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“Walk with the dreamers,
the believers, the courageous,
the cheerful, the planners,

the doers, the successful people
with their heads in the clouds
and their feet on the ground.

Let their spirit ignite a fire within you to leave
this world better than you found it.”

~Wilferd Peterson
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[. EXECUTIVE SUMMARY

This report is provided to the Board of Directors of the Somersett Owners Association in
response to retaining the assistance of a consultant to aid the Board in evaluating
management options. In preparation for this report, hundreds of hours were invested
interviewing board members of homeowner associations (employing both Internal and
Outsourced Management'), community managers, industry experts, current and former Board
members, association members and speaking with potential service providers to obtain rough
estimates of the cost of services. Further, meetings with leadership from First Service
Residential overseeing the SOA’s contract were conducted with this consultant as well as
Board members to discuss current concerns and potential improvements.

As will be demonstrated through the analysis in this report, if the Board of Directors determines
that the resources available through management companies, which include turn-key
solutions, standardized processes, ancillary services, absorption of liability, and personnel
resources, outweigh the responsiveness of an internal structure, they may prefer to continue
to outsource management services and pursue a new and improved Agreement with FSR, or
an agreement with a different management company.

If the Board of Directors desires a high degree of discernable leadership in its management
structure and direct accountability between the Board and the employees hired to carry out
their objectives and responsibilities under the governing documents, then they may prefer an
Internal Management structure. In that case, the Board should continue to gather additional
information before making that decision to thoroughly assess the benefits compared to the
costs and potential risks. Should the Board decide to proceed in the direction of Internal
Management, they should plan for a period of transition (four to six months) to ensure a
smooth process with minimal disruption to the Association (see Recommendations).

This report is intended to provide as much information as has been gathered to assist the
Board, and the Association, in comparing management options. More information could be
obtained through the solicitation of proposals from outside management companies (to
compare cultures, style, and service offerings) and proposals from service providers to confirm
pricing for accounting, technical, and start-up (for internal management). Recommendations
and suggestions in this report are intended to assist the Board in comparing management
structures; however, this report is not inclusive of every possible comparison or potential idea.

The Association’s current management agreement expires on December 31, 2021. In
preparation for the expiration of that Agreement, and in the fulfilment of their duties as
fiduciaries, the Board of Directors has been considering the current needs of the Association
and options for management services to meet those needs. Recommendations in this report
should not be construed as suggesting a specific direction or management structure. In fact,
there is no “right” or “wrong” decision to be made. The Board has taken seriously the
responsibilities to manage the Association in the best interest of its members. The work
performed in the completion of this report are suggestions the Board may wish to consider.
The information is intended for the use and consideration by the Board of Directors.

1 Definitions for terms such as “internal” and “outsourced” management follow on subsequent pages.
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1I. DEFINITIONS

The following definitions are offered to clarify the purpose and usage of these terms as to how
they are utilized in this report.

“Association”: In this report, the term when capitalized specifically refers to Somersett Owners

“Board”:

“CC&Rs”:

Association (SOA) as an entity; when not capitalized, the usage is in general
reference to associations of common interest communities.

The term “Board” or “Board of Directors” refers to the members of an executive
Board elected by its association members. In general, the term is utilized in this
report to refer a Board of a common interest community. In this report the term
also refers to SOA’s Board of Directors. The distinction as to what the term is
referring to in this report is obvious.

This is a common term in association management and refers to the Declaration
of Covenants, Conditions, and Restrictions of common interest community
(CC&Rs). As it relates to the SOA, the term CC&Rs refers to the Second Amended
and Restated CC&Rs adopted in February 2005.

“Common Interest Community (CIC)”: is defined in Nevada Revised Statues 116.021 as a

“real estate described in a declaration with respect to which a person, by virtue of
the person’s ownership of a unit, is obligated to pay for a share of real estate taxes,
insurance premiums, maintenance or improvement of, or services or other
expenses related to, common elements, other unites or other real estate described
in that declaration.” In short, the real estate defined in the CC&Rs sets forth what
defines the CIC.

“First Service Residential (FSR)”’and “First Service Corporation”. FSR is the company under

contract with the SOA to deliver management services as defined in the SOA/FSR
2018 Agreement. FSR is a division of First Service Corporation, which has two
main divisions: FSR, managing thousands of associations and First Service
Brands. First Service corporation is a multi-billion-dollar corporation with tens of
thousands of employees and through its First Service Brand division has acquired
and consolidated a myriad of subsidiary companies providing various services
primarily, but not wholly, utilized by property owners and residential communities.
For more on First Service Residential https://www.fsresidential.com.

“Governing Documents”: In this report, the term refers to the collective documents adopted by

“Industry”:

an association including, but not limited to its Declaration of the CC&Rs, Articles
of Incorporation, Bylaws, Handbook, Operating Rules, Regulations, and Policies.
In relation to the SOA, it refers to all of the above as adopted, or amended, posted,
and publicly available.

The word “industry” in this report is a term referring to the management of
homeowner associations as an industry. The term “industry” is commonly utilized
by employees, management companies, and association managers.
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“Internal Management”: The term “Internal Management” in this report will refer to a team of
employees operating under a Board-Manager organizational structure wherein the
Association’s Manager is hired by and reports directly to the Association’s Board
of Directors and the rest of the employees report to the Manager (except for legal
counsel to the Board, which remains independent of the management structure).
The onsite Manager of the Association may carry the title of Community
Association Manager (CAM), General Manager (GM), or any other such title. In
this report, the onsite Manager is referring to a Nevada-licensed CAM.

