the
board of directors, shall be required for the withdrawal of moneys from the association's
reserve accounts.

)

The board of directors shall not expend funds designated as reserve funds for any
purpose other than the repair, restoration, replacement, or maintenance of, or
litigation involving the repair, restoration, replacement, or maintenance of, major
components that the association is obligated to repair, restore, replace, or maintain
and for which the reserve fund was established.

However, the board may authorize the temporary transfer of moneys from a reserve
fund to the association's general operating fund to meet short-term cashflow
requirements or other expenses, if the board has provided notice of the intent to
consider the transfer in a notice of meeting, which shall be provided as specified in
Section 1363.05. The notice shall include the reasons the transfer is needed, some of
the options for repayment, and whether a special assessment may be considered. If
the board authorizes the transfer, the board shall issue a written finding, recorded in
the board's minutes, explaining the reasons that the transfer is needed, and describing
when and how the moneys will be repaid to the reserve fund. The transferred funds
shall be restored to the reserve fund within one year of the date of the initial transfer,
except that the board may, after giving the same notice required for considering a
transfer, and, upon making a finding supported by documentation that a temporary
delay would be in the best interests of the common interest development, temporarily
delay the restoration. The board shall exercise prudent fiscal management in
maintaining the integrity of the reserve account, and shall, if necessary, levy a special
assessment to recover the full amount of the expended funds within the time limits
required by this section. This special assessment is subject to the limitation imposed
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by Section 1366. The board may, at its discretion, extend the date the payment on the
special assessment is due. Any extension shall not prevent the board from pursuing
any legal remedy to enforce the collection of an unpaid special assessment.

When the decision is made to use reserve funds or to temporarily transfer moneys from the
reserve fund to pay for litigation, the association shall notify the members of the association
of that decision in the next available mailing to all members pursuant to Section 5016 of the
Corporations Code, and of the availability of an accounting of those expenses. Unless the
governing documents impose more stringent standards, the association shall make an
accounting of expenses related to the litigation on at least a quarterly basis. The accounting
shall be made available for inspection by members of the association at the association's
office.

At least once every three years, the board of directors shall cause to be conducted a
reasonably competent and diligent visual inspection of the accessible areas of the major
components that the association is obligated to repair, replace, restore, or maintain as part of
a study of the reserve account requirements of the common interest development, if the
current replacement value of the major components is equal to or greater than one-half of the
gross budget of the association, excluding the association's reserve account for that period.
The board shall review this study, or cause it to be reviewed, annually and shall consider and
implement necessary adjustments to the board's analysis of the reserve account requirements
as a result of that review.

The study required by this subdivision shall at a minimum include:

(1)  Identification of the major components that the association is obligated to repair,
replace, restore, or maintain that, as of the date of the study, have a remaining useful
life of less than 30 years.

(2)  Identification of the probable remaining useful life of the components identified in
paragraph (1) as of the date of the study.

(3)  An estimate of the cost of repair, replacement, restoration, or maintenance of the
components identified in paragraph (1).

(4)  An estimate of the total annual contribution necessary to defray the cost to repair,
replace, restore, or maintain the components identified in paragraph (1) during and at
the end of their useful life, after subtracting total reserve funds as of the date of the
study.

(5) A reserve funding plan that indicates how the association plans to fund the
contribution identified in paragraph (4) to meet the association's obligation for the
repair and replacement of all major components with an expected remaining life of
30 years or less, not including those components that the board has determined will
not be replaced or repaired. The plan shall include a schedule of the date and amount
of any change in regular or special assessments that would be needed to sufficiently
fund the reserve funding plan. The plan shall be adopted by the board of directors at
an open meeting before the membership of the association as described in Section
1363.05. If the board of directors determines that an assessment increase is necessary
to fund the reserve funding plan, any increase shall be approved in a separate action
of the board that is consistent with the procedure described in Section 1366.
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® As used in this section, "reserve accounts" means both of the following:

(I)  Moneys that the association's board of directors has identified for use to defray the
future repair or replacement of, or additions to, those major components that the
association is obligated to maintain.

(2)  The funds received, and not yet expended or disposed of, from either a compensatory
damage award or settlement to an association from any person or entity for injuries to
property, real or personal, arising from any construction or design defects. These
funds shall be separately itemized from funds described in paragraph (1).

(8  Asused in this section, "reserve account requirements" means the estimated funds that the
association's board of directors has determined are required to be available at a specified
point in time to repair, replace, or restore those major components that the association is
obligated to maintain.

(h)  This section does not apply to an association that does not have a "common area" as defined
in Section 1351.

2. How Do Reserves Fit into the Overall Financial Plan?

The reserves are an important part of the association's annual pro forma operating budget. The
replacement reserves relate to association budgeting in two important ways:

* The pro forma operating budget will include planned replacement reserve funding and
the accrual-basis expense for the year.

= The reserve estimates depend on assumptions about the association's maintenance
program, and maintenance expense is a part of the operations budget.

It is important that association members understand the difference between operations and
replacement reserve activities. Boards should establish policy to distinguish between reserve
expenses (funded from the replacement reserve account) and operating expenses (funded through the
non-reserve operating budget).

In common interest developments, the following division of maintenance and replacement
responsibility is typical, although actual items included in each category will vary according to each
association's physical plan and governing documents:

» individual responsibility for maintenance;
* association responsibility for day-to-day maintenance of common area;

» association responsibility for non-annual maintenance and replacement of common area;
and

* association responsibility for improvements.

Individual homeowners are usually responsible for maintenance of their own units. Certainly, this
includes maintenance of interiors of the homes themselves. The carpeting, interior paint, kitchen
counters, etc. are typically the separate responsibility of the unit owner. In addition, the owner may
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have explicit maintenance responsibility for exclusive use common area (such as private yards,
decks, front doors, etc.), or for some exterior features of the unit (such as siding, roofs, etc.).

Individual and association maintenance and replacement responsibilities can interrelate. For
instance, individuals in their private units are responsible for periodic replacement of the caulking
around the bathtub. Failure to replace caulking may result in moisture intrusion into walls and
subflooring, and could eventually cause damage to the common area structure of the building, or
another unit.

The association usually maintains the common area, which typically includes
landscaping, recreation facilities, parking areas, drainage gutters, outdoor
lighting, and other public or "common" property. Day-to-day maintenance for
these items is the responsibility of the association, and provision for this
maintenance is frequently the largest category of expense in the operating
budget. Individual owners, while not directly responsible for day-to-day
maintenance, do have responsibility for obeying rules and regulations
pertaining to the use and protection of common area property. Unfortunately,
some owners do not realize their community responsibilities or the fact that
damage to common area property can result in direct costs to all homeowners
through assessments.

The association is responsible for the long-term maintenance and replacement of common area
components as they end their useful lives. Usually, this type of replacement can be planned well in
advance, based on industry information about the expected life of the various components and
periodic physical inspection of wear.

Association improvements can be considered a special category of expense. If there is an addition to
the common area, not planned in the original development, the association may elect to fund and
make the addition. Improvements are typically onetime additions; once a part of the common area,
the improvements require both day-to-day maintenance and provision for repair and replacement.

Clear distinctions must be made between the private property of individual owners in CID projects
and the common areas for which the association is responsible. Ideally, association governing
documents are very explicit in distinguishing that which is private property from that which is
common area property maintained by the association. However, sometimes the status of component
is not identified, or is identified erroneously. We have seen association governing documents that
specify responsibility for components that are not in the complex (e.g., interior hallways) or that fail
to define the responsibility for other important components. If the governing instruments don't
allocate these responsibilities clearly, the association may wish to consider amending the documents.

3. What Are the Steps in Doing a Reserve Study?
A Reserve Study is made up of two parts: the Physical Analysis, and the Financial Analysis.

L. The Physical Analysis provides information about the physical status and repair/replacement
cost of the area components the association is obligated to maintain. The Physical Analysis is
comprised of the Component Inventory, Condition Evaluation, Age Adjustment {based on
useful life (total) and remaining life of the components] and the Costs to Replace. The
Component Inventory should remain relatively "stable” from year to year, while the
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Condition Evaluation, Age Adjustment and Cost to Replace and Valuation will clearly
change from year to year.

2. The Financial Analysis is the analysis of the association's Reserve income and expenses.
The Financial Analysis is made up of a finding of the client's current Reserve Fund
strength (measured in cash or as a Percent Funded) and a recommendation for an
appropriate Reserve contribution rate (Funding Plan).

Many CID homeowners or home buyers assume that their reserve requirements have been
adequately established because developers prepare a reserve budget worksheet as part of the project
approval process. This worksheet is filed with the California Department of Real Estate (DRE) along
with other information in order to obtain a Final Subdivision Public Report that allows the developer’
to begin selling homes in the project. The reserves worksheet is used to estimate the monthly reserve
contribution in the association's first-year budget. Developer estimates may have been prepared one,
two, or more years before the project is actually constructed. As a result, they may be dated by the
time the first unit is sold, unless they have been subsequently adjusted for changes in replacement
costs. More seriously, since the information was assembled at the planning stage, the reserve
worksheet may not reflect the association's true liability for the project as actually constructed.

Another possible shortcoming is that the standard preprinted reserves worksheet contains only
certain major components (e.g., roofing, painting, paving, etc.).

Consequently, some components may not be listed even though the association must repair and/or
replace them. In addition, the estimated life shown for components may not reflect local conditions,
and the costs shown may not be based on actual local prices. When associations compare the reserve
worksheet to their reserve responsibilities, they may find that the worksheet needs modification.

Consequently, a new association should conduct its own reserve study before the project is more
than a few years old. Exhibit 3.1 shows the major decisions an association board should make to
produce reserve information.
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Exhibit 3.1 — Steps in Providing for Adequate Reserves

Resolve to have a study

Identify the products

Physical Analysis

Funding Analysis

Operating budget

Pro forma operating budget

Develop a work plan

Conduct component
and funding studies

Disclose & implement results

Resolve to Have a Reserve Study

homeowners associations.
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The board should pass a resolution that a reserve study shall be
performed and that the association is committed to taking the necessary
steps. Older associations that have been operating without a reserve
study, or funding plan, should initiate this process as soon as possible.
New associations should have a Reserve Study done in a timely manner
and certainly by the end of the first year of any significant construction,
as initial budgets may not include a physical analysis of the new
construction. The California Civil Code requires the Board of Directors
of existing associations that have completed a study to review the study
annually and consider and implement any necessary adjustments as a result of that review. For new
associations it may not be possible to make that analysis without including a Physical Analysis and
ensuring the Component Inventory is consistent with what was actually built. Additionally, the Civil
Code requires that a Physical Analysis be conducted at least every three years. With ongoing
construction, it may well be necessary to do such analysis annually in order to adjust for changes
during construction. The Board of Directors should carefully consider these factors for new




Identify the Work Products

The board should identify the reserve study products needed and who is to produce them. A Physical
Analysis, a Financial Analysis, and the text and exhibits to be included in the reserve study portion
of the annual pro forma operating budget will cover the statutory requirements and also provide
sufficient detail for long-term association financial planning. As discussed in Chapter 5, the pro
forma operating budget must also disclose to homeowners and potential homeowners other
important information about reserve funding and obligations.

An association board may contract for the preparation of Physical Analysis, Funding Analysis, and
operating budget by professionals, or it may decide to produce one or more of these products by
itself. Another option is for the board to perform part of the work and hire a professional to do the
rest. Chapter 6 will discuss the option of hiring professionals for some or all of the reserve study
tasks.

Develop a Work Plan

Before conducting a reserve study, an association board should develop a work plan, specifying the
nature of the tasks to be performed. The work plan should establish:

o the types of components to be included or excluded
o the timeframe for funding common area components
» the budget available for conducting the study

Choosing which components to include. Components can be excluded from the reserve study only
if individual homeowners, not the association, are responsible for their replacement. In any
association, there may be "exclusive use common areas" that individual homeowners usually
maintain. Defined by California statute as common area items used exclusively by individual units
(e.g., decks and patios), these areas are usually identified in the association governing documents
known as the Covenants, Conditions, and Restrictions (CC&Rs). The CC&Rs should also make
clear the maintenance responsibility of the association and homeowners for these items.

With the guidance of their CC&Rs, the board should make a separate list of exclusive use common
area components and decide who should bear the responsibility for maintaining these items. If the
association has responsibility for maintaining these items, they should be included in the list of
major components and be given a line item in the reserve budget.

Whatever the board decides, the documentation of the reserves and the assumptions that are an
integral part of the study should include appropriate disclosure of such specifications. Any
information distributed to homeowners, or prospective homeowners, should disclose which of these
items were included and which excluded.

Timeframe. Professionals do not always agree on the appropriate timeframe for a reserve study. The
California Civil Code requires, as a minimum, all components with a useful remaining life of less
than 30 years be included in the study. However, pursuant to Civil Code Section 1365.2.5, any
components with a remaining useful life of more than 30 years that are not included must be reported
in the reserve study report and the Assessment and Reserve Funding Disclosure Summary. It should
be noted that a component with a long useful remaining life, that may have been excluded in earlier
studies, could be included in a later study if its useful remaining life drops to within the time
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parameters of a later study. A good rule of thumb is to forecast for a time period that will include the
replacement year of the component with the longest estimated useful life. Professionals generally
recommend that the study include all components that will fail before the building itself. "Life-of-the
building” components (such as the building foundation and structure) are generally omitted from the
reserve study budget. However, if there is reason to expect the item to wear out before the building
does and if, due to the age of the units, the item may wear out within the time span of the reserve
study, then that item (e.g., the electrical or plumbing system in a condominium) should be included
as a reserve study component.

Obviously, the ability to estimate accurately is best in the near term. Estimates of costs that are 20 to
40 years away are at best an educated guess. However, a reserve study is incomplete and may be
misleading unless it covers the life of the longest-lived component. Since studies should be reviewed
annually as a part of the association's regular budget cycle, estimates can be updated as necessary.

Budget available for conducting the study. The third consideration will be the amount of money
available to conduct the initial study. All associations required to perform a reserve study under the
California Civil Code should, on an annual basis, adequately fund their budget to enable them to
either conduct a study or hire outside professionals to complete the study, if need be, and/or pay for
study updates at least once every three years.

Conduct the Component and Funding Studies

The board should identify some documents, including the CC&Rs, the most accurate existing
drawings of the development, and the maintenance history of major common area components. If
"as-built" drawings exist, these are the best source of information about the nature of the major
components. The maintenance history obtained should include the actual dollar cost figures of that
maintenance. If the association does not already do so, it may wish to create a "permanent”
maintenance history file for each major component. Chapters 4 and 5 describe the conduct of the
component and funding studies in detail.

Accept, Disclose, and Implement the Results

The board reviews and accepts the reserve study and incorporates a summary of the long-term
funding plan, and certain other information, in the pro forma operating budget, as provided in Civil
Code Section 1365.

4. What Are the Steps in Conducting a Physical Analysis?
The goals of a Physical Analysis are to:

e estimate useful and remaining life of major components; and

e estimate current replacement cost of major components.

~ The Physical Analysis lists and estimates replacement costs and timing for
replacement of the major components whose repair or replacement is to be
funded through association reserves. The study determines when such repairs or
replacements will be needed and what they will cost. The major steps in conducting a Physical
Analysis are shown in Exhibit 4.1.

@



There are a number of firms that perform these studies for community associations. This explanation
of how to perform a Physical Analysis will help associations to contract for this service and to
interpret the study results. For associations who cannot, or do not wish to, hire a Reserve Study
preparer, this explanation will provide guidelines for board members who decide to perform their
own Physical Analysis. (See Chapter 6 for additional discussion on hiring professionals.) Boards of
Directors should consider the fact that they could lose the personal indemnity that comes from
relying on professional advice if they choose to undertake their own study. Because of this, you
should consider seeking legal advice before proceeding.

Exhibit 4.1 — Steps in the Physical Analysis Process

Identify Components
|
Specify Quantities
|
Inspect components; define scope and methodology for inspection. This

should be performed by reasonably qualified individuals

]
Determine useful life; document maintenance assumptions
|
Assess remaining life; determine replacement year
I

Determine cost of replacement

Exhibit 4.1 — Steps in the Physical Analysis Process

For each association, the exact list of major common area components is unique. Although lists from
other associations or industry publications (including this one) may serve as a general guide, they are
rarely usable without modifications and additions. An inaccurate or incomplete list of components
can materially distort the association’s long-term funding plan.

Criteria for Components

The board should establish criteria for determining common area major components. Many
professionals suggest that items be placed on the list of components for the reserve budget if they
meet all of the following criteria:

» the item is the responsibility of the association to maintain or replace, rather than the
responsibility of the individual homeowners;

= the item costs over a certain amount to replace (amount to be determined by the board);'

« the estimated useful life of the item is greater than one year; and the estimated useful life of the
item is less than thirty years at the time of the study.

One possible guideline is to include items that cost 1% or more of the total annual association budget. Another possible guideline is
to include items that cost over $500 or over $1000 to replace, including groups of related items (e.g., all gates in the development)
that cost over $1000 to replace. The dollar amount or percentage to use as the guideline should be discussed and adopted by the
board. Items costing less than this amount may be included in the annual operating budget rather than funded through the reserve

budget.
o



Developing a Component List

Unfortunately, there is often no one document with a comprehensive list of components for a
development. As aresult, it is not easy to identify components accurately, although it is essential that
the association develop an accurate list of all items for whose repair or replacement it must budget.

The exact list of components to include depends upon the physical characteristics of the project as
well as upon the legal division of responsibility among the homeowner, the association, and the local
government. Appendix A provides a list of items that might be listed as components for association
reserves. This list is not exhaustive of all possible items, but does include many of those that would

commonly be found. '

The association’s “CC&Rs” and condominium plans generally describe the common areas of the
development and so can help to provide a list of components. Most CC&Rs describe what is a part of
each “unit” and what is outside the unit. In a true condominium, the unit owned by the individual
homeowner consists only of the air space within the common walls, although owners are generally
responsible for the paint and non-structural fixtures inside, and are generally also responsible for
external doors, door hardware, windows, patios, balconies, and similar items (see Civil Code
Sections 1351 and 1634). However, in planned developments (PDs), the owners are usually
responsible for some portion of the maintenance on the exterior and structure of their individual units
as well. The CC&Rs usually specify the division between individual and association responsibility,
and will serve as a guide to the components to be included in the reserve study.

The developers reserve budget should list components that the builder identified while planning the
project. Such items as streets, roofs, exterior paint, and recreation areas are usually included in the
developer’s original reserve budget.

Many an association has found that, despite its existence, an item such as a sidewalk or set of
balconies has not been mentioned in either the CC&Rs or the developer budget. A site analysis by
knowledgeable persons should result in a comprehensive list of reserve items for which the
association is, or might be, responsible. (For a list of items that are often overlooked in the CC&Rs
and the developer budget, see Appendix B.)

Local governments and utility companies can often help define common area components by stating
where their responsibility ends and that of the association begins. For example, the developer budget
and the CC&Rs may be unclear about whether the sidewalks along the edge of a development
belong to the association or the city. If the former, these sidewalks are components which, at some
point in time, should be included in the reserve budget; if the latter, the association need not budget
for their repair or replacement.

Specifying the Quantity of Each Component

Although existing maps and construction drawings of the development may serve as a guide to
component quantities, a detailed site and building analysis is the best way to obtain an accurate count
of these items. For some components (e.g., streets, roofs, fences) the square or linear footage must be
measured in order to describe the quantity, while for other items (e.g., utility room doors) it may be
sufficient to know the number required. “As-built” drawings are an excellent source of information
for these quantities, but in their absence the items should be accurately measured.

2 The drawings filed when the development was begun represent builder plans rather than the development as actually

built. As such, they are useful but should be verified by physical inspection.
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For components that are actually made up of a number of items, the nature and quantity of the
constituent parts should be stated (e.g., the metal flashing for a shake roof as well as the square
footage of shingles). It is common to neglect the “extra” pieces that are in fact necessary to the
construction of such essential items as roofs, siding, and irrigation systems.

Once the number and constituent parts of each component are detailed, it is necessary to give some
consideration to the quality and specifications of those parts. (Is the asphalt two inches thick or four
inches? Is it a two-ply roof? What grade paint was used?) An accurate description of the materials is
essential to proper reserves. * If significant in dollar amount, quantities of the same type of
component existing in very different conditions should be noted separately (e.g., the square footage
of siding with western or southern exposure as compared to the square footage with eastern or
northern exposure).

Determining the Useful and Remaining Life of Each Component

“Useful life” is typically defined as the number of years the component is expected to serve its
intended purpose if given regular and proper maintenance. If the association fails to provide proper
maintenance, such as dealing effectively with the presence of wood-destroying pests or organisms as
provided in Civil Code Section 1364, then it may become difficult to anticipate the “useful life” of
components.

One estimate of useful life is the material manufacturer’s warranty. This estimate presumes (usually
in writing, in the fine print of the warranty) that the product was actually installed with the purported
quality of materials and according to the manufacturer’s specifications. (Some associations have
found that their alleged “twenty-year roofs” were in fact installed with other materials or with
inferior workmanship, making the effective useful life shorter.) When no knowledgeable inspection
is made of the materials and installation, the manufacturer’s warranty may not be an accurate
description of the useful life of the component.

The Department of Real Estate publishes an Operating Cost Manual for Homeowner Associations
which includes the average useful life for a number of major components. Some commercially
available manuals also have estimates of useful life.! Published data may not be consistent with the
location, exposure, or type of a particular component. The estimated life of a street as predicted from
national data may well be lower than that of a street in the comparatively mild climate of California,
but the estimated life of exterior paint as predicted from national averages may be higher than that of
paint on buildings in windy or coastal areas. Similarly, paint on western or southern exposures
weathers faster in sunny climates, reducing the useful life of a paint job in California and particularly
reducing it for certain walls. In using published estimates, it is necessary to consider how the specific
case in question may differ from the average case considered by the manual’s author.

Useful life estimates vary considerably from manual to manual, so consulting more than one manual
may minimize the risk of under- or over-estimating the life of a major component. In any case, the
source(s) of component estimates should be identified specifically.

3 While the association may wish to change the quality of the component at the time of replacement, this is a separate
decision.

4  For example, manuals are distributed by R.S. Means Company, Inc., F.W. Dodge, Lee Saylor, Inc., and Marshall &
Swift.
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The remaining life is generally defined as the expected number of years the component will continue
to serve its intended purpose prior to repair or replacement. If the development is new and the
developer-prepared estimates are correct, the remaining life might be estimated simply by
subtracting the age of the development from the useful life of each component. The older the
components, the less accurate this method will be.

Some of the factors that affect the estimate of remaining life of a component are its current age,
apparent physical condition, and past maintenance record (or absence of maintenance). The current
age of the component may be determined from association records. The apparent current condition
must be determined through physical inspection, preferably by someone familiar with the
component. Records of past maintenance must be compared with recommended maintenance in
order to determine whether the item has been properly maintained or may wear out sooner than
expected due to inadequate care.

In determining the remaining life of a component, a certain level of continued preventive
maintenance is assumed. These maintenance assumptions should be stated explicitly so that proper
maintenance can be continued throughout the component’s remaining life.

The remaining life of a component implicitly specifies the year in which it must be repaired or
replaced. A budget timeline can be used to show the year of replacement for each component. This
timeline can serve as a schedule for expected component replacements and can be updated or
changed when the Physical Analysis is updated or as components last for shorter or longer periods
than expected. Exhibit 4.2 shows the year of replacement for three components in a condominium
complex that is five years old, as well as the information needed to determine the replacement year.

Exhibit 4.2 — Determining the Replacement Schedule

Component Agein Estimated Estimated Year
Years as of Useful Remaining to
12/31/95 Life Life Replace

Painting 3 5 2 1998
Paving 4 7 3 1999
(slurry coat)

Roofing 11 15 4 2000
(wood shingle)



Determining the Cost of Replacement

Replacement costs can be obtained from manufacturers or their representatives on some items and
from local licensed contractors on others. It is important to remember that the cost of component
replacement should also include the cost of removing the existing component, if appropriate.

There are a number of recognized cost estimating manuals available with pricing information that
can be used (e.g., R.S. Means Company, Inc., F.W. Dodge, Lee Saylor, Inc., Marshall & Swift). Cost
estimates are generally comparable among manuals intended for the same geographic area, so there
is less need to consult multiple manuals for cost estimates than for estimates of useful life. However,
there are some cautions to be observed in using these manuals to determine costs. The majority of
professionals performing reserve studies for homeowner associations obtain their cost estimates from
a data base gathered from their experience. Cost estimates derived from this data could vary
significantly from estimates based on manuals alone. Therefore, it may be prudent for associations
performing their own study to obtain additional supporting data for their manual cost estimates from
other sources, such as contractors, suppliers, etc. This collection of data should then be considered in
conjunction with the results of an inspection by a reasonably qualified person when making a final
determination of replacement cost.

It is important to determine the specific geographic area for which the manual offers a cost average.
If the manual has national averages, it probably underestimates the cost of labor in many parts of
California. If the manual has statewide or national averages, it may underestimate the cost of labor in
urban areas by a significant factor.

It is also important to determine the base year in which the manual’s cost estimates were made. The
current cost of replacement for association components is not the cost shown in the manual, but
should be adjusted for inflation since the time the cost data were obtained.

Using Component Data to Develop the Funding Analysis

Once the charts of replacement schedule and future replacement costs are completed, the Physical
Analysis is finished. The next step is to figure out how much will be spent in each year for all
components, and that step is a part of the Funding Analysis.

Documenting Maintenance Assumptions

An important adjunct to determining the useful life and remaining life of a component is to
document the type and schedule of maintenance that is assumed for the component to survive that
life. For example, if the twenty-year life expectancy of a roof is based upon an annual cleaning of the
roof and gutters, the association will be able to take action to help ensure that all the roofs will
indeed last. Documentation of maintenance assumptions can lead to improved maintenance
throughout the project and thus to lower costs of replacement. Ignoring maintenance assumptions, or
improper maintenance, will put the replacement schedule and cost estimates in jeopardy.

Thus, a properly prepared Physical Analysis will lead to a better maintenance program for the
association. Clear and concise maintenance suggestions are a useful supplement to a professionally
prepared Physical Analysis. These suggestions may save more than the cost of the original study on
future repairs and replacements.

@



Exhibit 4.3 — Physical Analysis Checklist

This checklist summarizes the major steps in developing the Physical Analysis and, under each step,
suggests certain actions the Board or its designated reserve study preparer may wish to consider in
performing each step.

Deciding which components to include:

__ relevant components mentioned in the developer budget have been reviewed
__ components mentioned in the CC&Rs have been reviewed _
an on-site inspection for possible additional components has been made

the board has had a public discussion and has determined a policy stating its position on life-of-
the-building, exclusive use, and quasi-structural components

__ the board has communicated the list to the preparer of the Physical Analysis and, in the pro
forma operating budget, to the homeowners

Specifying quantities of each component:

__ as-built drawings have been consulted, if possible

__ an on-site inspection of each component and an on-site count of each type of component have -
been made

__ the quality of each component has been determined and expressed in terms that identify a
specific grade of material
Determining the useful life of each component:

manufacturer warranties have been consulted whenever possible
environmental factors that might affect useful life have been taken into account

__ installation and materials have been determined to be consistent with each manufacturer’s
description; if not, an adjustment has been made to the remaining useful life estimated by the
warranty or by the manuals

___ astandard manual has been consulted
maintenance assumptions have been documented

Assessing the remaining life of each component:

__ an on-site inspection of each component has been made

__ past maintenance has been taken into account

_ individuals with knowledge of the components have participated in the assessment of remaining
life

__ the board has determined what level of maintenance is expected to achieve the remaining life
estimated

Determining the cost of replacement:

astandard costing manual has been consulted or more than one tradesperson asked for a price for

each component

if a manual is used, the “current” price of each component has been adjusted for the age of the
data in the manual

if a manual is used, regional variations in price are taken into account
cost of replacement includes cost of removing old component, if necessary

adjustments have been made for grade or quality of materials or levels of maintenance of

materials
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5. What is Involved in Developing a Funding Analysis?
The goals of a Funding Analysis are to:

» establish funding goals
* identify annual funding requirements

* disclose limitations and assumptions

Once the components’ estimated useful life, estimated remaining life, and estimated
current replacement costs are identified, the association is ready to develop a plan for
funding the reserve account. This funding plan specifies future reserve cash needs and
planned methods for funding.

In preparing the funding plan, the association will have to make decisions about the amount of
current assessments and the need for special assessments, balanced against projected liability. The
law does not require the funding of projected replacement costs, only an explicit description of the
plan for such funding, among other specific disclosures. Clearly, however, the financial viability of
the association will depend a great deal on the ability of the association to replace components as
they wear out and not to defer major maintenance items.

A product of the Funding Analysis process is the development of a funding plan (cash flow forecast
or projection) to estimate future reserve cash receipts and disbursements. This is most easily
presented in a spreadsheet format. All supporting assumptions and methodology should be carefully
documented.

Exhibit 5.1 shows the major steps in the development of the funding plan and the reserve study
portion of the pro_forma operating budget. As an association completes these steps, the board will
make major policy decisions. Professionals may be able to advise the board on key decisions, but it
is important for the board to understand each of these decisions, since they independently affect the
overall results of the funding plan. Since the amount of regular assessments and the need for any
special assessments should be indicated in the plan, these decisions will affect the owners’ monthly
costs and property values. Because of their importance, each decision is discussed in turn, with an
example showing how these decisions contribute to a long-term funding plan.

Determining the Funding Goal for Replacement Reserves

Section 1365(a)(4) of the California Civil Code calls for identification of the methods of funding
used to defray future repair, replacement, or additions to major components. Revenues and expenses
are to be estimated on an accrual basis. However, a specific funding goal is not indicated in the law.
In preparing these guidelines, we-have identified several major funding strategies followed by
associations. Determination of the funding strategy, including establishment of the funding goal, is
one of the most important fiscal decisions to be made by an association board. The pro forma
operating budget should clearly indicate estimated revenues and expenses, describe the funding goal,
and indicate current status in meeting the goal.
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Exhibit 5.1 — Steps in the Funding Analysis Process

Obtain component information (Exhibit 4.1)

Determine funding goal Calculate replacement fund liability

Identify reserve account asset
(cash balance)

Estimate annual association reserve fund
income (from regular assessments)

Project expenditures and reserve fund needs,
including regular and special assessments

Prepare statement of limitations,
assumptions

Prepare reserve study portion of pro
forma operating budget

The funding plan should show the funds required to replace each component as it comes to the end
of its useful life and indicate how the association will fund the replacements. The association should
decide how much should be raised through regular assessments for the reserve account each year and
how much should be raised by special assessment, if any. In addition, the association should
consider how much cash will remain in the reserve account at the end of the planning period relative
to the projected balance needed at that date.

Associations will have to make difficult policy choices in determining the funding goal. Many
associations are currently underfunded in reserves. This is due to a lack of attention to reserve
budgets in the past and underestimation of replacement costs. An ideal goal for an association is to
eliminate this under funded reserves deficit or shortage. That is, to build up the reserve fund to a
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level where the cash in the replacement reserve account is at least equal to the estimated value of
accumulated wear of all major components. However, this goal may not be within reach of many
associations in the short run, except through special assessments.

We can identify at least three basic funding goal models. Depending on current association finances
and financial health, one of these models may be currently operating. The three models identified
are:

* Fully Funded Model -- setting a Reserve funding goal of keeping the Reserves at or near 100%
funded.

» Threshold Funded Model -- setting a Reserve funding goal of keeping the Reserve balance above
some threshold. Depending on the mix of common area major components this model may be
more or less conservative than the fully funded model. The only way to tell is to compare the two
models closely.

» Baseline Funded Model -- "Minimum Funded Model - setting a reserve funding goal of keeping
the reserve cash balance at the end of each year in the overall reserve funding projection at or
above $-0-."

Each of these models depends on an analysis of cash flows into and out of the reserve fund over the
next thirty years. Assessment calculations are then made sufficient to reach the Board of Director’s
funding goals.

Calculating the Reserve Deficit: The law establishing the reserve study requirements calls for
annual disclosure of “estimated revenue and expenses” on an accrual basis. In the case of revenues,
this estimate includes regular and special assessments, as well as the after-tax interest income earned
on accumulated cash reserves. “Expenses” can be accrued by spreading the eventual replacement
cost of each component over its total useful life or obtaining an estimate of annual component wear.
After that is done, there are several methods which may be used to calculate the required estimated
reserves for components and to calculate any deficit or shortage in the reserve fund, two of which are
shown below.

If a component currently valued at $10,000 has a useful life of ten years, then we can estimate the
annual wear, or the annual provision for the replacement fund, at $1,000. By year five, this
component, then, would have accrued a liability of $5,000, assuming no inflation. (If an association
is “fully funded,” we would expect that this $5,000 would already be in the reserve account by the
end of the fifth year.)

