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MEMORANDUM

To: Birch Bay Village Community Club Board of Directors

From: David Franklin, General Manager

Date: September 13", 2025

Subject: 2026 Operating & Reserve Budgets - Assumptions and Risk Factors

Purpose:

This memo outlines key assumptions and risk factors driving the 2026 proposed budget for Birch Bay
Village Community Club. It covers the primary drivers of income and expense in major cost center
categories including Administration, Maintenance, Marina, Golf, Security, Pool, Recreation Center, and
General Expense. For summary purposes, items highlighted for discussion have variances of $5,000 plus
or minus from the prior year. In addition to the Operating Budget, this memo addresses considerations
for funding the Marina, Roads and Drainage, and General Reserve Funds.

Key Assumptions for 2026 Operating Budget:

Administration:

Account 2025 Budget 2025 Proposed Variance $$ Variance %
Projected 2026
Late Fees (Income) 12,000 21,260 5,000 -7,000 -58%
Admin Staffing 624,682 630,655 661,832 37,150 6%
Classes 3,000 4,036 15,000 12,000 400%
HR Expenses 35,600 15,000 15,000
Insurance 127,655 137,855 87,990 -39,665 -31%
Legal 20,000 29,858 30,000 10,000 50%
Legal - Lien 20,000 5,000 15,000 -5,000 -25%
Outside Contracts 30,000 26,402 24,000 -6,000 -20%
Computer Support 18,000 11,060 13,000 -5,000 -28%
Income:

- Late Fees: 64.90 retroactively caps late fees on all communities to 5% or $50 whichever is less starting
January 1%, 2026. BBVCC will no longer be able to charge $250 February 1°.

Expense:

- Staffing: Brings FT Assistant GM. Split project management responsibilities with Director of
Maintenance offsetting hire in Maintenance. Shifted 15% Admin payroll to Marina. Previously the
Marina was the only cost center without labor expense. Continues adjustment to market for wage and
benefits started in 2024.

- Classes: We will need to institute Safety Training for all staff. Additional continuing education for
administrative staff and maintenance staff.

- HR Expenses: Previously unbudgeted expense. Recruiting and HR consulting to ensure HR compliance
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- Insurance: Shift $54K in insurance expense directly related to Marina Operations. Overall increase in
premiums less than 3%.

- Legal: Additional legal expenses due to conversion to 64.90.

- Legal — Lien: Lower than 2025 budget. Could not devote resources. Anticipate tighter A/R compliance
and possible foreclosure costs to association.

- Outside Contracts: Assumes insourcing most bookkeeping functions but requiring additional outside
assistance for financial software conversion.

- Computer Support: Increase to support new cameras on network less than anticipated.

Maintenance

Account 2025 2025 Proposed Variance $$ Variance %
Budget Projected 2026
Maintenance Labor 500,598 345,018 466,592 -34,006 -7%
Outside Contract 26,000 8,762 15,000 -11,000 -42%
Janitorial 0 0 28,600 28,600
Repairs-Roads & 30,000 21,418 11,000 (19,000) -63%
Drainage
Repairs 26,000 3,520 4,000 (22,000) -85%
Facilities 0 0 10,000 10,000
Maintenance
Landscaping 40,000 33,959 35,000 (5,000) -13%
Parks — Supplies 1,000 174 12,330 11,330 1133%
Improvements — 10,000 7,047 52,000 42,000 420%
Buildings & Grounds
Roads — Supplies 20,000 3,000 15,000 (5,000) -25%
Expense:

- Maintenance Labor: Continue incremental increase of staff wages and benefits to market per 2024
plan. Reallocate Project Management to Admin to free up hours for field operations.

- Outside Contracts: Shifting janitorial to separate line item, but not totally offset. With increased
reserve projects, increased outside contracting is needed to supplement maintenance staff.

- Janitorial: Existing GL account with no activity used to better define expense. (see note above).

- Roads & Drainage-Repairs: Crack sealing double counted in Operating and Reserves. Moved to
Reserves. Catch basin maintenance will be multiyear program.

- Repairs: Much of the expense moved to Facilities Maintenance. GL should be used to capture repairs
to maintenance equipment other than vehicles. Better defines expenses.

- Facilities Maintenance: (see previous note for Repair line item)

- Landscaping: Decrease plantings. Emphasis moves to labor for weeding, plantings, edging, mulch, and
re-graveling as per landscape plan.