“Outsourced Management”: In this report, the term refers to management services procured
through an agreement between an association of homeowners and a company to
manage the association in a manner defined by the agreement. The company
typically is a business with expertise in the knowledge and skills of association
management. The company hires employees with the expertise to provide services
required by the agreement. The agreement typically grants broad authority from
the association to the company and its employees to perform the services. There
are small, boutique, mid-size, local, and national companies that provide
management services to common interest communities. There are as many
differences in the types, styles, and services offered through these companies as
there are companies that provide them. Throughout this report, the term
“outsourced management” is utilized to collectively refer to the common elements
of services offered by management companies and not necessarily the differences
among the companies, although some differences are noted when germane to the
discussion. A comprehensive comparison of differences would be achieved
through a Request for Proposal process whereby the differences in services are
evaluated. Currently, the SOA is under contract with First Service Residential
providing professional management services through the provision of sited
employees to the SOA. The employees are hired by and report to First Service
Residential. The current Agreement between the SOA and FSR expires on
December 31, 2021.

“Self-management”: The term “self-management” is used interchangeably in the industry to
refer to various types of management; there is not a singular use of this term to
define a specific type of management structure. In a number of professional
articles for the industry, the term was meant to describe an association managed
directly by its Board of Directors and/or a hybrid of Board and association member,
taking on day-to-day operational duties and responsibilities. The term has also
been used to describe the hiring of employees that report to the Board of Directors
(“Internal Management” in this report). Therefore, because of the various ways in
which this term has been used to describe different management structures, the
term has been avoided in this report.

Other terms and acronyms not defined herein are presumed to be well-known and understood,
such as the SOA (Somersett Owners Association) and HOA (Homeowners Associations).




Analysis of Management Options

III. BACKGROUND

Somersett LLC and Somersett Development Company, Ltd formed a non-profit common interest
community in 2002 and therefrom formed the master association of “Somersett Owners
Association (SOA).” The Somersett Owner’'s Association is a common interest community as
defined by NRS§116 subject to the Second Amended and Restated CC&Rs (Covenants,
Conditions, and Restrictions) adopted in March of 2005. The purpose of the SOA as defined in
Article Il of the 2005 CC&Rs and in the 2002 Articles of Incorporation §lV, is to (1) own, maintain,
and repair all easements and real property including operation and maintenance of the common
elements (areas), (2) perform wildlife management, (3) create and enforce landscape
maintenance program primarily to enhance rangeland fire protection, (4) enforce and administer
all governing regulations, (5) sponsor and encourage community events for its members, and (6)
own, operate and contract for data, voice, and communication lines and facilities.

Since its formation, the community of Somersett has grown to include more than 3,500 residential
units, a beautiful Town Center with a community pool, a popular nine-hole/three-par golf course
(Canyon Nine), over 27 miles of hiking and biking, outstanding amenities including exceptionally
landscaped greenbelts in the common areas, all sitting on nearly 2,400 acres of land. The
Association hosts community events, serves thousands of residents, and manages the
Association through its various volunteer community committees, the Board, and management
staff. The scale and scope of services required to meet the Association’s obligations under the
CC&Rs has grown significantly since its formation.

In order to meet its obligations under the governing documents, the Board of Directors may, in
accordance with the 2002 Bylaws for the SOA, Article Ill “Directors,” §3.01, “delegate the
management of the activities of the corporation to any person, or persons, a management
company or committees however composed, or otherwise delegate any or authority of the Board,
provided that the activities and affairs of the association shall be managed and all corporate
powers shall be exercised under the ultimate direction of the Board,” (emphasis added).

Under the authority granted to the SOA Board of Directors as noted above, the SOA has
outsourced management and daily operations of the SOA to First Service Residential (FSR) for
approximately, the last ten years. The current Agreement, dated November 8, 2018, expires on
December 31, 2021. Prior to renewing the Agreement, the SOA’s Board of Directors has
undertaken an evaluation of association management options to compare the current manner
(Outsourced Management) with alternate methods of association management. As noted in a
memorandum by the consultant writing of this report provided to the SOA Board of Directors for
their May 12, 2021 meeting, the Board requested an evaluation of options for association
management in accordance with their responsibilities as fiduciaries for the Association as defined
in NRS 116.3103 and in accordance with the SOA’s Bylaws §3.01.
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Summary of Options

The Board of Directors has several options regarding management of the SOA to meet its
obligations as defined in the governing documents. The Board may:

1.

maintain the status quo of outsourcing management services by renewing the Agreement
with First Service Residential, or take no action and allow the Agreement to automatically
convert to a month-to-month Agreement upon expiration (Section Il of the Agreement), or

begin the process to have the Board members take over the daily operations and
management of the Association in their capacity as volunteers, or upon termination of the
Agreement with FSR (not recommended?), or

continue to outsource management services with First Service Residential by entering into
a new Agreement with defined performance goals for the types of services desired, or

continue to outsource management services by entering into an agreement with a different
management company for management services with defined expectations and
performance goals to be achieved, or

transition to an Internal Management operational structure by establishing a team of
employees reporting to a licensed Community Association Manager hired by and reporting
to the Board, or

establish a different process of management as authorized by the Association’s governing
documents, which has not been identified and therefore, is not included in this analysis.

These options are discussed in more detail in the recommendations section of this report.

2 The Board has indicated they do not wish to pursue the type of structure described in #2 above (Board
members managing the Association) and therefore, this option was not included in this report.

41






