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Cover Letter

Absolute Building Science
Strata Engineering Inc.
#2322-938 Smithe Street
Vancouver, BC V6B 1E5

January 2, 2014

Strata Plan LMS474
1268 W Broadway
Vancouver, BC V6H 1G6

RE: Depreciation Report for Strata Plan LMS474
File No. 20130808-DR-LMS474

Dear Sirs or Mesdames,

The subject of this depreciation report consists of “City Gardens”, a 34-unit high rise
apartment complex constructed in 1993 and located at 1268 W Broadway in Vancouver, BC.
We are pleased to present you with the enclosed draft depreciation report, which we believe will
serve as the basis of your reserve planning to help better equip your members for future
expenditures.

The depreciation report describes the common property conditions, providing current and
future replacement cost estimates. The projected replacement cost estimates serve to be the basis
for financial models guiding contingency reserve fund management. The depreciation report is
an extensive document prepared based on on-site inspections and financial analyses. The
replacement cost estimates herein apply solely to property defined as common property, unless
otherwise noted. This depreciation report is subject to the Assumptions and Limiting Conditions
in Section 2.1.

We have inspected the subject property and reviewed all documentations made available
by the strata corporation. With extensive analyses performed in conjunction with all pertinent
data, our cash flow models predict that the optimal reserve fund management includes the
following:

1) Contributions of $20,388 to the CRF in the upcoming fiscal year; and

2) An increase of monthly fee allocations to the Contingency Reserve Fund by $29.15 per
unit. (Note that this does not necessarily entail an increase in strata fees, but rather an
increase in the allocations to the CRF within the annual budget.)

We are hereby delivering to you a report describing our study objectives, methods of
research, results, and recommendations.
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We appreciate the opportunity of compiling this depreciation report for you and would be
honoured to provide you with reviews and updating services as required in future. If you have
any questions, please do not hesitate to contact the undersigned.

Respectfully yours,

Absolute Building Science
Strata Engineering Inc.
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1. Introduction

1.1 Strata Development

A strata development divides land and buildings into parts for separate ownership with
common features. The part of the property that an individual owns is known as the “strata lot”,
whereas the remainder of the property is known as "common property”. Strata-titled properties,
commonly known as condominiums, provide frechold ownership of a strata lot, together with the
use of common property and facilities jointly owned with all strata units.

The strata development is administered by a strata corporation comprising of all owners
within the strata development. The strata corporation is the decision-making body responsible for
maintaining, managing, repairing, and insuring the common property and common assets. The
strata corporation is also tasked with record-keeping responsibilities and must enforce its bylaws
or rules.

The Strata Property Act! (the "Act"), bylaws, and Strata Plan of the corporation are the
typical documents governing the operation of the strata corporation. They form the legal basis of
the strata corporation and are generally enforceable in a court of law should the need arise.

As legislated within the Act, an executive body, known as a strata council, is elected
annually by the strata owners to oversee the strata corporation during intervals between general
meetings of all members. The strata council meets at regular intervals and makes decisions on
behalf of and binding upon all owners for matters concerning the administration of the strata
development that do not require the vote of the strata owners.

The strata council usually hires a strata manager or property manager for the management
and maintenance of all common areas and facilities including the exterior of the buildings. The
strata manager implements the decisions of the strata council, approves expenses, pays accounts
according to the budget, administers the collection of monthly maintenance fees, and performs
other like duties. In cases of self-managed stratas, the strata council directly oversees the
management and maintenance of all common areas and facilities, assuming the duties of a strata
manager.

! Strata Property Act, SBC 1998, ¢ 43, as amended

8 | Absolute Building Science Strata Engineering Inc. LMS474 | City Gardens






\\/J

1.2.2 Contingency Reserve Fund

The contingency reserve fund (“CRF”) is a fund set up for expenses that occur less than
once per year or do not usually occur? (e.g. major repairs like roof repairs, machinery repairs,
etc.). The CRF constitutes an important part of the strata corporation's annual budget and is
generally collected by means of strata fee contributions to a separate CRF account. Ideally, all
major repair and replacement costs would be covered by the funds in the CRF account.

1.2.3 Special Levy

The Strata Corporation may raise money from the owners by means of a special levy for
various reasons, the primary reason being that the CRF is insufficient to cover the Strata
Corporation's existing or anticipated expenditures. A special levy must be approved by a
resolution passed by a minimum 3/4 vote at an annual or special general meeting.