- Parks - Supplies: $3k in dog poop bags alone $9,330 for replacement of kayak racks. Could be
considered a reserve item and reallocated.
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- Buildings & Grounds Improvements: Pickleball improvements. Lighting Upgrades Clubhouse area. ADA
door openers for Office/Pro Shop.
- Roads: Striping, gravel road edges, sign post replacements. Overestimated budget number prior year.

Marina
Account 2025 2025 Proposed Variance Variance %
Budget Projected 2026 $S

Income

Annual Moorage 428,881 390,485 400,000 -28,881 -7%
Marina Fuel 99,750 79,480 108,300 8,550 9%
Marina Dock Power 18,790 24,386 24,359 5,569 30%
Marina Usage Fees 18,790 24,386 24,359 5,569 13%
Expense

Marina Labor 0 0 116,794 116,794

Marina Fuel 69,825 69,476 85,500 15,675 22%
Insurance 0 0 53,000 53,000

- Annual Moorage: Proposed Annual Moorage Fees income is projected to be lower than 2025 budget
due to higher vacancies than previously forecast likely due to the 30% increase in moorage fees.
Allowing for a monthly payment option for annual moorage leasing should increase occupancy as well
as a new pricing strategy that lowers the cost of inside slips which account for most vacancies.

- Fuel Income: Fuel income is expected to increase back to 2022 levels due to a new dispenser that is
delivering more fuel faster to customers. Newer boats with larger outboards require more fuel.

- Marina Dock Power: Increased to 7 year average. Dependent on occupancy.

- Marina Usage Fees: Increased to match 2025 actuals.

- Marina Labor: The Marina was the only cost center that did not have labor as an operating expense
component. 15% of Administration labor expense has been allocated to Marina for 2026.

- Marina Fuel: Expected increased fuel sales will increase fuel expense. Offset by increase in fuel
income.

- Insurance: $53,000 in direct insurance cost for Marina liability and property premiums allocated to
Marina cost center from Administration in effort to track true operating cost of Marina operations.
Additional increase for 2" half of 2026. Renewal in July.

Golf Course
Account 2025 Budget 2025 Proposed Variance Variance %
Projected 2026 $S
Income
Sponsored Golf 1,455 5,486 6,500 5,045 9%
Passes
Golf- Other Rentals 25,100 1,544 10,000 (15,100) -60%
Expense
Golf - Labor 174,253 166,460 188,220 13,967 17%
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Repairs 20,000 14,052 15,000 (5,000) -25%
Water/Sewer 48,000 45,061 39,200 (8,800) -18%

- Annual Greens Fees & Annual Passes: Golf Committee recommends increasing greens fees 5% for
Members and 14% for Non-Members. Increases have minimal impact on budget.

- Sponsored Golf Passes: Recognizing the tax liability for non-member generated income, the Golf
Committee recommended increasing fees to be at least at par with member annual pass fees.

- Golf Labor: Incremental increase wages and benefits to bring Superintendent and Greenskeeper in line
with comparable compensation at other local courses.

- Repairs- Anticipated decline in this expense category due to new equipment purchased this year.

- Water/Sewer: Anticipated savings in irrigation with new sprinkler heads to be installed, closer
monitoring of water consumption and potential to use water from Kwann Lake to supplement irrigation
needs.

Pro Shop (formerly Recreation Center)

Account 2025 2025 Proposed Variance Variance %
Budget Projected 2026 $S
Rec Center Labor 10%
Expense 136,533 143,820 150,585 14,052
Software & Online 0 6,000 6,000 6,000
Services

- Pro Shop Labor: Continue incremental increase of staff wages and benefits to market per 2024 plan
Also emphasis on improving the quality of the golf course, Pro Shop and level of service for both
members and guests.

- Software & Online Services: Moved tee-time reservation system expense from Golf to Pro Shop.

Security
Account 2025 2025 Proposed Variance Variance %
Budget Projected 2026 SS
Security Supplies 1,300 7,204 8,000 6,700 515%
Online Services 17,520 4,913 9,480 -8,040 -46%

- Security Supplies: Consistently underbudgeted. Line items contain barcode expense. $5.50/ea.
Anticipate 600+ issued in 2025. Also, additional signage.

- Online Services (Gate & Camera Software): New security camera running cost much lower with
current IT service provider as compared to bids from security camera contractors.
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Pool
Account 2025 2025 Proposed Variance Variance %
Budget Projected 2026 SS
Pool Supplies 11,000 5,981 6,000 -5,000 -45%

- Pool Supplies: This line item was budgeted from prior years that contained some repairs and reserve
projects. Budgeted expense more accurately reflects proper GL coding.