Exhibit 5.2 shows how to calculate a deficit in the reserve fund which can also be thought of as the
current unfunded portion of the estimated value of accumulated wear of all major components. The
example uses the same components shown in Exhibit 4.2. It assumes that the association, consisting
of 35 units, will have an estimated $22,000 in its reserve account at the beginning of the upcoming
fiscal year. Given its liability of $36,000 for the three components for which it is responsible, this
association has a reserve deficit of $14,000, a total of $400 per unit.
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Exhibit 5.2 — Calculating A Reserve Deficit

Desired Balance = Current Cost/Useful Life x Effective Age
The Reserve Deficit = Desired Balance - cash reserves

Component Current Useful Effective Desired
Replacement Cost Life Age Balance
Painting $10,000 S 3 $6,000
Paving $14,000 7 4 $8,000
Roofing $30,000 15 11 $22,000
Total Desired Balance (current) $36,000
Estimated cash reserves (current) $22,000
Reserve Deficit (current) $14,000
Reserve Deficit per unit (814,000 + 35 units) §400

Percentage of Funding 61%

The problem with the above model is that it does not take into account the impact of interest and
inflation. An alternative model, which does take interest and inflation into account is as follows:

Current Cost . Current Cost .
—————x Effective Age ————x Effective Age
Desired Balance = [Mx Effective Age ]+ Useful Life T |- Useful Life T
Useful Life (1+Interest Ratg) "=m=inng (1+Inflation Rate) =m="ng

While the formula looks complicated, using it for each component yields the following results
(assuming 3% inflation and 5% interest after taxes):

Component Replacement Current Useful Effective Remaining Desired
Cost Life Age Life Balance
Painting $10,000 5 3 2 85,787
Paving 814,000 7 4 3 87,590
Roofing $30,000 15 11 4 $20,553
Total Desired Balance (current) $33,930
Estimated cash reserves (current) $22,000
Reserve Deficit (current) $11,930
Reserve Deficit per unit (311,930 + 35 units) $340
Percentage of Funding 65%
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While this formula takes a bit more work, assuming the interest and inflation rate estimates are
accurate, it may be more reflective of the true amount of the Reserve Deficit. In most cases, the
difference between the two methods is not material. However, with some mixes of common area
major components the difference can be quite noticeable and failure to properly take interest and
inflation into account can unfairly lead to unrealistically high calculations of the reserve deficit.

Unfunded & Special Assessment Model: This is the default model in place in many associations
today. The association does not have reserve balances that will cover expected replacement costs,
and the only recourse is to schedule special assessments to cover these costs when they are due. Lack
of information about needed special assessments is a real problem for some common interest
development owners. One-time costs impose an additional financial burden on owners who often
have chosen CIDs for cost reasons. This is the riskiest of the models, and could jeopardize the
financial viability of the association if assessments cannot be raised when needed.

Mixed Model: This is also a common model, with a combination of regular and planned special
assessments to meet the cash needs of replacement. The degree to which an association can meet its
cash needs through regular as opposed to special assessments may be an indicator of the
association’s fiscal stability.

Obviously, the choice of the funding goal or strategy will have a direct impact on the cash required
of each individual owner. The strategy, and the degree to which the association has funded its
reserves, should affect property value as well. (If an association shows a $5,000 unfunded reserve
deficit per unit, this amount reasonably should be reflected in the sales price.)

California law currently does not specify one model for funding, but obviously the model that
reduces or eliminates the Reserve Deficit provides the most stability and is the most conservative.
Association boards should carefully consider and document the choice of a funding plan and make
the details of the plan available to owners in the reserve study portion of the pro forma operating
budget. If the information is adequate and clearly presented, owners and buyers should be in a better
position to evaluate the value of the unit and the development.

Estimating Association Reserve Fund Income

The ideal funding mechanism for building the replacement reserve account is the regular (usually
monthly) assessments paid by association members. A specific dollar amount of regular association
payments should be earmarked for reserves, and deposited into the reserve account as they are
collected. Financing of replacement reserves from regular assessments is desirable. First, it spreads
the responsibility for replacements over time, rather than allocating costs to owners who happen to
be in the association in the year a particular component comes due for repair or replacement. This
funding mechanism provides a more equitable distribution of the costs of aging components. Second,
it provides individual owners with more certainty as to the true costs of the property.

Income from regular assessments should be calculated for each year, based on the number of units
and the level of assessment per unit. In associations with several rates for different types or sizes of
units, the expected income should be calculated for each class of unit and then added. Assessment
increases, if any, should be estimated by year.

Section 1366 of the Civil Code provides association boards with the power to increase the regular
annual assessment up to 20% per year without membership approval. However, automatic
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compounding at these rates would double the assessments in just four years and triple them in six. At
this rate, assessments would be 32 times as large by the twentieth year! Clearly, even though
automatic increases allow an association to “catch up” with reserve deficits over some period of
years, the decision to increase assessments should not be an automatic one, but rather should be a
careful decision by the board. Assumptions about assessment increases should be fully disclosed in
the pro forma operating budget.

Projecting Expenditures and Reserve Funding Needs

The Physical Analysis provides the estimates for expected expenditures by
year for each component. Adding these component requirements together,
by year, gives the estimate of needed funds over time. We have seen how
these estimates should be developed and the assumptions upon which they
rely. Association members should be aware of the limitations of
expenditure forecasting and of the fact that the overall funding plan is only
as good as the initial estimates of replacement costs and the timing of
replacement needs. Data similar to that shown in Exhibit 4.2 will be a
direct input to the Funding Analysis.

Animportant policy issue for the board is the decision to use current costs, or estimated future costs.
Use of an inflation rate will generally result in higher estimates of future costs.

If the board uses current costs, it is essential that the board revise the plan annually based upon
updated current replacement costs plus currently required or anticipated expenditures. The annual
cost for each component would be calculated by dividing the unfunded replacement cost by the
remaining useful life. THIS APPROACH IS VALID ONLY IF REPEATED EACH YEAR.

If the board chooses to use an inflation rate, it would apply an average annual long-term cost
inflation rate to all components from the time of the study until the year of replacement (based on
recent average component cost data). To keep this plan current, it is important to annually review
and update projected expenditures, inflation factors and other assumptions. Here also, THIS
APPROACH IS VALID ONLY IF REPEATED EACH YEAR.

There are a number of ways to select an inflation rate for estimating component costs in future years.
Four reliable sources of information for inflation factors in California are the following:

» the Federal Bureau of Labor Statistics

* published information from construction cost estimating companies such as R.S. Means
Company, Inc.

= the State Allocation Board

« Marshall & Swift



Any of these four sources will provide a reasonable estimate that can be used to project future costs.
The interest rate assumption is an important board policy decision, and should be explicitly disclosed
in the Funding Analysis. Because of their affect on estimating future costs, current cost information
and inflation rate assumptions should be reviewed annually, and the projections adjusted as
necessary. The examples in this report use an estimated increase in the Consumer Price Index for
urban United States over the year. This information is available free of charge through the Bureau of
Labor Statistics’ 24-hour hotlines. See Appendix C.

Exhibit 5.3 shows the calculation of future replacement costs for the same items that were listed in
Exhibit 5.2, projected forward from 1996. For each item, the years of inflation shown in Exhibit 5.3
have been determined from the year of replacement shown in Exhibit 4.2. In a real situation, it may
be necessary to add additional years of inflation in order to account for old pricing information. In
the example shown here, it is assumed that the pricing information on all components is up-to-date.

Exhibit 5.3 — Determining the Future Cost of Replacement

Component Qt & Units Unit  Current Costto  Yearto Future
Cost  Replace (1996) Replace Cost to

Replace

Painting, exterior stucco 15,875 sq. fi. 0.63 $10,000 1998 $10,941
Paving, slurry coat 35,000 sq. fi. 0.40 $14,000 1999 $16,022
Roofing, wood shingle 10,715 sq. ft. 2.80 $30,000 2000 $35,913

(Future replacement cost was calculated with an annual 4.6% inflation rate.)

Estimating Interest Earnings of Reserve Account Over Funding Analysis Period

Reserve funds deposited in certificates of deposit or money market
accounts will generate interest income to increase the reserves. For
forecasting purposes, it is necessary to choose an interest rate. Obviously,
a lower rate is more conservative, for planning purposes, than a higher
rate. Interest rates can be pegged to current bank rates or CD rates. Income
from the reserve and operating accounts is taxable to an association, even
if the association is established as a non-profit organization. A board must
adjust the interest rate assumption to account for applicable federal and
state taxes. (The examples in this report assume a before-tax interest rate of 7.5% and an after-tax
rate of 5.8%.)

While it is difficult to accurately project future component cost increases or future interest earned on
reserve cash balances, it is important to use these factors for calculations in the Funding Analysis
and to update them each year. This is particularly true for associations that have chosen to rely in
part on special assessments.
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As component replacement comes due in future years, it will draw against reserve funds. Hopefully,
the initial reserve account, augmented by regular contributions from routine homeowner assessment
payments, will provide enough “cushion” to pay for replacements as they are needed. In some cases,
the reserve accounts will not be enough. The cash flow analysis will identify instances where
expenditure projections for a given year exceed projected reserve cash balances. In these cases,
additional funds from special assessments (or other sources, if any) would be needed to increase the
reserve accounts to desired levels. '

Some replacement expenses will be impossible to estimate. This might be due to unexpected
breakage or destruction, failure in a “life-of-the-project” system, reduced useful life of a component,
or other unexpected component cost. A line item in the cost estimates might be established as a
contingency. This amount might be limited to 3% to 5% of the first-year budget in a new association.
In a conversion, or in older associations with incomplete component documentation, larger
contingency levels may be necessary. One useful way to establish estimates for contingency funding
in on-going associations is to review prior year spending for contingency-type replacements or
continuing repairs. For instance, if there is routine work done annually on underground utilities, then
some funds for expected annual levels might be budgeted under the contingency category.

Exhibit 5.4 summarizes these income and cost concepts in a spreadsheet showing the results of the
Funding Analysis, using the same components listed in Exhibits 4.2, 5.2, and 5.3. The rows in the
spreadsheet show individual component costs and association income sources. The columns show
the years included in the Funding Analysis. In this case, we have assumed a funding plan period of
thirty years and a mixed model which uses regular and special assessments to maintain a positive
cash balance. Because the model is not fully funded, inflation factors are employed based on the
method described under “Determining the Funding Goal for Replacement Reserves”.

Statement of Limitations and Assumpltions

Limitations to the estimates, assumptions made in order to conduct the estimates, and the model used
to make the estimates should all be documented in the Funding Analysis. A statement of the methods
used to construct the estimates and the funding plan is a required part of the annual association pro
Jforma operating budget.

Updating
Once an association has successfully produced a reserve study (both component and funding

studies), the resulting information can be used in the pro forma operating budget, which is produced
annually. How often does the reserve study need to be updated?

Annual updates of the Funding Analysis can be carried out at the same time as the preparation of the
operating budget and can call for required adjustments within the original planning period. The
assumptions in the reserve study (e.g., remaining life and cost of components) should be reviewed
and updated as necessary. The frequency of updates of component data will depend on the soundness
of the original data and estimates, the preparer’s recommendations, the association’s ability to
maintain its components adequately, and the requirements of Civil Code Section 1365.5. Even
though the methodology calls for a financial study covering a time frame of twenty years or more,
annual planning and periodic reviews of the reserve study can rely on updated estimates.
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Exhibit 5.5 Funding Analysis Checklist

This checklist summarizes the major steps in developing the Funding Analysis and, under each step,
suggests certain actions the Board or its designated reserve study preparer may wish to consider in
performing each step:

Funding goal:

the association’s funding goal for reserve replacement is clearly specified

Pro forma operating budget documentation:

the budget contains estimated revenue and expenses on an accrual basis
the budget identifies total cash reserves currently set aside

the budget shows funds set aside for reserves in a separate account(s)
the estimated remaining life of all major components is shown

the estimated current replacement cost of all major components is shown

the budget document includes identification of methods of funding for future repair,
replacement or additions

the budget document includes a statement on methods used to develop estimates and funding
plan

the pro forma operating budget is distributed 45 - 60 days prior to the start of the
association’s next fiscal year

Association income and expense estimates:

an appropriate component inflation factor has been used to estimate replacement cost in
future years

the interest rate applied to association cash reserves is reasonable, and is an after-tax estimate
needed special assessments are clearly identified

assumptions about increases in the portion of regular assessments allocated to reserves are
clearly specified

income and expenditures are shown annually for the plan period

Association cash balances:

with reserve assessments, the cash balance (assets - planned reserve expenditures) is greater
than zero in every year

the reserve deficit is estimated for the current year

the model shows a stable or decreasing reserve deficit (in constant dollars) over the plan
period
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6. How Do Boards Hire Qualified Professionals to Perform Reserve

Studies?

While the individual tasks involved in reserve studies are relatively straightforward, an association
board may not have the time or the expertise to carry out the work. The estimating and accounting
skills required may not be present either in the board membership or in the association’s
management. Most of the steps described in Chapters 4 and 5 may be performed by consultants
under contract to the association. To carry out the reserve study using consultants, the following
should be established by the board:

. identification of common area components, exclusive use components, quasi-structural
components, and life-of-the-project components (with the assistance of association
management);

. the interest rate for estimating income earned on reserve balances; and

. the funding goal of the reserve study, including the degree to which reserves are to be funded

by annual assessments and the need for special assessments.
These are policy decisions, to be made by the board of directors. In addition, the board is
accountable for the quality of the study itself. The board should carefully specify the work tasks and
carefully review potential consultants with respect to previous experience, price, and
recommendations from other associations. Some or all of the work tasks that may be performed by
consultants are listed below. '

Physical Analysis Products for Consultants

. quantification of components

. documentation of maintenance assumptions and recommendations

. identification of useful life and remaining life of components, and replacement year

. estimation of replacement cost in current and future dollars

Funding Analysis Products for Consultants

. spreadsheet modeling of reserve funding, and development of solution(s) meeting the
funding goals of the association

. calculation of cash balance of reserve account by year

. estimation and explanation of reserve deficit

. recommendation of needed increases in reserve portion of assessment

. recommendation of needed special assessments and timing of assessments

. preparation of statement of limitations and assumptions of reserve analysis

. preparation of reserve study information for the pro forma operating budget

Once the work tasks have been determined, the board must select the consultants or contractors, if
any, who will perform all or part of the work. Possible outcomes of this decision-making process
include the following:

. hiring an independent engineering, appraisal, or construction cost-estimating firm to perform
the Physical Analysis and hiring an independent accountant experienced with community
associations to produce the Funding Analysis and pro forma operating budget;

. hiring an organization with staff expertise to perform an integrated component and Funding

Analysis;
¢



. having the board or manager prepare these studies in cooperation with independent
construction contractors and accountants, as needed;

. hiring the current management company to perform both studies and incorporate the results
into the pro forma operating budget; and

. using any of the above in conjunction with additional work tasks performed by the board.

The type of assistance that will be needed depends upon the nature of the product(s) desired, the
budget, and expertise available to the association board. The board is ultimately responsible for the
reserve study disclosures. In deciding whether to hire outside help or to perform the reserve study
tasks internally, the board should consider potential legal liability if the study does not meet the
statutory information requirements.

One possible way to find professionals to contact for performing reserve studies is through other
community associations. Other sources of names are organizations of CIDs and related
professionals. It is helpful to talk with people who have worked with any firm or consultant under
consideration and to examine samples of related work.

It is important that the association and the contractor understand what is required of each. Exhibits
6.1 and 6.2 provide a partial list of questions the board should ask a reserve study preparer as part of
the interview process and also the information the board should provide. These questions might be
used in interviews with potential consultants, or used in a written Request for Proposal (RFP), along
with a clear specification of the work tasks to be performed. Answers to these questions, as well as
price, should help in the selection of any needed professionals. These guides treat the Physical
Analysis and Funding Analysis preparers separately, so interviews of professionals offering to
perform both studies could be designed by combining the two interview guides, thereby eliminating
duplications.

Information the Board Should Provide

In addition to asking questions of reserve study preparers, the association must provide information
on the components and the association’s financial situation. Specifically, the reserve study process
should start with this information from the board and/or management:

. a list and definition of the major components;

. a statement of board policy about major components for which it is not requesting an
estimate of replacement costs;

. any information on condition of the major components, including maintenance records;

. directions about any desired changes or additions (new items) in the major components;

. copy of as-built construction drawings, if they exist;

. maintenance record, component warranties, or other documentation;

. estimated replacement cash balance at beginning of next (nearest) fiscal year;

. a copy of current (and/or proposed) association budget(s);

. a board estimate of long-term interest rate to be earned on reserve account cash balance;

. a copy of the final Physical Analysis report, if already prepared, and
. projected reserve expenses prior to year end.

@



Exhibit 6.1 Interview Guide for Physical Analysis Preparers

1.

© % N oW

I1.
12.

13.
14.
15.
16.
17.
18.
19.

20.

21.
22.
23.
24.

Do you have any personal or professional ties to this association? (NOTE: Such a tie does
not necessarily indicate a conflict of interest, but should be disclosed and considered.)

Do you have any personal or professional ties to the developer? (NOTE: Such a tie does not
necessarily indicate a conflict of interest, but should be disclosed and considered.)

If hiring an individual or sole practitioner: Do you do all the work yourself, or will you use
subcontractors? (The association should approve all subcontractors.) Are you a Professional
Reserve Analyst (an Association of Reserve Analysts designation) or a Reserve Specialist (a
Community Associations Institute designation) or do you hold other professional
designations? What is your training (formal education and workshops)?

If hiring a firm: Will all work be done by employees of your firm? How do you train your
employees?

With what professional associations are you actively involved?

What experience have you had with performing component studies?
What experience have you had in this locale?

May we see an example of a similar product done for another association?
What information do you require from the association in order to start?
When will you begin the study?

Will you be measuring the components or using drawings?

Will you make a physical inspection of each component? What percentage of components
will you inspect for fences, walls, controllers, buildings, etc.?

How will you determine the cost of replacement?

What written sources will be used?

How long will it be before we have the final product?

Will the report provide the estimated useful life of each component?

Will the report provide the estimated remaining life of each component?

Will the report provide the current costs of repair or replacement for each component?

Will the report provide the future costs of repair or replacement for each component and/or
the inflation rate to be applied to each component?

Will the report provide information on proper maintenance to help assure realization of the
estimated remaining life of each component? Will the report include visuals such as
photographs or video?

Do you have liability insurance?
Do you have workers’ compensation insurance?
Please provide three references (name, phone, nature of work).

Cost for revisions and/or updates.
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Exhibit 6.2 Interview Guide for Funding Analysistreparers

1.

10.
11.
12.
13.
14.
15.

16.
17.
18.

Do you have any personal or professional ties to this association? (NOTE: Such a tie does
not necessarily indicate a conflict of interest, but should be disclosed and considered.)

Do you have any personal or professional ties to the developer? (NOTE: Such a tie does not
necessarily indicate a conflict of interest, but should be disclosed and considered.)

If hiring an individual or sole practitioner: Do you do all the work yourself, or will you use
subcontractors? (The association should approve all subcontractors.) Are you a Professional
Reserve Analyst (an Association of Reserve Analysts designation) or a Reserve Specialist (a
Community Associations Institute designation) or do you hold other professional
designations? What is your training (formal education and workshops)?

If hiring a firm: Will all work be done by employees of your firm? How do you train your
employees?

With what professional associations are you actively involved?

What experience have you had with community association budgeting?
May we see an example of a completed Funding Analysis?

What information do you require from the association in order to start?
When will you begin the study?

How long will it be before we have the final product?

Will the report provide current and future estimated liability computations?
Will the report provide current and future estimated cash balances by year?
Will the report provide current and future repair and replacement costs?
Will the report present alternative funding plans?

Will the report provide a description of assumptions and methodology, a narrative funding
plan, and a graphic depiction for easier board and member understanding?

Will the report tell how much of a monthly contribution is needed for the reserves?
Do you have professional liability insurance?

Please provide three references (name, phone, nature of work).
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7. What Are the Red Flags that Signal Potential Problems?

This report has explained the important elements of the reserve study portion of the pro forma
operating budget. In reviewing an association’s current status in responding to the requirements of
California Civil Code Sections 1365 and 1365.5 and in performing responsibly in the management of
association assets, the following indicators may suggest problems that call for remedial action. The
list starts with very basic elements of the reserve study requirements and ends with “red flag” items
to be identified in reserve study data when they are available.

Study Data

Reserve study data is incomplete if:

. the association has no established list of major components;

. there is no policy to distinguish reserve expenditures from operating expenses;

. there is no clear funding goal stated; |

. a Physical Analysis has not been conducted;

. a Funding Analysis has not been conducted;

. information on remaining life and current replacement cost has not been prepared for all

major components;

. “life of the project” components are not mentioned in assumptions, or included in the reserve
budgeting;

. the pro forma operating budget does not contain reserve study information or assumptions;

. the association does not have a documented maintenance schedule and related assumptions

for each major component;

. the list of major components in the reserve study does not include all significant common
area components listed in the CC&Rs; or

. there is no separate bank account(s) for reserve funds.

Replacement Funds
Reserve study data suggest replacement funding problems if:

. the reserve deficit is staying constant or increasing over time;

. special assessments are required to fund major repairs; or

. current income from assessments does not equal or exceed dollar value of annual component
wear.
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Appendix A Major Common Area Components Usually Included

Awnings and other overhead coverings
Balconies (see also decks)

Benches

Boilers

Decks, pool and spa

Decks, residential

Elevator, cab

Elevator, hydraulic, traction, etc.
Equipment, cleaning and maintenance
Equipment, communication and telephone .
Equipment, entertainment, music/video systems
Equipment, exercise, recreational, etc.
Equipment, office

Equipment, pool, pumps, motors and filters
Fences, chain link, wood, etc.

Floor covering, carpet, tile, vinyl, etc.
Floor covering, wood replacement and refinishing
Furnishings, lobby, clubhouse, etc.

Gates, iron, wood, etc.

HVAC, air conditioning

HVAUC, heating systems

Light fixtures, exterior

Light fixtures, interior

Paint and stain, exterior

Paint and stain, interior common area
Paving

Retaining wall

Roof

Siding and trim

Solar heating system, pool and spa

Solar heating system, residential

Spas

Streets and drives

Swimming pools

Tennis courts, resurfacing

Vehicles

Water heaters



Appendix B Major Common Area Components Frequently Overlooked

Alarm systems, fire and intrusion

Antennas, satellite dish and other

Asbestos encapsulation or removal

Display cases

Docks

Drainage systems

Electrical transformers

Electrical wiring and related fixtures in common area
Fans, exhaust, garage and other

Fire sprinklers and related equipment
Fountains

Garage doors and hardware

Garbage enclosures

Gutters and downspouts

Irrigation system, controllers

Irrigation system, piping, valves and sprinkler heads
Kiosks and message/communication centers
Lakes, ponds and waterways

Landscaping, replacement of major trees and plants
Mailboxes and centers

Monitoring system, carbon monoxide
Planter boxes

Plumbing fixtures, exterior

Plumbing, water piping system

Posts, deck, lamp, etc.

Pumps, lakes, ponds and waterways
Racquetball courts

Security gates, gate operator and motor
Septic tanks

Sewage ejector equipment

Skylights

Slopes

Stables and tack rooms

Stairs

Stucco, sandblasting and resurfacing

Sump pump equipment

Trellises

Ventilation systems, garage

Walkways, wood, brick, tile, etc.
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Appendix C Sources for Inflation Rate Estimates

U.S. Bureau of Labor Statistics
-Consumer Price Index 24-hour hotlines:
Los Angeles (310)235-6884

San Diego (619) 557-6538

San Francisco (415) 625-2270

These hotlines provide the national U.S. Consumer Price Index (CPI). The San Francisco hotline
provides information specific to the San Francisco Bay Area, while the Los Angeles and San Diego
numbers provide information specific to the Greater Los Angeles Metropolitan Area. Directory
assistance in other parts of California may provide additional, local hotline numbers. However, no
separate CPI is calculated for other regions of California.

State Allocation Board

707 Third Street

West Sacramento, CA 95605
(916) 376-1771
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V.
Consumer Warning:
Underfunded Homeowners
Association Budgets



| Consumer Warning;
Underfunded Homeowners Associations

By Joseph Aiu (Statewide Subdivisions Compliance)
California Department of Real Estate

The California Department of Real Estate (DRE) has issued this warning as a result of the
growing number of homeowners associations (HOAs) that do not have sufficient funds or
reserves to adequately maintain the common areas in the housing developments for which
the HOA is responsible.

This warning will explain the negative effects and impacts of an underfunded HOA, offer
suggestions on how to gauge the financial health of an HOA, and discuss some typical
causes of an underfunded HOA.

Negative Effects of an Underfunded HOA:

An underfunded budget may cause unexpected expenses for the owners living in a CID
and/or have a deleterious affect on the value or condition of an owner’s property. If the
HOA cannot properly maintain the common areas due to budget constraints, roads, pools,
exterior paint, and roofs may fall into disrepair. Moreover, underfunded HOA budgets
may create pitfalls for homebuyers who do not investigate the financial health of the
HOA prior to buying into a CID. HOAs facing severely underfunded budgets often must
resort to levying special assessments on the owners living within the CID in order to pay
for needed repairs or maintenance. Special assessments can run into the tens of
thousands of dollars so owners and buyers would be wise to look into the financial health
of the HOA to ensure they aren’t exposing themselves to unexpected expenditures and
financial problems.

How to know if the HOA is Financially Healthy:

HOAs are required to produce a yearly budget and to furnish it to the owners in the
association. In addition, at least once every three years, the HOA is required to review
the major components of the CID that the association is obligated to repair, replace,
restore, or maintain, as part of a study of the reserve account requirements, to ensure
sufficient funds are, or will be, available to adequately maintain the common areas.
Included in the budget documents, the HOA is required to provide a summary of its
reserves and whether the reserves are adequate to maintain all the major components of
the CID. This summary disclosure document is an excellent tool to determine the long
term financial health of any HOA.

In addition, the law affords a potential buyer or an owner in an association the

opportunity to review the HOA’s financial documents. For a potential buyer, the financial

documents may be requested from the seller. For an owner in the association, the
financials should be received from the HOA at least annually.
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Typical Causes of HOA Underfunding:

Foreclosures are a significant cause of underfunded HOA budgets. Homeowners in
foreclosure often do not make their assessment payments. Due to the length of the
foreclosure process, the non-payment of assessments may cover a period of 90 days to a
few years. Although HOAs have the ability to place a lien against a homeowner’s
property for non-payment of assessments, HOA liens are often extinguished at the
foreclosure sale because the value of the property is insufficient to pay off all the liens
against the property. This is especially true in cases where the value of the property is
less than the mortgage. The end result is the HOA ends up with less than the projected
assessment income, which leads to an underfunded budget.

Inadequate planning on behalf of an HOA board can also lead to an underfunded budget.
In instances where a CID or HOA is facing dire economic conditions, an HOA board may
succumb to the pressure of its association members and not increase assessments or even
reduce assessments and forego on-going maintenance. These types of bad decisions
inevitably result in the HOA levying special assessments against the owners to address
health and safety issues that arise from neglect. In addition, reduced care and upkeep of a
CID’s common areas result in the inability to sell or secure financing because of the
dilapidated condition of the property.

HOAs that rely on inadequate assessment collection procedures usually suffer from
insufficient funding to satisfy their financial obligations. For example, homeowners who
are not in foreclosure but refuse to pay their assessments may rely on the association’s
poor collection process as a way to delay making their assessment payments. This may
result in a “domino effect” where other members stop paying their assessments under the
rationale that since others are not paying, why should they.

What to be Aware of when a CID has an Underfunded Budget:

. Special assessments. Inevitably, underfunded budgets lead to special assessments
as mentioned above. This is the common method HOAs use to satisfy financial
obligations. While an HOA is limited on how much it can increase assessments -
typically 5% per year - a special assessment can be assessed in order to resolve a
health and safety issue. This means the entire cost to make a repair can be levied
against all its members, or members who are paying assessments. Special
assessments can be tens of thousands of dollars.

. Inability to_sell or declining property values. It can be very difficult to sell a
home if the HOA’s assets are inadequate to satisfy its financial obligations.
Buyers will be leery of special assessments and/or increased monthly
assessments. Moreover, property values may depreciate dramatically because of
deferred maintenance and inadequate funds to satisfy financial obligations.

. Inability to secure financing. Lenders (subject to underwriting guidelines from
Fannie Mae or Freddie Mac) may deny funding loans whenever an association
funds less than 10% of its operating funds into its reserves. In addition, lenders




are reluctant to fund loans when an association cannot meet its financial
obligations.

Quick Tips for Evaluating the Financial Health of an HOA:
o If you are a buyer, demand that the seller provide you with copies of the most
current financials for your review.

. If you are an owner, make sure that you are given annual financial reports,
especially the delinquency report and those pertaining to the adequacy of the
reserve account.

. If you are a buyer, do a physical review of the property and observe how the
common areas are maintained. For example, assess the condition of exterior
paint, amenities, roads, roofs, drives, fencing, etc.

e Ifyou are an owner, be involved with the board and its decisions, especially when
you see deferred maintenance of common areas or are subject to special
assessments.

Conclusion:

The issues raised in this warning, along with the suggested steps to take to avoid potential
financial problems, are not all inclusive. Each project in California may have unique
issues that can only be addressed by you, as either the buyer or owner, performing your
due diligence.

However, what appears to be a common thread in today’s real estate economic climate is
that many projects are falling victim to hard times and the result is the underfunding of
HOA budgets.

Please refer to DRE’s web site, www.dre.ca.gov for additional information on Common
Interest Subdivisions, including the brochure Living in a Common Interest Development.

Rev. 9/21/12
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PREFACE

This brochure is designed to provide general
information in response to some of the more
frequently asked questions regarding living in a
common interest development (CID). We hope it
contributes to your understanding and expectations
of home ownership in a CID.

Since this brochure does not contain specific legal
information or guidance, it should only be used as
a general source of information. If you wish to
rescarch the subject matter further, you may wish
to consult with an attorney or an industry
professional experienced with CIDs.



Questions About
Living in a California

COMMON INTEREST
DEVELOPMENT

n What is a common interest
development (CID)?

A CID is descriptive not only of a certain type of
real estate and form of home ownership, but also
of a life-style that is becoming more and more
common to the American way of life. To
understand the concept, it is important to know
that there is no one structural type, architectural
style, or standard size for CIDs. They come in a
variety of types and styles, such as single family
detached houses, two story townhouses, garden
style units with shared “party walls,” and
apartment-like, multi-storied high rises. Currently
in California, there are tens of thousands of CIDs
which range in size from a simple two unit
development to a large complex having thousands
of homes, many commonly owned facilities, and
multiple associations under the auspices of one
overall master association. However, despite the
wide range of differences that may cxist among
CIDs, all CIDs arc similar in that they allow
individual owners the usc of common property and
facilities and provide for a system of self-
governance through an association of the
homeowners within the CID.

The most common type of association of
homeowners is the nonprofit mutual bencfit
corporation. This is a corporation in which the
members of the corporation vote for a board of
directors which runs the affairs of the corporation.
However, some associations, usually the older
ones, are unincorporated associations. In many
ways, unincorporated associations are treated the
same as mutual benefit corporations under
California law.



E Do you have to join the association?

Membership in the association(s) is automatic.
When a person buys a lot, home, townhouse, or
condominium in a common interest development,
he/she automatically becomes a member of the
association(s).

3 What are Covenants, Conditions
i@l and Restrictions (CC&Rs)?

The Declaration of the Covenants, Conditions and
Restrictions, or CC&Rs, contains the ground rules
for the operation of the association. This governing
document identifies the association’s common area
and responsibilities, explains the obligation of the
association to collect assessments, as well as the
obligation of the owners to pay assessments. It also
states that the association may sue owners for
violations of the rules or failure to pay assessments,
and explains what happens if there is any
destruction of property in the development as a
result of fire or earthquake. Usually, the CC&Rs
will also state the duties and obligations of the
association to 1its members, insurance
requirements, and architectural control issues.

n How are the CC&Rs enforced?

California laws allow that either the association
or an owner in a common interest development
may file a lawsuit asking the court to enforce the
CC&Rs. The law currently requires, with some
exceptions, that either the owner or the association
must offer to engage in some form of alternative
dispute resolution process before filing a lawsuit.
You may wish to consult
with an attorney who
spccializes in this type of
law if you are faced with or
contemplating an enforcement matter.
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E What are Bylaws?

As stated above, the CC&Rs generally state how
an association is to be operated. In almost every
instance the association, through its board of
directors, has the ultimate responsibility for
managing the association. As the association is
usually a corporation, Bylaws establish the rules
by which the corporation will be run. Bylaws
usually sct forth how members vote for the board
of directors, the number and term limit of members
of the board of directors, the duties of the board,
the duties of the officers, and other incidental
provisions.

