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Over 35 years of experience and quality craftsmanship have been the cornerstone to
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TIP OF THE MONTH

Reserves

The lllinois Condominium Property Act requires every budget to include reasonable reserves. What
factors are used to determine reasonability?

Repair and replacement costs and estimated useful life of the common elements

The current and anticipated return on investment of association funds (if any),

The result of an independent professional reserve study,

The financial impact on the owners and the market value of the units of any assessment increase
needed to fund the reserves, and

The ability of the association to obtain financing or refinancing.

Depending on the size of an association, the most important thing a board can do in terms of
maintaining or establishing financial stability is to conduct a reserve study. A reserve study will allow a
board to project how much it will need to collect in assessments to maintain association property.
Barring any unforeseen expenses, this will prevent the Board from having to pass special assessments
to make up for budget shortfalls. Because a preventative maintenance schedule will be a part of a
reserve study, it will also allow an association to extend the life of the building and its fixtures.

Sima Kirsch » The Law Offices of Sima Kirsch * 4831 N. Bell Ave., Ste. 2 » Chicago 60625

773-784-2883 " sima@skirschlaw.com

ACTHA BOARD RESIGNATION

It is with regret that ACTHA announces the

The Leader in Opening Glass Walls Board resignation of Brian Gilligan (Hunt Club
on the Lake in Mt. Prospect). Brian has served
with distinction since 2001 as a Director, Officer
and chair of the Membership Committee. We are

R.S. (Bob) Sibilia . . .
L \ ana\ K /allm pleased, however, to state that Brian will continue
bobs@nanawall.com GrndTransformations as an active member on committees and at confer-
Tel 800.873.5673 22 . . .

g Ee ence/trade show events. If interested in serving on

Cell 530.412.0917
Fax 415.383.0312 the Board, contact Gael@actha.org

Board of Directors
Officers
President: Beth Lloyd Secretary: Jacqueline Fanter Treasurer: Barry Branch

Directors

Craig Finck Sharon Haymond Bob LaMontagne Michael McCormick Bill Meyer

Executive Director: Gael Mennecke Lobbyist: Richard Lockhart, Social Engineering Associates, Inc.

Legal Advisors: Rob Kogen, Kovitz, Shifrin Nesbit / Charles VanderVennet, Attorney in private practice
Accountant/Advisor: Garry Chankin, Frost Ruttenberg & Rothblatt, C.P.A.

Note: Materials in this publication may not be reproduced without the written permission of ACTHA. The statements and opinions in this publication
are those of individual authors and ACTHA assumes no responsibility for their accuracy. ACTHA is not engaged in rendering legal, accounting or other
expert assistance. If required, the services of a competent professional should be sought. Acceptance of advertising in the ACTHA newsletter does not
constitute an endorsement by ACTHA or its officers of the advertised products or services. The publisher reserves the right to reject any advertising.




Continued from page 1
FEDERAL FORM 1120-H

Federal Form 1120-H was developed so that
associations would not be taxed for carrying out its
main function of managing and maintaining the
common elements. Commercial condominium
associations cannot file Federal Form 1120-H. IRC
Section 528 states that income and expenses must be
allocated between exempt function activities and non-
exempt function activities. Associations are only taxed
on its net non-exempt function income at a Federal tax
rate of 30%. (Timeshare Associations are taxed at a
Federal tax rate of 32%). So what is exempt and non-
exempt function income?

Exempt Function Income is: Operating
income received as assessments from owners of condo-
minium, townhome or homeowners' associations. They
also can be assessments received from developers on
unsold units or lots. These assessments must be
assessed ratably to be exempt function income.

Non-exempt Function Income (or
taxable income) is: 1) Income from non-association
property - commercial operations and interest and
dividends. 2) Income from non-members for use of
association property. 3) User charges to association
members for special services unless the user charge is

assessed once in a twelve month period and the benefit
lasts for the entire twelve month period. An example of
a user charge is laundry income.

The advantages of Federal Form 1120-H are as
follows:

1. Associations are not taxed on exempt function
income.

2. The tax form is a one page form, with supplemen-
tary schedules, so it costs less to prepare.

3. The form has less risk than Federal Form 1120.
There are four tests that have to be met to file Federal
Form 1120-H, but most residential associations will
qualify.

4. Fund accounting is not required since capital or
reserve assessments are not taxed.

5. No election forms are required like on Federal Form
1120.

6. As long as you keep filing Federal Form 1120-H, no
estimated taxes are required.

FEDERAL FORM 1120

The key advantage of Federal Form 1120 is that an
association could pay tax at a lower rate than Federal
Form 1120-H. Income tax rates start out at 15% on the
first $50,000, however, the risk of compliance is far
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Continued from page 4

greater since an association must follow certain required
procedures. Also, since the form is much longer and more
complex it costs more to prepare than Federal Form
1120-H.

