
 
SCSHCA  

Memo 
To: Ramon Alcazar 

From: Tyler Ingle, Controller  
 
cc: Board of Directors; Finance Advisory Committee; Vanessa Ayon 

Date: December 22, 2020 

Re: 2021 Operating and Replacement Fund Budgets  
  

Thank you for your original email dated Thursday, December 17, 2020 regarding the 2021 
Operating and Replacement Fund Budgets. Below you will find your original 
questions/comments in red with my response in black (responses in blue are from Rolland 
Vaughn, Shadow Hills Golf Club GM).  

I have a few questions on the 2021 expenses that are being assessed per my attached analysis. 

a. Why would there be an increase of $104,037?  What items are being increased?  

b. Why would fitness increase by $90,118 (18.36%) when the gym has been and will be 
affected by the covid-19 restrictions?  

c. Why would landscape increase by $83,410 (6.69%) when all there is maintenance and there 
is no tree pruning?  

d. Why would facilities maintenance increase by $29,589 (1.28%) when there is a decrease in 
the usage of facilities due to covid-19?  

e. Why would property protection increase by $31,334 when there is no increase in manpower 
and patrol?  

For details of the items a-e, please refer to the 2021 Annual Budget which includes the 2020 
and 2021 budget for each general ledger account together with the 2020 Forecast amounts.  
This report is posted on the website of the Association in the Resident Only section at 
https://www.scshca.com/wp-content/uploads/2020/10/2021-Budget.pdf.   The 2020 Forecast 
amounts were based upon nine months of actual results and three months of forecasted results 
which provided the most current estimate of expected annual results for 2020 at the time of the 
final 2021 Budget approval by the Board last October. 

Please note Operating Fund costs and expenses are significantly impacted by the mandatory 
increase in the California minimum wage.  These include wages paid to the employees of DRM 
who principally work in Facilities Maintenance as well as those employees of the Landscape 
Maintenance contractor for the Association and the Security and Property Protection contractor 
for the Association.  As you may know, the California minimum wage will increase by $1 per 
hour from $13 per hour in 2020 to $14 per hour in 2021 which is a 7.69% increase in base 
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compensation cost per hour.  DRM is required by law to compensate at an amount at least equal 
to the California minimum wage. 

The Association had a reduction in total anticipated personnel costs in Facilities Maintenance 
during 2020 because of the closure of certain amenities and related furlough/reduction in force 
of DRM employees who were providing services to those facilities. 

f. The decrease of $113,437 (2.8%) is not proportionate to the decrease in Golf Revenues  

g. The decrease of $393,680 (22.46%) is not in proportion to the decrease in the F&B 
Revenues.  Golf/F&B Revenues decreased by $941,669 while related expenses decreased 
only by $507,117.  This is not proportionate.  

h. If we are being assessed $49.26 for Replacement Fund, why are we being assessed for 
depreciation?  

 
There are three main factors that cause the disproportionate percentage changes in Revenues 
vs. Expenses. 
 
First, most of our Troon Associates are paid minimum wage.  The California minimum 
wage will increase by $1 from $13 to $14 per hour in January 2021 and again to $15 in 
January 2022 pursuant to applicable law.  For 2021, this is a 7.69% increase in base 
compensation cost per hour.  For 2022, this will be a 7.14% increase in base 
compensation cost per hour.  There are approximately 90 Troon Associates employed in 
the golf and food and beverage operations, so this is a significant increase in labor costs. 
 
Second, we have been fortunate to get to a place where our revenues were able to offset 
most increases in operating costs prior to the COVID-19 pandemic.  There has now been 
a major reduction to the top line revenue while these fixed costs continue to rise.  That is 
why the decrease in revenue is not proportionate to the decrease in costs. 
 
Third, for the 2021 budget, our first major assumption is that the golf courses will remain open 
for play the entire year of 2021 but only available to Residents until October when we will again 
allow public play. This assumption reduces rounds from a 2020 budget of 63,892 to 51,267 for 
2021. This translates into a budgeted Golf Fee revenue reduction of $344K compared to the 
budgeted amount for 2020. The second major assumption is that the Food & Beverage 
operation will open Shadows Restaurant on a restricted capacity for the entire year and there 
will be no Banquet services until October 2021.  Based on this assumption F&B revenues are 
budgeted to be $895K, a reduction from the 2020 budget of $509K. 
   