Does the Depantment of Real Estate
assist with the enforcement of the
Bylaws and CC&Rs?

CIDs are subject to the Davis-Stirling Common
Interest Development Act (California Civil Code
Sections 1350 et seq.). This Act is intended to
provide homeowners with a system of self-
government and dispute resolution. The
Department of Real Estate reviews the legal
framework of all new CIDs to ensure compliance
with the Subdivided Lands Law as part of the
public report application process before homes are
offered for sale to the public. Once sales have
commenced, the Department’s jurisdiction 1s
limited to the subdivider’s obligations under the
public report, which does not include intervention
in association disputes. Presently, there is no state
or local agency that directly regulates associations
~or their members.

Who is in charge of the association?

The homeowners are in charge of the association.
Often, homeowners will elect a board of directors
to operate the association and preserve, enhance



and protect the value of the CID, but the board
answers to the homeowners. It should be noted
that it is not unusual for the board to contract with
a professional management company to run the
day-to-day affairs of the association, Ultimately,
however, it is the board who is responsible for the
oversight of the homcowner association.

What is the board of directors and
how are its members elected?

The board of
directors governs
the association.
Its members are
elected yearly or
less frequently,
depending upon
the terms mandated in the governing documents
of the association. The governing documents also
determine the number of directors. Directors are
elected by the members of thc association
(homcowncrs) who vote for vacancics as they
occur. Normally, each lot or unit has onc vote no
matter how many pecople own it, with the notable
exception that the subdivider may, for a time, have
up to three votes for cach lot or unit he/she owns.

How can you serve on the

association’s board of directors?
There are two ways to become a member of the
board of directors. You can request that the
association or nominating committee place your
name on the election ballot so other members of
the association will have an opportunity to vote
for you in the next election or you can ask the board

of directors to consider appointing you to any
interim vacancy on the board.

What are the responsibilities of the
board of directors?

The board has the ultimate responsibility for
operating the association. Board members must
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deal in good faith on behalf of all the homeowners
and exercise reasonable care. The board makes
sure that the association’s money is collected, its
bills are paid, the association is operated
efficiently, and violations of the rules of the
association are addressed. For example, the board
is responsible for revicwing the association’s bank
statcments, preparing a budget, and distributing
the budget (or budget summary) to the members
prior to the beginning of the association’s fiscal
year. The board must also preparc a fiscal ycar-
end financial statement for distribution to the
members. There are numerous other things for
which the board is responsible, as set forth in the
association’s CC&Rs, Bylaws, the Corporations
Code and the Davis-Stirling Common Interest
Development Act (California Civil Code Sections
1350 through 1376). Even if the board of directors
opts to contract with a professional management
company to run the day-to-day affairs of the
association, the board of directors is still ultimately
responsible for management of the association.

Are there other opportunities to
volunteer in the association
besides the board of directors?

Usually, an association will have a number of
committees that perform valuable functions. For
example, the architectural committec oversees
requests for modifications to properties in the
development and generally attempts to make sure
that modifications and other improvements are
consistent with the existing architecture of the
development. There may be other committees to
join, depending on the type of development in
which you live. An association may have a
landscape committce to oversec landscaping.
There may be a welcoming committee that greets
new homeowners or an clection committec that
coordinates the clcction of the board of directors.
Committees are usually established by the
association’s Bylaws, CC&Rs, and/or the board
of directors. Let your board know that you would
like to actively participate in your association.
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How does the association pay its
bills?

Each association has a budget that is prepared
based on the common area obligations of the CID,
and distributed to all of its members. The budget
determines how much money the association is
going to need to operate for the following year.
The association has the right to bill the members
for their fair share of the budgeted amount. This
billing is known as an assessment, which may be
paid via monthly invoices, coupons supplied by
the association, or some alternative mcthod.
Ideally, the association collects sufficient money
through these assessments and pays the bills for
the services and goods contemplated in the budget.
If the assessments collected are insufficient to pay
the bills, the board of directors is allowed to levy
what is known as a special assessment. Without
member approval, the total of special assessments
in any fiscal year cannot exceed 5 percent of the
gross budgeted expenses for that year.

By paying your fair share of the obligations of the
association, through the budget and asscssment
process, you are proportionally paying for the
current and long term maintcnance obligations of
the association. Of course, all of the other owners
are doing so as well.

13 How is the amount of the monthly
4 assessment determined?

When the budget is prepared, the amounts
necessary for the daily operation and long term
reserves for maintenance and replacement are
determined based on the level of service for which
the association is both required and willing to pay.
For example, sometimes
there arc specific items
defined in the CC&Rs
that require a certain
level of maintenance

by the association.
Once the annual amount is
determined, then it must be
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collected from the members in order for the
association to operate. Each member’s assessment
is usually collected monthly, in 12 equal
installments. Some associations collect
assessments on a quarterly or annual basis. The
CC&Rs will normally indicate the frequency of
assessment collections.

Are there different types of
assessments or fees?

There are scveral types of assecssments that may
apply to your association. The California Civil
Code defines assessments as cither being regular
or special. Regular asscssments are needced for the
opecrating (day-to-day) and reserve (long-term
maintenance) activities of the association.

Special assessments are those levied by the
association for major repairs, replacement, or new
construction of the common area or for a one-time,
unanticipated expense which cannot be covered
by the regular assessment (e.g., insurance
premiums that unexpectedly “sky rocket™).

Note, a special assessment should not be confused
with a monetary penalty levied by the association
against an individual owner to reimburse the
association for an expense such as damage to the
comimon area, or imposed as a disciplinary
measure for a violation of the rules and regulations.
Homeowners can be fined for damaging common
areas and/or violating any rules and regulations of
the association.

Some CIDs establish user fees or special charges
for services and activities that are not customary.
Typically, these are imposed on an owner
specifically benefiting from the service, such as
an owner who wants to use the common area pool,
clubhouse, or tennis courts to entertain private
guests. The fees are usually on a pay-as-you-go
basis and generally cannot become a lien on the
owner’s unit or interest.

There are other types of assessments that may be
designated by the CID homeowners association.
For example, an association may have an
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assessment for cable television service. A
“reimbursement assessment” may be levied against
an individual owner as a charge for damage to the
common area resulting from an act by the owner
or an owner’s guest.

The best place to look for the different types of
assessments that may apply to a CID is in the
CC&Rs of the association.

Who can increase the amount of
the assessment?

The board of directors can increase

thc amount of the assessment by

following certain procedurcs

mandatcd by California Civil

Code Section 1366. Even if the

governing documents are more

restrictive, the board of directors

may not increase the regular assessment more than
20 percent per ycar, without the approval of the
owners. The board must circulate a budget to the
membership no less than 45 days but no more than
60 days prior to the beginning of the fiscal year. If
the budget indicates that an assessment increase
greater than 20 percent is necessary, a majority of
the members of the association must approve the
assessment. There are also provisions for a board
to increase an assessment more than 20 percent
without member approval in cases of emergency
such as an extraordinary expense required by order
of a court, or for repairs to the common area.

What happens if you do not pay
your assessments?

Usually, the association will send you a reminder
letter as a first step. The law is specific in
California regarding the due date of assessments
and the overall process that an association must
follow regarding delinquent assessments. The law
states that if an assessment is not paid within 15
days of the due date, a delinquency occurs. At this
point, the association can add a charge to your
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assessment in the form of a late fee in the amount
0f $10.00 or ten percent of the monthly assessment
amount, whichever is greater, unless the CC&Rs
specify a lesser amount. Again, the law covering
this area is quite clear and the board must follow
these procedures.

Once a year, the association will send each owner
a copy of the assessment collection policy, which
will tell you the amount of the late fee. If your
assessment becomes over 30 days delinquent the
association has the right to assess interest up to 12
percent per year on the balance which is owed and
unpaid.

If you still fail to pay your assessments, the matter
may be referred to an attorney or foreclosure
service. The association has the right to lien your
property for the amounts owed as well as other
costs such as attorney’s fees.

Ultimatcly, the association can foreclose and take
your property for your failure to pay asscssments.
A personal judgment may also bc cntcred against
you.

As you can see, it is imperative that all owners
pay their assessments in a timely manner. Failure
by several owners to pay their assessment
obligation could place the association in financial
jeopardy.

17 Are there other rules in an
M association?

An association’s board of directors may establish
rules and regulations governing issucs ranging
from where you can park to what you can place on
a balcony or deck. Associations frequently have
guidelines and rules that specify the type of
landscaping that may be installed or in some
instances, not installed. Rules and regulations can
be just as enforceable in an association as the
CC&Rs, Bylaws and applicable laws. The most
frequent type of miscommunication between an
owner and the association usually arises from an
owner being unaware of the rules and regulations
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when the association attempts to enforce them. You
can easily prevent such misunderstandings by
making certain you have a current copy of the rules
and regulations, which may be obtained from the
association or the management company.

Can you make improvements to
your home?

The answer is generally yes, depending on the type
of home that you have (condominium, townhouse,
detached, .etc.). However, in addition to the
conditions in the CC&Rs, most associations have
established rules and regulations (also known as
Architectural Guidelines) which must be followed
in order to make any alterations or improvements.
Generally, associations assist members who wish
to improve their property as long as the
improvement is performed in a manner consistent
with the CC&Rs and rules and regulations.

Who do you contact if you
have problems with or questions
regarding the home interior?
The association common area?
Neighbors? Paying assessments?

The first place to look for
answers to your questions is
the CC&Rs. Then you
should speak to a board
member or, if your
association has contracted
with a management company, -
they may be able to provide assistance. Problems
with the interior of a home normally are the
responsibility of the owner. The association’s
common area is managed by the association, so
the appropriate contact is cither one of the
association’s board members or, if applicable, the
management company. When there is a dispute
between neighbors, sometimes it is best resolved
between those owners. Where a dispute involves
payment of assessments or an infraction of the
association rules or CC&Rs, it would be
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appropriate to contact the board of directors and/
or the management company.

What is a management company
and what does it do?

A management company is a separate business
enterprise usually hired to act as the agent of the
association. As an agent for the association, they
take their direction specifically from the
association’s board of directors. Typical
contractual responsibilities of the managing agent
include a variety of services to the association, such
as collecting assessments, paying the association’s
bills, taking direction from the board of directors
for enforcement of rules infractions, and obtaining
various vendors to perform services, Other
possibilities for management company duties
include assisting with the budget process;
preparing meeting agendas and minutes for the
board of directors; or serving as a neutral third
party to help solve problems that can occur in
CIDs. Additionally, thc managing company may
advise the board of directors on how to comply
with rclevant California Civil Code requirements
and assist with appropriatc and timely compliance.

m Can owners rent to someone else?

Some CIDs restrict the number of units that may
be rented by owners. Some CC&Rs require that a
rental agreement acknowledge that the tenancy is
subject to all of the rules and regulations of the
association. Some associations’ rules and
regulations also require that you provide the
association with a copy of the rental agreement.
In most associations, the CC&Rs state that the
owner of the property being rented is responsible
for the conduct of the tenant. Naturally, it is in the
best interest of all parties to prevent problem
situations between tenants and owners of other
units. If your tenant does damage to the common
area or creates a nuisance (e.g., loud music or pet
problems), the disturbance could become your
problem and the association may fine you.
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What are your individual responsi-
bilities as an owner living in a CID?

Primarily, you are responsible for paying your
assessments on time and abiding by the CC&Rs
and all other rules and regulations which exist for
community harmony.

What are your individual rights as
an owner living in a CID?

Your individual rights as an owner living in a CID
are based upon the laws of the state of California
and the documents you signed at the time of
purchase. Prior to making a purchase, it is
advisable to thoroughly review the CC&Rs and
any other governing documents applicable to the
CID. You may also wish to attend a board meeting
and obtain copies of minutes from previous board
meetings. The CID should be able to demonstrate
that it has adequate insurance coverage, a solvent
budget and a sufficient reserve account.

Generally, the rights of owners include:

= The right to participate in meetings of the board
of directors and to be heard.

» The right to enter into dialogue with your
association board of directors with regard to any -
problem you may perceive in the development.

* The right, with some exceptions, to utilize an
alternative dispute resolution process, if a
dispute arises between you and the association
prior to the involvement of the court system.

What should | do if | decide to sell
my home?

You may wish to contact a real
estate professional, the board of For
directors, the professional Sale

management company (if your - <
CID has one) and/or an escrow |,ix, - ? \/ 1/
company for assistance with the W/

many details involved with selling your home.
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There are a number of documents that an individual
owner is legally required to provide to a
prospective purchaser of a unit in a CID. You will
want to make sure that the buyer is aware of the
rules and regulations of the association as well as
the assessment obligation so there is not a problem
or misunderstanding which could jeopardize the
salc of your home.

Until the sales transaction is completed and title
is transferred, the owner of record is responsible
for all assessments and fines unless otherwise
stated in the sales and purchase agreement. This
includes new assessments approved during the sale
and purchase that become due while the sale is
pending.

CONCLUSION

A successful and viable CID is gencrally one in
which homeowners assume an active role, not only
by attending association meetings, voting and
paying dues on time, but also by running for elected
offices, serving on committecs and participating
in group activities. While governing documents
help establish a foundation, involved owners build
the CID and make it a community. gk
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4000. This part shall be known and may be cited as the Davis-Stirling Common Interest Development Act. In a

provision of this part, the part may be referred to as the act.
(Added by Stats. 2012, Ch, 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4005. Division, part, title, chapter, article, and section headings do not in any manner affect the scope,

meaning, or intent of this act.
{Amended by Stats. 2013, Ch. 183, Sec. 7. Effective January 1, 2014.)

4010. Nothing in the act that added this part shall be construed to invalidate a document prepared or action
taken before January 1, 2014, if the document or action was proper under the law governing common interest
developments at the time that the document was prepared or the action was taken. For the purposes of this

section, “document” does not include a governing document.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4020. Unless a contrary intent is clearly expressed, a local zoning ordinance is construed to treat like
structures, lots, parcels, areas, or spaces in like manner regardless of the form of the common interest

development.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4035. (a) If a provision of this act requires that a document be delivered to an association, the document shall
be delivered to the person designated in the annual policy statement, prepared pursuant to Section 5310, to
receive documents on behalf of the association. If no person has been designated to receive documents, the
document shall be delivered to the president or secretary of the association.

(b) A document delivered pursuant to this section may be delivered by any of the following methods:

(1) By email, facsimile, or other electronic means, if the association has assented to that method of
delivery.

(2) By personal delivery, if the association has assented to that method of delivery. If the association
accepts a document by personal delivery it shall provide a written receipt acknowledging delivery of the
document.

(3) By first-class mail, postage prepaid, registered or certified mail, express mail, or overnight delivery by an

express service center.
{Amended by Stats. 2013, Ch. 183, Sec. 8. Effective January 1, 2014.)

4040. (a) If a provision of this act requires that an association deliver a document by “individual delivery” or
“individual notice,” the document shall be delivered by one of the following methods:

(1) First-class mail, postage prepaid, registered or certified mail, express mail, or overnight delivery by an
express service carrier. The document shall be addressed to the recipient at the address last shown on the
books of the association.

(2) E-mail, facsimile, or other electronic means, if the recipient has consented, in writing, to that method of
delivery. The consent may be revoked, in writing, by the recipient.

(b) Upon receipt of a request by a member, pursuant to Section 5260, identifying a secondary address for
delivery of notices of the following types, the association shall deliver an additional copy of those notices to
the secondary address identified in the request:

(1) The documents to be delivered to the member pursuant to Article 7 (commencing with Section 5300) of
Chapter 6.

(2) The documents to be delivered to the member pursuant to Article 2 (commencing with Section 5650) of
Chapter 8, and Section 5710.



(c) For the purposes of this section, an unrecorded provision of the governing documents providing for a

particular method of delivery does not constitute agreement by a member to that method of delivery.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 af Ch. 180.)

4045. (a) If a provision of this act requires “general delivery” or “general notice,” the document shall be
provided by one or more of the following methods:

(1) Any method provided for delivery of an individual notice pursuant to Section 4040.

(2) Inclusion in a billing statement, newsletter, or other document that is delivered by one of the methods
provided in this section.

(3) Posting the printed document in a prominent location that is accessible to all members, if the location
has been designated for the posting of general notices by the association in the annual policy statement,
prepared pursuant to Section 5310.

(4) if the association broadcasts television programming for the purpose of distributing information on
association business to its members, by inclusion in the programming.

(b) Notwithstanding subdivision (a), if a member requests to receive general notices by individual delivery, all
general notices to that member, given under this section, shall be delivered pursuant to Section 4040. The
option provided in this subdivision shall be described in the annual policy statement, prepared pursuant to

Section 5310.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.}

4050. (a) This section governs the delivery of a document pursuant to this act.
(b) If a document is delivered by mail, delivery is deemed to be complete on deposit into the United States
mail.

(c) if a document is delivered by electronic means, delivery is complete at the time of transmission.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4055. If the association or a member has consented to receive information by electronic delivery, and a
provision of this act requires that the information be in writing, that requirement is satisfied if the information
is provided in an electronic record capable of retention by the recipient at the time of receipt. An electronic
record is not capable of retention by the recipient if the sender or its information processing system inhibits

the ability of the recipient to print or store the electronic record.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4065. If a provision of this act requires that an action be approved by a majority of all members, the action

shall be approved or ratified by an affirmative vote of a majority of the votes entitled to be cast.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4070. If a provision of this act requires that an action be approved by a majority of a quorum of the members,
the action shall be approved or ratified by an affirmative vote of a majority of the votes represented and
voting in a duly held election in which a quorum is represented, which affirmative votes also constitute a

majority of the required quorum.
(Amended by Stats. 2013, Ch. 183, Sec. 9. Effective January 1, 2014.}

4075. The definitions in this article govern the construction of this act.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4076. “Annual budget report” means the report described in Section 5300.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013, Operative January 1, 2014, by Sec. 3 of Ch. 180.)



4078. “Annual policy statement” means the statement described in Section 5310.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4080. “Association” means a nonprofit corporation or unincorporated association created for the purpose of

managing a common interest development.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4085. “Board” means the board of directors of the association.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4090. “Board meeting” means either of the following:

(a) A congregation, at the same time and place, of a sufficient number of directors to establish a quorum of
the board, to hear, discuss, or deliberate upon any item of business that is within the authority of the board.
(b) A teleconference, where a sufficient number of directors to establish a quorum of the board, in different
locations, are connected by electronic means, through audio or video, or both. A teleconference meeting shall
be conducted in a manner that protects the rights of members of the association and otherwise complies with
the requirements of this act. Except for a meeting that will be held solely in executive session, the notice of
the teleconference meeting shall identify at least one physical location so that members of the association
may attend, and at least one director or a person designated by the board shall be present at that location.
Participation by directors in a teleconference meeting constitutes presence at that meeting as long as all
directors participating are able to hear one another, as well as members of the association speaking on

matters before the board.
(Amended by Stats. 2013, Ch. 183, Sec. 10. Effective January 1, 2014.)

4095. (a) “Common area” means the entire common interest development except the separate interests
therein. The estate in the common area may be a fee, a life estate, an estate for years, or any combination of
the foregoing.

(b) Notwithstanding subdivision (a), in a planned development described in subdivision (b) of Section 4175,

the common area may consist of mutual or reciprocal easement rights appurtenant to the separate interests.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4100. “Common interest development” means any of the following:
(a) A community apartment project.

(b) A condominium project.

(c) A planned development.

(d) A stock cooperative.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4105. “Community apartment project” means a development in which an undivided interest in land is

coupled with the right of exclusive occupancy of any apartment located thereon.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4110. (a) “Community service organization or similar entity” means a nonprofit entity, other than an
association, that is organized to provide services to residents of the common interest development or to the
public in addition to the residents, to the extent community common area or facilities are available to the
public.

(b) “Community service organization or similar entity” does not include an entity that has been organized



solely to raise moneys and contribute to other nonprofit organizations that are qualified as tax exempt under

Section 501(c)(3) of the Internal Revenue Code and that provide housing or housing assistance.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4120. “Condominium plan” means a plan described in Section 4285.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4125. (a) A “condominium project” means a real property development consisting of condominiums.

(b) A condominium consists of an undivided interest in common in a portion of real property coupled with a
separate interest in space called a unit, the boundaries of which are described on a recorded final map, parcel
map, or condominium plan in sufficient detail to locate all boundaries thereof. The area within these
boundaries may be filled with air, earth, water, or fixtures, or any combination thereof, and need not be
physically attached to land except by easements for access and, if necessary, support. The description of the
unit may refer to (1) boundaries described in the recorded final map, parcel map, or condominium plan, (2)
physical boundaries, either in existence, or to be constructed, such as walls, floors, and ceilings of a structure
or any portion thereof, (3) an entire structure containing one or more units, or (4) any combination thereof.
(c) The portion or portions of the real property held in undivided interest may be all of the real property,
except for the separate interests, or may include a particular three-dimensional portion thereof, the
boundaries of which are described on a recorded final map, parcel map, or condominium plan. The area within
these boundaries may be filled with air, earth, water, or fixtures, or any combination thereof, and need not be
physically attached to land except by easements for access and, if necessary, support.

(d) An individual condominium within a condominium project may include, in addition, a separate interest in

other portions of the real property.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4130. “Declarant” means the person or group of persons designated in the declaration as declarant, or if no
declarant is designated, the person or group of persons who sign the original declaration or who succeed to
special rights, preferences, or privileges designated in the declaration as belonging to the signator of the

original declaration.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4135. “Declaration” means the document, however denominated, that contains the information required by

Sections 4250 and 4255.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4140. “Director” means a natural person who serves on the board.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4145. (a) “Exclusive use common area” means a portion of the common area designated by the declaration
for the exclusive use of one or more, but fewer than all, of the owners of the separate interests and which is
or will be appurtenant to the separate interest or interests.

(b) Unless the declaration otherwise provides, any shutters, awnings, window boxes, doorsteps, stoops,
porches, balconies, patios, exterior doors, doorframes, and hardware incident thereto, screens and windows
or other fixtures designed to serve a single separate interest, but located outside the boundaries of the
separate interest, are exclusive use common area allocated exclusively to that separate interest.

(c) Notwithstanding the provisions of the declaration, internal and external telephone wiring designed to serve
a single separate interest, but located outside the boundaries of the separate interest, is exclusive use

common area allocated exclusively to that separate interest.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)
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4148. “General notice” means the delivery of a document pursuant to Section 4045.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4150. “Governing documents” means the declaration and any other documents, such as bylaws, operating
rules, articles of incorporation, or articles of association, which govern the operation of the common interest

development or association.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4153. “Individual notice” means the delivery of a document pursuant to Section 4040.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4155. “Item of business” means any action within the authority of the board, except those actions that the
board has validly delegated to any other person or persons, managing agent, officer of the association, or

committee of the board comprising less than a quorum of the board.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4158. (a) A “managing agent” is a person who, for compensation or in expectation of compensation, exercises
control over the assets of a common interest development.
(b) A “managing agent” does not include any of the following:

(1) A regulated financial institution operating within the normal course of its regulated business practice.

(2) An attorney at law acting within the scope of the attorney’s license.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4160. “Member” means an owner of a separate interest.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4170. “Person” means a natural person, corporation, government or governmental subdivision or agency,

business trust, estate, trust, partnership, limited liability company, association, or other entity.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4175. “Planned development” means a real property development other than a community apartment
project, a condominium project, or a stock cooperative, having either or both of the following features:

(a) Common area that is owned either by an association or in common by the owners of the separate interests
who possess appurtenant rights to the beneficial use and enjoyment of the common area.

(b) Common area and an association that maintains the common area with the power to levy assessments
that may become a lien upon the separate interests in accordance with Article 2 (commencing with Section

5650) of Chapter 8.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4177. “Reserve accounts” means both of the following:

(a) Moneys that the board has identified for use to defray the future repair or replacement of, or additions to,
those major components that the association is obligated to maintain.

(b) The funds received, and not yet expended or disposed of, from either a compensatory damage award or
settlement to an association from any person for injuries to property, real or personal, arising from any
construction or design defects. These funds shall be separately itemized from funds described in subdivision

(a).

(Added by Stats, 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)



4178. “Reserve account requirements” means the estimated funds that the board has determined are
required to be available at a specified point in time to repair, replace, or restore those major components that

the association is obligated to maintain.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4185. (a) “Separate interest” has the following meanings:

(1) In a community apartment project, “separate interest” means the exclusive right to occupy an
apartment, as specified in Section 4105.

(2) In a condominium project, “separate interest” means a separately owned unit, as specified in Section
4125,

(3) In a planned development, “separate interest” means a separately owned lot, parcel, area, or space.

(4) In a stock cooperative, “separate interest” means the exclusive right to occupy a portion of the real
property, as specified in Section 4190.
(b) Unless the declaration or condominium plan, if any exists, otherwise provides, if walls, floors, or ceilings
are designated as boundaries of a separate interest, the interior surfaces of the perimeter walls, floors,
ceilings, windows, doors, and outlets located within the separate interest are part of the separate interest and
any other portions of the walls, floors, or ceilings are part of the common area.
(c) The estate in a separate interest may be a fee, a life estate, an estate for years, or any combination of the

foregoing.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4190. (a) “Stock cooperative” means a development in which a corporation is formed or availed of, primarily
for the purpose of holding title to, either in fee simple or for a term of years, improved real property, and all or
substantially all of the shareholders of the corporation receive a right of exclusive occupancy in a portion of
the real property, title to which is held by the corporation. The owners’ interest in the corporation, whether
evidenced by a share of stock, a certificate of membership, or otherwise, shall be deemed to be an interest in
a common interest development and a real estate development for purposes of subdivision (f) of Section
25100 of the Corporations Code.

(b) A “stock cooperative” includes a limited equity housing cooperative which is a stock cooperative that

meets the criteria of Section 817.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4200. This act applies and a common interest development is created whenever a separate interest coupled
with an interest in the common area or membership in the association is, or has been, conveyed, provided all
of the following are recorded:

(a) A declaration.

(b) A condominium plan, if any exists.

(c) A final map or parcel map, if Division 2 (commencing with Section 66410) of Title 7 of the Government

Code requires the recording of either a final map or parcel map for the common interest development.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4201. Nothing in this act may be construed to apply to a real property development that does not contain

common area. This section is declaratory of existing law.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operotive January 1, 2014, by Sec. 3 of Ch. 180.)

4202. This part does not apply to a commercial or industrial common interest development, as defined in

Section 6531.
(Amended by Stats. 2013, Ch. 605, Sec. 19. Effective January 1, 2014.)



4205. (a) To the extent of any conflict between the governing documents and the law, the law shall prevail.
(b) To the extent of any conflict between the articles of incorporation and the declaration, the declaration
shall prevail.

(c) To the extent of any conflict between the bylaws and the articles of incorporation or declaration, the
articles of incorporation or declaration shall prevail.

(d) To the extent of any conflict between the operating rules and the bylaws, articles of incorporation, or

declaration, the bylaws, articles of incorporation, or declaration shall prevail.
(Amended by Stats. 2013, Ch. 183, Sec. 11. Effective January 1, 2014.)

4210. In order to facilitate the collection of regular assessments, special assessments, transfer fees as
authorized by Sections 4530, 4575, and 4580, and similar charges, the board is authorized to record a
statement or amended statement identifying relevant information for the association. This statement may
include any or all of the following information:

(a) The name of the association as shown in the declaration or the current name of the association, if
different.

(b) The name and address of a managing agent or treasurer of the association or other individual or entity
authorized to receive assessments and fees imposed by the association.

(c) A daytime telephone number of the authorized party identified in subdivision (b) if a telephone number is
available.

(d) A list of separate interests subject to assessment by the association, showing the assessor’s parcel number
or legal description, or both, of the separate interests.

(e) The recording information identifying the declaration governing the association.

(f) If an amended statement is being recorded, the recording information identifying the prior statement or

statements which the amendment is superseding.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4215. Any deed, declaration, or condominium plan for a common interest development shall be liberally
construed to facilitate the operation of the common interest development, and its provisions shall be
presumed to be independent and severable. Nothing in Article 3 (commencing with Section 715) of Chapter 2

of Title 2 of Part 1 of Division 2 shall operate to invalidate any provisions of the governing documents.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4220. Ininterpreting deeds and condominium plans, the existing physical boundaries of a unit in a
condominium project, when the boundaries of the unit are contained within a building, or of a unit
reconstructed in substantial accordance with the original plans thereof, shall be conclusively presumed to be
its boundaries rather than the metes and bounds expressed in the deed or condominium plan, if any exists,
regardless of settling or lateral movement of the building and regardless of minor variance between

boundaries shown on the plan or in the deed and those of the building.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4225. (a) No declaration or other governing document shall include a restrictive covenant in violation of
Section 12955 of the Government Code.

(b) Notwithstanding any other provision of law or provision of the governing documents, the board, without
approval of the members, shall amend any declaration or other governing document that includes a restrictive
covenant prohibited by this section to delete the restrictive covenant, and shall restate the declaration or
other governing document without the restrictive covenant but with no other change to the declaration or
governing document.



(c) If the declaration is amended under this section, the board shall record the restated declaration in each
county in which the common interest development is located. If the articles of incorporation are amended
under this section, the board shall file a certificate of amendment with the Secretary of State pursuant to
Section 7814 of the Corporations Code.

(d) If after providing written notice to an association, pursuant to Section 4035, requesting that the association
delete a restrictive covenant that violates subdivision (a), and the association fails to delete the restrictive
covenant within 30 days of receiving the notice, the Department of Fair Employment and Housing, a city or
county in which a common interest development is located, or any person may bring an action against the
association for injunctive relief to enforce subdivision (a). The court may award attorney’s fees to the

prevailing party.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4230. (a) Notwithstanding any provision of the governing documents to the contrary, the board may, after the
developer has completed construction of the development, has terminated construction activities, and has
terminated marketing activities for the sale, lease, or other disposition of separate interests within the
development, adopt an amendment deleting from any of the governing documents any provision which is
unequivocally designed and intended, or which by its nature can only have been designed or intended, to
facilitate the developer in completing the construction or marketing of the development. However, provisions
of the governing documents relative to a particular construction or marketing phase of the development may
not be deleted under the authorization of this subdivision until that construction or marketing phase has been
completed.

(b) The provisions which may be deleted by action of the board shall be limited to those which provide for
access by the developer over or across the common area for the purposes of (1) completion of construction of
the development, and (2) the erection, construction, or maintenance of structures or other facilities designed
to facilitate the completion of construction or marketing of separate interests.

(c) At least 30 days prior to taking action pursuant to subdivision (a), the board shall deliver to all members, by
individual delivery, pursuant to Section 4040, (1) a copy of all amendments to the governing documents
proposed to be adopted under subdivision (a), and (2) a notice of the time, date, and place the board will
consider adoption of the amendments. The board may consider adoption of amendments to the governing
documents pursuant to subdivision (a) only at a meeting that is open to all members, who shall be given
opportunity to make comments thereon. All deliberations of the board on any action proposed under
subdivision (a) shall only be conducted in an open meeting.

(d) The board may not amend the governing documents pursuant to this section without the approval of a
majority of a quorum of the members, pursuant to Section 4070. For the purposes of this section, “quorum”
means more than 50 percent of the members who own no more than two separate interests in the

development.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4235. (a) Notwithstanding any other provision of law or provision of the governing documents, if the
governing documents include a reference to a provision of the Davis-Stirling Common Interest Development
Act that was repealed and continued in a new provision by the act that added this section, the board may
amend the governing documents, solely to correct the cross-reference, by adopting a board resolution that
shows the correction. Member approval is not required in order to adopt a resolution pursuant to this section.
(b) A declaration that is corrected under this section may be restated in corrected form and recorded,
provided that a copy of the board resolution authorizing the corrections is recorded along with the restated

declaration.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)



4250. (a) A declaration, recorded on or after January 1, 1986, shall contain a legal description of the common
interest development, and a statement that the common interest development is a community apartment
project, condominium project, planned development, stock cooperative, or combination thereof. The
declaration shall additionally set forth the name of the association and the restrictions on the use or
enjoyment of any portion of the common interest development that are intended to be enforceable equitable
servitudes.