IRC Section 277 states that income for Federal
Form 1120 should be allocated between membership and
non-membership income. An association can be taxed on
both if there is net income, however, an association can
make an annual election to defer net membership
income.

Revenue Ruling 70-604 allows associations to
defer net membership income for one year but if the
association has net membership income in the next year
then the association would have to pay tax in the next
year on the deferred income. An association can also
make an election under Revenue Ruling 70-604 to refund
net membership income, but in my thirty plus years of
working with associations, I have never seen an associa-
tion refund money. A question that I get asked about all
the time is: Can our association transfer excess net
membership income to reserves and then not have to pay
taxes on this excess? The answer is NO if you are filing
Federal Form 1120. IRC Section 118 states that an asso-
clation cannot transfer excess net membership income to
reserves to avoid paylng taxes since you cannot
re-characterize what the assessments were for originally.
In order for Revenue Ruling 70-604 to be valid, the elec-
tion has to be made annually by all members (usually at
the annual meeting) and it should preferably be made
before the end of the year. The dollar amount does not
have to be specified.

Capital contributions (reserve assessments) will
be treated as non-taxable on Federal Form 1120 if
certain guidelines are followed:

1. The purpose of the assessment must be capital in
nature. The reserve study supports the purpose of the
capital assessment. However, painting, even if it was
included in your reserve study, is an operating assess-
ment, not a capital assessment.

2. Members must have advance notice. Distributing
copies of the budget to the members is considered
advance notice.

3. The assessment must be accounted for as a capital
contribution and held for that purpose. The books and
records, along with the budget should segregate operat-
ing and reserve (capital) activities. Therefore, the
association should use fund accounting.

4. Reserve (capital) assessments should be deposited into
a separate account and reserve expenditures should be
paid out of this separate account. An association can pay

for capital expenditures out of the operating fund
account as long as the reserve account reimburses the
operating account in a relatively short period of time.

Now that you have a brief understanding of the
two forms, you might be wondering which form should
your association be using? This is a hard question to
answer unless your CPA knows the facts and issues
associated with your association.

Usually if your association has little interest
income and no (or minimal) user fees you will file
Federal Form 1120-H. As interest income grows, your
association should look at filing Federal Form 1120 as an
alternative. If your association has minimal interest
income, but you have a net loss from your net member-
ship (for example due to a painting project) you may
want to file Federal Form 1120 since that loss gets
carried forward. If your association files Federal Form
1120 because of the large amount of non-membership
income, you want to make sure that you do tax planning
ahead of time to minimize your net membership income.

You now should have a better understanding
about the different types of Federal income tax returns
and which Federal income tax return is right for your
association.

Frost, Ruttenberg & Rothblatt, P.C.
111 S. Pfingsten Road, Suite 300, Deerfield, 60015
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WECOME TO OUR NEWEST MEMBERS!

ALARM DETECTION SYSTEMS
Cheryl Perez

1111 Church Rd., Aurora, 60505

T: 630-844-5349, F: 630-844-5326

Email: cperez@adsalarm.com

Web: www.adsalarm.com

CAREFREE SYSTEMS
(Outdoor management: sprinklers)
Patrick

22049 Howell Dr.

New Lenox, 60451

T: 815-462-3300

Email: denise@carefreesystems.com

Web: www.carefreesystems.com

CLEANING FANATICS, INC.
Jesse Skowronek

155 Prairie Lake Rd., #1

East Dundee, 60118

T: 847-844-8484, F: 847-844-8449

Email: info@cleaningfanatics.com

Web: www.cleaningfanatics.com

GOODENOUGH, INC.

(Outdoor Management: sprinklers
Dean Goodenough

5N299 County Line Rd.

Maple Park, 60151

T: 815-827-4300, F: 815-827-4202

Email: dean@goodenoughinc.com

Web: www.goodenoughinc.com

HERSHEY, J. ARCHITECTURE
John Hershey

929 S. 4th Ave.,

Libertyville, 60048

T: 847-549-5900

Email: johnhershey@sbcglobal.net
Web:

www.jhersheyarchitecture.com

HOMER TREE CARE
Paul Chialdikas

14000 S. Archer Ave.
Lockport, 60441

T: 815-838-0320, F: 815-838-0375
Email: paul@homertree.com

Web: www.homertree.com

IN AND OUT MAINTENANCE
SERVICE, INC.

Charles Freitag

159 Cottage Hill, #214

Elmhurst, 60126

T: 630-941-3521, F: 630-206-1515
Email: ctfsr@inoutmaintenance.com

Web:
www.INOUTmaintenance.com

MASTERCARE BUILDING
SERVICES, INC.