General Expenses

Account 2025 2025 Proposed Variance Variance
Budget Projected 2026 $S %

Income
Interest Operating 25,000 39,613 40,000 15,000 60%
Expense
Property Tax 11,200 28,168 30,000 18,800 168%
Real Estate Expense 0 0 40,000 40,000
Bad Debt 5,000 15,000 15,000 10,000 200%

- Interest Income: Operating Reserves are being invested in a more timely manner and cash flow
monitored to increase return.

- Property Tax Expense: Increases in BBWARM significantly increased property tax for BBVCC common
areas otherwise tax exempt.

- Real Estate Expense - Marketing: The Village is unknown in the regional real estate market and could
have broad appeal to recent retirees or remote workers. Advertising the Village amenities and lifestyle
should be an ongoing expense that would pay dividends to all members when they are ready to sell
their home. Additionally, the more members paying fees into the Marina and Golf Course has a positive
effect on Dues.

- Bad Debt: With additional administrative assistance, we will be more aggressively pursuing delinquent
accounts. Some of the debt will not be recoverable and will need to be written off as an operating
expense.
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Reserve Funds

Birch Bay Village Community Club manages three separate reserve funds on behalf of the Club
membership for the long-term repair and replacement of the assets the Club owns and is responsible
for maintaining. The funds are categorized as follows: General Reserve Fund, Roads & Drainage Reserve
Fund and Marina Reserve Fund. Each has its own funding mechanisms that are set by the Board of
Directors during each budget season. Previously, General Reserves and Roads & Drainage Reserves were
funded as part of the yearly dues collected from all members, with the Marina Reserve being strictly
funded from Marina fees (ie, moorage, marina usage fees, fuel sales and trailer storage fees.) In 2025,
each lot was assessed $25/yr to help fund the Marina Reserves in addition to the Marina’s own
contribution of all net operating income. Each of the reserve fund’s financial conditions varies as
outlined in the following paragraphs and tables.

General Reserve Fund:

As detailed in the 2026 General Reserve Study, and at a rate that would take until 2034 to achieve 50%
funding. The full funding model provided by the reserve analysts takes one year longer. The Finance
Committee is recommending increasing General Reserve funding by 15% each year for the next 5
years with a goal of achieving 50% funding in 5 years and 70% in 7 years. This exceeds full funding
levels set in the 2026 General Reserve Study. In general, reserve funding is considered in the
“Sweetspot” at 70 - 80% of full funding. At this level, communities have a cushion to avoid special
assessments, but do not over assess members. Even with the Finance Committee’s recommended 15%
increase, BBVCC does not reach 50% funding by 2030 but gets there in 2031.

General Reserve Fund 2027

Ending balances Current Funding

per Study ($275/lot) 5% Increase/yr 625,510 158,598 240,631 66,664 257,483
Ending Balance at Full Funding 5%

increase/yr 625,510 154,932 229,352 43,529 217,937
Ending Balance Finance Com 15%

Increase/yr 625,510 195,796 284,404 428,682 637,757
Full Funding Assessment/Lot/yr 275 280 285 290 296
Finance Committee 275 316 364 418 481
Assessment/Lot/yr

Roads and Drainage Fund

Roads and drainage projects are becoming more urgent due to aging infrastructure. The current
reserve balance and funding are sufficient to cover short and long-term repair and replacement, but
as with General Reserves, only marginally and at the current rate of funding would take until 2034 to
achieve 50% funding. The full funding model provided by the reserve analysts takes one year longer. The
Finance Committee is recommending increasing General Reserve funding by 15% each year for the
next 5 years with a goal of achieving 50% funding in 5 years and 70% in 7 years. This exceeds full
funding levels set in the 2026 General Reserve Study.
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Roads & Drainage Fund

Ending Balances Current Funding

per Study ($275/lot) 5% Increase/yr 221,365 585,333 195,673 325,804 321,821
Ending Balance at Full Funding 5%

Increase/yr 221,365 574,458 162,415 257,991 206,589
Ending Balance Finance Com 15%

Increase/yr 221,365 628,070 277,681 444,160 474,295
Full Funding Assessment/Lot/yr 317 317 317 317 317
Finance Committee