(b) The declaration may contain any other matters the declarant or the members consider appropriate.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4255. (a) If acommon interest development is located within an airport influence area, a declaration,
recorded after January 1, 2004, shall contain the following statement:

“NOTICE OF AIRPORT IN VICINITY

This property is presently located in the vicinity of an airport, within what is known as an airport influence
area. For that reason, the property may be subject to some of the annoyances or inconveniences associated
with proximity to airport operations (for example: noise, vibration, or odors). Individual sensitivities to those
annoyances can vary from person to person. You may wish to consider what airport annoyances, if any, are
associated with the property before you complete your purchase and determine whether they are acceptable
to you.”
(b) For purposes of this section, an “airport influence area,” also known as an “airport referral area,” is the
area in which current or future airport-related noise, overflight, safety, or airspace protection factors may
significantly affect land uses or necessitate restrictions on those uses as determined by an airport land use
commission.
(c) If a common interest development is within the San Francisco Bay Conservation and Development
Commission jurisdiction, as described in Section 66610 of the Government Code, a declaration recorded on or
after January 1, 2006, shall contain the following notice:

“NOTICE OF SAN FRANCISCO BAY CONSERVATION AND DEVELOPMENT COMMISSION JURISDICTION

This property is located within the jurisdiction of the San Francisco Bay Conservation and Development
Commission. Use and development of property within the commission’s jurisdiction may be subject to special
regulations, restrictions, and permit requirements. You may wish to investigate and determine whether they
are acceptable to you and your intended use of the property before you complete your transaction.”
(d) The statement in a declaration acknowledging that a property is located in an airport influence area or
within the jurisdiction of the San Francisco Bay Conservation and Development Commission does not

constitute a title defect, lien, or encumbrance.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4260. Except to the extent that a declaration provides by its express terms that it is not amendable, in whole
or in part, a declaration that fails to include provisions permitting its amendment at all times during its

existence may be amended at any time.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4265. (a) The Legislature finds that there are common interest developments that have been created with
deed restrictions that do not provide a means for the members to extend the term of the declaration. The
Legislature further finds that covenants and restrictions contained in the declaration, are an appropriate
method for protecting the common plan of developments and to provide for a mechanism for financial
support for the upkeep of common area including, but not limited to, roofs, roads, heating systems, and
recreational facilities. If declarations terminate prematurely, common interest developments may deteriorate
and the housing supply of affordable units could be impacted adversely. The Legislature further finds and



declares that it is in the public interest to provide a vehicle for extending the term of the declaration if the
extension is approved by a majority of all members, pursuant to Section 4065.

(b) A declaration that specifies a termination date, but that contains no provision for extension of the
termination date, may be extended, before its termination date, by the approval of members pursuant to
Section 4270. :

(c) No single extension of the terms of the declaration made pursuant to this section shall exceed the initial
term of the declaration or 20 years, whichever is less. However, more than one extension may occur pursuant

to this section.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4270. (a) A declaration may be amended pursuant to the declaration or this act. Except as provided in Section
4275, an amendment is effective after all of the following requirements have been met:

(1) The amendment has been approved by the percentage of members required by the declaration and any
other person whose approval is required by the declaration.

(2) That fact has been certified in a writing executed and acknowledged by the officer designated in the
declaration or by the association for that purpose, or if no one is designated, by the president of the
association.

(3) The amendment has been recorded in each county in which a portion of the common interest
development is located.

(b) If the declaration does not specify the percentage of members who must approve an amendment of the

declaration, an amendment may be approved by a majority of all members, pursuant to Section 4065.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4275. (a) If in order to amend a declaration, the declaration requires members having more than 50 percent
of the votes in the association, in a single class voting structure, or members having more than 50 percent of
the votes in more than one class in a voting structure with more than one class, to vote in favor of the
amendment, the association, or any member, may petition the superior court of the county in which the
common interest development is located for an order reducing the percentage of the affirmative votes
necessary for such an amendment. The petition shall describe the effort that has been made to solicit
approval of the association members in the manner provided in the declaration, the number of affirmative
and negative votes actually received, the number or percentage of affirmative votes required to effect the
amendment in accordance with the existing declaration, and other matters the petitioner considers relevant
to the court’s determination. The petition shall also contain, as exhibits thereto, copies of all of the following:

(1) The governing documents.

(2) A complete text of the amendment.

(3) Copies of any notice and solicitation materials utilized in the solicitation of member approvals.

(4) A short explanation of the reason for the amendment.

(5) Any other documentation relevant to the court’s determination.

(b) Upon filing the petition, the court shall set the matter for hearing and issue an ex parte order setting forth
the manner in which notice shall be given.
(c) The court may, but shall not be required to, grant the petition if it finds all of the following:

(1) The petitioner has given not less than 15 days written notice of the court hearing to all members of the
association, to any mortgagee of a mortgage or beneficiary of a deed of trust who is entitled to notice under
the terms of the declaration, and to the city, county, or city and county in which the common interest
development is located that is entitled to notice under the terms of the declaration.

(2) Balloting on the proposed amendment was conducted in accordance with the governing documents,
this act, and any other applicable law.
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(3) A reasonably diligent effort was made to permit all eligible members to vote on the proposed
amendment.

(4) Members having more than 50 percent of the votes, in a single class voting structure, voted in favor of
the amendment. In a voting structure with more than one class, where the declaration requires a majority of
more than one class to vote in favor of the amendment, members having more than 50 percent of the votes of
each class required by the declaration to vote in favor of the amendment voted in favor of the amendment.

(5) The amendment is reasonable.

(6) Granting the petition is not improper for any reason stated in subdivision (e).

(d) If the court ' makes the findings required by subdivision (c), any order issued pursuant to this section may
confirm the amendment as being validly approved on the basis of the affirmative votes actually received
during the balloting period or the order may dispense with any requirement relating to quorums or to the
number or percentage of votes needed for approval of the amendment that would otherwise exist under the
governing documents.

(e) Subdivisions (a) to (d), inclusive, notwithstanding, the court shall not be empowered by this section to
approve any amendment to the declaration that:

(1) Would change provisions in the declaration requiring the approval of members having more than 50
percent of the votes in more than one class to vote in favor of an amendment, unless members having more
than 50 percent of the votes in each affected class approved the amendment.

(2) Would eliminate any special rights, preferences, or privileges designated in the declaration as belonging
to the declarant, without the consent of the declarant.

(3) Would impair the security interest of a mortgagee of a mortgage or the beneficiary of a deed of trust
without the approval of the percentage of the mortgagees and beneficiaries specified in the declaration, if the
declaration requires the approval of a specified percentage of the mortgagees and beneficiaries.

(f) An amendment is not effective pursuant to this section until the court order and amendment have been
recorded in every county in which a portion of the common interest development is located. The amendment
may be acknowledged by, and the court order and amendment may be recorded by, any person designated in
the declaration or by the association for that purpose, or if no one is designated for that purpose, by the
president of the association. Upon recordation of the amendment and court order, the declaration, as
amended in accordance with this section, shall have the same force and effect as if the amendment were
adopted in compliance with every requirement imposed by the governing documents.

(g) Within a reasonable time after the amendment is recorded the association shall deliver to each member,
by individual delivery, pursuant to Section 4040, a copy of the amendment, together with a statement that the

amendment has been recorded.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4280. (a) The articles of incorporation of an association filed with the Secretary of State shall include a
statement, which shall be in addition to the statement of purposes of the corporation, that does all of the
following:

(1) Identifies the corporation as an association formed to manage a common interest development under
the Davis-Stirling Common Interest Development Act.

(2) States the business or corporate office of the association, if any, and, if the office is not on the site of
the common interest development, states the front street and nearest cross street for the physical location of
the common interest development.

(3) States the name and address of the association’s managing agent, if any.

(b) The statement filed by an incorporated association with the Secretary of State pursuant to Section 8210 of
the Corporations Code shall also contain a statement identifying the corporation as an association formed to
manage a common interest development under the Davis-Stirling Common Interest Development Act.
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(c) Documents filed prior to January 1, 2014, in compliance with former Section 1363.5, as it read on January

1, 2013, are deemed to be in compliance with this section.
{Amended by Stats. 2013, Ch. 605, Sec. 20. Effective January 1, 2014.)

4285. A condominium plan shall contain all of the following:

(a) A description or survey map of a condominium project, which shall refer to or show monumentation on the
ground.

(b) A three-dimensional description of a condominium project, one or more dimensions of which may extend
for an indefinite distance upwards or downwards, in sufficient detail to identify the common area and each
separate interest.

(c) A certificate consenting to the recordation of the condominium plan pursuant to this act that is signed and

acknowledged as provided in Section 4290.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4290. (a) The certificate consenting to the recordation of a condominium plan that is required by subdivision
(c) of Section 4285 shall be signed and acknowledged by all of the following persons:

(1) The record owner of fee title to that property included in the condominium project.

(2) In the case of a condominium project that will terminate upon the termination of an estate for years, by
_all lessors and lessees of the estate for years.

(3) In the case of a condominium project subject to a life estate, by all life tenants and remainder interests.

(4) The trustee or the beneficiary of each recorded deed of trust, and the mortgagee of each recorded
mortgage encumbering the property.
(b) Owners of mineral rights, easements, rights-of-way, and other nonpossessory interests do not need to sign
the certificate.
(c) In the event a conversion to condominiums of a community apartment project or stock cooperative has
been approved by the required number of owners, trustees, beneficiaries, and mortgagees pursuant to
Section 66452.10 of the Government Code, the certificate need only be signed by those owners, trustees,

beneficiaries, and mortgagees approving the conversion.
(Amended by Stats. 2013, Ch. 183, Sec. 12. Effective January 1, 2014.)

4295. A condominium plan may be amended or revoked by a recorded instrument that is acknowledged and
signed by all the persons who, at the time of amendment or revocation, are persons whose signatures are

required under Section 4290.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4340. For the purposes of this article:
(a) “Operating rule” means a regulation adopted by the board that applies generally to the management and
operation of the common interest development or the conduct of the business and affairs of the association.

(b) “Rule change” means the adoption, amendment, or repeal of an operating rule by the board.
(Added by Stats, 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4350. An operating rule is valid and enforceable only if all of the following requirements are satisfied:

(a) The rule is in writing.

(b) The rule is within the authority of the board conferred by law or by the declaration, articles of
incorporation or association, or bylaws of the association.

(c) The rule is not in conflict with governing law and the declaration, articles of incorporation or association, or
bylaws of the association.
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(d) The rule is adopted, amended, or repealed in good faith and in substantial compliance with the
requirements of this article.

(e) The rule is reasonable.
(Amended by Stats. 2013, Ch. 183, Sec. 13. Effective January 1, 2014.)

4355. (a) Sections 4360 and 4365 only apply to an operating rule that relates to one or more of the following
subjects:

(1) Use of the common area or of an exclusive use common area.

(2) Use of a separate interest, including any aesthetic or architectural standards that govern alteration of a
separate interest.

(3) Member discipline, including any schedule of monetary penalties for violation of the governing
documents and any procedure for the imposition of penalties.

(4) Any standards for delinquent assessment payment plans.

(5) Any procedures adopted by the association for resolution of disputes.

(6) Any procedures for reviewing and approving or disapproving a proposed physical change to a member’s
separate interest or to the common area.

(7) Procedures for elections.
(b) Sections 4360 and 4365 do not apply to the following actions by the board:

(1) A decision regarding maintenance of the common area.

(2) A decision on a specific matter that is not intended to apply generally.

(3) A decision setting the amount of a regular or special assessment.

(4) A rule change that is required by law, if the board has no discretion as to the substantive effect of the
rule change.

(5) Issuance of a document that merely repeats existing law or the governing documents.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4360. (a) The board shall provide general notice pursuant to Section 4045 of a proposed rule change at least
30 days before making the rule change. The notice shall include the text of the proposed rule change and a
description of the purpose and effect of the proposed rule change. Notice is not required under this
subdivision if the board determines that an immediate rule change is necessary to address an imminent threat
to public health or safety or imminent risk of substantial economic loss to the association.

(b) A decision on a proposed rule change shall be made at a board meeting, after consideration of any
comments made by association members.

(c) As soon as possible after making a rule change, but not more than 15 days after making the rule change,
the board shall deliver general notice pursuant to Section 4045 of the rule change. If the rule change was an
emergency rule change made under subdivision (d), the notice shall include the text of the rule change, a
description of the purpose and effect of the rule change, and the date that the rule change expires.

(d) If the board determines that an immediate rule change is required to address an imminent threat to public
health or safety, or an imminent risk of substantial economic loss to the association, it may make an
emergency rule change, and no notice is required, as specified in subdivision (a). An emergency rule change is
effective for 120 days, unless the rule change provides for a shorter effective period. A rule change made

under this subdivision may not be readopted under this subdivision.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4365. (a) Members of an association owning 5 percent or more of the separate interests may call a special
vote of the members to reverse a rule change.

(b) A special vote of the members may be called by delivering a written request to the association. Not less
than 35 days nor more than 90 days after receipt of a proper request, the association shall hold a vote of the
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members on whether to reverse the rule change, pursuant to Article 4 (commencing with Section 5100) of
Chapter 6. The written request may not be delivered more than 30 days after the association gives general
notice of the rule change, pursuant to Section 4045.

(c) For the purposes of Section 5225 of this code and Section 8330 of the Corporations Code, collection of
signatures to call a special vote under this section is a purpose reasonably related to the interests of the
members of the association. A member request to copy or inspect the membership list solely for that purpose
may not be denied on the grounds that the purpose is not reasonably related to the member’s interests as a
member.

(d) The rule change may be reversed by the affirmative vote of a majority of a quorum of the members,
pursuant to Section 4070, or if the declaration or bylaws require a greater percentage, by the affirmative vote
of the percentage required.

(e) Unless otherwise provided in the declaration or bylaws, for the purposes of this section, a member may
cast one vote per separate interest owned.

(f) A rule change reversed under this section may not be readopted for one year after the date of the vote
reversing the rule change. Nothing in this section precludes the board from adopting a different rule on the
same subject as the rule change that has been reversed.

(g) As soon as possible after the close of voting, but not more than 15 days after the close of voting, the board
shall provide general notice pursuant to Section 4045 of the results of the member vote.

(h) This section does not apply to an emergency rule change made under subdivision (d) of Section 4360.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4370. (a) This article applies to a rule change commenced on or after January 1, 2004.
(b) Nothing in this article affects the validity of a rule change commenced before January 1, 2004.
(c) For the purposes of this section, a rule change is commenced when the board takes its first official action

leading to adoption of the rule change.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4500. Unless the declaration otherwise provides, in a condominium project, or in a planned development in
which the common area is owned by the owners of the separate interests, the common area is owned as

tenants in common, in equal shares, one for each separate interest.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4505. Unless the declaration otherwise provides:

(a) In a community apartment project and condominium project, and in those planned developments with
common area owned in common by the owners of the separate interests, there are appurtenant to each
separate interest nonexclusive rights of ingress, egress, and support, if necessary, through the common area.
The common area is subject to these rights.

(b) In a stock cooperative, and in a planned development with common area owned by the association, there
is an easement for ingress, egress, and support, if necessary, appurtenant to each separate interest. The

common area is subject to these easements.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4510. Except as otherwise provided in law, an order of the court, or an order pursuant to a final and binding
arbitration decision, an association may not deny a member or occupant physical access to the member’s or
occupant’s separate interest, either by restricting access through the common area to the separate interest, or

by restricting access solely to the separate interest.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)
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4525. (a) The owner of a separate interest shall provide the following documents to a prospective purchaser
of the separate interest, as soon as practicable before the transfer of title or the execution of a rea! property
sales contract, as defined in Section 2985:

(1) A copy of all governing documents. If the association is not incorporated, this shall include a statement
in writing from an authorized representative of the association that the association is not incorporated.

(2) If there is a restriction in the governing documents limiting the occupancy, residency, or use of a
separate interest on the basis of age in a manner different from that provided in Section 51.3, a statement
that the restriction is only enforceable to the extent permitted by Section 51.3 and a statement specifying the
applicable provisions of Section 51.3.

(3) A copy of the most recent documents distributed pursuant to Article 7 (commencing with Section 5300)
of Chapter 6.

(4) A true statement in writing obtained from an authorized representative of the association as to the
amount of the association’s current regular and special assessments and fees, any assessments levied upon
the owner’s interest in the common interest development that are unpaid on the date of the statement, and
any monetary fines or penalties levied upon the owner’s interest and unpaid on the date of the statement.
The statement obtained from an authorized representative shall also include true information on late charges,
interest, and costs of collection which, as of the date of the statement, are or may be made a lien upon the
owner’s interest in a common interest development pursuant to Article 2 (commencing with Section 5650) of
Chapter 8.

(5) A copy or a summary of any notice previously sent to the owner pursuant to Section 5855 that sets forth
any alleged violation of the governing documents that remains unresolved at the time of the request. The
notice shall not be deemed a waiver of the association’s right to enforce the governing documents against the
owner or the prospective purchaser of the separate interest with respect to any violation. This paragraph shall
not be construed to require an association to inspect an owner’s separate interest.

(6) A copy of the initial list of defects provided to each member pursuant to Section 6000, unless the
association and the builder subsequently enter into a settlement agreement or otherwise resolve the matter
and the association complies with Section 6100. Disclosure of the initial list of defects pursuant to this
paragraph does not waive any privilege attached to the document. The initial list of defects shall also include a
statement that a final determination as to whether the list of defects is accurate and complete has not been
made.

(7) A copy of the latest information provided for in Section 6100.

(8) Any change in the association’s current regular and special assessments and fees which have been
approved by the board, but have not become due and payable as of the date disclosure is provided pursuant
to this subdivision.

(9) If there is a provision in the governing documents that prohibits the rental or leasing of any of the
separate interests in the common interest development to a renter, lessee, or tenant, a statement describing
the prohibition.

(10) If requested by the prospective purchaser, a copy of the minutes of board meetings, excluding
meetings held in executive session, conducted over the previous 12 months, that were approved by the board.
(b) This section does not apply to an owner that is subject to Section 11018.6 of the Business and Professions

Code.
{Amended by Stats. 2013, Ch. 183, Sec. 14. Effective January 1, 2014.)

4528. The form for billing disclosures required by Section 4530 shall be in at least 10-point type and
substantially the following form:
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CHARGES FOR DOCUMENTS PROVIDED AS REQUIRED BY SECTION 4525*
Property Address

Owner of Property

Owner’s Mailing Address (If known or different from property address.)
Provider of the Section 4525 Items:

Print Name Position or Title Association or Agent
Date Form Completed

Check or Complete Applicable Column or Columns Below

Document Civil Code Section Included Not Available
(N/A) or Not
Applicable
(N/App)

Articles of Incorporation or statement that Section 4525(a)(1)

not incorporated

CC&Rs Section 4525(a)(1)

Bylaws Section 4525(a)(1)

Operating Rules Section 4525(a)(1)

Age restrictions, if any Section 4525(a)(2)

Rental restrictions, if any Section 4525(a)(9)

Annual budget report or summary, including | Sections 5300 and 4525(a)(3)
reserve study

Assessment and reserve funding disclosure Sections 5300 and 4525(a)(4)
summary

Financial statement review Sections 5305 and 4525(a)(3)
Assessment enforcement policy Sections 5310 and 4525(a)(4)
Insurance summary Sections 5300 and 4525(a)(3)
Regular assessment Section 4525(a)(4)

Special assessment Section 4525(a)(4)

Emergency assessment Section 4525(a)(4)

Other unpaid obligations of seller Sections 5675 and 4525(a)(4)
Approved changes to assessments Sections 5300 and 4525(a)(4), (8)

Settlement notice regarding common area Sections 4525(a)(6), (7), and 6100
defects

Preliminary list of defects Sections 4525(a)(6), 6000, and 6100
Notice(s) of violation Sections 5855 and 4525(a)(5)
Required statement of fees Section 4525

Minutes of regular board meetings Section 4525(a)(10)

conducted over the previous 12 months, if

requested

Total fees for these documents:

* The information provided by this form may not include all fees that may be imposed before the close of

escrow. Additional fees that are not related to the requirements of Section 4525 may be charged separately.
(Amended by Stats. 2013, Ch. 183, Sec. 15. Effective January 1, 2014.)
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4530. (a) (1) Upon written request, the association shall, within 10 days of the mailing or delivery of the
request, provide the owner of a separate interest, or any other recipient authorized by the owner, with a copy
of the requested documents specified in Section 4525.

(2) The documents required to be made available pursuant to this section may be maintained in electronic
form, and may be posted on the association’s Internet Web site. Requesting parties shall have the option of
receiving the documents by electronic transmission if the association maintains the documents in electronic
form.

(3) Delivery of the documents required by this section shall not be withheld for any reason nor subject to
any condition except the payment of the fee authorized pursuant to subdivision (b).

(b) (1) The association may collect a reasonable fee based upon the association’s actual cost for the
procurement, preparation, reproduction, and delivery of the documents requested pursuant to this section.
Additional fees shall not be charged by the association for the electronic delivery of the documents requested.

(2) Upon receipt of a written request, the association shall provide, on the form described in Section 4528,
a written or electronic estimate of the fees that will be assessed for providing the requested documents.

(3) (A) A cancellation fee for documents specified in subdivision (a) shall not be collected if either of the
following applies:

(i) The request was canceled in writing by the same party that placed the order and work had not yet
been performed on the order.

(ii) The request was canceled in writing and any work that had been performed on the order was
compensated.

(B) The association shall refund all fees collected pursuant to paragraph (1) if the request was canceled
in writing and work had not yet been performed on the order.

(C) If the request was canceled in writing, the association shall refund the share of fees collected
pursuant to paragraph (1) that represents the portion of the work not performed on the order.

(4) Fees for any documents required by this section shall be distinguished from other fees, fines, or
assessments billed as part of the transfer or sales transaction.

(c) An association may contract with any person or entity to facilitate compliance with this section on behalf of
the association.
(d) The association shall also provide a recipient authorized by the owner of a separate interest with a copy of

the completed form specified in Section 4528 at the time the required documents are delivered.
(Amended by Stats. 2013, Ch. 183, Sec. 16. Effective January 1, 2014.)

4535. In addition to the requirements of this article, an owner transferring title to a separate interest shall

comply with applicable requirements of Sections 1133 and 1134.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4540. Any person who willfully violates this article is liable to the purchaser of a separate interest that is
subject to this section for actual damages occasioned thereby and, in addition, shall pay a civil penalty in an
amount not to exceed five hundred dollars (5500). In an action to enforce this liability, the prevailing party

shall be awarded reasonable attorney’s fees.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4545. Nothing in this article affects the validity of title to real property transferred in violation of this article.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4575. Except as provided in Section 4580, neither an association nor a community service organization or
similar entity may impose or collect any assessment, penalty, or fee in connection with a transfer of title or
any other interest except for the following:
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(a) An amount not to exceed the association’s actual costs to change its records.

(b) An amount authorized by Section 4530.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4580. The prohibition in Section 4575 does not apply to a community service organization or similar entity, or
to a nonprofit entity that provides services to a common interest development under a declaration of trust, of
either of the following types:

(a) An organization or entity that satisfies both of the following conditions:

(1) It was established before February 20, 2003.

(2) It exists and operates, in whole or in part, to fund or perform environmental mitigation or to restore or
maintain wetlands or native habitat, as required by the state or local government as an express written
condition of development.

(b) An organization or entity that satisfies all of the following conditions:

(1) It is not an organization or entity described by subdivision (a).

(2) It was established and received a transfer fee before January 1, 2004.

(3) On and after January 1, 2006, it offers a purchaser the following payment options for the fee or charge it
collects at time of transfer:

(A) Paying the fee or charge at the time of transfer.

(B) Paying the fee or charge pursuant to an instaliment payment plan for a period of not less than seven
years. If the purchaser elects to pay the fee or charge in installment payments, the organization or entity
may also collect additional amounts that do not exceed the actual costs for billing and financing on the
amount owed. if the purchaser sells the separate interest before the end of the installment payment plan

period, the purchaser shall pay the remaining balance before the transfer.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4600. (a) Unless the governing documents specify a different percentage, the affirmative vote of members
owning at least 67 percent of the separate interests in the common interest development shall be required
before the board may grant exclusive use of any portion of the common area to a member.

(b) Subdivision (a) does not apply to the following actions:

(1) A reconveyance of all or any portion of that common area to the subdivider to enable the continuation
of development that is in substantial conformance with a detailed plan of phased development submitted to
the Real Estate Commissioner with the application for a public report.

(2) Any grant of exclusive use that is in substantial conformance with a detailed plan of phased
development submitted to the Real Estate Commissioner with the application for a public report or in
accordance with the governing documents approved by the Real Estate Commissioner.

(3) Any grant of exclusive use that is for any of the following reasons:

(A) To eliminate or correct engineering errors in documents recorded with the county recorder or on file
with a public agency or utility company.

(B) To eliminate or correct encroachments due to errors in construction of any improvements.

(C) To permit changes in the plan of development submitted to the Real Estate Commissioner in
circumstances where the changes are the result of topography, obstruction, hardship, aesthetic
considerations, or environmental conditions.

(D) To fulfill the requirement of a public agency.

(E) To transfer the burden of management and maintenance of any common area that is generally
inaccessible and not of general use to the membership at large of the association.

(F) To accommodate a disability.
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(G) To assign a parking space, storage unit, or other amenity, that is designated in the declaration for
assignment, but is not assigned by the declaration to a specific separate interest.

(H) To install and use an electric vehicle charging station in an owner’s garage or a designated parking
space that meets the requirements of Section 4745, where the installation or use of the charging station
requires reasonable access through, or across, the common area for utility lines or meters.

(1) To install and use an electric vehicle charging station through a license granted by an association
under Section 4745.

(J) To comply with governing law.

(c) Any measure placed before the members requesting that the board grant exclusive use of any
portion of the common area shall specify whether the association will receive any monetary consideration
for the grant and whether the association or the transferee will be responsible for providing any insurance

coverage for exclusive use of the common area.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4605. (a) A member of an association may bring a civil action for declaratory or equitable relief for a violation
of Section 4600 by the association, including, but not limited to, injunctive relief, restitution, or a combination
thereof, within one year of the date the cause of action accrues.

(b) A member who prevails in a civil action to enforce the member’s rights pursuant to Section 4600 shall be
entitled to reasonable attorney’s fees and court costs, and the court may impose a civil penalty of up to five
hundred dollars (5500) for each violation, except that each identical violation shall be subject to only one
penalty if the violation affects each member equally. A prevailing association shall not recover any costs,

unless the court finds the action to be frivolous, unreasonable, or without foundation.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4610. (a) Except as provided in this section, the common area in a condominium project shall remain
undivided, and there shall be no judicial partition thereof. Nothing in this section shall be deemed to prohibit
partition of a cotenancy in a condominium.

(b) The owner of a separate interest in a condominium project may maintain a partition action as to the entire
project as if the owners of all of the separate interests in the project were tenants in common in the entire
project in the same proportion as their interests in the common area. The court shall order partition under
this subdivision only by sale of the entire condominium project and only upon a showing of one of the
following:

(1) More than three years before the filing of the action, the condominium project was damaged or
destroyed, so that a material part was rendered unfit for its prior use, and the condominium project has not
been rebuilt or repaired substantially to its state prior to the damage or destruction.

(2) Three-fourths or more of the project is destroyed or substantially damaged and owners of separate
interests holding in the aggregate more than a 50-percent interest in the common area oppose repair or
restoration of the project.

(3) The project has been in existence more than 50 years, is obsolete and uneconomic, and owners of
separate interests holding in the aggregate more than a 50-percent interest in the common area oppose
repair or restoration of the project.

(4) Any conditions in the declaration for sale under the circumstances described in this subdivision have

been met.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4615. (a) In a condominium project, no labor performed or services or materials furnished with the consent
of, or at the request of, an owner in the condominium project or the owners’ agent or contractor shall be the
basis for the filing of a lien against any other property of any other owner in the condominium project unless
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that other owner has expressly consented to or requested the performance of the labor or furnishing of the
materials or services. However, express consent shall be deemed to have been given by the owner of any
condominium in the case of emergency repairs thereto.

(b) Labor performed or services or materials furnished for the common area, if duly authorized by the
association, shall be deemed to be performed or furnished with the express consent of each condominium
owner.

(c) The owner of any condominium may remove that owner’s condominium from a lien against two or more
condominiums or any part thereof by payment to the holder of the lien of the fraction of the total sum

secured by the lien that is attributable to the owner’s condominium.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4625. In a community apartment project, any conveyance, judicial sale, or other voluntary or involuntary
transfer of the separate interest includes the undivided interest in the community apartment project. Any
conveyance, judicial sale, or other voluntary or involuntary transfer of the owner’s entire estate also includes

the owner’s membership interest in the association.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4630. In a condominium project the common area is not subject to partition, except as provided in Section
4610. Any conveyance, judicial sale, or other voluntary or involuntary transfer of the separate interest includes
the undivided interest in the common area. Any conveyance, judicial sale, or other voluntary or involuntary

transfer of the owner’s entire estate also includes the owner’s membership interest in the association.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4635. In a planned development, any conveyance, judicial sale, or other voluntary or involuntary transfer of
the separate interest includes the undivided interest in the common area, if any exists. Any conveyance,
judicial sale, or other voluntary or involuntary transfer of the owner’s entire estate also includes the owner’s

membership interest in the association.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4640. In a stock cooperative, any conveyance, judicial sale, or other voluntary or involuntary transfer of the
separate interest includes the ownership interest in the corporation, however evidenced. Any conveyance,
judicial sale, or other voluntary or involuntary transfer of the owner’s entire estate also includes the owner’s

membership interest in the association.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4645. Nothing in this article prohibits the transfer of exclusive use areas, independent of any other interest in
a common interest subdivision, if authorization to separately transfer exclusive use areas is expressly stated in

the declaration and the transfer occurs in accordance with the terms of the declaration.
(Added by Stats. 2012, Ch, 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4650. Any restrictions upon the severability of the component interests in real property which are contained
in the declaration shall not be deemed conditions repugnant to the interest created within the meaning of
Section 711. However, these restrictions shall not extend beyond the period in which the right to partition a

project is suspended under Section 4610.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4700. This article includes provisions that limit the authority of an association or the governing documents to
regulate the use of a member’s separate interest. Nothing in this article is intended to affect the application of
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any other provision that limits the authority of an association to regulate the use of a member’s separate
interest, including, but not limited to, the following provisions:

(a) Sections 712 and 713, relating to the display of signs.

(b) Sections 714 and 714.1, relating to solar energy systems.

(c) Section 714.5, relating to structures that are constructed offsite and moved to the property in sections or
modules.

(d) Sections 782, 782.5, and 6150 of this code and Section 12956.1 of the Government Code, relating to racial
restrictions.

(e) Section 12927 of the Government Code, relating to the modification of property to accommodate a
disability.

(f) Section 1597.40 of the Health and Safety Code, relating to the operation of a family day care home.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4705. (a) Except as required for the protection of the public health or safety, no governing document shall
limit or prohibit, or be construed to limit or prohibit, the display of the flag of the United States by a member
on or in the member’s separate interest or within the member’s exclusive use common area.

(b) For purposes of this section, “display of the flag of the United States” means a flag of the United States
made of fabric, cloth, or paper displayed from a staff or pole or in a window, and does not mean a depiction or
emblem of the flag of the United States made of lights, paint, roofing, siding, paving materials, flora, or
balloons, or any other similar building, landscaping, or decorative component.

(c) In any action to enforce this section, the prevailing party shall be awarded reasonable attorney’s fees and

costs.
(Added by Stats, 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4710. (a) The governing documents may not prohibit posting or displaying of noncommercial signs, posters,
flags, or banners on or in a member’s separate interest, except as required for the protection of public health
or safety or if the posting or display would violate a local, state, or federal law.

(b) For purposes of this section, a noncommercial sign, poster, flag, or banner may be made of paper,
cardboard, cloth, plastic, or fabric, and may be posted or displayed from the yard, window, door, balcony, or
outside wall of the separate interest, but may not be made of lights, roofing, siding, paving materials, flora, or
balloons, or any other similar building, landscaping, or decorative component, or include the painting of
architectural surfaces.

(c) An association may prohibit noncommercial signs and posters that are more than nine square feet in size

and noncommercial flags or banners that are more than 15 square feet in size.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4715. (a) No governing documents shall prohibit the owner of a separate interest within a common interest
development from keeping at least one pet within the common interest development, subject to reasonable
rules and regulations of the association. This section may not be construed to affect any other rights provided
by law to an owner of a separate interest to keep a pet within the development.

(b) For purposes of this section, “pet” means any domesticated bird, cat, dog, aquatic animal kept within an
aquarium, or other animal as agreed to between the association and the homeowner.

(c) If the association implements a rule or regulation restricting the number of pets an owner may keep, the
new rule or regulation shall not apply to prohibit an owner from continuing to keep any pet that the owner
currently keeps in the owner’s separate interest if the pet otherwise conforms with the previous rules or
regulations relating to pets.
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(d) For the purposes of this section, “governing documents” shall include, but are not limited to, the
conditions, covenants, and restrictions of the common interest development, and the bylaws, rules, and
regulations of the association.

(e) This section shall become operative on January 1, 2001, and shall only apply to governing documents

entered into, amended, or otherwise modified on or after that date.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4720. (a) No association may require a homeowner to install or repair a roof in a manner that is in violation of
Section 13132.7 of the Health and Safety Code.