1.2.4 Legislation Governing the CRF

Section 6.1 of the Strata Property Regulation (the "Regulation") sets out a formula for
the purposes of determining the amount of the annual contribution to the CRF, as follows>:

6.1 ... the amount of the annual contribution to the CRF for a fiscal year, other
than the fiscal year following the first annual general meeting, must be
determined as follows:

(a) if the amount of money in the CRF at the end of any fiscal year after the first
annual general meeting is less than 25% of the total amount budgeted for the
contribution to the operating fund for the fiscal year that has just ended, the
annual contribution to the CRF for the current fiscal year must be at least the
lesser of

(i) 10% of the total amount budgeted for the contribution to the operating fund
for the current fiscal year, and

(ii) the amount required to bring the CRF to at least 25% of the total amount
budgeted for the contribution to the operating fund for the current fiscal year;

(b) if the amount of money in the CRF at the end of any fiscal year after the first
annual general meeting is equal to or greater than 25% of the total amount
budgeted for the contribution to the operating fund for the fiscal year that has just
ended, additional contributions to the CRF may be made as part of the annual

4 Ibid
5 Strata Property Regulation, BC Reg. 238/2011, s 6.1, as amended
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1.3.1

e common amenities and facilities;

e parking facilities and roadways;

e utilities, including water and sewage;

e landscaping, including paths, sidewalks, fencing and irrigation;
e interior finishes, including floor covering and furnishings;

e green building components; and

e balconies and patios.

Benefits of a Depreciation Report

Some important benefits to a well-prepared depreciation report are listed as follows:

The depreciation report ensures that the strata corporation complies with the Act. As
discussed earlier, the Regulation’ sets out certain thresholds for the management of the
CRF. The depreciation report recommends a cash-flow model that will balance
expenditures and corresponding special levies to assist the strata corporation with
maintaining such compliance.

The depreciation report seeks to optimize strata investments over time. The depreciation
report is a planning tool which recommends a schedule for planned investment of funds
amassed through strata fees. This optimized investment schedule incorporating interest
and inflation contributions seek to ensure CRF sufficiency while maximizing returns.

The depreciation report provides a more accurate description of a strata's financial
strength and market value. Hence, other parties such as lending institutions for the strata's
individual owners or prospective owners often review depreciation reports when
considering financing decisions, such as credit-worthiness. Depreciation reports are
important tools for evaluating a property and its value.

The depreciation report allows for the preservation of the property value through a timely
maintenance schedule. The depreciation report identifies the condition of major items of
a strata corporation and their maintenance/replacement costs. It also provides
preventative maintenance recommendations, which can help preserve the condition of the
components and possibly extend their residual or useful lives.

The depreciation report identifies risks for consumers interested in the property. As
depreciation reports gain widespread use, consumers will use them as tools to gauge
possible special levies or otherwise unknown future costs. This increases consumers’
confidence in purchasing the property.

7 Strata Property Regulation, supra note 3
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F. The depreciation report may also identify unknown risks to strata corporations, allowing
for better management. Many strata corporations assume that their budgeted CRF
contributions can adequately cover their expenses. However, developer estimates may be
outdated and may not have accounted for modifications made since the complex was first
conveyed. Hence, the interim calculations may not have reflected the strata's true
exposure.

1.3.2 Legislation Regarding the Depreciation Report

The depreciation report must be completed by a "qualified person" as defined in the Act®.
It must be based upon an on-site visual inspection, comprising of a physical component
inventory, a summary of repairs and maintenance work for common property expenses (for items
that usually occur less than once per year or that do not usually occur), a financial forecasting
section, and other information specified in the Regulation®. Beginning on December 13, 2012, a
depreciation report is required to be conducted every 3 years and may only be deferred with a 3/4
vote at an annual or a special general meeting for strata corporations that are members of a
prescribed class of strata corporations. These details outlined within the Act'® can be found in
Appendix A.

1.4 Objectives

This depreciation report can be used as a guide to establish long term planning for the
management of common assets or properties outlined in detail in Section 1.3. Strata Engineering
strives to use this report to determine the following:

¢ The common properties the strata corporation owns;

e The condition of common properties in the strata corporation;

The timeline for replacement of the common properties of the strata corporation;
The balance within the CRF;

The cost for future replacement of common properties; and

Five cash flow models outlining future payments for future costs.

1.5 Intended Use

This depreciation report has been completed for the exclusive use of the council of the
strata corporation, Strata Plan LMS474. No other party may rely on the report without specific
written approval of Strata Engineering. This depreciation report is subject to the assumptions and
limiting conditions set out in Appendix D attached hereto.

