ARCH Summary:

Major RA Finance/Governance Changes in the Proposed RA Governing Documents with Pro’s & Con’s
	Topic:  The Cap on Annual Assessments 

	Current RA Provisions
	Proposed Changes
	Pro’s
	Con’s

	1. Annual Assessment may not exceed the greater of .5% of Lot valuation or $250, adjusted annually from 1984 by CPI. Deed § VIII(a).  

2. As adjusted for inflation, the current cap is $445.47; the actual current assessment is $425.
3. The cap cannot be exceeded except by Member referendum, requiring a 40% turn out and 67% approval.  Deed § VIII.2(c).
	1. No cap.  Decl. § 10.2(a)

2. In addition, if additional funds are required during any fiscal year, the Board in its discretion may impose an “Additional Assessment,” payable as it determines, without need of Member approval. Decl. § 10.2(b).  (This also is in lieu of Special Assessments; see separate discussion of Special Assessments below)
	1. The Board, as the elected representatives of the Members, should be trusted to act in the Members’ best interests.
2. Retaining the cap may restrict the Board from raising sufficient revenue to meet the needs and contingencies of the Association.

3. The latest capital reserve study concluded RA must increase reserve contributions by $143,000 annually.  That is @ $8/Member.  That alone would be 1/3 of the existing difference between the current Annual Assessment and the cap.
	1. If the Membership can be presented a compelling case for a cap increase, it should be trusted to act in its own interest and approve an increase. 

2. The cap is the principal constraint on Board spending/fiscal priorities.  Unlike government, there are no checks and balances built in to affect the Board’s combined legislative/executive power (other than the regular Board elections).  
3. Given that assessments are $20 under the existing cap, the @ $8/Member some feel is needed for the aging infrastructure could be added now without hitting the current cap, so this does not justify eliminating it.
4. If the current cap is too low, then an alternative cap could be presented.  


	Topic:  Special Assessments 

	Current RA Provisions
	Proposed Changes
	Pro’s
	Con’s

	A referendum required, with 10% quorum (turnout) and majority of those voting (those to whom the Special Assessment would apply) must approve.  Deed §§ I.2(a); V.6
	Eliminates the referendum requirement by simply vesting with the Board the authority to make “Additional Assessments” in its discretion (there is no specific reference to “special assessments”).  Decl. § 10.2(b).   
Capital projects are subject to § 11.4 (see above).
	The Board should be trusted to identify any special needs and make Additional Assessments in its discretion. 







	1. This eliminates an existing Member right to act as a check on the assessment power.

2. Could eliminate the POAA right to members to rescind a Special Assessment after it is adopted; since Special Assessment is not in the documents, and everything would be called Additional Assessments, not clear how the POAA provisions could be invoked.


	Topic:  Budget Process 

	Current RA Provisions
	Proposed Changes
	Pro’s
	Con’s

	The Board must adopt an annual budget and fix the Annual Assessment prior to commencement of the fiscal year; if it fails to do so, the Assessment for the prior year shall apply.  Bylaws § VII.2.

A 2/3 Board majority must approve funds in excess of the budgeted amount.  


	Decl. § 10.1(b) also requires the Board to put in place a budget before start of the fiscal year; however:

1.   Decl. § 10.1(d) specifically provides that failure to do so has no consequence; Members must pay Assessments at previous year’s rate and Board can increase that once a new budget is approved; and

2.  If at any time additional funds are required during a fiscal year, the Board may (by majority vote) levy Additional Assessments in its discretion.  Decl. § 10.2(b).
	1.  Given the complexities of adopting an annual budget, and to allow for unforeseen circumstances, the Board should not be penalized for not meeting a budget date, which could work to the detriment of the Members’ interests.

2.  The budget process allows for Member input, so there is no prejudice to the Members.  The key is to get in place a budget that is in the Members’ best interests; not that it be done by a certain date that then prevents action in the Members’ best interests.
	1.  Following a theme, these provisions eliminate certain of the controls or discipline on the budget process.  There now would be no discipline on the Board to set a budget by a reasonable date and/or have to live within the budget it sets.