(b) Governing documents of a common interest development located within a very high fire severity zone, as
designated by the Director of Forestry and Fire Protection pursuant to Article 9 (commencing with Section
4201) of Chapter 1 of Part 2 of Division 4 of the Public Resources Code or by a local agency pursuant to
Chapter 6.8 (commencing with Section 51175) of Part 1 of Division 1 of Title 5 of the Government Code, shall
allow for at least one type of fire retardant roof covering material that meets the requirements of Section

13132.7 of the Health and Safety Code.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4725. (a) Any covenant, condition, or restriction contained in any deed, contract, security instrument, or
other instrument affecting the transfer or sale of, or any interest in, a common interest development that
effectively prohibits or restricts the installation or use of a video or television antenna, including a satellite
dish, or that effectively prohibits or restricts the attachment of that antenna to a structure within that
development where the antenna is not visible from any street or common area, except as otherwise
prohibited or restricted by law, is void and unenforceable as to its application to the installation or use of a
video or television antenna that has a diameter or diagonal measurement of 36 inches or less.

(b) This section shall not apply to any covenant, condition, or restriction, as described in subdivision (a), that
imposes reasonable restrictions on the installation or use of a video or television antenna, including a satellite
dish, that has a diameter or diagonal measurement of 36 inches or less. For purposes of this section,
“reasonable restrictions” means those restrictions that do not significantly increase the cost of the video or
television antenna system, including all related equipment, or significantly decrease its efficiency or
performance and include all of the following:

(1) Requirements for application and notice to the association prior to the installation.

(2) Requirement of a member to obtain the approval of the association for the installation of a video or
television antenna that has a diameter or diagonal measurement of 36 inches or less on a separate interest
owned by another.

(3) Provision for the maintenance, repair, or replacement of roofs or other building components.

(4) Requirements for installers of a video or television antenna to indemnify or reimburse the association or
its members for loss or damage caused by the installation, maintenance, or use of a video or television
antenna that has a diameter or diagonal measurement of 36 inches or less.

(c) Whenever approval is required for the installation or use of a video or television antenna, including a
satellite dish, the application for approval shall be processed by the appropriate approving entity for the
common interest development in the same manner as an application for approval of an architectural
modification to the property, and the issuance of a decision on the application shall not be willfully delayed.
(d) In any action to enforce compliance with this section, the prevailing party shall be awarded reasonable

attorney’s fees.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4730. (a) Any provision of a governing document that arbitrarily or unreasonably restricts an owner’s ability to
market the owner’s interest in a common interest development is void.
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(b) No association may adopt, enforce, or otherwise impose any governing document that does either of the
following:

(1) Imposes an assessment or fee in connection with the marketing of an owner’s interest in an amount
that exceeds the association’s actual or direct costs. That assessment or fee shall be deemed to violate the
limitation set forth in subdivision (b) of Section 5600.

(2) Establishes an exclusive relationship with a real estate broker through which the sale or marketing of
interests in the development is required to occur. The limitation set forth in this paragraph does not apply to
the sale or marketing of separate interests owned by the association or to the sale or marketing of common
area by the association.

(c) For purposes of this section, “market” and “marketing” mean listing, advertising, or obtaining or providing
access to show the owner’s interest in the development.
(d) This section does not apply to rules or regulations made pursuant to Section 712 or 713 regarding real

estate signs.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4735. (a) Notwithstanding any other law, a provision of the governing documents shall be void and
unenforceable if it does any of the following:
(1) Prohibits, or includes conditions that have the effect of prohibiting, the use of low water-using plants as
a group.
(2) Has the effect of prohibiting or restricting compliance with either of the following:
(A) A water-efficient landscape ordinance adopted or in effect pursuant to subdivision (c) of Section
65595 of the Government Code.
(B) Any regulation or restriction on the use of water adopted pursuant to Section 353 or 375 of the
Water Code.
(b) This section shall not prohibit an association from applying landscaping rules established in the governing

documents, to the extent the rules fully conform with the requirements of subdivision (a).
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4740. (a) An owner of a separate interest in a common interest development shall not be subject to a
provision in a governing document or an amendment to a governing document that prohibits the rental or
leasing of any of the separate interests in that common interest development to a renter, lessee, or tenant
unless that governing document, or amendment thereto, was effective prior to the date the owner acquired
title to his or her separate interest.
(b) Notwithstanding the provisions of this section, an owner of a separate interest in a common interest
development may expressly consent to be subject to a governing document or an amendment to a governing
document that prohibits the rental or leasing of any of the separate interests in the common interest
development to a renter, lessee, or tenant.
(c) For purposes of this section, the right to rent or lease the separate interest of an owner shall not be
deemed to have terminated if the transfer by the owner of all or part of the separate interest meets at least
one of the following conditions: A

(1) Pursuant to Section 62 or 480.3 of the Revenue and Taxation Code, the transfer is exempt, for purposes
of reassessment by the county tax assessor.

(2) Pursuant to subdivision (b) of, solely with respect to probate transfers, or subdivision (e), (f), or (g) of,
Section 1102.2, the transfer is exempt from the requirements to prepare and deliver a Real Estate Transfer
Disclosure Statement, as set forth in Section 1102.6.
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(d) Prior to renting or leasing his or her separate interest as provided by this section, an owner shall provide
the association verification of the date the owner acquired title to the separate interest and the name and
contact information of the prospective tenant or lessee or the prospective tenant’s or lessee’s representative.
(e) Nothing in this section shall be deemed to revise, alter, or otherwise affect the voting process by which a
common interest development adopts or amends its governing documents.

(f) This section shall apply only to a provision in a governing document or a provision in an amendment to a

governing document that becomes effective on or after January 1, 2012.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4745. (a) Any covenant, restriction, or condition contained in any deed, contract, security instrument, or
other instrument affecting the transfer or sale of any interest in a common interest development, and any
provision of a governing document, as defined in Section 4150, that either effectively prohibits or
unreasonably restricts the installation or use of an electric vehicle charging station in an owner’s designated
parking space, including, but not limited to, a deeded parking space, a parking space in an owner’s exclusive
use common area, or a parking space that is specifically designated for use by a particular owner, or is in
conflict with the provisions of this section is void and unenforceable.
(b) (1) This section does not apply to provisions that impose reasonable restrictions on electric vehicle
charging stations. However, it is the policy of the state to promote, encourage, and remove obstacles to the
use of electric vehicle charging stations.
(2) For purposes of this section, “reasonable restrictions” are restrictions that do not significantly increase
the cost of the station or significantly decrease its efficiency or specified performance.
(c) An electric vehicle charging station shall meet applicable health and safety standards and requirements
imposed by state and local authorities, and all other applicable zoning, land use, or other ordinances, or land
use permits.
(d) For purposes of this section, “electric vehicle charging station” means a station that is designed in
compliance with the California Building Standards Code and delivers electricity from a source outside an
electric vehicle into one or more electric vehicles. An electric vehicle charging station may include several
charge points simultaneously connecting several electric vehicles to the station and any related equipment
needed to facilitate charging plug-in electric vehicles.
(e) If approval is required for the installation or use of an electric vehicle charging station, the application for
approval shall be processed and approved by the association in the same manner as an application for
approval of an architectural modification to the property, and shall not be willfully avoided or delayed. The
approval or denial of an application shall be in writing. if an application is not denied in writing within 60 days
from the date of receipt of the application, the application shall be deemed approved, unless that delay is the
result of a reasonable request for additional information.
(f) If the electric vehicle charging station is to be placed in a common area or an exclusive use common area,
as designated in the common interest development’s declaration, the following provisions apply:
(1) The owner first shall obtain approval from the association to install the electric vehicle charging station
and the association shall approve the installation if the owner agrees in writing to do all of the following:
(A) Comply with the association’s architectural standards for the installation of the charging station.
(B) Engage a licensed contractor to install the charging station.
(C) Within 14 days of approval, provide a certificate of insurance that names the association as an
additional insured under the owner’s insurance policy in the amount set forth in paragraph (3).
(D) Pay for the electricity usage associated with the charging station.
(2) The owner and each successive owner of the charging station shall be responsible for all of the
following:
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(A) Costs for damage to the charging station, common area, exclusive use common area, or separate
interests resulting from the installation, maintenance, repair, removal, or replacement of the charging
station.

(B) Costs for the maintenance, repair, and replacement of the charging station until it has been removed
and for the restoration of the common area after removal.

(C) The cost of electricity associated with the charging station.

(D) Disclosing to prospective buyers the existence of any charging station of the owner and the related
responsibilities of the owner under this section.

(3) The owner and each successive owner of the charging station, at all times, shall maintain a homeowner
liability coverage policy in the amount of one million dollars ($1,000,000) and shall name the association as a
named additional insured under the policy with a right to notice of cancellation.

(4) A homeowner shall not be required to maintain a homeowner liability coverage policy for an existing
National Electrical Manufacturers Association standard alternating current power plug.

(8) Except as provided in subdivision (h), installation of an electric vehicle charging station for the exclusive use
of an owner in a common area, that is not an exclusive use common area, shall be authorized by the
association only if installation in the owner’s designated parking space is impossible or unreasonably
expensive. In such cases, the association shall enter into a license agreement with the owner for the use of the
space in a common area, and the owner shall comply with all of the requirements in subdivision (f).

(h) The association or owners may install an electric vehicle charging station in the common area for the use of
all members of the association and, in that case, the association shall develop appropriate terms of use for the
charging station.

(i) An association may create a new parking space where one did not previously exist to facilitate the
installation of an electric vehicle charging station.

(i) An association that willfully violates this section shall be liable to the applicant or other party for actual
damages, and shall pay a civil penalty to the applicant or other party in an amount not to exceed one
thousand dollars ($1,000).

(k) In any action to enforce compliance with this section, the prevailing plaintiff shall be awarded reasonable

attorney’s fees.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4760. (a) Subject to the governing documents and applicable law, a member may do the following:

(1) Make any improvement or alteration within the boundaries of the member’s separate interest that does
not impair the structural integrity or mechanical systems or lessen the support of any portions of the common
interest development.

(2) Modify the member’s separate interest, at the member’s expense, to facilitate access for persons who
are blind, visually handicapped, deaf, or physically disabled, or to alter conditions which could be hazardous to
these persons. These modifications may also include modifications of the route from the public way to the
door of the separate interest for the purposes of this paragraph if the separate interest is on the ground floor
or already accessible by an existing ramp or elevator. The right granted by this paragraph is subject to the
following conditions:

(A) The modifications shall be consistent with applicable building code requirements.

(B) The modifications shall be consistent with the intent of otherwise applicable provisions of the
governing documents pertaining to safety or aesthetics.

(C) Modifications external to the dwelling shall not prevent reasonable passage by other residents, and
shall be removed by the member when the separate interest is no longer occupied by persons requiring
those modifications who are blind, visually handicapped, deaf, or physically disabled.
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(D} Any member who intends to modify a separate interest pursuant to this paragraph shall submit plans
and specifications to the association for review to determine whether the modifications will comply with
the provisions of this paragraph. The association shall not deny approval of the proposed modifications
under this paragraph without good cause.

(b) Any change in the exterior appearance of a separate interest shall be in accordance with the governing

documents and applicable provisions of law.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4765. (a) This section applies if the governing documents require association approval before a member may
make a physical change to the member’s separate interest or to the common area. In reviewing and approving
or disapproving a proposed change, the association shall satisfy the following requirements:

(1) The association shall provide a fair, reasonable, and expeditious procedure for making its decision. The
procedure shall be included in the association’s governing documents. The procedure shall provide for prompt
deadlines. The procedure shall state the maximum time for response to an application or a request for
reconsideration by the board.

(2) A decision on a proposed change shall be made in good faith and may not be unreasonable, arbitrary, or
capricious.

(3) Notwithstanding a contrary provision of the governing documents, a decision on a proposed change
may not violate any governing provision of law, including, but not limited to, the Fair Employment and
Housing Act (Part 2.8 (commencing with Section 12900) of Division 3 of Title 2 of the Government Code), or a
building code or other applicable law governing land use or public safety.

(4) A decision on a proposed change shall be in writing. If a proposed change is disapproved, the written
decision shall include both an explanation of why the proposed change is disapproved and a description of the
procedure for reconsideration of the decision by the board.

(5) If a proposed change is disapproved, the applicant is entitled to reconsideration by the board, at an
open meeting of the board. This paragraph does not require reconsideration of a decision that is made by the
board or a body that has the same membership as the board, at a meeting that satisfies the requirements of
Article 2 (commencing with Section 4900) of Chapter 6. Reconsideration by the board does not constitute
dispute resolution within the meaning of Section 5905.

(b) Nothing in this section authorizes a physical change to the common area in a manner that is inconsistent
with an association’s governing documents, unless the change is required by law.

(c) An association shall annually provide its members with notice of any requirements for association approval
of physical changes to property. The notice shall describe the types of changes that require association
approval and shall include a copy of the procedure used to review and approve or disapprove a proposed

change.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4775. (a) Unless otherwise provided in the declaration of a common interest development, the association is
responsible for repairing, replacing, or maintaining the common area, other than exclusive use common area,
and the owner of each separate interest is responsible for maintaining that separate interest and any exclusive
use common area appurtenant to the separate interest.

(b) The costs of temporary relocation during the repair and maintenance of the areas within the responsibility

of the association shall be borne by the owner of the separate interest affected.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4780. (a)Ina community apartment project, condominium project, or stock cooperative, unless otherwise
provided in the declaration, the association is responsible for the repair and maintenance of the common area
occasioned by the presence of wood-destroying pests or organisms.
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(b) In a planned development, unless a different maintenance scheme is provided in the declaration, each
owner of a separate interest is responsible for the repair and maintenance of that separate interest as may be
occasioned by the presence of wood-destroying pests or organisms. Upon approval of the majority of all
members of the association, pursuant to Section 4065, that responsibility may be delegated to the association,

which shall be entitled to recover the cost thereof as a special assessment.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4785. (a) The association may cause the temporary, summary removal of any occupant of a common interest
development for such periods and at such times as may be necessary for prompt, effective treatment of
wood-destroying pests or organisms.

(b) The association shall give notice of the need to temporarily vacate a separate interest to the occupants and
to the owners, not less than 15 days nor more than 30 days prior to the date of the temporary relocation. The
notice shall state the reason for the temporary relocation, the date and time of the beginning of treatment,
the anticipated date and time of termination of treatment, and that the occupants will be responsible for their
own accommodations during the temporary relocation.

(c) Notice by the association shall be deemed complete upon either:

(1) Personal delivery of a copy of the notice to the occupants, and if an occupant is not the owner,
individual delivery pursuant to Section 4040, of a copy of the notice to the owner.

(2) Individual delivery pursuant to Section 4040 to the occupant at the address of the separate interest, and
if the occupant is not the owner, individual delivery pursuant to Section 4040, of a copy of the notice to the
owner.

(d) For purposes of this section, “occupant” means an owner, resident, guest, invitee, tenant, lessee,

sublessee, or other person in possession of the separate interest.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4790. Notwithstanding the provisions of the declaration, a member is entitled to reasonable access to the
common area for the purpose of maintaining the internal and external telephone wiring made part of the
exclusive use common area of the member’s separate interest pursuant to subdivision (c) of Section 4145. The
access shall be subject to the consent of the association, whose approval shall not be unreasonably withheld,
and which may include the association’s approval of telephone wiring upon the exterior of the common area,

and other conditions as the association determines reasonable.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4800. A common interest development shall be managed by an association that may be incorporated or

unincorporated. The association may be referred to as an owners’ association or a community association.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4805. (a) Unless the governing documents provide otherwise, and regardless of whether the association is
incorporated or unincorporated, the association may exercise the powers granted to a nonprofit mutual
benefit corporation, as enumerated in Section 7140 of the Corporations Code, except that an unincorporated
association may not adopt or use a corporate seal or issue membership certificates in accordance with Section
7313 of the Corporations Code.

(b) The association, whether incorporated or unincorporated, may exercise the powers granted to an

association in this act.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4820. Whenever two or more associations have consolidated any of their functions under a joint
neighborhood association or similar organization, members of each participating association shall be (a)
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“entitled to attend all meetings of the joint association other than executive sessions, (b) given reasonable
opportunity for participation in those meetings, and (c) entitled to the same access to the joint association’s

records as they are to the participating association’s records.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4900. This article shall be known and may be cited as the Common interest Development Open Meeting Act.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4910. (a) The board shall not take action on any item of business outside of a board meeting.
(b) (1) Notwithstanding Section 7211 of the Corporations Code, the board shall not conduct a meeting via a
series of electronic transmissions, including, but not limited to, electronic mail, except as specified in
paragraph (2).

(2) Electronic transmissions may be used as a method of conducting an emergency board meeting if all
directors, individually or collectively, consent in writing to that action, and if the written consent or consents

are filed with the minutes of the board meeting. These written consents may be transmitted electronically.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4920. (a) Except as provided in subdivision (b), the association shall give notice of the time and place of a
board meeting at least four days before the meeting.

(b) (1) If a board meeting is an emergency meeting held pursuant to Section 4923, the association is not
required to give notice of the time and place of the meeting.

(2) If a nonemergency board meeting is held solely in executive session, the association shall give notice of
the time and place of the meeting at least two days prior to the meeting.

(3) If the association’s governing documents require a longer period of notice than is required by this
section, the association shall comply with the period stated in its governing documents. For the purposes of
this paragraph, a governing document provision does not apply to a notice of an emergency meeting or a
meeting held solely in executive session unless it specifically states that it applies to those types of meetings.
(c) Notice of a board meeting shall be given by general delivery pursuant to Section 4045.

(d) Notice of a board meeting shall contain the agenda for the meeting.
(Amended by Stats. 2013, Ch. 183, Sec. 17. Effective January 1, 2014.)

4923. An emergency board meeting may be called by the president of the association, or by any two directors
other than the president, if there are circumstances that could not have been reasonably foreseen which
require immediate attention and possible action by the board, and which of necessity make it impracticable to

provide notice as required by Section 4920.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4925. (a) Any member may attend board meetings, except when the board adjourns to, or meets solely in,
executive session. As specified in subdivision (b) of Section 4090, a member of the association shall be entitled
to attend a teleconference meeting or the portion of a teleconference meeting that is open to members, and
that meeting or portion of the meeting shall be audible to the members in a location specified in the notice of
the meeting.

(b) The board shall permit any member to speak at any meeting of the association or the board, except for
meetings of the board held in executive session. A reasonable time limit for all members of the association to

speak to the board or before a meeting of the association shall be established by the board.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4930. (a) Except as described in subdivisions (b) to {e), inclusive, the board may not discuss or take action on
any item at a nonemergency meeting unless the item was placed on the agenda included in the notice that
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was distributed pursuant to subdivision (a) of Section 4920. This subdivision does not prohibit a member or
resident who is not a director from speaking on issues not on the agenda.

(b) Notwithstanding subdivision (a), a director, a managing agent or other agent of the board, or a member of
the staff of the board, may do any of the following:

(1) Briefly respond to statements made or questions posed by a person speaking at a meeting as described
in subdivision (b} of Section 4925.

(2) Ask a question for clarification, make a brief announcement, or make a brief report on the person’s own
activities, whether in response to questions posed by a member or based upon the person’s own initiative.
(c) Notwithstanding subdivision (a), the board or a director, subject to rules or procedures of the board, may
do any of the following:

(1) Provide a reference to, or provide other resources for factual information to, its managing agent or
other agents or staff.

(2) Request its managing agent or other agents or staff to report back to the board at a subsequent
meeting concerning any matter, or take action to direct its managing agent or other agents or staff to place a
matter of business on a future agenda.

(3) Direct its managing agent or other agents or staff to perform administrative tasks that are necessary to
carry out this section.

(d) Notwithstanding subdivision (a), the board may take action on any item of business not appearing on the
agenda distributed pursuant to subdivision (a) of Section 4920 under any of the following conditions:

(1) Upon a determination made by a majority of the board present at the meeting that an emergency
situation exists. An emergency situation exists if there are circumstances that could not have been reasonably
foreseen by the board, that require immediate attention and possibie action by the board, and that, of
necessity, make it impracticable to provide notice.

(2) Upon a determination made by the board by a vote of two-thirds of the directors present at the
meeting, or, if less than two-thirds of total membership of the board is present at the meeting, by a
unanimous vote of the directors present, that there is a need to take immediate action and that the need for
action came to the attention of the board after the agenda was distributed pursuant to subdivision (a) of
Section 4920.

(3) The item appeared on an agenda that was distributed pursuant to subdivision (a) of Section 4920 for a
prior meeting of the board that occurred not more than 30 calendar days before the date that action is taken
on the item and, at the prior meeting, action on the item was continued to the meeting at which the action is
taken.

(e) Before discussing any item pursuant to subdivision (d), the board shall openly identify the item to the

members in attendance at the meeting.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4935. (a) The board may adjourn to, or meet solely in, executive session to consider litigation, matters
relating to the formation of contracts with third parties, member discipline, personnel matters, or to meet
with a member, upon the member’s request, regarding the member’s payment of assessments, as specified in
Section 5665.

(b) The board shall adjourn to, or meet solely in, executive session to discuss member discipline, if requested
by the member who is the subject of the discussion. That member shall be entitled to attend the executive
session.

(c) The board shall adjourn to, or meet solely in, executive session to discuss a payment plan pursuant to
Section 5665.

(d) The board shall adjourn to, or meet solely in, executive session to decide whether to foreclose on a lien
pursuant to subdivision (b} of Section 5705.
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(e) Any matter discussed in executive session shall be generally noted in the minutes of the immediately

following meeting that is open to the entire membership.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4950. (a) The minutes, minutes proposed for adoption that are marked to indicate draft status, or a summary
of the minutes, of any board meeting, other than an executive session, shall be available to members within
30 days of the meeting. The minutes, proposed minutes, or summary minutes shall be distributed to any
member upon request and upon reimbursement of the association’s costs for making that distribution.

(b) The annual policy statement, prepared pursuant to Section 5310, shall inform the members of their right to

obtain copies of board meeting minutes and of how and where to do so.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

4955. (a) A member of an association may bring a civil action for declaratory or equitable relief for a violation
of this article by the association, including, but not limited to, injunctive relief, restitution, or a combination
thereof, within one year of the date the cause of action accrues.

(b) A member who prevails in a civil action to enforce the member’s rights pursuant to this article shall be
entitled to reasonable attorney’s fees and court costs, and the court may impose a civil penalty of up to five
hundred dollars ($500) for each violation, except that each identical violation shall be subject to only one
penalty if the violation affects each member equally. A prevailing association shall not recover any costs,

unless the court finds the action to be frivolous, unreasonable, or without foundation.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5000. (a) Meetings of the membership of the association shall be conducted in accordance with a recognized
system of parliamentary procedure or any parliamentary procedures the association may adopt.

(b) The board shall permit any member to speak at any meeting of the membership of the association. A
reasonable time limit for all members to speak at a meeting of the association shall be established by the

board.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5100. (a) Notwithstanding any other law or provision of the governing documents, elections regarding
assessments legally requiring a vote, election and removal of directors, amendments to the governing
documents, or the grant of exclusive use of common area pursuant to Section 4600 shall be held by secret
ballot in accordance with the procedures set forth in this article.

(b) This article also governs an election on any topic that is expressly identified in the operating rules as being
governed by this article.

(c) The provisions of this article apply to both incorporated and unincorporated associations, notwithstanding
any contrary provision of the governing documents.

(d) The procedures set forth in this article shall apply to votes cast directly by the membership, but do not
apply to votes cast by delegates or other elected representatives.

(e) In the event of a conflict between this article and the provisions of the Nonprofit Mutual Benefit
Corporation Law (Part 3 (commencing with Section 7110) of Division 2 of Title 1 of the Corporations Code)

relating to elections, the provisions of this article shall prevail.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5105. (a) An association shall adopt rules, in accordance with the procedures prescribed by Article 5
(commencing with Section 4340) of Chapter 3, that do all of the following:

(1) Ensure that if any candidate or member advocating a point of view is provided access to association
media, newsletters, or Internet Web sites during a campaign, for purposes that are reasonably related to that
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election, equal access shall be provided to all candidates and members advocating a point of view, including
those not endorsed by the board, for purposes that are reasonably related to the election. The association
shall not edit or redact any content from these communications, but may include a statement specifying that
the candidate or member, and not the association, is responsible for that content.

(2) Ensure access to the common area meeting space, if any exists, during a campaign, at no cost, to all
candidates, including those who are not incumbents, and to all members advocating a point of view, including
those not endorsed by the board, for purposes reasonably related to the election.

(3) Specify the qualifications for candidates for the board and any other elected position, and procedures
for the nomination of candidates, consistent with the governing documents. A nomination or election
procedure shall not be deemed reasonable if it disallows any member from nominating himself or herself for
election to the board.

(4) Specify the qualifications for voting, the voting power of each membership, the authenticity, validity,
and effect of proxies, and the voting period for elections, including the times at which polls will open and
close, consistent with the governing documents.

(5) Specify a method of selecting one or three independent third parties as inspector or inspectors of
elections utilizing one of the following methods:

(A) Appointment of the inspector or inspectors by the board.
(B) Election of the inspector or inspectors by the members of the association.
(C) Any other method for selecting the inspector or inspectors.

(6) Allow the inspector or inspectors to appoint and oversee additional persons to verify signatures and to
count and tabulate votes as the inspector or inspectors deem appropriate, provided that the persons are
independent third parties.

(b) Notwithstanding any other provision of law, the rules adopted pursuant to this section may provide for the
nomination of candidates from the floor of membership meetings or nomination by any other manner. Those

rules may permit write-in candidates for ballots.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective january 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5110. (a) The association shall select an independent third party or parties as an inspector of elections. The
number of inspectors of elections shall be one or three.
(b) For the purposes of this section, an independent third party includes, but is not limited to, a volunteer poll
worker with the county registrar of voters, a licensee of the California Board of Accountancy, or a notary
public. An independent third party may be a member, but may not be a director or a candidate for director or
be related to a director or to a candidate for director. An independent third party may not be a person,
business entity, or subdivision of a business entity who is currently employed or under contract to the
association for any compensable services unless expressly authorized by rules of the association adopted
pursuant to paragraph (5) of subdivision (a) of Section 5105.
(c) The inspector or inspectors of elections shall do all of the following:

(1) Determine the number of memberships entitled to vote and the voting power of each.

(2) Determine the authenticity, validity, and effect of proxies, if any.

(3) Receive ballots.

(4) Hear and determine all challenges and questions in any way arising out of or in connection with the
right to vote.

(5) Count and tabulate all votes.

(6) Determine when the polls shall close, consistent with the governing documents.

(7) Determine the tabulated results of the election.
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(8) Perform any acts as may be proper to conduct the election with fairness to all members in accordance
with this article, the Corporations Code, and all applicable rules of the association regarding the conduct of the
election that are not in conflict with this article.

(d) An inspector of elections shall perform all duties impartially, in good faith, to the best of the inspector of
election’s ability, and as expeditiously as is practical. If there are three inspectors of elections, the decision or
act of a majority shall be effective in all respects as the decision or act of all. Any report made by the inspector

or inspectors of elections is prima facie evidence of the facts stated in the report.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5115. (a) Ballots and two preaddressed envelopes with instructions on how to return ballots shall be mailed
by first-class mail or delivered by the association to every member not less than 30 days prior to the deadline
for voting. In order to preserve confidentiality, a voter may not be identified by name, address, or lot, parcel,
or unit number on the ballot. The association shall use as a model those procedures used by California
counties for ensuring confidentiality of vote by mail ballots, including all of the following:

(1) The ballot itself is not signed by the voter, but is inserted into an envelope that is sealed. This envelope
is inserted into a second envelope that is sealed. In the upper left hand corner of the second envelope, the
voter shall sign the voter’s name, indicate the voter’s name, and indicate the address or separate interest
identifier that entitles the voter to vote.

(2) The second envelope is addressed to the inspector or inspectors of elections, who will be tallying the
votes. The envelope may be mailed or delivered by hand to a location specified by the inspector or inspectors
of elections. The member may request a receipt for delivery. ,

(b) A quorum shall be required only if so stated in the governing documents or other provisions of law. If a
quorum is required by the governing documents, each ballot received by the inspector of elections shall be
treated as a member present at a meeting for purposes of establishing a quorum.

(c) An association shall allow for cumulative voting using the secret ballot procedures provided in this section,
if cumulative voting is provided for in the governing documents.

(d) Except for the meeting to count the votes required in subdivision (a) of Section 5120, an election may be
conducted entirely by mail unless otherwise specified in the governing documents.

(e) In an election to approve an amendment of the governing documents, the text of the proposed

amendment shall be delivered to the members with the baliot.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5120. (a) All votes shall be counted and tabulated by the inspector or inspectors of elections, or the designee
of the inspector of elections, in public at a properly noticed open meeting of the board or members. Any
candidate or other member of the association may witness the counting and tabulation of the votes. No
person, including a member of the association or an employee of the management company, shall open or
otherwise review any ballot prior to the time and place at which the ballots are counted and tabulated. The
inspector of elections, or the designee of the inspector of elections, may verify the member’s information and
signature on the outer envelope prior to the meeting at which ballots are tabulated. Once a secret ballot is
received by the inspector of elections, it shall be irrevocable.

(b) The tabulated results of the election shall be promptly reported to the board and shall be recorded in the
minutes of the next meeting of the board and shall be available for review by members of the association.
Within 15 days of the election, the board shall give general notice pursuant to Section 4045 of the tabulated

results of the election.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5125. The sealed ballots at all times shall be in the custody of the inspector or inspectors of elections or ata
location designated by the inspector or inspectors until after the tabulation of the vote, and until the time
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allowed by Section 5145 for challenging the election has expired, at which time custody shall be transferred to
the association. If there is a recount or other challenge to the election process, the inspector or inspectors of
elections shall, upon written request, make the ballots available for inspection and review by an association
member or the member’s authorized representative. Any recount shall be conducted in a manner that

preserves the confidentiality of the vote.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5130. (a) For purposes of this article, the following definitions shall apply:

(1) “Proxy” means a written authorization signed by a member or the authorized representative of the
member that gives another member or members the power to vote on behalf of that member.

(2) “Signed” means the placing of the member’s name on the proxy (whether by manual signature,
typewriting, telegraphic transmission, or otherwise) by the member or authorized representative of the
member.

(b) Proxies shall not be construed or used in lieu of a ballot. An association may use proxies if permitted or
required by the bylaws of the association and if those proxies meet the requirements of this article, other
laws, and the governing documents, but the association shall not be required to prepare or distribute proxies
pursuant to this article.

(c) Any instruction given in a proxy issued for an election that directs the manner in which the proxyholder is
to cast the vote shall be set forth on a separate page of the proxy that can be detached and given to the
proxyholder to retain. The proxyholder shall cast the member’s vote by secret ballot. The proxy may be
revoked by the member prior to the receipt of the ballot by the inspector of elections as described in Section

7613 of the Corporations Code.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative Jonuary 1, 2014, by Sec. 3 of Ch. 180.)

5135. (a) Association funds shall not be used for campaign purposes in connection with any association board
election. Funds of the association shall not be used for campaign purposes in connection with any other
association election except to the extent necessary to comply with duties of the association imposed by law.
(b) For the purposes of this section, “campaign purposes” includes, but is not limited to, the following:

(1) Expressly advocating the election or defeat of any candidate that is on the association election ballot.

(2) Including the photograph or prominently featuring the name of any candidate on a communication from
the association or its board, excepting the ballot, ballot materials, or a communication that is legally required,
within 30 days of an election. This is not a campaign purpose if the communication is one for which

subdivision (a) of Section 5105 requires that equal access be provided to another candidate or advocate.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5145. (a) A member of an association may bring a civil action for declaratory or equitable relief for a violation
of this article by the association, including, but not limited to, injunctive relief, restitution, or a combination
thereof, within one year of the date the cause of action accrues. Upon a finding that the election procedures
of this article, or the adoption of and adherence to rules provided by Article 5 (commencing with Section
4340) of Chapter 3, were not followed, a court may void any results of the election.

(b) A member who prevails in a civil action to enforce the member’s rights pursuant to this article shall be
entitled to reasonable attorney’s fees and court costs, and the court may impose a civil penalty of up to five
hundred dollars ($500) for each violation, except that each identical violation shall be subject to only one
penalty if the violation affects each member of the association equally. A prevailing association shall not
recover any costs, unless the court finds the action to be frivolous, unreasonable, or without foundation.

(c) A cause of action under Sections 5100 to 5130, inclusive, with respect to access to association resources by
a candidate or member advocating a point of view, the receipt of a ballot by a member, or the counting,
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tabulation, or reporting of, or access to, ballots for inspection and review after tabulation may be brought in

small claims court if the amount of the demand does not exceed the jurisdiction of that court.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5200. For the purposes of this article, the following definitions shall apply:
(a) “Association records” means all of the following:

(1) Any financial document required to be provided to a member in Article 7 (commencing with Section
5300) or in Sections 5565 and 5810.