8 Strata Property Act, SBC 1998, ¢ 43,5 94.1
9 Strata Property Regulation, BC Reg. 238/2011,5 6.2
10 Strata Property Act, SBC 1998, ¢ 43,s 94
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Only the specific information identified below has been reviewed. Absolute Building
Science Strata Engineering (ABSSEI) is not obligated to identify mistakes or insufficiencies in
the information obtained from the various sources or to verify the accuracy of the information.

The depreciation report estimates are subjective and are provided for approximate
budgeting purposes only. The figures are calculated based on an understanding of the life cycle
of building components and comparative analyses of similar properties over time. Accurate
figures can only be obtained by establishing a scope of work and receiving quotes from suitable
contractors. Time frames given for undertaking replacement or maintenance work represent our
opinion of when to budget for the work. Failure of the item, or the optimum repair or
replacement process, may vary from our estimate.

2.2 Physical Assessment

2.2.1 Physical Inspection

A site visit was performed on October 22, 2013 at 1268 W Broadway in Vancouver, BC.

2.2.2 Documentation Review

The following documents were reviewed upon availability from the Strata Corporation:

¢ Building plans — architectural

e Budget (2013)

e Financial Statements (2011 — 2012, 2013 second quarter)
e Bylaws

2.2.3 Inspection of Common Properties
2.23.1 Common Property Classification

During the inspection, we classify the common properties assets according to the
Uniformat II'! system, specified by the National Institute of Standards and Technology. The
Uniformat II system is organized into seven major building component divisions, with a letter
assigned to each specific division. The building components inspected are classified into the
following divisions'%:

11 ASTM Uniformat Il for Building Elements (E1557-97)
12 Components belonging to certain divisions may not be inspected due to accessibility issues.
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Substructure: Slab on grade, underground garage and basement structures
Shell: Roof construction, exterior walls, exterior windows, balconies etc.
Interiors: Wall finishes, floor finishes, stairs, partitions etc.

Services: Elevators and lifts, HVAC, fire protection etc.

Equipment and furnishings: Commercial, institutional equipment, furniture etc.

Special construction and demolition: Special structures, integrated construction, special
facilities etc.

Site improvements: Paving, landscaping, sewers etc.

2.2.3.2  Reserve Component Inventory

The reserve component inventory was compiled following the inspection and included in
Section 3.2. It lists all common properties inspected, along with their quantities and life cycle
indices.

2.2.4 Remaining Useful Life Estimation

The method of estimating the remaining useful life of common properties first
necessitates the determination of their physical condition. The chronological age of any asset
may not equate to its effective age. Some assets' lifetimes may have been prolonged by
continued maintenance whereas others might have undergone rapid deterioration due to
unforeseen circumstances or neglect.

In this depreciation report, the effective age of a common property is estimated via
documentation review, discussion with facility representatives, and visual inspection. The total
useful life is estimated based on industry standards of comparative improvements. The remaining
useful life is thus represented by the following equation:

Remaining useful life = Estimated useful life — Effective age

No destructive testing was carried out on any of the common properties, nor were the
common properties disassembled or subjected to confirmation of functionality.

2.3 Financial Assessment

Over the life of every building, owners contribute towards operating, maintenance, and
renewal costs of capital assets. Occasionally, more comprehensive rehabilitation costs are also
incurred.
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The financial assessment identifies the following:

e The current replacement costs of the common properties and their future replacement
costs;

e The status of the current CRF balance and how it is impacted by ongoing CRF
requirements; and

e The ability of the current budget to meet major maintenance renewal needs.

This depreciation report is primarily concerned with costs of building upkeep.
Expenditures such as legal consultation fees and unforeseen emergency expenses are not
included.

2.3.1 Future Replacement Cost Estimation

The future replacement cost estimation is performed using the current replacement cost
compounded by an average inflation rate across the remaining useful life of the components.
Replacement costs were estimated based on the cost data service provided by RSMeans Online '3,
Inflation measurement in this depreciation report is based on construction indices rather than the
widely quoted Consumer Price Index (CPI) which measures consumer goods. The average
inflation rate was calculated based on changes in construction price index over a period of 20
years from 1991 to 2011. From the analysis, the inflation rate was found to be 3.4%.

2.3.2 Projected Cash Flow

The projected cash flow predicts how well the CRF would be able to cover necessary
replacement costs over the next 30 years. There will be five cash flow models for your reference.