Assessment/Lot/yr 317 364 419 481 554

Marina Fund

Of all the funds, the Marina Fund will require the most additional funding consideration. Although there
will be sizable expenses for pilings, permitting, dredging, fuel tank and dock replacement, a previously
unrecognized project was identified in this recent reserve study that has a very large impact on the
reserve percentage of funding. Bank armoring or stabilization is the process of placing rock, concrete or
metal sheet piling to prevent waterside banks from sloughing into the water from erosion or wave
action. This would seem to be a relatively simple process, but it has become increasingly difficult and
almost prohibited in the current regulatory environment. To be fair, portions of the estimated $2.4
million dollar project to armor the bank at Lighthouse Park and the Fuel Dock could belong in General
Reserves or even Roads Drainage, as Tract C (the Marina Basin) is a community common area as well
as the terminus to BBVCC’s drainage system. For now, the total cost estimate has been placed in the
Marina Reserve study. Even with careful prioritization of projects and increased contributions from
members with marina privileges, the fund will struggle to meet its commitments by 2029. We are
hoping that with the help of our permitting consultants we can significantly reduce the cost of our
dredging and find a most cost-effective alternative for bank stabilization to do the same, but current
estimates are what is being used as a basis for reserve fund expense.

Marina Reserve Fund 2028 2029

Ending Balances Current Funding
per Study ($275/lot) 5% Increase/yr 978,771 1,152,791 1,426,472 -1,820,940 -1,337,288

Ending Balance at Full Funding

Increase/yr 1,505,277 2,209,213 298,705 195,191 885,999
Ending Balance Finance Com 20%

Increase/yr 977,068 1,287,507 1,849,194 -876,878 312,458
Full Funding Assessment/yr 1,151,436 1,146,398 1,112,569 1,062,503 850,002
Finance Committee Assessment/yr

(Includes Marina Net Income) 643,855 772,626 927,151 1,112,582 1,335,098
Full Funding Assessment/Lot/yr 745 697 622 527 281
Finance Committee Assessment 285 366 458 571 711

Estimate/Lot/yr
Marina Funding: Significant increases in moorage, marina usage fees, and trailer storage will not

increase the revenues required to adequately fund permitting, maintenance dredging, piling
replacement, fuel dock and tank replacement, launch ramp refurbishment and most of all bank
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armoring, all within the next five years. BBVCC may need to consider other financing options that
include increased assessments to lots, special assessments, loans, or some combination of all three.

Longer Term Reserve Picture: Looking out past 2034, the reserve contributions for Marina and Roads
& Drainage actually decrease and General Reserves only rises at the rate of inflation. This reflects:
e The “Catch Up “ period of funding depreciation from prior years has ended and we are now

properly funding future depreciation.

e The replacement of these long-lived assets does not recur for many years into the future
allowing smaller contributions over long periods to fund future replacement. THIS IS WHAT

SHOULD HAVE HAPPENED IN THE PAST.

5 Year Budget Projections

2025 2026 2027 2028 2029 2030
Budget Proposed
Budget
Annual 2,923,116 3,431,067 3,805,905 4,172,320 4,608,448 5,112,837
Dues
Total Cost 1,008,800 1,010,194 1,068,197 1,127,936 1,176,590 1,227,444
Center
Income
Total 4,031,436 4,441,261 4,874,102 5,300,256 5,785,038 6,340,281
Income
% Change 10.2% 9.7% 8.7% 9.1% 9.6%
Total Cost 2,828,139 3,129,577 3,333,474 3,489,902 3,656,773 3,837,148
Center
Expense
% Change 10.7% 6.5% 4.7% 4.8% 4.9%
Total 1,158,297 1,311,683 1,540,628 1,810,354 2,128,265 2,503,133
Reserves
% Change 13.2% 17.5% 17.5% 17.6% 17.6%
HOA Fees 2,589 3,039 3,371 3,696 4,082 4,529
Projected
Annually
HOA Fees 216 253 281 308 340 377
Projected
Monthly
% Change 17.4% 10.9% 9.6% 10.5% 10.9%

The 5-year budget uses the following assumptions to forecast the projected income, expenses and dues:

o General Cost Center Income & Expense — Increase 5% in 2027, 3% every year thereafter
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Marina Income - Increase 7% in 2027 & 2028, 5% in 2029 & 2030
Payroll Expense — Increase 8.5% in 2027 and 5% each year thru 2030
General Reserve — Increase 15% year over year 2027-2030

Road & Drainage Reserve - Increase 15% year over year 2027-2030
Marina Reserve — Increase 20% year over year from 2027-2030

Summary

2026 has a steep increase to cover additional administration and reserve funding deficits

2027 cost center expenses begin to level off and grow just at the rate of inflation to reflect
steady state.