(2) Any financial document or statement required to be provided in Article 2 (commencing with Section
4525) of Chapter 4.

(3) Interim financial statements, periodic or as compiled, containing any of the following:

(A) Balance sheet.

(B) Income and expense statement.

(C) Budget comparison.

(D) General ledger. A “general ledger” is a report that shows all transactions that occurred in an
association account over a specified period of time.

The records described in this paragraph shall be prepared in accordance with an accrual or modified accrual
basis of accounting.

(4) Executed contracts not otherwise privileged under law.

(5) Written board approval of vendor or contractor proposals or invoices.

(6) State and federal tax returns.

(7) Reserve account balances and records of payments made from reserve accounts.

(8) Agendas and minutes of meetings of the members, the board, and any committees appointed by the
board pursuant to Section 7212 of the Corporations Code; excluding, however,minutes and other
information from executive sessions of the board as described in Article 2 (commencing with Section 4900).

(9) Membership lists, including name, property address, and mailing address, but not including
information for members who have opted out pursuant to Section 5220.

(10) Check registers.

(11) The governing documents.

(12) An accounting prepared pursuant to subdivision (b) of Section 5520.

(13) An “enhanced association record” as defined in subdivision (b).

(b) “Enhanced association records” means invoices, receipts and canceled checks for payments made by the
association, purchase orders approved by the association, credit card statements for credit cards issued in the
name of the association, statements for services rendered, and reimbursement requests submitted to the

association.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5205. (a) The association shall make available association records for the time periods and within the
timeframes provided in Section 5210 for inspection and copying by a member of the association, or the
member’s designated representative.

(b) A member of the association may designate another person to inspect and copy the specified association
records on the member’s behalf. The member shall make this designation in writing.

(c) The association shall make the specified association records available for inspection and copying in the
association’s business office within the common interest development.

(d) If the association does not have a business office within the development, the association shall make the
specified association records available for inspection and copying at a place agreed to by the requesting
member and the association.
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(e) If the association and the requesting member cannot agree upon a place for inspection and copying
pursuant to subdivision (d) or if the requesting member submits a written request directly to the association
for copies of specifically identified records, the association may satisfy the requirement to make the
association records available for inspection and copying by delivering copies of the specifically identified
records to the member by individual delivery pursuant to Section 4040 within the timeframes set forth in
subdivision (b) of Section 5210.

(f) The association may bill the requesting member for the direct and actual cost of copying and mailing
requested documents. The association shall inform the member of the amount of the copying and mailing
costs, and the member shall agree to pay those costs, before copying and sending the requested documents.
(g) In addition to the direct and actual costs of copying and mailing, the association may bill the requesting
member an amount not in excess of ten dollars ($10) per hour, and not to exceed two hundred dollars ($200)
total per written request, for the time actually and reasonably involved in redacting an enhanced association
record. If the enhanced association record includes a reimbursement request, the person submitting the
reimbursement request shall be solely responsible for removing all personal identification information from
the request. The association shall inform the member of the estimated costs, and the member shall agree to
pay those costs, before retrieving the requested documents.

(h) Requesting parties shall have the option of receiving specifically identified records by electronic
transmission or machine-readable storage media as long as those records can be transmitted in a redacted
format that does not allow the records to be altered. The cost of duplication shall be limited to the direct cost
of producing the copy of a record in that electronic format. The association may deliver specifically identified
records by electronic transmission or machine-readable storage media as long as those records can be

transmitted in a redacted format that prevents the records from being altered.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5210. (a) Association records are subject to member inspection for the following time periods:

(1) For the current fiscal year and for each of the previous two fiscal years.

(2) Notwithstanding paragraph (1), minutes of member and board meetings are subject to inspection

permanently. If a committee has decisionmaking authority, minutes of the meetings of that committee

shall be made available commencing January 1, 2007, and shall thereafter be permanently subject to
inspection. ‘
(b) When a member properly requests access to association records, access to the requested records shall be
granted within the following time periods:

(1) Association records prepared during the current fiscal year, within 10 business days following the
association’s receipt of the request.

(2) Association records prepared during the previous two fiscal years, within 30 calendar days following the
association’s receipt of the request.

(3) Any record or statement available pursuant to Article 2 (commencing with Section 4525) of Chapter 4,
Article 7 (commencing with Section 5300), Section 5565, or Section 5810, within the timeframe specified
therein.

(4) Minutes of member and board meetings, within the timeframe specified in subdivision (a) of Section
4950.

(5) Minutes of meetings of committees with decisionmaking authority for meetings commencing on or after
January 1, 2007, within 15 calendar days following approval.

(6) Membership list, within the timeframe specified in Section 8330 of the Corporations Code.

(c) There shall be no liability pursuant to this article for an association that fails to retain records for the

periods specified in subdivision (a) that were created prior to January 1, 2006.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)
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5215. (a) Except as provided in subdivision (b), the association may withhold or redact information from the
association records if any of the following are true:

(1) The release of the information is reasonably likely to lead to identity theft. For the purposes of this
section, “identity theft” means the unauthorized use of another person’s personal identifying information to
obtain credit, goods, services, money, or property. Examples of information that may be withheld or redacted
pursuant to this paragraph include bank account numbers of members or vendors, social security or tax
identification numbers, and check, stock, and credit card numbers.

(2) The release of the information is reasonably likely to lead to fraud in connection with the association.

(3) The information is privileged under law. Examples include documents subject to attorney-client privilege
or relating to litigation in which the association is or may become involved, and confidential settlement
agreements.

(4) The release of the information is reasonably likely to compromise the privacy of an individual member
of the association.

(5) The information contains any of the following:

(A) Records of goods or services provided a la carte to individual members of the association for which
the association received monetary consideration other than assessments.

(B) Records of disciplinary actions, collection activities, or payment plans of members other than the
member requesting the records.

(C) Any person’s personal identification information, including, without limitation, social security
number, tax identification number, driver’s license number, credit card account numbers, bank account
number, and bank routing number.

(D) Minutes and other information from executive sessions of the board as described in Article 2
(commencing with Section 4900), except for executed contracts not otherwise privileged. Privileged
contracts shall not include contracts for maintenance, management, or legal services.

(E) Personnel records other than the payroll records required to be provided under subdivision (b).

(F) Interior architectural plans, including security features, for individual homes.

(b) Except as provided by the attorney-client privilege, the association may not withhold or redact information
concerning the compensation paid to employees, vendors, or contractors. Compensation information for
individual employees shall be set forth by job classification or title, not by the employee’s name, social security
number, or other personal information.

(c) No association, officer, director, employee, agent, or volunteer of an association shall be liable for damages
to a member of the association or any third party as the result of identity theft or other breach of privacy
because of the failure to withhold or redact that member’s information under this section unless the failure to
withhold or redact the information was intentional, willful, or negligent.

(d) If requested by the requesting member, an association that denies or redacts records shall provide a

written explanation specifying the legal basis for withholding or redacting the requested records.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5220. A member of the association may opt out of the sharing of that member’s name, property address, and
mailing address by notifying the association in writing that the member prefers to be contacted via the
alternative process described in subdivision (c) of Section 8330 of the Corporations Code. This opt out shall

remain in effect until changed by the member.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5225. A member requesting the membership list shall state the purpose for which the list is requested which
purpose shall be reasonably related to the requester’s interest as a member. If the association reasonably
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believes that the information in the list will be used for another purpose, it may deny the member access to
the list. If the request is denied, in any subsequent action brought by the member under Section 5235, the
association shall have the burden to prove that the member would have allowed use of the information for

purposes unrelated to the member’s interest as a member.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5230. (a) The association records, and any information from them, may not be sold, used for a commercial
purpose, or used for any other purpose not reasonably related to a member’s interest as a member. An
association may bring an action against any person who violates this article for injunctive relief and for actual
damages to the association caused by the violation.

(b) This article may not be construed to limit the right of an association to damages for misuse of information
obtained from the association records pursuant to this article or to limit the right of an association to
injunctive relief to stop the misuse of this information.

(c) An association shall be entitled to recover reasonable costs and expenses, including reasonable attorney’s

fees, in a successful action to enforce its rights under this article.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5235. (a) A member may bring an action to enforce that member’s right to inspect and copy the association
records. If a court finds that the association unreasonably withheld access to the association records, the court
shall award the member reasonable costs and expenses, including reasonable attorney’s fees, and may assess
a civil penalty of up to five hundred dollars ($500) for the denial of each separate written request.

(b) A cause of action under this section may be brought in small claims court if the amount of the demand
does not exceed the jurisdiction of that court.

(c) A prevailing association may recover any costs if the court finds the action to be frivolous, unreasonable, or

without foundation.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5240. (a) As applied to an association and its members, the provisions of this article are intended to
supersede the provisions of Sections 8330 and 8333 of the Corporations Code to the extent those sections are
inconsistent.

(b) Except as provided in subdivision (a), members of the association shall have access to association records,
including accounting books and records and membership lists, in accordance with Article 3 (commencing with
Section 8330) of Chapter 13 of Part 3 of Division 2 of Title 1 of the Corporations Code.

(c) This article applies to any community service organization or similar entity that is related to the association,
and to any nonprofit entity that provides services to a common interest development under a declaration of
trust. This article shall operate to give a member of the organization or entity a right to inspect and copy the
records of that organization or entity equivalent to that granted to association members by this article.

(d) This article shall not apply to any common interest development in which separate interests are being
offered for sale by a subdivider under the authority of a public report issued by the Bureau of Real Estate so
long as the subdivider or all subdividers offering those separate interests for sale, or any employees of those
subdividers or any other person who receives direct or indirect compensation from any of those subdividers,
comprise a majority of the directors. Notwithstanding the foregoing, this article shall apply to that common
interest development no later than 10 years after the close of escrow for the first sale of a separate interest to

a member of the general public pursuant to the public report issued for the first phase of the development.
{Amended (as added by Stats. 2012, Ch. 180, Sec. 2) by Stats. 2013, Ch. 352, Sec. 54. Effective September 26, 2013. Section, as amended, initially operative on January
1, 2014, by Sec. 543 of Ch. 352, and pursuant to Stats. 2012, Ch. 180, Sec. 3.)
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5260. To be effective, any of the following requests shall be delivered in writing to the association, pursuant
to Section 4035:

(a) A request to change the member’s information in the association membership list.

(b) A request to add or remove a second address for delivery of individual notices to the member, pursuant to
subdivision (b) of Section 4040.

(c) A request for individual delivery of general notices to the member, pursuant to subdivision (b) of Section
4045, or a request to cancel a prior request for individual delivery of general notices.

(d) A request to opt out of the membership list pursuant to Section 5220, or a request to cancel a prior
request to opt out of the membership list.

(e) A request to receive a full copy of a specified annual budget report or annual policy statement pursuant to
Section 5320.

(f) A request to receive all reports in full, pursuant to subdivision (b) of Section 5320, or a request to cancel a

prior request to receive all reports in full.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5300. (a) Notwithstanding a contrary provision in the governing documents, an association shall distribute an
annual budget report 30 to 90 days before the end of its fiscal year.

(b) Unless the governing documents impose more stringent standards, the annual budget report shall include
all of the following information:

(1) A pro forma operating budget, showing the estimated revenue and expenses on an accrual basis.

(2) A summary of the association’s reserves, prepared pursuant to Section 5565.

(3) A summary of the reserve funding plan adopted by the board, as specified in paragraph (5) of
subdivision (b) of Section 5550. The summary shall include notice to members that the full reserve study plan
is available upon request, and the association shall provide the full reserve plan to any member upon request.

(4) A statement as to whether the board has determined to defer or not undertake repairs or replacement
of any major component with a remaining life of 30 years or less, including a justification for the deferral or
decision not to undertake the repairs or replacement.

(5) A statement as to whether the board, consistent with the reserve funding plan adopted pursuant to
Section 5560, has determined or anticipates that the levy of one or more special assessments will be required
to repair, replace, or restore any major component or to provide adequate reserves therefor. If so, the
statement shall also set out the estimated amount, commencement date, and duration of the assessment.

(6) A statement as to the mechanism or mechanisms by which the board will fund reserves to repair or
replace major components, including assessments, borrowing, use of other assets, deferral of selected
replacements or repairs, or alternative mechanisms.

(7) A general statement addressing the procedures used for the calculation and establishment of those
reserves to defray the future repair, replacement, or additions to those major components that the
association is obligated to maintain. The statement shall include, but need not be limited to, reserve
calculations made using the formula described in paragraph (4) of subdivision (b) of Section 5570, and may not
assume a rate of return on cash reserves in excess of 2 percent above the discount rate published by the
Federal Reserve Bank of San Francisco at the time the calculation was made.

(8) A statement as to whether the association has any outstanding loans with an original term of more than
one year, including the payee, interest rate, amount outstanding, annual payment, and when the loan is
scheduled to be retired.

(9) A summary of the association’s property, general liability, earthquake, flood, and fidelity insurance
policies. For each policy, the summary shall include the name of the insurer, the type of insurance, the policy
limit, and the amount of the deductible, if any. To the extent that any of the required information is specified
in the insurance policy declaration page, the association may meet its obligation to disclose that information
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by making copies of that page and distributing it with the annual budget report. The summary distributed
pursuant to this paragraph shall contain, in at least 10-point boldface type, the following statement:

“This summary of the association’s policies of insurance provides only certain information, as required by
Section 5300 of the Civil Code, and should not be considered a substitute for the complete policy terms and
conditions contained in the actual policies of insurance. Any association member may, upon request and
provision of reasonable notice, review the association’s insurance policies and, upon request and payment of
reasonable duplication charges, obtain copies of those policies. Although the association maintains the
policies of insurance specified in this summary, the association’s policies of insurance may not cover your
property, including personal property or real property improvements to or around your dwelling, or personal
injuries or other losses that occur within or around your dwelling. Even if a loss is covered, you may
nevertheless be responsible for paying all or a portion of any deductible that applies. Association members
should consult with their individual insurance broker or agent for appropriate additional coverage.”

(c) The annual budget report shall be made available to the members pursuant to Section 5320.

(d) The summary of the association’s reserves disclosed pursuant to paragraph (2) of subdivision (b) shall not
be admissible in evidence to show improper financial management of an association, provided that other
relevant and competent evidence of the financial condition of the association is not made inadmissible by this
provision.

(e) The Assessment and Reserve Funding Disclosure Summary form, prepared pursuant to Section 5570, shall
accompany each annual budget report or summary of the annual budget report that is delivered pursuant to

this article.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5305. Unless the governing documents impose more stringent standards, a review of the financial statement

of the association shall be prepared in accordance with generally accepted accounting principles by a licensee
of the California Board of Accountancy for any fiscal year in which the gross income to the association exceeds
seventy-five thousand dollars ($75,000). A copy of the review of the financial statement shall be distributed to
the members within 120 days after the close of each fiscal year, by individual delivery pursuant to Section

4040.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5310. (a) Within 30 to 90 days before the end of its fiscal year, the board shall distribute an annual policy
statement that provides the members with information about association policies. The annual policy
statement shall include all of the following information:

(1) The name and address of the person designated to receive official communications to the association,
pursuant to Section 4035.

(2) A statement explaining that a member may submit a request to have notices sent to up to two different
specified addresses, pursuant to subdivision (b) of Section 4040.

(3) The location, if any, designated for posting of a general notice, pursuant to paragraph (3) of subdivision
(a) of Section 4045.

(4) Notice of a member’s option to receive general notices by individual delivery, pursuant to subdivision
(b) of Section 4045.

(5) Notice of a member’s right to receive copies of meeting minutes, pursuant to subdivision (b) of Section
4950.

(6) The statement of assessment collection policies required by Section 5730.

(7) A statement describing the association’s policies and practices in enforcing lien rights or other legal
remedies for default in the payment of assessments.
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(8) A statement describing the association’s discipline policy, if any, including any schedule of penalties for
violations of the governing documents pursuant to Section 5850.

(9) A summary of dispute resolution procedures, pursuant to Sections 5920 and 5965.

(10) A summary of any requirements for association approval of a physical change to property, pursuant to
Section 4765.

(11) The mailing address for overnight payment of assessments, pursuant to Section 5655.

(12) Any other information that is required by law or the governing documents or that the board
determines to be appropriate for inclusion.

(b) The annual policy statement shall be made available to the members pursuant to Section 5320.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5320. (a) When areport is prepared pursuant to Section 5300 or 5310, the association shall deliver one of the
following documents to all members, by individual delivery pursuant to Section 4040:

(1) The full report.

(2) A summary of the report. The summary shall include a general description of the content of the report.
Instructions on how to request a complete copy of the report at no cost to the member shall be printed in at
least 10-point boldface type on the first page of the summary.

(b) Notwithstanding subdivision (a), if a member has requested to receive all reports in full, the association

shall deliver the full report to that member, rather than a summary of the report.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5350. (a) Notwithstanding any other law, and regardless of whether an association is incorporated or
unincorporated, the provisions of Sections 7233 and 7234 of the Corporations Code shall apply to any contract
or other transaction authorized, approved, or ratified by the board or a committee of the board.
(b) A director or member of a committee shall not vote on any of the following matters:
(1) Discipline of the director or committee member.
(2) An assessment against the director or committee member for damage to the common area or facilities.
(3) A request, by the director or committee member, for a payment plan for overdue assessments.
(4) A decision whether to foreclose on a lien on the separate interest of the director or committee member.
(5) Review of a proposed physical change to the separate interest of the director or committee member.
(6) A grant of exclusive use common area to the director or committee member.
(c) Nothing in this section limits any other provision of law or the governing documents that govern a decision

in which a director may have an interest.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5375. A prospective managing agent of a common interest development shall provide a written statement to
the board as soon as practicable, but in no event more than 90 days, before entering into a management
agreement which shall contain all of the following information concerning the managing agent:
(a) The names and business addresses of the owners or general partners of the managing agent. If the
managing agent is a corporation, the written statement shall include the names and business addresses of the
directors and officers and shareholders holding greater than 10 percent of the shares of the corporation.
(b) Whether or not any relevant licenses such as architectural design, construction, engineering, real estate, or
accounting have been issued by this state and are currently held by the persons specified in subdivision (a). If a
license is currently held by any of those persons, the statement shall contain the following information:

(1) What license is held.

(2) The dates the license is valid.

(3) The name of the licensee appearing on that license.
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(c) Whether or not any relevant professional certifications or designations such as architectural design,
construction, engineering, real property management, or accounting are currently held by any of the persons
specified in subdivision (a), including, but not limited to, a professional common interest development
manager. If any certification or designation is held, the statement shall include the following information:

(1) What the certification or designation is and what entity issued it.

(2) The dates the certification or designation is valid.

(3) The names in which the certification or designation is held.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5380. (a) A managing agent of a common interest development who accepts or receives funds belonging to
the association shall deposit those funds that are not placed into an escrow account with a bank, savings
association, or credit union or into an account under the control of the association, into a trust fund account
maintained by the managing agent in a bank, savings association, or credit union in this state. All funds
deposited by the managing agent in the trust fund account shall be kept in this state in a financial institution,
as defined in Section 31041 of the Financial Code, which is insured by the federal government, and shall be
maintained there until disbursed in accordance with written instructions from the association entitled to the
funds.

(b) At the written request of the board, the funds the managing agent accepts or receives on behalf of the
association shall be deposited into an interest-bearing account in a bank, savings association, or credit union
in this state, provided all of the following requirements are met:

(1) The account is in the name of the managing agent as trustee for the association or in the name of the
association.

(2) All of the funds in the account are covered by insurance provided by an agency of the federal
government.

(3) The funds in the account are kept separate, distinct, and apart from the funds belonging to the
managing agent or to any other person for whom the managing agent holds funds in trust except that the
funds of various associations may be commingled as permitted pursuant to subdivision (d).

(4) The managing agent discloses to the board the nature of the account, how interest will be calculated
and paid, whether service charges will be paid to the depository and by whom, and any notice requirements
or penalties for withdrawal of funds from the account.

(5) No interest earned on funds in the account shall inure directly or indirectly to the benefit of the
managing agent or the managing agent’s employees.

(c) The managing agent shall maintain a separate record of the receipt and disposition of all funds described in
this section, including any interest earned on the funds.

(d) The managing agent shall not commingle the funds of the association with the managing agent’s own
money or with the money of others that the managing agent receives or accepts, unless all of the following
requirements are met:

(1) The managing agent commingled the funds of various associations on or before February 26, 1990, and
has obtained a written agreement with the board of each association that the managing agent will maintain a
fidelity and surety bond in an amount that provides adequate protection to the associations as agreed upon
by the managing agent and the board of each association.

(2) The managing agent discloses in the written agreement whether the managing agent is deriving benefits
from the commingled account or the bank, credit union, or savings institution where the moneys will be on
deposit.

(3) The written agreement provided pursuant to this subdivision includes, but is not limited to, the name
and address of the bonding companies, the amount of the bonds, and the expiration dates of the bonds.
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(4) If there are any changes in the bond coverage or the companies providing the coverage, the managing
agent discloses that fact to the board of each affected association as soon as practical, but in no event more
than 10 days after the change.

(5) The bonds assure the protection of the association and provide the association at least 10 days’ notice
prior to cancellation.

(6) Completed payments on the behalf of the association are deposited within 24 hours or the next
business day and do not remain commingled for more than 10 calendar days.

(e) The prevailing party in an action to enforce this section shall be entitled to recover reasonable legal fees
and court costs.
(f) As used in this section, “completed payment” means funds received that clearly identify the account to

which the funds are to be credited.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5385. For the purposes of this article, “managing agent” does not include a full-time employee of the

association.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5400. To the extent existing funds are available, the Department of Consumer Affairs and the Bureau of Real
Estate shall develop an online education course for the board regarding the role, duties, laws, and

responsibilities of directors and prospective directors, and the nonjudicial foreclosure process.
(Amended (as added by Stats. 2012, Ch. 180, Sec. 2) by Stats. 2013, Ch. 352, Sec. 55. Effective September 26, 2013. Section (in this amended form) initially operative on
January 1, 2014, by Sec. 543 of Ch. 352, and pursuant to Stats. 2012, Ch. 180, Sec. 3.)

5405. (a) To assist with the identification of common interest developments, each association, whether
incorporated or unincorporated, shall submit to the Secretary of State, on a form and for a fee not to exceed
thirty dollars (530) that the Secretary of State shall prescribe, the following information concerning the
association and the development that it manages:

(1) A statement that the association is formed to manage a common interest development under the Davis-
Stirling Common Interest Development Act.

(2) The name of the association.

(3) The street address of the business or corporate office of the association, if any.

(4) The street address of the association’s onsite office, if different from the street address of the business
or corporate office, or if there is no onsite office, the street address of the responsible officer or managing
agent of the association.

(5) The name, address, and either the daytime telephone number or email address of the president of the
association, other than the address, telephone number, or email address of the association’s onsite office or
managing agent.

(6) The name, street address, and daytime telephone number of the association’s managing agent, if any.

(7) The county, and, if in an incorporated area, the city in which the development is physically located. If
the boundaries of the development are physically located in more than one county, each of the counties in
which it is located.

(8) If the development is in an unincorporated area, the city closest in proximity to the development.

(9) The front street and nearest cross street of the physical location of the development.

(10) The type of common interest development managed by the association.

(11) The number of separate interests in the development.

(b) The association shall submit the information required by this section as follows:
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(1) By incorporated associations, within 90 days after the filing of its original articles of incorporation, and
thereafter at the time the association files its statement of principal business activity with the Secretary of
State pursuant to Section 8210 of the Corporations Code.

(2) By unincorporated associations, in July 2003, and in that same month biennially thereafter. Upon
changing its status to that of a corporation, the association shall comply with the filing deadlines in paragraph
(1).

(c) The association shall notify the Secretary of State of any change in the street address of the association’s
onsite office or of the responsible officer or managing agent of the association in the form and for a fee
prescribed by the Secretary of State, within 60 days of the change.

(d) The penalty for an incorporated association’s noncompliance with the initial or biennial filing requirements
of this section shall be suspension of the association’s rights, privileges, and powers as a corporation and
monetary penalties, to the same extent and in the same manner as suspension and monetary penalties
imposed pursuant to Section 8810 of the Corporations Code.

(e) The statement required by this section may be filed, notwithstanding suspension of the corporate powers,
rights, and privileges under this section or under provisions of the Revenue and Taxation Code. Upon the filing
of a statement under this section by a corporation that has suffered suspension under this section, the
Secretary of State shall certify that fact to the Franchise Tax Board and the corporation may thereupon be
relieved from suspension, unless the corporation is held in suspension by the Franchise Tax Board by reason of
Section 23301, 23301.5, or 23775 of the Revenue and Taxation Code.

(f) The Secretary of State shall make the information submitted pursuant to paragraph (5) of subdivision (a)
available only for governmental purposes and only to Members of the Legislature and the Business, Consumer
Services, and Housing Agency, upon written request. All other information submitted pursuant to this section
shall be subject to public inspection pursuant to the California Public Records Act (Chapter 3.5 (commencing
with Section 6250) of Division 7 of Title 1 of the Government Code). The information submitted pursuant to
this section shall be made available for governmental or public inspection.

(g) Whenever any form is filed pursuant to this section, it supersedes any previously filed form.

(h) The Secretary of State may destroy or otherwise dispose of any form filed pursuant to this section after it

has been superseded by the filing of a new form.
(Amended (as added by Stats. 2012, Ch. 180) by Stats. 2013, Ch. 353, Sec. 12. Effective September 26, 2013. Addition and amendment of this section are operative
January 1, 2014, by Stats. 2012, Ch. 180, Sec. 3, and Stats. 2013, Ch. 353, Sec. 129.)

5500. Unless the governing documents impose more stringent standards, the board shall do all of the
following:

(a) Review a current reconciliation of the association’s operating accounts on at least a quarterly basis.

(b) Review a current reconciliation of the association’s reserve accounts on at least a quarterly basis.

(c) Review, on at least a quarterly basis, the current year’s actual reserve revenues and expenses compared to
the current year’s budget.

(d) Review the latest account statements prepared by the financial institutions where the association has its
operating and reserve accounts.

(e) Review an income and expense statement for the association’s operating and reserve accounts on at least

a quarterly basis.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013, Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5510. (a) The signatures of at least two persons, who shall be directors, or one officer who is not a director
and one who is a director, shall be required for the withdrawal of moneys from the association’s reserve
accounts.

(b) The board shall not expend funds designated as reserve funds for any purpose other than the repair,
restoration, replacement, or maintenance of, or litigation involving the repair, restoration, replacement, or
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maintenance of, major components that the association is obligated to repair, restore, replace, or maintain

and for which the reserve fund was established.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5515. (a) Notwithstanding Section 5510, the board may authorize the temporary transfer of moneys from a
reserve fund to the association’s general operating fund to meet short-term cashflow requirements or other
expenses, if the board has provided notice of the intent to consider the transfer in a board meeting notice
provided pursuant to Section 4920.

(b) The notice shall include the reasons the transfer is needed, some of the options for repayment, and
whether a special assessment may be considered.

(c) If the board authorizes the transfer, the board shall issue a written finding, recorded in the board’s
minutes, explaining the reasons that the transfer is needed, and describing when and how the moneys will be
repaid to the reserve fund.

(d) The transferred funds shall be restored to the reserve fund within one year of the date of the initial
transfer, except that the board may, after giving the same notice required for considering a transfer, and,
upon making a finding supported by documentation that a temporary delay would be in the best interests of
the common interest development, temporarily delay the restoration.

(e) The board shall exercise prudent fiscal management in maintaining the integrity of the reserve account,
and shall, if necessary, levy a special assessment to recover the full amount of the expended funds within the
time limits required by this section. This special assessment is subject to the limitation imposed by Section
5605. The board may, at its discretion, extend the date the payment on the special assessment is due. Any
extension shall not prevent the board from pursuing any legal remedy to enforce the collection of an unpaid

special assessment.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.}

5520. (a) When the decision is made to use reserve funds or to temporarily transfer moneys from the reserve
fund to pay for litigation pursuant to subdivision (b) of Section 5510, the association shall provide general
notice pursuant to Section 4045 of that decision, and of the availability of an accounting of those expenses.
(b) Unless the governing documents impose more stringent standards, the association shall make an
accounting of expenses related to the litigation on at least a quarterly basis. The accounting shall be made

available for inspection by members of the association at the association’s office.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.}

5550. (a) At least once every three years, the board shall cause to be conducted a reasonably competent and
diligent visual inspection of the accessible areas of the major components that the association is obligated to
repair, replace, restore, or maintain as part of a study of the reserve account requirements of the common
interest development, if the current replacement value of the major components is equal to or greater than
one-half of the gross budget of the association, excluding the association’s reserve account for that period.
The board shall review this study, or cause it to be reviewed, annually and shall consider and implement
necessary adjustments to the board’s analysis of the reserve account requirements as a result of that review.
(b) The study required by this section shall at a minimum include:

(1) Identification of the major components that the association is obligated to repair, replace, restore, or
maintain that, as of the date of the study, have a remaining useful life of less than 30 years.

(2) Identification of the probable remaining useful life of the components identified in paragraph (1) as of
the date of the study.

(3) An estimate of the cost of repair, replacement, restoration, or maintenance of the components
identified in paragraph (1).
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(4) An estimate of the total annual contribution necessary to defray the cost to repair, replace, restore, or
maintain the components identified in paragraph (1) during and at the end of their useful life, after
subtracting total reserve funds as of the date of the study.

(5) A reserve funding plan that indicates how the association plans to fund the contribution identified in
paragraph (4) to meet the association’s obligation for the repair and replacement of all major components
with an expected remaining life of 30 years or less, not including those components that the board has

determined will not be replaced or repaired.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013, Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5560. (a) The reserve funding plan required by Section 5550 shall include a schedule of the date and amount
of any change in regular or special assessments that would be needed to sufficiently fund the reserve funding
plan.

(b) The plan shall be adopted by the board at an open meeting before the membership of the association as
described in Article 2 (commencing with Section 4900) of Chapter 6.

(c) If the board determines that an assessment increase is necessary to fund the reserve funding plan, any
increase shall be approved in a separate action of the board that is consistent with the procedure described in

Section 5605.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5565. The summary of the association’s reserves required by paragraph (2) of subdivision (b) of Section 5300
shall be based on the most recent review or study conducted pursuant to Section 5550, shall be based only on
assets held in cash or cash equivalents, shall be printed in boldface type, and shall include all of the following:
(a) The current estimated replacement cost, estimated remaining life, and estimated useful life of each major
component.

(b) As of the end of the fiscal year for which the study is prepared:

(1) The current estimate of the amount of cash reserves necessary to repair, replace, restore, or maintain
the major components.

(2) The current amount of accumulated cash reserves actually set aside to repair, replace, restore, or
maintain major components.

(3) If applicable, the amount of funds received from either a compensatory damage award or settlement to
an association from any person for injuries to property, real or personal, arising out of any construction or
design defects, and the expenditure or disposition of funds, including the amounts expended for the direct
and indirect costs of repair of construction or design defects. These amounts shall be reported at the end of
the fiscal year for which the study is prepared as separate line items under cash reserves pursuant to
paragraph (2). Instead of complying with the requirements set forth in this paragraph, an association that is
obligated to issue a review of its financial statement pursuant to Section 5305 may include in the review a
statement containing all of the information required by this paragraph.

(c) The percentage that the amount determined for purposes of paragraph (2) of subdivision (b) equals the
amount determined for purposes of paragraph (1) of subdivision (b).

(d) The current deficiency in reserve funding expressed on a per unit basis. The figure shall be calculated by
subtracting the amount determined for purposes of paragraph (2) of subdivision (b) from the amount
determined for purposes of paragraph (1) of subdivision (b) and then dividing the result by the number of
separate interests within the association, except that if assessments vary by the size or type of ownership

interest, then the association shall calculate the current deficiency in a manner that reflects the variation.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5570. (a) The disclosures required by this article with regard to an association or a property shall be
summarized on the following form:
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Assessment and Reserve Funding Disclosure Summary For the Fiscal Year Ending
(1) The regular assessment per ownership interest is $ per . Note: If assessments vary by the
size or type of ownership interest, the assessment applicable to this ownership interest may be found on page
of the attached summary.
(2) Additional regular or special assessments that have already been scheduled to be imposed or charged,
regardless of the purpose, if they have been approved by the board and/or members:

Date assessment Amount per ownership interest per month or | Purpose of the assessment:
will be due: year (If assessments are variable, see note
immediately below):

Total:
Note: if assessments vary by the size or type of ownership interest, the assessment applicable to this
ownership interest may be found on page of the attached report.