Model 1 (Current investment schedule): This model maintains the current method of
funding the CRF and estimates future special levies based on current CRF contributions.
This method has the effect of deferring the funding of replacement costs for your
Common Properties to the date when such replacement is required, resulting in larger
special levies and greater future financial burden.

Model 2 (Early investment schedule): This model increases current CRF contributions
rapidly over the next three years, such that no special levies will be required over the 30-
year projection. Depending on interest rates, this method potentially allows for the
greatest investment returns, maximizing financial strength.

Model 3 (Delayed investment schedule): This model increases current CRF contributions
over a period of five years, such that no special levies will be required over the 30-year

13 www._rsmeansonline.com
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projection. This method still allows for a reasonable return on investment while
maintaining financial strength.

Model 4 (Partially funded investment schedule — capped increase): This model increases

current CRF contributions by a maximum of 150% in the next two years. For the
remaining 30-year projection, CRF contributions are increased annually by the current
inflation rate.

Model 5 (Partially funded investment schedule — capped special levies): This model

increases current CRF contributions over the next three years, such that all special levies
for the 30-year projection are $100,000 or less. For the remaining 30-year projection,
CRF contributions are increased annually by the current inflation rate.

2.3.2.1 Current CRF Levels

Current CREF level is defined as the opening balance of the reserve account beginning the
year in which the inspection took place. In this case, it is $56,389 beginning in 2013. In cases
where reserve accounts are unavailable, the current CRF level is calculated by summing the total
amount of funds set aside for major replacement or repairs beginning the year during which the
inspection is performed.

2.3.2.2  Special Levies

The Strata Corporation may raise money from the owners by means of a special levy for
various reasons, the primary reason being that the CRF is insufficient to cover the Strata
Corporation's existing or anticipated expenditures. A special levy must be approved by a
resolution passed by a minimum 3/4 vote at an annual or special general meeting.

2.3.23 Investment Returns

For this report, the strata corporation's funds are placed with a savings account. Hence,
investment returns are estimated to be 2.5%.

2.3.2.4 CRF Contributions

CREF contributions with all our cash flow models except the current model are set based
on different calculations tailored to different scenarios.

2.3.2.5 Calculations

The closing balance for a given year was calculated as follows:

Closing balance = (CRF opening balance + CRF contributions + investment returns +
Special levies) — Replacement expenses
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2.3.3 Financial Strength

Within this depreciation report, the analysis is performed primarily based upon the CRF
of the Strata Corporation, not accounting for operating expenses that are paid through the
operating fund. The financial strength of the Strata Corporation is thus the proportion of
replacement or maintenance expenses that can be covered by the CRF contributions and
investment returns. The optimal CRF with maximized financial strength would be able to cover
all expenses at any given time, resulting in no special levies over a specified period.

2.3.3.1 Reserve Requirements

Insufficiency in this depreciation report is determined by the percent of replacement
expenses covered by special levies, given by the following formula:
Special levies

0 . _ .
% Insuf ficiency Replacement expenses x 100%

Financial strength in this depreciation report is expressed in the following formula:

Total special levies
Total replacement expenses

% Financial strength = 100% —

Hence, 100% strength means that no special levies are needed (insufficiency is 0%).
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5. Recommendations

Given the aforementioned scenarios, the adoption of Cash Flow Model 2, the delayed
investment schedule, is the most recommended because it has the potential to lead to the greatest
amount of investment returns. Investing in the CRF at the earliest possible time is recommended
because a greater delay in investment may lead to lower potential income from investment
returns.

Both Models 2 and 3 seek to minimize special levies via surges in CRF contributions
within a short period of time. However, such rapid increases in CRF contributions may not be
practical for the Strata Corporation. Hence, ABSSEI has included Models 4 and 5 to illustrate
alternative scenarios involving both special levies and CRF contributions as funding means for
the CRF. Furthermore, given the uncertainty within the projections themselves, special levies
may be a necessity when funding for large scaled projects. The thresholds for CRF contributions
and special levies will vary depending on the demographics and financial interests of the
respective owners.

If the Strata Corporation has any additional concerns about the investment schedule,
please do not hesitate to contact ABSSEI so that a more feasible and reasonable solution may be
determined to suit your specific needs.
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Appendix A — Strata Property Act
[SBC 1998] CHAPTER 43

Part 6 — Finances

Division 1 — Operating Fund and Contingency Reserve Fund

Depreciation report
94 (1) In this section, "qualified person'' has the meaning set out in the regulations.