2.  Many of the Clusters have budget deadlines with a similar discipline (inability to increase Assessments if the budget is not in place).  Why should the RA Board be exempted from budget disciplines that apply to many of its members? 


	Topic:  Capital Projects Referendum Authority

	Current RA Provisions
	Proposed Changes
	Pro’s
	Con’s

	Capital projects of $200,000 or more, adjusted annually from 1984 by CPI, requires Member approval by referendum – 10% turnout required and majority of those voting.  Deed § I.1(a); Bylaws § VII.5.  This provision does not apply to maintenance or replacement of existing facilities.
As adjusted for inflation, the current capital project ceiling without need of referendum is @ $365,000. 
	1. Decl. § 11.4 changes the capital ceiling from the specific $200,000 adjusted number to 5% of the Annual Total Assessment; projects above that amount would still require a referendum, with a 10% quorum (Decl. § 2.6) and majority of those voting.
2. Today’s Total RA Assessment is @ $10m, which would increase the capital referendum threshold to @ $500,000 today.
3. In addition, if the capital improvement or the funds for it are “donated” to RA, no vote of the Members is required, regardless of the size/character of the project.  Decl. § 11.4.
	1. The current threshold is too low; many desirable or even necessary capital projects cannot be built  under the existing threshold amount..

2. Keeping the existing threshold would necessitate frequent referenda at considerable cost to the Members and administrative burden to the RA Board.
Note:  If the intent was to exclude maintenance or replacement of existing facilities by reference to the word Upkeep, there is an inconsistency in 11.4.    The first sentence specifically applies to alterations and improvements, which are then exempted by excluding Upkeep.  The sentence would seem to require revision to maintain consistency; perhaps another example of the challenge of using the term Upkeep.

Note:  It is ambiguous if a conversion of an existing facility is subject to, or excepted from, this requirement.
	1. Tying the threshold to a percent of Total Assessments, and not to inflation, the number could grow very large without need of Member approval.
2. If you believe the $200,000 in 1984 money was a reasonable, then increasing by an inflation index is the proper approach.
3. The threshold is increased, but there is no parallel increase to the quorum and approval requirements.

4. What constitutes a “single” capital project is not defined. 

5. Should not exempt alterations to existing facilities that are not required by government regulation.

6. There is no exception on donated properties for those that are expensive to operate.

7. If Upkeep is excepted, it appears the referendum applies only to new facilities. 

8. RA capital projects should be principally for the benefit/use of RA Members and incidentally non-members; not the reverse.

	Topic:  $250 Homebuyer Fee

	Current RA Provisions
	Proposed Changes
	Pro’s
	Con’s

	No such provision
	Every buyer of a Lot must pay $250 to RA; may be increased each year by the % increase of the Annual Assessment; while termed a “capital contribution,” it may be used for capital improvements “or such other purposes” the Board deems necessary.  Decl. § 10.6.  

With @ 1500 RA homes currently sold annually, this would represent @ $375,000 in additional revenues each year.


	1. It is not unusual for homeowner associations to charge such a fee.
2. To obtain this much revenue from Member Assessments, with @ 20,000 RA Lots, would mean an @ $19 increase in the Annual Assessment.
3. It is a means of recouping some of the costs for facilities that existing Members have already paid for and new Members will benefit from.
	The cost of the Lot already includes the value-add of what RA offers, so this is making new Members pay for this twice. 


	Topic:  Budget Reserves

	Current RA Provisions
	Proposed Changes
	Pro’s
	Con’s

	Only one reserve -- capital repair and replacement – must be included in the budget. (Bylaws § VII.3)

Deficit spending
borrowing
	Four reserves now required:  working capital; operating; contingencies; and capital replacements. § 10.2(e)

	Adding working capital, contingency, and operating reserves is consistent with best practices.
	None identified.


	Topic:  Commercial and Other Additions to the Membership

	Current RA Provisions
	Proposed Changes
	ARCH Questions/Comments
	RA Responses
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