(3) Based upon the most recent reserve study and other information available to the board of directors,
will currently projected reserve account balances be sufficient at the end of each year to meet the
association’s obligation for repair and/or replacement of major components during the next 30 years?

Yes No

(4) If the answer to (3) is no, what additional assessments or other contributions to reserves would be
necessary to ensure that sufficient reserve funds will be available each year during the next 30 years that have
not yet been approved by the board or the members?

Approximate date assessment Amount per ownership interest
will be due: per month or year:
Total:

(5) All major components are included in the reserve study and are included in its calculations.
(6) Based on the method of calculation in paragraph (4) of subdivision (b) of Section 5570, the estimated
amount required in the reserve fund at the end of the current fiscal year is $ , based in whole or in part on

the last reserve study or update prepared by as of (month), (year). The projected reserve fund
cash balance at the end of the current fiscal year is $ , resulting in reserves being percent funded at
this date.

If an alternate, but generally accepted, method of calculation is also used, the required reserve amount is
S____.(See attached explanation)

(7) Based on the method of calculation in paragraph (4) of subdivision (b) of Section 5570 of the Civil Code,
the estimated amount required in the reserve fund at the end of each of the next five budget years is
S , and the projected reserve fund cash balance in each of those years, taking into account only

assessments already approved and other known revenues, is $ , leaving the reserve at percent
funding. If the reserve funding plan approved by the association is implemented, the projected reserve fund
cash balance in each of those years will be $ , leaving the reserve at percent funding.

Note: The financial representations set forth in this summary are based on the best estimates of the
preparer at that time. The estimates are subject to change. At the time this summary was prepared, the
assumed long-term before-tax interest rate earned on reserve funds was percent per year, and the
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assumed long-term inflation rate to be applied to major component repair and replacement costs was _____
percent per year.
(b) For the purposes of preparing a summary pursuant to this section:

(1) “Estimated remaining useful life” means the time reasonably calculated to remain before a major
component will require replacement.

(2) “Major component” has the meaning used in Section 55530. Components with an estimated remaining
useful life of more than 30 years may be included in a study as a capital asset or disregarded from the reserve
calculation, so long as the decision is revealed in the reserve study report and reported in the Assessment and
Reserve Funding Disclosure Summary.

(3) The form set out in subdivision (a) shall accompany each annual budget report or summary thereof that
is delivered pursuant to Section 5300. The form may be supplemented or modified to clarify the information
delivered, so long as the minimum information set out in subdivision (a) is provided.

(4) For the purpose of the report and summary, the amount of reserves needed to be accumulated for a
component at a given time shall be computed as the current cost of replacement or repair multiplied by the
number of years the component has been in service divided by the useful life of the component. This shall not

be construed to require the board to fund reserves in accordance with this calculation.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5580. (a) Unless the governing documents impose more stringent standards, any community service
organization whose funding from the association or its members exceeds 10 percent of the organization’s
annual budget shall prepare and distribute to the association a report that meets the requirements of Section
5012 of the Corporations Code, and that describes in detail administrative costs and identifies the payees of
those costs in a manner consistent with the provisions of Article 5 (commencing with Section 5200) of Chapter
6.

(b) If the community service organization does not comply with the standards, the report shall disclose the
noncompliance in detail. If a community service organization is responsible for the maintenance of major
components for which an association would otherwise be responsible, the community service organization
shall supply to the association the information regarding those components that the association would use to
complete disclosures and reserve reports required under this article and Section 5300. An association may rely
upon information received from a community service organization, and shall provide access to the information

pursuant to the provisions of Article 5 (commencing with Section 5200) of Chapter 6.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5600. (a) Except as provided in Section 5605, the association shall levy regular and special assessments
sufficient to perform its obligations under the governing documents and this act.
(b) An association shall not impose or collect an assessment or fee that exceeds the amount necessary to

defray the costs for which it is levied.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5605. (a) Annual increases in regular assessments for any fiscal year shall not be imposed unless the board
has complied with paragraphs (1), (2), (4), (5), (6), (7), and (8) of subdivision (b) of Section 5300 with respect to
that fiscal year, or has obtained the approval of a majority of a quorum of members, pursuant to Section 4070,
at a member meeting or election.

(b) Notwithstanding more restrictive limitations placed on the board by the governing documents, the board
may not impose a regular assessment that is more than 20 percent greater than the regular assessment for
the association’s preceding fiscal year or impose special assessments which in the aggregate exceed 5 percent
of the budgeted gross expenses of the association for that fiscal year without the approval of a majority of a
quorum of members, pursuant to Section 4070, at a member meeting or election.
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(c) For the purposes of this section, “quorum” means more than 50 percent of the members.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013, Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5610. Section 5605 does not limit assessment increases necessary for emergency situations. For purposes of
this section, an emergency situation is any one of the following:

(a) An extraordinary expense required by an order of a court.

(b) An extraordinary expense necessary to repair or maintain the common interest development or any part of
it for which the association is responsible where a threat to personal safety on the property is discovered.

(c) An extraordinary expense necessary to repair or maintain the common interest development or any part of
it for which the association is responsible that could not have been reasonably foreseen by the board in
preparing and distributing the annual budget report under Section 5300. However, prior to the imposition or
collection of an assessment under this subdivision, the board shall pass a resolution containing written
findings as to the necessity of the extraordinary expense involved and why the expense was not or could not
have been reasonably foreseen in the budgeting process, and the resolution shall be distributed to the

members with the notice of assessment.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5615. The association shall provide individual notice pursuant to Section 4040 to the members of any increase
in the regular or special assessments of the association, not less than 30 nor more than 60 days prior to the

increased assessment becoming due.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5620. (a) Regular assessments imposed or collected to perform the obligations of an association under the
governing documents or this act shall be exempt from execution by a judgment creditor of the association
only to the extent necessary for the association to perform essential services, such as paying for utilities and
insurance. In determining the appropriateness of an exemption, a court shall ensure that only essential
services are protected under this subdivision.

(b) This exemption shall not apply to any consensual pledges, liens, or encumbrances that have been approved
by a majority of a quorum of members, pursuant to Section 4070, at a member meeting or election, or to any

state tax lien, or to any lien for labor or materials supplied to the common area.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5625. (a) Except as provided in subdivision (b), notwithstanding any provision of this act or the governing
documents to the contrary, an association shall not levy assessments on separate interests within the
common interest development based on the taxable value of the separate interests unless the association, on
or before December 31, 2009, in accordance with its governing documents, levied assessments on those
separate interests based on their taxable value, as determined by the tax assessor of the county in which the
separate interests are located.

(b) An association that is responsible for paying taxes on the separate interests within the common interest
development may levy that portion of assessments on separate interests that is related to the payment of

taxes based on the taxable value of the separate interest, as determined by the tax assessor.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5650. (a) A regular or special assessment and any late charges, reasonable fees and costs of collection,

reasonable attorney’s fees, if any, and interest, if any, as determined in accordance with subdivision (b), shall
be a debt of the owner of the separate interest at the time the assessment or other sums are levied.
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(b) Regular and special assessments levied pursuant to the governing documents are delinquent 15 days after
they become due, unless the declaration provides a longer time period, in which case the longer time period
shall apply. If an assessment is delinquent, the association may recover all of the following:

(1) Reasonable costs incurred in collecting the delinquent assessment, including reasonable attorney’s fees.

(2) A late charge not exceeding 10 percent of the delinquent assessment or ten dollars (510), whichever is
greater, unless the declaration specifies a late charge in a smaller amount, in which case any late charge
imposed shall not exceed the amount specified in the declaration.

(3) Interest on all sums imposed in accordance with this section, including the delinquent assessments,
reasonable fees and costs of collection, and reasonable attorney’s fees, at an annual interest rate not to
exceed 12 percent, commencing 30 days after the assessment becomes due, unless the declaration specifies
the recovery of interest at a rate of a lesser amount, in which case the lesser rate of interest shall apply.

(c) Associations are hereby exempted from interest-rate limitations imposed by Article XV of the California

Constitution, subject to the limitations of this section.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.}

5655. (a) Any payments made by the owner of a separate interest toward a debt described in subdivision (a)
of Section 5650 shall first be applied to the assessments owed, and, only after the assessments owed are paid
in full shall the payments be applied to the fees and costs of collection, attorney’s fees, late charges, or
interest. ‘

(b) When an owner makes a payment, the owner may request a receipt and the association shall provide it.
The receipt shall indicate the date of payment and the person who received it.

(c) The association shall provide a mailing address for overnight payment of assessments. The address shall be

provided in the annual policy statement.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5658. (a) If a dispute exists between the owner of a separate interest and the association regarding any
disputed charge or sum levied by the association, including, but not limited to, an assessment, fine, penalty,
late fee, collection cost, or monetary penalty imposed as a disciplinary measure, and the amount in dispute
does not exceed the jurisdictional limits of the small claims court stated in Sections 116.220 and 116.221 of
the Code of Civil Procedure, the owner of the separate interest may, in addition to pursuing dispute resolution
pursuant to Article 3 (commencing with Section 5925) of Chapter 10, pay under protest the disputed amount
and all other amounts levied, including any fees and reasonable costs of collection, reasonable attorney’s fees,
late charges, and interest, if any, pursuant to subdivision (b) of Section 5650, and commence an action in small
claims court pursuant to Chapter 5.5 (commencing with Section 116.110) of Title 1 of the Code of Civil
Procedure.

(b) Nothing in this section shall impede an association’s ability to collect delinquent assessments as provided

in this article or Article 3 (commencing with Section 5700).
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5660. At least 30 days prior to recording a lien upon the separate interest of the owner of record to collect a
debt that is past due under Section 5650, the association shall notify the owner of record in writing by
certified mail of the following:
(a) A general description of the collection and lien enforcement procedures of the association and the method
of calculation of the amount, a statement that the owner of the separate interest has the right to inspect the
association records pursuant to Section 5205, and the following statement in 14-point boldface type, if
printed, or in capital letters, if typed:

“IMPORTANT NOTICE: IF YOUR SEPARATE INTEREST 1S PLACED IN FORECLOSURE BECAUSE YOU ARE BEHIND
IN YOUR ASSESSMENTS, IT MAY BE SOLD WITHOUT COURT ACTION.”
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(b) An itemized statement of the charges owed by the owner, including items on the statement which indicate
the amount of any delinquent assessments, the fees and reasonable costs of collection, reasonable attorney’s
fees, any late charges, and interest, if any.

(c) A statement that the owner shall not be liable to pay the charges, interest, and costs of collection, if it is
determined the assessment was paid on time to the association.

(d) The right to request a meeting with the board as provided in Section 5665.

(e) The right to dispute the assessment debt by submitting a written request for dispute resolution to the
association pursuant to the association’s “meet and confer” program required in Article 2 (commencing with
Section 5900) of Chapter 10.

(f) The right to request alternative dispute resolution with a neutral third party pursuant to Article 3
(commencing with Section 5925) of Chapter 10 before the association may initiate foreclosure against the
owner’s separate interest, except that binding arbitration shall not be available if the association intends to

initiate a judicial foreclosure.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5665. (a) An owner, other than an owner of any interest that is described in Section 11212 of the Business
and Professions Code that is not otherwise exempt from this section pursuant to subdivision (a) of Section
11211.7 of the Business and Professions Code, may submit a written request to meet with the board to discuss
a payment plan for the debt noticed pursuant to Section 5660. The association shall provide the owners the
standards for payment plans, if any exists.

(b) The board shall meet with the owner in executive session within 45 days of the postmark of the request, if
the request is mailed within 15 days of the date of the postmark of the notice, unless there is no regularly
scheduled board meeting within that period, in which case the board may designate a committee of one or
more directors to meet with the owner.

(c) Payment plans may incorporate any assessments that accrue during the payment plan period. Additional
late fees shall not accrue during the payment plan period if the owner is in compliance with the terms of the
payment plan.

(d) Payment plans shall not impede an association’s ability to record a lien on the owner’s separate interest to
secure payment of delinquent assessments.

(e) In the event of a default on any payment plan, the association may resume its efforts to collect the

delinquent assessments from the time prior to entering into the payment plan.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5670. Prior to recording a lien for delinquent assessments, an association shall offer the owner and, if so
requested by the owner, participate in dispute resolution pursuant to the association’s “meet and confer”

program required in Article 2 (commencing with Section 5900) of Chapter 10.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5673. For liens recorded on or after January 1, 2006, the decision to record a lien for delinquent assessments
shall be made only by the board and may not be delegated to an agent of the association. The board shall
approve the decision by a majority vote of the directors in an open meeting. The board shall record the vote in

the minutes of that meeting.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5675. (a) The amount of the assessment, plus any costs of collection, late charges, and interest assessed in
accordance with subdivision (b) of Section 5650, shall be a lien on the owner’s separate interest in the
common interest development from and after the time the association causes to be recorded with the county
recorder of the county in which the separate interest is located, a notice of delinquent assessment, which shall
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state the amount of the assessment and other sums imposed in accordance with subdivision (b) of Section
5650, a legal description of the owner’s separate interest in the common interest development against which
the assessment and other sums are levied, and the name of the record owner of the separate interest in the
common interest development against which the lien is imposed.

(b) The itemized statement of the charges owed by the owner described in subdivision (b) of Section 5660
shall be recorded together with the notice of delinquent assessment.

(c) In order for the lien to be enforced by nonjudicial foreclosure as provided in Sections 5700 to 5710,
inclusive, the notice of delinquent assessment shall state the name and address of the trustee authorized by
the association to enforce the lien by sale.

(d) The notice of delinquent assessment shall be signed by the person designated in the declaration or by the
association for that purpose, or if no one is designated, by the president of the association.

(e) A copy of the recorded notice of delinquent assessment shall be mailed by certified mail to every person
whose name is shown as an owner of the separate interest in the association’s records, and the notice shall be

mailed no later than 10 calendar days after recordation.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5680. A lien created pursuant to Section 5675 shall be prior to all other liens recorded subsequent to the
notice of delinquent assessment, except that the declaration may provide for the subordination thereof to any

other liens and encumbrances.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5685. (a) Within 21 days of the payment of the sums specified in the notice of delinquent assessment, the
association shall record or cause to be recorded in the office of the county recorder in which the notice of
delinquent assessment is recorded a lien release or notice of rescission and provide the owner of the separate
interest a copy of the lien release or notice that the delinquent assessment has been satisfied.

(b) If it is determined that a lien previously recorded against the separate interest was recorded in error, the
party who recorded the lien shall, within 21 calendar days, record or cause to be recorded in the office of the
county recorder in which the notice of delinquent assessment is recorded a lien release or notice of rescission
and provide the owner of the separate interest with a declaration that the lien filing or recording was in error
and a copy of the lien release or notice of rescission.

(c) If it is determined that an association has recorded a fien for a delinquent assessment in error, the
association shall promptly reverse all late charges, fees, interest, attorney’s fees, costs of collection, costs
imposed for the notice prescribed in Section 5660, and costs of recordation and release of the lien authorized
under subdivision (b) of Section 5720, and pay all costs related to any related dispute resolution or alternative

dispute resolution.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5690. An association that fails to comply with the procedures set forth in this article shall, prior to recording a
lien, recommence the required notice process. Any costs associated with recommencing the notice process

shall be borne by the association and not by the owner of a separate interest.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5700. (a) Except as otherwise provided in this article, after the expiration of 30 days following the recording of
a lien created pursuant to Section 5675, the lien may be enforced in any manner permitted by law, including
sale by the court, sale by the trustee designated in the notice of delinquent assessment, or sale by a trustee
substituted pursuant to Section 2934a.

(b) Nothing in Article 2 (commencing with Section 5650) or in subdivision (a) of Section 726 of the Code of Civil
Procedure prohibits actions against the owner of a separate interest to recover sums for which a lien is
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created pursuant to Article 2 (commencing with Section 5650) or prohibits an association from taking a deed

in lieu of foreclosure.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5705. (a) Notwithstanding any law or any provisions of the governing documents to the contrary, this section
shall apply to debts for assessments that arise on and after January 1, 2006.

(b) Prior to initiating a foreclosure on an owner’s separate interest, the association shall offer the owner and,
if so requested by the owner, participate in dispute resolution pursuant to the association’s “meet and confer”
program required in Article 2 (commencing with Section 5900) of Chapter 10 or alternative dispute resolution
as set forth in Article 3 (commencing with Section 5925) of Chapter 10. The decision to pursue dispute
resolution or a particular type of alternative dispute resolution shall be the choice of the owner, except that
binding arbitration shall not be available if the association intends to initiate a judicial foreclosure.

(c) The decision to initiate foreclosure of a lien for delinquent assessments that has been validly recorded shall
be made only by the board and may not be delegated to an agent of the association. The board shall approve
the decision by a majority vote of the directors in an executive session. The board shall record the vote in the
minutes of the next meeting of the board open to all members. The board shall maintain the confidentiality of
the owner or owners of the separate interest by identifying the matter in the minutes by the parcel number of
the property, rather than the name of the owner or owners. A board vote to approve foreclosure of a lien shall
take place at least 30 days prior to any public sale.

(d) The board shall provide notice by personal service in accordance with the manner of service of summons in
Article 3 (commencing with Section 415.10) of Chapter 4 of Title 5 of Part 2 of the Code of Civil Procedure to
an owner of a separate interest who occupies the separate interest or to the owner’s legal representative, if
the board votes to foreclose upon the separate interest. The board shall provide written notice to an owner of
a separate interest who does not occupy the separate interest by first-class mail, postage prepaid, at the most
current address shown on the books of the association. In the absence of written notification by the owner to

the association, the address of the owner’s separate interest may be treated as the owner’s mailing address.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5710. (a) Any sale by the trustee shall be conducted in accordance with Sections 2924, 2924b, and 2924c
applicable to the exercise of powers of sale in mortgages and deeds of trust.
(b) In addition to the requirements of Section 2924, the association shall serve a notice of default on the
person named as the owner of the separate interest in the association’s records or, if that person has
designated a legal representative pursuant to this subdivision, on that legal representative. Service shall be in
accordance with the manner of service of summons in Article 3 (commencing with Section 415.10) of Chapter
4 of Title 5 of Part 2 of the Code of Civil Procedure. An owner may designate a legal representative in a writing
that is mailed to the association in a manner that indicates that the association has received it.
(c) The fees of a trustee may not exceed the amounts prescribed in Sections 2924c and 2924d, plus the cost of
service for either of the following:

(1) The notice of default pursuant to subdivision (b).

(2) The decision of the board to foreclose upon the separate interest of an owner as described in

subdivision (d) of Section 5705.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5715. (a) Notwithstanding any law or any provisions of the governing documents to the contrary, this section
shall apply to debts for assessments that arise on and after January 1, 2006.

(b) A nonjudicial foreclosure by an association to collect upon a debt for delinquent assessments shall be
subject to a right of redemption. The redemption period within which the separate interest may be redeemed
from a foreclosure sale under this paragraph ends 90 days after the sale. In addition to the requirements of
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Section 2924f, a notice of sale in connection with an association’s foreclosure of a separate interestin a
common interest development shall include a statement that the property is being sold subject to the right of

redemption created in this section.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5720. (a) Notwithstanding any law or any provisions of the governing documents to the contrary, this section
shall apply to debts for assessments that arise on and after January 1, 2006.

(b) An association that seeks to collect delinquent regular or special assessments of an amount less than one
thousand eight hundred dollars ($1,800), not including any accelerated assessments, late charges, fees and
costs of collection, attorney’s fees, or interest, may not collect that debt through judicial or nonjudicial
foreclosure, but may attempt to collect or secure that debt in any of the following ways:

(1) By a civil action in small claims court, pursuant to Chapter 5.5 (commencing with Section 116.110) of
Title 1 of Part 1 of the Code of Civil Procedure. An association that chooses to proceed by an action in small
claims court, and prevails, may enforce the judgment as permitted under Article 8 (commencing with Section
116.810) of Chapter 5.5 of Title 1 of Part 1 of the Code of Civil Procedure. The amount that may be recovered
in small claims court to collect upon a debt for delinquent assessments may not exceed the jurisdictional limits
of the small claims court and shall be the sum of the following:

(A) The amount owed as of the date of filing the complaint in the small claims court proceeding.

(B) In the discretion of the court, an additional amount to that described in subparagraph (A) equal to
the amount owed for the period from the date the complaint is filed until satisfaction of the judgment,
which total amount may include accruing unpaid assessments and any reasonable late charges, fees and
costs of collection, attorney’s fees, and interest, up to the jurisdictional limits of the small claims court.

(2) By recording a lien on the owner’s separate interest upon which the association may not foreclose until
the amount of the delinquent assessments secured by the lien, exclusive of any accelerated assessments, late
charges, fees and costs of collection, attorney’s fees, or interest, equals or exceeds one thousand eight
hundred dollars ($1,800) or the assessments secured by the lien are more than 12 months delinquent. An
association that chooses to record a lien under these provisions, prior to recording the lien, shall offer the
owner and, if so requested by the owner, participate in dispute resolution as set forth in Article 2
(commencing with Section 5900) of Chapter 10.

(3) Any other manner provided by law, except for judicial or nonjudicial foreclosure.

(c) The limitation on foreclosure of assessment liens for amounts under the stated minimum in this section
does not apply to any of the following:

(1) Assessments secured by a lien that are more than 12 months delinquent.

(2) Assessments owed by owners of separate interests in time-share estates, as defined in subdivision (x) of
Section 11212 of the Business and Professions Code.

(3) Assessments owed by the developer.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5725. (a) A monetary charge imposed by the association as a means of reimbursing the association for costs
incurred by the association in the repair of damage to common area and facilities caused by a member or the
member’s guest or tenant may become a lien against the member’s separate interest enforceable by the sale
of the interest under Sections 2924, 2924b, and 2924c, provided the authority to impose a lien is set forth in
the governing documents. It is the intent of the Legislature not to contravene Section 2792.26 of Title 10 of
the California Code of Regulations, as that section appeared on January 1, 1996, for associations of
subdivisions that are being sold under authority of a subdivision public report, pursuant to Part 2
(commencing with Section 11000) of Division 4 of the Business and Professions Code.
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(b) A monetary penalty imposed by the association as a disciplinary measure for failure of a member to
comply with the governing documents, except for the late payments, may not be characterized nor treated in
the governing documents as an assessment that may become a lien against the member’s separate interest

enforceable by the sale of the interest under Sections 2924, 2924b, and 2924c.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5730. (a) The annual policy statement, prepared pursuant to Section 5310, shall include the following notice,
in at least 12-point type:

“NOTICE ASSESSMENTS AND FORECLOSURE

This notice outlines some of the rights and responsibilities of owners of property in common interest
developments and the associations that manage them. Please refer to the sections of the Civil Code indicated
for further information. A portion of the information in this notice applies only to liens recorded on or after
January 1, 2003. You may wish to consult a lawyer if you dispute an assessment.

ASSESSMENTS AND FORECLOSURE

Assessments become delinquent 15 days after they are due, unless the governing documents provide for a
longer time. The failure to pay association assessments may result in the loss of an owner’s property through
foreclosure. Foreclosure may occur either as a result of a court action, known as judicial foreclosure, or
without court action, often referred to as nonjudicial foreclosure. For liens recorded on and after January 1,
2006, an association may not use judicial or nonjudicial foreclosure to enforce that lien if the amount of the
delinquent assessments or dues, exclusive of any accelerated assessments, late charges, fees, attorney’s fees,
interest, and costs of collection, is less than one thousand eight hundred dollars ($1,800). For delinquent
assessments or dues in excess of one thousand eight hundred dollars (51,800) or more than 12 months
delinquent, an association may use judicial or nonjudicial foreclosure subject to the conditions set forth in
Article 3 (commencing with Section 5700) of Chapter 8 of Part 5 of Division 4 of the Civil Code. When using
judicial or nonjudicial foreclosure, the association records a lien on the owner’s property. The owner’s
property may be sold to satisfy the lien if the amounts secured by the lien are not paid. (Sections 5700 through
5720 of the Civil Code, inclusive)

In a judicial or nonjudicial foreclosure, the association may recover assessments, reasonable costs of
collection, reasonable attorney’s fees, late charges, and interest. The association may not use nonjudicial
foreclosure to collect fines or penalties, except for costs to repair common area damaged by a member or a
member’s guests, if the governing documents provide for this. (Section 5725 of the Civil Code)

The association must comply with the requirements of Article 2 (commencing with Section 5650) of
Chapter 8 of Part 5 of Division 4 of the Civil Code when collecting delinquent assessments. If the association
fails to follow these requirements, it may not record a lien on the owner’s property until it has satisfied those
requirements. Any additional costs that result from satisfying the requirements are the responsibility of the
association. (Section 5675 of the Civil Code)

At least 30 days prior to recording a lien on an owner’s separate interest, the association must provide the
owner of record with certain documents by certified mail, including a description of its collection and lien
enforcement procedures and the method of calculating the amount. it must also provide an itemized
statement of the charges owed by the owner. An owner has a right to review the association’s records to
verify the debt. (Section 5660 of the Civil Code)

If a lien is recorded against an owner’s property in error, the person who recorded the lien is required to
record a lien release within 21 days, and to provide an owner certain documents in this regard. (Section 5685
of the Civil Code)

The collection practices of the association may be governed by state and federal laws regarding fair debt
collection. Penalties can be imposed for debt collection practices that violate these laws.
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PAYMENTS

When an owner makes a payment, the owner may request a receipt, and the association is required to
provide it. On the receipt, the association must indicate the date of payment and the person who received it.
The association must inform owners of a mailing address for overnight payments. (Section 5655 of the Civil
Code)

An owner may, but is not obligated to, pay under protest any disputed charge or sum levied by the
association, including, but not limited to, an assessment, fine, penalty, late fee, collection cost, or monetary
penalty imposed as a disciplinary measure, and by so doing, specifically reserve the right to contest the
disputed charge or sum in court or otherwise.

An owner may dispute an assessment debt by submitting a written request for dispute resolution to the
association as set forth in Article 2 (commencing with Section 5900) of Chapter 10 of Part 5 of Division 4 of the
Civil Code. In addition, an association may not initiate a foreclosure without participating in alternative dispute
resolution with a neutral third party as set forth in Article 3 (commencing with Section 5925) of Chapter 10 of
Part 5 of Division 4 of the Civil Code, if so requested by the owner. Binding arbitration shall not be available if
the association intends to initiate a judicial foreclosure.

An owner is not liable for charges, interest, and costs of collection, if it is established that the assessment
was paid properly on time. (Section 5685 of the Civil Code)

MEETINGS AND PAYMENT PLANS

An owner of a separate interest that is not a time-share interest may request the association to consider a
payment plan to satisfy a delinquent assessment. The association must inform owners of the standards for
payment plans, if any exists. (Section 5665 of the Civil Code)

The board must meet with an owner who makes a proper written request for a meeting to discuss a
payment plan when the owner has received a notice of a delinquent assessment. These payment plans must
conform with the payment plan standards of the association, if they exist. (Section 5665 of the Civil Code)”

(b) An association distributing the notice required by this section to an owner of an interest that is described
in Section 11212 of the Business and Professions Code that is not otherwise exempt from this section pursuant
to subdivision (a) of Section 11211.7 of the Business and Professions Code may delete from the notice

described in subdivision (a) the portion regarding meetings and payment plans.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5735. (a) An association may not voluntarily assign or pledge the association’s right to collect payments or
assessments, or to enforce or foreclose a lien to a third party, except when the assignment or pledge is made
to a financial institution or lender chartered or licensed under federal or state law, when acting within the
scope of that charter or license, as security for a loan obtained by the association.

(b) Nothing in subdivision (a) restricts the right or ability of an association to assign any unpaid obligations of a

former member to a third party for purposes of collection.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5740. (a) Except as otherwise provided, this article applies to a lien created on or after January 1, 2003.

(b) A lien created before January 1, 2003, is governed by the law in existence at the time the lien was created.
{(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5800. (a) A volunteer officer or volunteer director of an association that manages a common interest
development that is exclusively residential, shall not be personally liable in excess of the coverage of insurance
specified in paragraph (4) to any person who suffers injury, including, but not limited to, bodily injury,
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emotional distress, wrongful death, or property damage or loss as a result of the tortious act or omission of
the volunteer officer or volunteer director if all of the following criteria are met:

(1) The act or omission was performed within the scope of the officer’s or director’s association duties.

(2) The act or omission was performed in good faith.

(3) The act or omission was not willful, wanton, or grossly negligent.

(4) The association maintained and had in effect at the time the act or omission occurred and at the time a
claim is made one or more policies of insurance that shall include coverage for (A) general liability of the
association and (B) individual liability of officers and directors of the association for negligent acts or omissions
in that capacity; provided that both types of coverage are in the following minimum amounts:

(A) At least five hundred thousand dollars ($500,000) if the common interest development consists of

100 or fewer separate interests.

(B) At least one million dollars ($1,000,000) if the common interest development consists of more than

100 separate interests.

(b) The payment of actual expenses incurred by a director or officer in the execution of the duties of that
position does not affect the director’s or officer’s status as a volunteer within the meaning of this section.
(c) An officer or director who at the time of the act or omission was a declarant, or who received either direct
or indirect compensation as an employee from the declarant, or from a financial institution that purchased a
separate interest at a judicial or nonjudicial foreclosure of a mortgage or deed of trust on real property, is not
a volunteer for the purposes of this section.
(d) Nothing in this section shall be construed to limit the liability of the association for its negligent act or
omission or for any negligent act or omission of an officer or director of the association.
(e) This section shall only apply to a volunteer officer or director who is a tenant of a separate interest in the
common interest development or is an owner of no more than two separate interests in the common interest
development.
(f) (1) For purposes of paragraph (1) of subdivision (a), the scope of the officer’s or director’s association duties
shall include, but shall not be limited to, both of the following decisions:

(A) Whether to conduct an investigation of the common interest development for latent deficiencies

prior to the expiration of the applicable statute of limitations.

(B) Whether to commence a civil action against the builder for defects in design or construction.

(2) It is the intent of the Legislature that this section clarify the scope of association duties to which the
protections against personal liability in this section apply. It is not the intent of the Legislature that these

clarifications be construed to expand, or limit, the fiduciary duties owed by the directors or officers.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5805. (a) It is the intent of the Legislature to offer civil liability protection to owners of the separate interests
in a common interest development that have common area owned in tenancy-in-common if the association
carries a certain level of prescribed insurance that covers a cause of action in tort.
(b) Any cause of action in tort against any owner of a separate interest arising solely by reason of an
ownership interest as a tenant-in-common in the common area of a common interest development shall be
brought only against the association and not against the individual owners of the separate interests, if both of
the insurance requirements in paragraphs (1) and (2) are met:

(1) The association maintained and has in effect for this cause of action, one or more policies of insurance
that include coverage for general liability of the association.

(2) The coverage described in paragraph (1) is in the following minimum amounts:

(A) At least two million dollars ($2,000,000) if the common interest development consists of 100 or
fewer separate interests.
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(B) At least three million dollars {$3,000,000) if the common interest development consists of more than

100 separate interests.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5810. The association shall, as soon as reasonably practicable, provide individual notice pursuant to Section
4040 to all members if any of the policies described in the annual budget report pursuant to Section 5300
have lapsed, been canceled, and are not immediately renewed, restored, or replaced, or if there is a significant
change, such as a reduction in coverage or limits or an increase in the deductible, as to any of those policies. If
the association receives any notice of nonrenewal of a policy described in the annual budget report pursuant
to Section 5300, the association shall immediately notify its members if replacement coverage will not be in

effect by the date the existing coverage will lapse.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5850. (a) If an association adopts or has adopted a policy imposing any monetary penalty, including any fee,
on any association member for a violation of the governing documents, including any monetary penalty
relating to the activities of a guest or tenant of the member, the board shall adopt and distribute to each
member, in the annual policy statement prepared pursuant to Section 5310, a schedule of the monetary
penalties that may be assessed for those violations, which shall be in accordance with authorization for
member discipline contained in the governing documents.

(b) Any new or revised monetary penalty that is adopted after complying with subdivision (a) may be included
in a supplement that is delivered to the members individually, pursuant to Section 4040.

(c) A monetary penalty for a violation of the governing documents shall not exceed the monetary penalty
stated in the schedule of monetary penalties or supplement that is in effect at the time of the violation.

(d) An association shall provide a copy of the most recently distributed schedule of monetary penalties, along

with any applicable supplements to that schedule, to any member upon request.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5855. (a) When the board is to meet to consider or impose discipline upon a member, or to impose a
monetary charge as a means of reimbursing the association for costs incurred by the association in the repair
of damage to common area and facilities caused by a member or the member’s guest or tenant, the board
shall notify the member in writing, by either personal delivery or individual delivery pursuant to Section 4040,
at least 10 days prior to the meeting.