(2) Subject to subsection (3), a strata corporation must obtain from a qualified person, on or
before the following dates, a depreciation report estimating the repair and replacement cost for
major items in the strata corporation and the expected life of those items:

(a) for the first time,
(i) December 14, 2013, in the case of a strata corporation that existed on December 14, 2011, or

(ii) the prescribed date, in all other cases;

(b) if the strata corporation has, before or after the coming into force of this section, obtained a
depreciation report that complies with the requirements of this section, the date that is the
prescribed period after the date on which that report was obtained;

(c) if the strata corporation has, under subsection (3) (a), waived the requirement under this
subsection to obtain a depreciation report, the date that is the prescribed period after the date on
which the resolution waiving the requirement was passed.

(3) A strata corporation need not comply with the requirement under subsection (2) to obtain a
depreciation report on or before a certain date if

(a) the strata corporation, by a resolution passed by a 3/4 vote at an annual or special general
meeting within the prescribed period, waives that requirement, or

(b) the strata corporation is a member of a prescribed class of strata corporations.

(4) A depreciation report referred to in subsection (2) must contain the information set out in the
regulations.
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Strata Property Act
STRATA PROPERTY REGULATION

Part 6 — Finances

Contributions to contingency reserve fund

6.1 For the purposes of section 93 of the Act, the amount of the annual contribution to the
contingency reserve fund for a fiscal year, other than the fiscal year following the first annual
general meeting, must be determined as follows:

(a) if the amount of money in the contingency reserve fund at the end of any fiscal year after the
first annual general meeting is less than 25% of the total amount budgeted for the contribution to
the operating fund for the fiscal year that has just ended, the annual contribution to the
contingency reserve fund for the current fiscal year must be at least the lesser of

(i) 10% of the total amount budgeted for the contribution to the operating fund for the current
fiscal year, and

(ii) the amount required to bring the contingency reserve fund to at least 25% of the total amount
budgeted for the contribution to the operating fund for the current fiscal year;

(b) if the amount of money in the contingency reserve fund at the end of any fiscal year after the
first annual general meeting is equal to or greater than 25% of the total amount budgeted for the
contribution to the operating fund for the fiscal year that has just ended, additional contributions
to the contingency reserve fund may be made as part of the annual budget approval process after
consideration of the depreciation report, if any, obtained under section 94 of the Act.

[en. B.C. Reg. 238/2011, Sch. 1, s. 2.]

Depreciation report

6.2 (1) For the purposes of section 94 of the Act, a depreciation report must include all of the
following:

(a) a physical component inventory and evaluation that complies with subsection (2);

(b) a summary of repairs and maintenance work for common expenses respecting the items isted
in subsection (2) (b) that usually occur less often than once a year or that do not usually occur;

(c) a financial forecasting section that complies with subsection (3);

(d) the name of the person from whom the depreciation report was obtained and a description of
(i) that person’s qualifications,

(ii) the error and omission insurance, if any, carried by that person, and
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(iii) the relationship between that person and the strata corporation;
(e) the date of the report;

(f) any other information or analysis that the strata corporation or the person providing the
depreciation report considers appropriate.

(2) For the purposes of subsection (1) (a) and (b) of this section, the physical component
inventory and evaluation must

(a) be based on an on-site visual inspection of the site and, where practicable, of the items listed
in paragraph (b) conducted by the person preparing the depreciation report,

(b) include a description and estimated service life over 30 years of those items that comprise the
common property, the common assets and those parts of a strata lot or limited common property,
or both, that the strata corporation is responsible to maintain or repair under the Act, the strata
corporation’s bylaws or an agreement with an owner, including, but not limited to, the following
items:

(i) the building's structure;
(ii) the building's exterior, including roofs, roof decks, doors, windows and skylights;

(iii) the building's systems, including the electrical, heating, plumbing, fire protection and
security systems;

(iv) common amenities and facilities;

(v) parking facilities and roadways;

(vi) utilities, including water and sewage;

(vii) landscaping, including paths, sidewalks, fencing and irrigation;
(viii) interior finishes, including floor covering and furnishings;

(ix) green building components;

(x) balconies and patios, and

(c) identify common property and limited common property that the strata lot owner, and not the
strata corporation, is responsible to maintain and repair.

(3) For the purposes of subsection (1) (c), the financial forecasting section must include

(a) the anticipated maintenance, repair and replacement costs for common expenses that usually
occur less often than once a year or that do not usually occur, projected over 30 years, beginning
wi