Reserve increases continue being the main driver of dues increases until the early 2030s where
all income and expense categories flatten out to reflect full funding of operations and
depreciation through reserves.

Risk Factors:

Looking into the future and trying to predict expenses 12 to 18 months in advance is an exercise that
requires the use of assumptions, which by definition, are not definitive. Some assumptions have more
risk or margin for error than others. The following are noted for consideration.

Income:
Assessment Delinquencies

Rising delinquencies from members not paying dues on time (especially if the economy softens,
or fixed-income households struggle with inflation).

Carrying higher receivables means less cash flow for operations and reserves.

Any economic downturn or disruption in membership collections may impact on the operating
budget’s revenue assumptions. Diligent monitoring of member dues and fee collection will be
necessary to ensure cash flow stability, especially as dues increase. The board may want to
consider a hardship policy for members who find themselves in a temporary position where
they are unable to meet their financial commitments to the Village and fellow members.

Expense:
Insurance Costs:

o Health Insurance - 13% increase in employee health care costs in 2026. The loss of federal
support for health insurance could have double digit impact in 2026-2027. Alternative
strategies like HSA plans and company funded co-insurance may be needed.

o Package Policy, D&0 and Umbrella — All insurance is increasing greater than the general
rate of inflation. BBVCCs loss history points to likely increases in the future. A risk
management plan would be advisable to possibly mitigate future claims.

Regulatory Environment:

o Mitigation Costs for Shoreline and Sensitive Areas -Changing regulations in
environmental compliance, particularly for the marina and stormwater, continue to
drive additional costs in both operations and capital expenditures. Estimating these
costs have been increasingly difficult. One project had a cost of $55,000 with estimated
mitigation cost of $2.4 million! We believe we have found an alternative project design

9|Page



BIRCH BAY
=VILLAGE

to avoid the vast majority of the estimated mitigation for this project, but with others
we will likely not be so lucky. This is the biggest risk factor facing the Village today.

Final Thoughts:

The 2026 budget is built upon conservative assumptions with required increases in cost centers and
reserve funds where necessary to achieve the goals that the BBVCC Board of Directors set in the fall of
2024 and the Finance Committee is recommending the Board set as a goal for reserves by 2030. The
Board has been aware that their goals would not be immediately achieved but that incremental efforts

would be made in each successive year and reflected in the budget they proposed. The following
paragraphs were included in last year’s budget memo that bear repeating:

The Goals of the Birch Bay Board of Directors are:

Birch Bay Village Community Club assets will be maintained to the standard of the average
home in the Village
o Grounds will be maintained to a higher standard

o Buildings and parking lots will be repaired, painted and upgraded to meet the needs of
the community
- Staff will be compensated in line with market peers in wages and benefits

- Accurate reserve studies will be constructed, funded and acted upon
- Recreational and social activities will be supported and improved

- Increase priority on improved safety and security infrastructure

- Emphasize correcting drainage issues and repairing roads

- Improve levels of member services

- Improve communications with members and other stakeholders

- Build a comprehensive community plan

These are not the ambitions of an unrealistic, out of control, out of touch board of directors. This is a list
of responsibilities directly out of the Birch Bay Village Articles of Incorporation and Covenants that
describes the purpose for which the Community Club was formed, and each board member serves.

It is easy for members in an HOA to blame those who have the unfortunate responsibility of raising the
dues on their fellow members for their own personal financial hardship, but | will remind those who take
this simplistic view that had assessments been raised in the past as they should have been, this board
would not have to be raising the dues to the extent that is needed now. The lack of realistic financial
management and the perpetual deferring of maintenance to later years are major factors for the current
dues increases. Below is a 10 year dues history from the recent past to illustrate this point:
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Year Due/Yr %
2008 1,200 0.0%
2009 1,200 0.0%
2010 1,200 0.0%
2011 1,200 0.0%
2012 1,200 5.0%
2013 1,260 2.9%
2014 1,296 1.9%
2015 1,320 1.8%
2016 1,344 1.8%
2017 1,368 1.8%
2018 1,392 1.8%

These were years when the docks were at the end of their useful lives and marina net income could have
been directed to reserves for their eventual replacement but instead were used to offset dues.

In closing, it is the mission of the board of directors of any community association to ensure that reserve
funds are adequately maintained to ensure long-term financial health for the community and that
services required by the governing documents are delivered timely and as efficiently as possible to the
membership. The proposed budget is designed to achieve these goals and those set in 2024 and 2026
board strategic planning meetings.

Respectfully submitted,

David Franklin, GM
Birch Bay Village Community Club
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