(b) The notification shall contain, at a minimum, the date, time, and place of the meeting, the nature of the
alleged violation for which a member may be disciplined or the nature of the damage to the common area and
facilities for which a monetary charge may be imposed, and a statement that the member has a right to attend
and may address the board at the meeting. The board shall meet in executive session if requested by the
member.

(c) If the board imposes discipline on a member or imposes a monetary charge on the member for damage to
the common area and facilities, the board shall provide the member a written notification of the decision, by
either personal delivery or individual delivery pursuant to Section 4040, within 15 days following the action.
(d) A disciplinary action or the imposition of a monetary charge for damage to the common area shall not be

effective against a member unless the board fulfills the requirements of this section.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5865. Nothing in Section 5850 or 5855 shall be construed to create, expand, or reduce the authority of the

board to impose monetary penalties on a member for a violation of the governing documents.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)
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5900. (a) This article applies to a dispute between an association and a member involving their rights, duties,
or liabilities under this act, under the Nonprofit Mutual Benefit Corporation Law (Part 3 (commencing with
Section 7110) of Division 2 of Title 1 of the Corporations Code), or under the governing documents of the
common interest development or association.

(b) This article supplements, and does not replace, Article 3 (commencing with Section 5925), relating to

alternative dispute resolution as a prerequisite to an enforcement action.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5905. (a) An association shall provide a fair, reasonable, and expeditious procedure for resolving a dispute
within the scope of this article.

(b) In developing a procedure pursuant to this article, an association shall make maximum, reasonable use of
available local dispute resolution programs involving a neutral third party, including low-cost mediation
programs such as those listed on the Internet Web sites of the Department of Consumer Affairs and the
United States Department of Housing and Urban Development.

(c) If an association does not provide a fair, reasonable, and expeditious procedure for resolving a dispute
within the scope of this article, the procedure provided in Section 5915 applies and satisfies the requirement

of subdivision (a).
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5910. A fair, reasonable, and expeditious dispute resolution procedure shall at a minimum satisfy all of the
following requirements:

(a) The procedure may be invoked by either party to the dispute. A request invoking the procedure shall be in
writing.

(b) The procedure shall provide for prompt deadlines. The procedure shall state the maximum time for the
association to act on a request invoking the procedure.

(c) If the procedure is invoked by a member, the association shall participate in the procedure.

(d) If the procedure is invoked by the association, the member may elect not to participate in the procedure. If
the member participates but the dispute is resolved other than by agreement of the member, the member
shall have a right of appeal to the board.

(e) A resolution of a dispute pursuant to the procedure, which is not in conflict with the law or the governing
documents, binds the association and is judicially enforceable. An agreement reached pursuant to the
procedure, which is not in conflict with the law or the governing documents, binds the parties and is judicially
enforceable.

(f) The procedure shall provide a means by which the member and the association may explain their positions.

(g) A member of the association shall not be charged a fee to participate in the process.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5915. (a) This section applies to an association that does not otherwise provide a fair, reasonable, and
expeditious dispute resolution procedure. The procedure provided in this section is fair, reasonable, and
expeditious, within the meaning of this article.
(b) Either party to a dispute within the scope of this article may invoke the following procedure:

(1) The party may request the other party to meet and confer in an effort to resolve the dispute. The
request shall be in writing.

(2) A member of an association may refuse a request to meet and confer. The association may not refuse a
request to meet and confer.

(3) The board shall designate a director to meet and confer.

(4) The parties shall meet promptly at a mutually convenient time and place, explain their positions to each
other, and confer in good faith in an effort to resolve the dispute.
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(5) A resolution of the dispute agreed to by the parties shall be memorialized in writing and signed by the
parties, including the board designee on behalf of the association.
(c) An agreement reached under this section binds the parties and is judicially enforceable if both of the
following conditions are satisfied:

(1) The agreement is not in conflict with law or the governing documents of the common interest
development or association.

(2) The agreement is either consistent with the authority granted by the board to its designee or the
agreement is ratified by the board.

(d) A member may not be charged a fee to participate in the process.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5920. The annual policy statement prepared pursuant to Section 5310 shall include a description of the

internal dispute resolution process provided pursuant to this article.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5925. As used in this article:
(a) “Alternative dispute resolution” means mediation, arbitration, conciliation, or other nonjudicial procedure
that involves a neutral party in the decisionmaking process. The form of alternative dispute resolution chosen
pursuant to this article may be binding or nonbinding, with the voluntary consent of the parties.
(b) “Enforcement action” means a civil action or proceeding, other than a cross-complaint, for any of the
following purposes:

(1) Enforcement of this act.

(2) Enforcement of the Nonprofit Mutual Benefit Corporation Law (Part 3 (commencing with Section 7110)
of Division 2 of Title 1 of the Corporations Code).

(3) Enforcement of the governing documents.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5930. (a) An association or a member may not file an enforcement action in the superior court unless the
parties have endeavored to submit their dispute to alternative dispute resolution pursuant to this article.

(b) This section applies only to an enforcement action that is solely for declaratory, injunctive, or writ relief, or
for that relief in conjunction with a claim for monetary damages not in excess of the jurisdictional limits stated
in Sections 116.220 and 116.221 of the Code of Civil Procedure.

(c) This section does not apply to a small claims action.

(d) Except as otherwise provided by law, this section does not apply to an assessment dispute.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5935. (a) Any party to a dispute may initiate the process required by Section 5930 by serving on all other
parties to the dispute a Request for Resolution. The Request for Resolution shall include all of the following:

(1) A brief description of the dispute between the parties.

(2) A request for alternative dispute resolution.

(3) A notice that the party receiving the Request for Resolution is required to respond within 30 days of
receipt or the request will be deemed rejected.

(4) If the party on whom the request is served is the member, a copy of this article.
(b) Service of the Request for Resolution shall be by personal delivery, first-class mail, express mail, facsimile
transmission, or other means reasonably calculated to provide the party on whom the request is served actual
notice of the request.
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(c) A party on whom a Request for Resolution is served has 30 days following service to accept or reject the
request. If a party does not accept the request within that period, the request is deemed rejected by the

party.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5940. (a) If the party on whom a Request for Resolution is served accepts the request, the parties shall
complete the alternative dispute resolution within 90 days after the party initiating the request receives the
acceptance, unless this period is extended by written stipulation signed by both parties.

(b) Chapter 2 (commencing with Section 1115) of Division 9 of the Evidence Code applies to any form of
alternative dispute resolution initiated by a Request for Resolution under this article, other than arbitration.

(c) The costs of the alternative dispute resolution shall be borne by the parties.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5945. If a Request for Resolution is served before the end of the applicable time limitation for commencing an
enforcement action, the time limitation is tolled during the following periods:

(a) The period provided in Section 5935 for response to a Request for Resolution.

(b) If the Request for Resolution is accepted, the period provided by Section 5940 for completion of alternative

dispute resolution, including any extension of time stipulated to by the parties pursuant to Section 5940.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5950. (a) At the time of commencement of an enforcement action, the party commencing the action shall file
with the initial pleading a certificate stating that one or more of the following conditions are satisfied:

(1) Alternative dispute resolution has been completed in compliance with this article.

(2) One of the other parties to the dispute did not accept the terms offered for alternative dispute
resolution. '

(3) Preliminary or temporary injunctive relief is necessary.
(b) Failure to file a certificate pursuant to subdivision (a) is grounds for a demurrer or a motion to strike unless
the court finds that dismissal of the action for failure to comply with this article would result in substantial

prejudice to one of the parties.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5955. (a) After an enforcement action is commenced, on written stipulation of the parties, the matter may be
referred to alternative dispute resolution. The referred action is stayed. During the stay, the action is not
subject to the rules implementing subdivision (c) of Section 68603 of the Government Code.

(b) The costs of the alternative dispute resolution shall be borne by the parties.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5960. In'an enforcement action in which attorney’s fees and costs may be awarded, the court, in determining
the amount of the award, may consider whether a party’s refusal to participate in alternative dispute

resolution before commencement of the action was reasonable.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5965. (a) An association shall annually provide its members a summary of the provisions of this article that
specifically references this article. The summary shall include the following language:

“Failure of a member of the association to comply with the alternative dispute resolution requirements of
Section 5930 of the Civil Code may result in the loss of the member’s right to sue the association or another
member of the association regarding enforcement of the governing documents or the applicable law.”

(b) The summary shall be included in the annual policy statement prepared pursuant to Section 5310.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)
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5975. (a) The covenants and restrictions in the declaration shall be enforceable equitable servitudes, unless
unreasonable, and shall inure to the benefit of and bind all owners of separate interests in the development.
Unless the declaration states otherwise, these servitudes may be enforced by any owner of a separate interest
or by the association, or by both.

(b) A governing document other than the declaration may be enforced by the association against an owner of
a separate interest or by an owner of a separate interest against the association.

(c) In an action to enforce the governing documents, the prevailing party shall be awarded reasonable

attorney’s fees and costs.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5980. An association has standing to institute, defend, settle, or intervene in litigation, arbitration, mediation,
or administrative proceedings in its own name as the real party in interest and without joining with it the
members, in matters pertaining to the following:

(a) Enforcement of the governing documents.

(b) Damage to the common area.

(c) Damage to a separate interest that the association is obligated to maintain or repair.

(d) Damage to a separate interest that arises out of, or is integrally related to, damage to the common area or

a separate interest that the association is obligated to maintain or repair.
{Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

5985. (a) In an action maintained by an association pursuant to subdivision (b), (c), or (d) of Section 5980, the
amount of damages recovered by the association shall be reduced by the amount of damages allocated to the
association or its managing agents in direct proportion to their percentage of fault based upon principles of
comparative fault. The comparative fault of the association or its managing agents may be raised by way of
defense, but shall not be the basis for a cross-action or separate action against the association or its managing
agents for contribution or implied indemnity, where the only damage was sustained by the association or its
members. It is the intent of the Legislature in enacting this subdivision to require that comparative fault be
pleaded as an affirmative defense, rather than a separate cause of action, where the only damage was
sustained by the association or its members.

(b) In an action involving damages described in subdivision (b), (c), or (d) of Section 5980, the defendant or
cross-defendant may allege and prove the comparative fault of the association or its managing agents as a
setoff to the liability of the defendant or cross-defendant even if the association is not a party to the litigation
or is no longer a party whether by reason of settlement, dismissal, or otherwise.

(c) Subdivisions (a) and (b) apply to actions commenced on or after January 1, 1993.

(d) Nothing in this section affects a person’s liability under Section 1431, or the liability of the association or its

managing agent for an act or omission that causes damages to another.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

6000. (a) Before an association files a complaint for damages against a builder, developer, or general
contractor {respondent) of a common interest development based upon a claim for defects in the design or
construction of the common interest development, all of the requirements of this section shall be satisfied
with respect to the builder, developer, or general contractor.

(b) The association shall serve upon the respondent a “Notice of Commencement of Legal Proceedings.” The
notice shall be served by certified mail to the registered agent of the respondent, or if there is no registered
agent, then to any officer of the respondent. If there are no current officers of the respondent, service shall be
upon the person or entity otherwise authorized by law to receive service of process. Service upon the general
contractor shall be sufficient to initiate the process set forth in this section with regard to any builder or
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developer, if the builder or developer is not amenable to service of process by the foregoing methods. This
notice shall toll all applicable statutes of limitation and repose, whether contractual or statutory, by and
against all potentially responsible parties, regardless of whether they were named in the notice, including
claims for indemnity applicable to the claim for the period set forth in subdivision (c). The notice shall include
all of the following:

(1) The name and location of the project.

(2) An initial list of defects sufficient to apprise the respondent of the general nature of the defects at issue.

(3) A description of the results of the defects, if known.

(4) A summary of the results of a survey or questionnaire distributed to homeowners to determine the
nature and extent of defects, if a survey has been conducted or a questionnaire has been distributed.

(5) Either a summary of the results of testing conducted to determine the nature and extent of defects or
the actual test results, if that testing has been conducted.

(c) Service of the notice shall commence a period, not to exceed 180 days, during which the association, the
respondent, and all other participating parties shall try to resolve the dispute through the processes set forth
in this section. This 180-day period may be extended for one additional period, not to exceed 180 days, only
upon the mutual agreement of the association, the respondent, and any parties not deemed peripheral
pursuant to paragraph (3) of subdivision (e). Any extensions beyond the first extension shall require the
agreement of all participating parties. Unless extended, the dispute resolution process prescribed by this
section shall be deemed completed. All extensions shall continue the tolling period described in subdivision
(b).

(d) Within 25 days of the date the association serves the Notice of Commencement of Legal Proceedings, the
respondent may request in writing to meet and confer with the board. Unless the respondent and the
association otherwise agree, there shall be not more than one meeting, which shall take place no later than 10
days from the date of the respondent’s written request, at a mutually agreeable time and place. The meeting
shall be subject to subdivision (a) of Section 4925 and subdivisions (a) and (b) of Section 4935. The discussions
at the meeting are privileged communications and are not admissible in evidence in any civil action, unless the
association and the respondent consent in writing to their admission.

(e) Upon receipt of the notice, the respondent shall, within 60 days, comply with the following:

(1) The respondent shall provide the association with access to, for inspection and copying of, all plans and
specifications, subcontracts, and other construction files for the project that are reasonably calculated to lead
to the discovery of admissible evidence regarding the defects claimed. The association shall provide the
respondent with access to, for inspection and copying of, all files reasonably calculated to lead to the
discovery of admissible evidence regarding the defects claimed, including all reserve studies, maintenance
records and any survey questionnaires, or results of testing to determine the nature and extent of defects. To
the extent any of the above documents are withheld based on privilege, a privilege log shall be prepared and
submitted to all other parties. All other potentially responsible parties shall have the same rights as the
respondent regarding the production of documents upon receipt of written notice of the claim, and shall
produce all relevant documents within 60 days of receipt of the notice of the claim.

(2) The respondent shall provide written notice by certified mail to all subcontractors, design professionals,
their insurers, and the insurers of any additional insured whose identities are known to the respondent or
readily ascertainable by review of the project files or other similar sources and whose potential responsibility
appears on the face of the notice. This notice to subcontractors, design professionals, and insurers shall
include a copy of the Notice of Commencement of Legal Proceedings, and shall specify the date and manner
by which the parties shall meet and confer to select a dispute resolution facilitator pursuant to paragraph (1)
of subdivision (f), advise the recipient of its obligation to participate in the meet and confer or serve a written
acknowledgment of receipt regarding this notice, advise the recipient that it will waive any challenge to
selection of the dispute resolution facilitator if it elects not to participate in the meet and confer, advise the
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recipient that it may seek the assistance of an attorney, and advise the recipient that it should contact its
insurer, if any. Any subcontractor or design professional, or insurer for that subcontractor, design professional,
or additional insured, who receives written notice from the respondent regarding the meet and confer shall,
prior to the meet and confer, serve on the respondent a written acknowledgment of receipt. That
subcontractor or design professional shall, within 10 days of service of the written acknowledgment of receipt,
provide to the association and the respondent a Statement of Insurance that includes both of the following:
(A) The names, addresses, and contact persons, if known, of all insurance carriers, whether primary or
excess and regardless of whether a deductible or self-insured retention applies, whose policies were in
effect from the commencement of construction of the subject project to the present and which potentially
cover the subject claims.
(B) The applicable policy numbers for each policy of insurance provided.

(3) Any subcontractor or design professional, or insurer for that subcontractor, design professional, or
additional insured, who so chooses, may, at any time, make a written request to the dispute resolution
facilitator for designation as a peripheral party. That request shall be served contemporaneously on the
association and the respondent. If no objection to that designation is received within 15 days, or upon
rejection of that objection, the dispute resolution facilitator shall designate that subcontractor or design
professional as a peripheral party, and shall thereafter seek to limit the attendance of that subcontractor or
design professional only to those dispute resolution sessions deemed peripheral party sessions or to those
sessions during which the dispute resolution facilitator believes settlement as to peripheral parties may be
finalized. Nothing in this subdivision shall preclude a party who has been designated a peripheral party from
being reclassified as a nonperipheral party, nor shall this subdivision preclude a party designated as a
nonperipheral party from being reclassified as a peripheral party after notice to all parties and an opportunity
to object. For purposes of this subdivision, a peripheral party is a party having total claimed exposure of less
than twenty-five thousand dollars ($25,000).

(f) (1) Within 20 days of sending the notice set forth in paragraph (2) of subdivision (e}, the association,
respondent, subcontractors, design professionals, and their insurers who have been sent a notice as described
in paragraph (2) of subdivision (e) shall meet and confer in an effort to select a dispute resolution facilitator to
preside over the mandatory dispute resolution process prescribed by this section. Any subcontractor or design
professional who has been given timely notice of this meeting but who does not participate, waives any
challenge he or she may have as to the selection of the dispute resolution facilitator. The role of the dispute
resolution facilitator is to attempt to resolve the conflict in a fair manner. The dispute resolution facilitator
shall be sufficiently knowledgeable in the subject matter and be able to devote sufficient time to the case. The
dispute resolution facilitator shall not be required to reside in or have an office in the county in which the
project is located. The dispute resolution facilitator and the participating parties shall agree to a date, time,
and location to hold a case management meeting of all parties and the dispute resolution facilitator, to discuss
the claims being asserted and the scheduling of events under this section. The case management meeting with
the dispute resolution facilitator shall be held within 100 days of service of the Notice of Commencement of
Legal Proceedings at a location in the county where the project is located. Written notice of the case
management meeting with the dispute resolution facilitator shall be sent by the respondent to the
association, subcontractors and design professionals, and their insurers who are known to the respondent to
be on notice of the claim, no later than 10 days prior to the case management meeting, and shall specify its
date, time, and location. The dispute resolution facilitator in consultation with the respondent shall maintain a
contact list of the participating parties.

(2) No later than 10 days prior to the case management meeting, the dispute resolution facilitator shall
disclose to the parties all matters that could cause a person aware of the facts to reasonably entertain a doubt
that the proposed dispute resolution facilitator would be able to resolve the conflict in a fair manner. The
facilitator’s disclosure shall include the existence of any ground specified in Section 170.1 of the Code of Civil
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Procedure for disqualification of a judge, any attorney-client relationship the facilitator has or had with any
party or lawyer for a party to the dispute resolution process, and any professional or significant personal
relationship the facilitator or his or her spouse or minor child living in the household has or had with any party
to the dispute resolution process. The disclosure shall also be provided to any subsequently noticed
subcontractor or design professional within 10 days of the notice.

(3) A dispute resolution facilitator shall be disqualified by the court if he or she fails to comply with this
subdivision and any party to the dispute resolution process serves a notice of disqualification prior to the case
management meeting. If the dispute resolution facilitator complies with this subdivision, he or she shall be
disqualified by the court on the basis of the disclosure if any party to the dispute resolution process serves a
notice of disqualification prior to the case management meeting.

(4) If the parties cannot mutually agree to a dispute resolution facilitator, then each party shall submit a list
of three dispute resolution facilitators. Each party may then strike one nominee from the other parties’ list,
and petition the court, pursuant to the procedure described in subdivisions (n) and (o), for final selection of
the dispute resolution facilitator. The court may issue an order for final selection of the dispute resolution
facilitator pursuant to this paragraph.

(5) Any subcontractor or design professional who receives notice of the association’s claim without having
previously received timely notice of the meet and confer to select the dispute resolution facilitator shall be
notified by the respondent regarding the name, address, and telephone number of the dispute resolution
facilitator. Any such subcontractor or design professional may serve upon the parties and the dispute
resolution facilitator a written objection to the dispute resolution facilitator within 15 days of receiving notice
of the claim. Within seven days after service of this objection, the subcontractor or design professional may
petition the superior court to replace the dispute resolution facilitator. The court may replace the dispute
resolution facilitator only upon a showing of good cause, liberally construed. Failure to satisfy the deadlines
set forth in this subdivision shall constitute a waiver of the right to challenge the dispute resolution facilitator.

(6) The costs of the dispute resolution facilitator shall be apportioned in the following manner: one-third to
be paid by the association; one-third to be paid by the respondent; and one-third to be paid by the
subcontractors and design professionals, as allocated among them by the dispute resolution facilitator. The
costs of the dispute resolution facilitator shall be recoverable by the prevailing party in any subsequent
litigation pursuant to Section 1032 of the Code of Civil Procedure, provided however that any nonsettling
party may, prior to the filing of the complaint, petition the facilitator to reallocate the costs of the dispute
resolution facilitator as they apply to any nonsettling party. The determination of the dispute resolution
facilitator with respect to the allocation of these costs shall be binding in any subsequent litigation. The
dispute resolution facilitator shall take into account all relevant factors and equities between all parties in the
dispute resolution process when reallocating costs.

(7) In the event the dispute resolution facilitator is replaced at any time, the case management statement
created pursuant to subdivision (h) shall remain in full force and effect.

(8) The dispute resolution facilitator shall be empowered to enforce all provisions of this section.

(g) (1) No later than the case management meeting, the parties shall begin to generate a data compilation
showing the following information regarding the alleged defects at issue:
(A) The scope of the work performed by each potentially responsible subcontractor.
(B) The tract or phase number in which each subcontractor provided goods or services, or both.
(C) The units, either by address, unit number, or lot number, at which each subcontractor provided
goods or services, or both.

(2) This data compilation shall be updated as needed to reflect additional information. Each party attending
the case management meeting, and any subsequent meeting pursuant to this section, shall provide all
information available to that party relevant to this data compilation.
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(h) At the case management meeting, the parties shall, with the assistance of the dispute resolution facilitator,
reach agreement on a case management statement, which shall set forth all of the elements set forth in
paragraphs (1) to (8), inclusive, except that the parties may dispense with one or more of these elements if
they agree that it is appropriate to do so. The case management statement shall provide that the following
elements shall take place in the following order:

(1) Establishment of a document depository, located in the county where the project is located, for deposit
of documents, defect lists, demands, and other information provided for under this section. All documents
exchanged by the parties and all documents created pursuant to this subdivision shall be deposited in the
document depository, which shall be available to all parties throughout the prefiling dispute resolution
process and in any subsequent litigation. When any document is deposited in the document depository, the
party depositing the document shall provide written notice identifying the document to all other parties. The
costs of maintaining the document depository shall be apportioned among the parties in the same manner as
the costs of the dispute resolution facilitator.

(2) Provision of a more detailed list of defects by the association to the respondent after the association
completes a visual inspection of the project. This list of defects shall provide sufficient detail for the
respondent to ensure that all potentially responsible subcontractors and design professionals are provided
with notice of the dispute resolution process. If not already completed prior to the case management meeting,
the Notice of Commencement of Legal Proceedings shall be served by the respondent on all additional
subcontractors and design professionals whose potential responsibility appears on the face of the more
detailed list of defects within seven days of receipt of the more detailed list. The respondent shall serve a copy
of the case management statement, including the name, address, and telephone number of the dispute
resolution facilitator, to all the potentially responsible subcontractors and design professionals at the same
time.

(3) Nonintrusive visual inspection of the project by the respondent, subcontractors, and design
professionals.

(4) Invasive testing conducted by the association, if the association deems appropriate. All parties may
observe and photograph any testing conducted by the association pursuant to this paragraph, but may not
take samples or direct testing unless, by mutual agreement, costs of testing are shared by the parties.

(5) Provision by the association of a comprehensive demand which provides sufficient detail for the parties
to engage in meaningful dispute resolution as contemplated under this section.

(6) Invasive testing conducted by the respondent, subcontractors, and design professionals, if they deem
appropriate.

(7) Allowance for modification of the demand by the association if new issues arise during the testing
conducted by the respondent, subcontractor, or design professionals.

(8) Facilitated dispute resolution of the claim, with all parties, including peripheral parties, as appropriate,
and insurers, if any, present and having settlement authority. The dispute resolution facilitators shall endeavor
to set specific times for the attendance of specific parties at dispute resolution sessions. If the dispute
resolution facilitator does not set specific times for the attendance of parties at dispute resolution sessions,
the dispute resolution facilitator shall permit those parties to participate in dispute resolution sessions by
telephone.

(i) In addition to the foregoing elements of the case management statement described in subdivision (h), upon
mutual agreement of the parties, the dispute resolution facilitator may include any or all of the following
elements in a case management statement: the exchange of consultant or expert photographs; expert
presentations; expert meetings; or any other mechanism deemed appropriate by the parties in the interest of
resolving the dispute.

(j) The dispute resolution facilitator, with the guidance of the parties, shall at the time the case management
statement is established, set deadlines for the occurrence of each event set forth in the case management
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statement, taking into account such factors as the size and complexity of the case, and the requirement of this
section that this dispute resolution process not exceed 180 days absent agreement of the parties to an
extension of time.

(k) (1) (A) At a time to be determined by the dispute resolution facilitator, the respondent may submit to the
association all of the following:

(i) A request to meet with the board to discuss a written settlement offer.

(ii) A written settlement offer, and a concise explanation of the reasons for the terms of the offer.

(iii) A statement that the respondent has access to sufficient funds to satisfy the conditions of the
settlement offer.

(iv) A summary of the results of testing conducted for the purposes of determining the nature and
extent of defects, if this testing has been conducted, unless the association provided the respondent
with actual test results.

(B) If the respondent does not timely submit the items required by this subdivision, the association shall
be relieved of any further obligation to satisfy the requirements of this subdivision only.

(C) No less than 10 days after the respondent submits the items required by this paragraph, the
respondent and the board shall meet and confer about the respondent’s settlement offer.

(D) If the board rejects a settlement offer presented at the meeting held pursuant to this subdivision,
the board shall hold a meeting open to each member of the association. The meeting shall be held no less
than 15 days before the association commences an action for damages against the respondent.

(E) No less than 15 days before this meeting is held, a written notice shall be sent to each member of the
association specifying all of the following:

(i) That a meeting will take place to discuss problems that may lead to the filing of a civil action, and
the time and place of this meeting.

(ii) The options that are available to address the problems, including the filing of a civil action and a
statement of the various alternatives that are reasonably foreseeable by the association to pay for those
options and whether these payments are expected to be made from the use of reserve account funds or
the imposition of regular or special assessments, or emergency assessment increases.

(iii) The complete text of any written settlement offer, and a concise explanation of the specific
reasons for the terms of the offer submitted to the board at the meeting held pursuant to subdivision
(d) that was received from the respondent.

(F) The respondent shall pay all expenses attributable to sending the settlement offer to all members of
the association. The respondent shall also pay the expense of holding the meeting, not to exceed three
dollars (53) per association member.

(G) The discussions at the meeting and the contents of the notice and the items required to be specified
in the notice pursuant to subparagraph (E) are privileged communications and are not admissible in
evidence in any civil action, unless the association consents to their admission.

(H) No more than one request to meet and discuss a written settlement offer may be made by the
respondent pursuant to this subdivision. '

(I) All defect lists and demands, communications, negotiations, and settlement offers made in the course of
the prelitigation dispute resolution process provided by this section shall be inadmissible pursuant to Sections
1119 to 1124, inclusive, of the Evidence Code and all applicable decisional law. This inadmissibility shall not be
extended to any other documents or communications which would not otherwise be deemed inadmissible.
(m) Any subcontractor or design professional may, at any time, petition the dispute resolution facilitator to
release that party from the dispute resolution process upon a showing that the subcontractor or design
professional is not potentially responsible for the defect claims at issue. The petition shall be served
contemporaneously on all other parties, who shall have 15 days from the date of service to object. If a
subcontractor or design professional is released, and it later appears to the dispute resolution facilitator that it
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may be a responsible party in light of the current defect list or demand, the respondent shall renotice the
party as provided by paragraph (2) of subdivision (e), provide a copy of the current defect list or demand, and
direct the party to attend a dispute resolution session at a stated time and location. A party who subsequently
appears after having been released by the dispute resolution facilitator shall not be prejudiced by its absence
from the dispute resolution process as the result of having been previously released by the dispute resolution
facilitator.

(n) Any party may, at any time, petition the superior court in the county where the project is located, upon a
showing of good cause, and the court may issue an order, for any of the following, or for appointment of a
referee to resolve a dispute regarding any of the following:

(1) To take a deposition of any party to the process, or subpoena a third party for deposition or production
of documents, which is necessary to further prelitigation resolution of the dispute.

(2) To resolve any disputes concerning inspection, testing, production of documents, or exchange of
information provided for under this section.

(3) To resolve any disagreements relative to the timing or contents of the case management statement.

(4) To authorize internal extensions of timeframes set forth in the case management statement.

(5) To seek a determination that a settlement is a good faith settlement pursuant to Section 877.6 of the
Code of Civil Procedure and all related authorities. The page limitations and meet and confer requirements
specified in this section shall not apply to these motions, which may be made on shortened notice. Instead,
these motions shall be subject to other applicable state law, rules of court, and local rules. A determination
made by the court pursuant to this motion shall have the same force and effect as the determination of a
postfiling application or motion for good faith settlement.

(6) To ensure compliance, on shortened notice, with the obligation to provide a Statement of Insurance
pursuant to paragraph (2) of subdivision (e).

(7) For any other relief appropriate to the enforcement of the provisions of this section, including the
ordering of parties, and insurers, if any, to the dispute resolution process with settlement authority.

(o) (1) A petition filed pursuant to subdivision (n) shall be filed in the superior court in the county in which the
project is located. The court shall hear and decide the petition within 10 days after filing. The petitioning party
shall serve the petition on all parties, including the date, time, and location of the hearing no later than five
business days prior to the hearing. Any responsive papers shall be filed and served no later than three
business days prior to the hearing. Any petition or response filed under this section shall be no more than
three pages in length.

(2) All parties shall meet with the dispute resolution facilitator, if one has been appointed and confer in
person or by telephone prior to the filing of that petition to attempt to resolve the matter without requiring
court intervention.

(p) As used in this section:

(1) “Association” shall have the same meaning as defined in Section 4080.

(2) “Builder” means the declarant, as defined in Section 4130.

(3) “Common interest development” shall have the same meaning as in Section 4100, except that it shall
not include developments or projects with less than 20 units.

(q) The alternative dispute resolution process and procedures described in this section shall have no
application or legal effect other than as described in this section.

(r) This section shall become operative on July 1, 2002, however it shall not apply to any pending suit or claim
for which notice has previously been given.
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(s) This section shall become inoperative on July 1, 2017, and, as of January 1, 2018, is repealed, unless a later
enacted statute, that becomes operative on or before January 1, 2018, deletes or extends the dates on which

it becomes inoperative and is repealed.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180. Inoperative July 1, 2017. Repealed as of January 1,
2018, by its own provisions.)

6100. (a) As soon as is reasonably practicable after the association and the builder have entered into a
settlement agreement or the matter has otherwise been resolved regarding alleged defects in the common
areas, alleged defects in the separate interests that the association is obligated to maintain or repair, or
alleged defects in the separate interests that arise out of, or are integrally related to, defects in the common
areas or separate interests that the association is obligated to maintain or repair, where the defects giving rise
to the dispute have not been corrected, the association shall, in writing, inform only the members of the
association whose names appear on the records of the association that the matter has been resolved, by
settlement agreement or other means, and disclose all of the following:

(1) A general description of the defects that the association reasonably believes, as of the date of the
disclosure, will be corrected or replaced.

(2) A good faith estimate, as of the date of the disclosure, of when the association believes that the defects
identified in paragraph (1) will be corrected or replaced. The association may state that the estimate may be
modified.

(3) The status of the claims for defects in the design or construction of the common interest development
that were not identified in paragraph (1) whether expressed in a preliminary list of defects sent to each
member of the association or otherwise claimed and disclosed to the members of the association.

(b) Nothing in this section shall preclude an association from amending the disclosures required pursuant to
subdivision (a), and any amendments shall supersede any prior conflicting information disclosed to the
members of the association and shall retain any privilege attached to the original disclosures.

(c) Disclosure of the information required pursuant to subdivision (a) or authorized by subdivision (b) shall not
waive any privilege attached to the information.

(d) For the purposes of the disclosures required pursuant to this section, the term “defects” shall be defined to

include any damage resulting from defects.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

6150. (a) Not later than 30 days prior to the filing of any civil action by the association against the declarant or
other developer of a common interest development for alleged damage to the common areas, alleged
damage to the separate interests that the association is obligated to maintain or repair, or alleged damage to
the separate interests that arises out of, or is integrally related to, damage to the common areas or separate
interests that the association is obligated to maintain or repair, the board shall provide a written notice to
each member of the association who appears on the records of the association when the notice is provided.
This notice shall specify all of the following:

(1) That a meeting will take place to discuss problems that may lead to the filing of a civil action.

(2) The options, including civil actions, that are available to address the problems.

(3) The time and place of this meeting.
(b) Notwithstanding subdivision (a), if the association has reason to believe that the applicable statute of
limitations will expire before the association files the civil action, the association may give the notice, as

described above, within 30 days after the filing of the action.
(Added by Stats. 2012, Ch. 180, Sec. 2. Effective January 1, 2013. Operative January 1, 2014, by Sec. 3 of Ch. 180.)

68