On item h. above, please understand that the Replacement Fund assessment is to accumulate 
funds for funding the cash expenditure for major repair or replacement of all common area real 
property components and personal property components.  As and when a common area real 
property component is replaced, the Replacement Fund records an expense equivalent to the 
cash expended.  When a common area personal property component is replaced, no expense 
is recorded in the financial statements of either the Replacement Fund or the Operating Fund at 
the time of the expenditure.  The cash expenditure for the major repair or replacement is 
recorded as an inter-fund transfer from the Replacement Fund to the Operating Fund.  An 
expense is recorded by the Operating Fund in subsequent periods based upon the estimated 
useful life of the personal property component replaced.  That expense is depreciation expense, 
and it is recorded in periods after the expenditure is made.  As a result, the Operating Fund 
needs to budget for this expense.  For additional information on this subject, please refer to the 



3 
 

FAC Article regarding Depreciation Expense, located on the Resident’s Only website at 
https://www.scshca.com/is-depreciation-expense-a-real-cost-and-a-real-expense/. 

I also have a few questions on the 2021 Reserve Summary Replacement Fund as follows: 

a. Golf Course, Equipment, South – it shows $130,000 Estimated Current Replacement Cost 
with a 12/31/2020 balance of $82,859.  This line is not reflected in the 2020 Reserve 
Summary.  What is this for?  

These items are located on page 31 of the 2020 Reserve Study, also on our Resident’s Only 
website at https://www.scshca.com/wp-content/uploads/2020/11/2021-Reserve-Study-Final-
11022020.pdf   The 2020 Reserve Study also includes personal property in Golf Course, 
Equipment (and other categories).  At the Association’s request, SCT Reserve Consultants, Inc. 
reclassified, substantially all personal property components to a separate category in the 2021 
Reserve Study.   

The Grinder (bed knife and reel) is the machine that sharpens the blades on the reels for our 
John Deere mowers (Fairway, tees, greens & rough mowers).  These have 3 – 5 reels per 
machine.  The blades need to be continually sharpened for a clean cut and quality playing 
conditions. 

Please refer to the Comparison of Reserve Studies 2015 through 2021 (pages 4-5) for additional 
information, located on the Resident’s Only website at https://www.scshca.com/wp-
content/uploads/2020/11/Comparison-of-Reserve-Studies-2015-through-2021-as-of-10-11-
2020.pdf.  

b. Personal Property – it shows $4,486,733 Estimated Current Replacement Cost with a 
12/31/2020 balance of $2,169,514.  This line item is not reflected in the 2020 Reserve Study.  
What is the breakdown of this item? 

The breakdown of the Personal Property can be found on pages 53-64 of the 2021 Reserve 
Study.   A copy of the 2021 Reserve Study has been posted on the website of the Association 
under the Residents Only section, hyperlink shown above. 

c. The Replacement Fund increased by $93,564, why is total interest less by $32,236? 

 
The 2021 Reserve Study assumes an average ROI of 2.25% over the thirty-year forecast 
period.  The application software used by the Reserve Consultant allows for a static ROI 
over the forecast period.     The 2020 Reserve Study assumed an average ROI of 2.5% 
over the thirty-year forecast period. However, the 2021 Replacement Fund budget 
assumes an average ROI of 0.5%. This estimate is based upon the result of consultations 
with the Investment Manager for the Replacement Fund, current fixed income investment 
rates being realized, and anticipated market conditions.  

d. Replacement cost for depreciable items will be depreciated in the future, if the depreciation 
will be included in the future assessment, then this cost would have been passed through 
Ownership interest twice as is happening now.  

On item d. above, your statement is not correct.  As noted above, the Replacement Fund 
assessment is to accumulate funds for funding the cash expenditure for major repair or 
replacement of all common area real property components and personal property components.  
As and when a common area real property component is replaced, the Replacement Fund 
records an expense equivalent to the cash expended.  When a common area personal property 
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component is replaced, no expense is recorded in the financial statements of either the 
Replacement Fund or the Operating Fund at the time of the expenditure.  The cash expenditure 
for the major repair or replacement is recorded as an inter-fund transfer from the Replacement 
Fund to the Operating Fund.  An expense is recorded by the Operating Fund in future periods 
based upon the estimated useful life of the personal property component replaced.  That 
expense is depreciation expense, and it is recorded in subsequent periods after the expenditure 
is made.  For additional information on this subject, please refer to the FAC Article regarding 
Depreciation Expense located on the website in the Resident’s Only section 
https://www.scshca.com/is-depreciation-expense-a-real-cost-and-a-real-expense/. 

 

 

 