Kate Susmilch
41 Chicago Ave., Oak Park, 60302
T: 708-358-2630, F: 708-876-3211

Email: kate@mcareservices.com

Web: www:mcareservices.com

WINGREN LANDSCAPE, INC.
Brian Dolwick

5126 Walnut Ave.

Downers Grove, 60515

T: 630-759-8100,F: 630-759-8155

Email: briand@ wingrenlandscape.

com

Web: www.wingrenlandscape.com
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Tempered / Insulated Glass
Graffiti / UV Film
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Shower Enclosures / Glass Tops
Much More ...
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Continued from page 10

Another benefit credit cards can provide is the flexibility. With checks, an authorized signatory must
be physically present to sign the check. Credit cards can allow different individuals to make pur-
chases based on relevance or convenience. However, with this flexibility also comes the potential for
misuse or fraud. As a result, associations must have very strong internal controls surrounding credit
card use. Examples of these internal controls could include, but are not limited to, the following:

= Keeping the card in a locked safe or drawer to which only authorized individuals have ac-
cess

= Credit card purchases over a certain limit are to be pre-approved by more than one board
member

= Invoices/bills should be examined and signed off on by more than one board member

= Periodic rotation of responsibilities to ensure no one board member has opportunity for
fraud or cover-up.

= Credit card statements or online activity must be reviewed and monitored by someone other
than the board member who has access to the card. In addition, the monthly statements
should be presented to the board monthly.

Finally, if your association does decide a credit card will be beneficial, be aware one might be harder
to obtain than you might think. Visa and Mastercard both require someone to personally guarantee
a card before credit is extended. This can present a dilemma in situations where ownership is often

changing.

In the end, what is beneficial for one association might not be beneficial for another. When deciding
on a credit card, evaluating the pros and cons most relevant to your association will be the most
integral part of reaching your decision.

Larry Little ~ The A.C.T. Group

CORRECTION TO JUNE 2010 ISSUE: Recently appointed ACTHA Board member, Michael
McCormick is an owner but not the President of his condominium association Shore Manor in
Chicago.
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FALL EXPO PROGRAM INFO
Sat., Sept. 25: Tinley Park Convention Center
Sat., Oct. 9: Lincolnshire Marriott
Both Expo’s feature a trade show and mteractive demonstrations from 8—noon.
Over 60 exhibitors are expected at each Expo!

FREE Trade Show! FREE parking!!! FREE Breakfast!!!

Registration form for Educational Seminars on page 10 or register online at www.actha.org

Tinley Park Educational Programs

9:30—10:30 a.m. Choose from one of two choices:

FHA & Financing Issues—This session will cover
the steps for certifying for FHA approval and its pros
and cons. Various other issues preventing lenders
from approving loans in associations, such as,
delinquency rates, owner/tenant occupancy ratio, and
reserve funding will also be addressed. Speakers: Keith
Jones of Keay and Costello & Belinda Robinson, Housing
Specialist, U. S. Dept. of Housing & Urban Development

Financial Mismanagement— Both new and
established associations can find themselves faced
with assessment levels which are too low or
insufficient funds set aside in for common element
maintenance, repair and replacement. This session
will discuss how to address these issues, including
suggested approaches to help weary owners who don't

want to see assessments increased. Speakers: Lara
Andersen of Tressler, LLC and Mike Majewski of Seldon Fox

Noon—1 p.m. Choose from one of two choices

Applying a Collection Policy— Laid off owners, fore-
closures, short sales and sluggish non-distressed sales
continue to plague the association’s bottom line.
Establishing and applying a collection policy is critical
to maintaining enough cash flow to keep afloat.
Speakers: Dawn Moody of Keough & Moody and Martin
Stone of HSR Property Services

Conflict & Compromise— Owners against owners,
owners against the board, the board against owners,
the board against the board and all with an axe to
grind. What happened to good neighbors and a
friendly community? Learn what options and methods
can restore the harmony and give you peace. Speaker:
Tomi Wahlstrom of Otavala

Lincolnshire Educational Programs

9:30—10:30 a.m. Choose from one of two choices:

The Property is Disintegrating—After turnover,
reality sets in and the findings can be devastating.
The builder is gone and not honoring their promises
to fix the problems. Is a lawsuit the answer? Who
can help and advise when there are limited funds.
Speakers: George Pilja & Doug Palandech of Foran
Glennon Palandech Ponzi and Rudloff PC and Mark
Waldman of Waldman Engineering Consultants

Insurance: Who Pays—Where is the answer?
Are there clear instructions and priorities to point
in the right direction? Maybe it’s the association,
the owner who suffered damage, or the owner who
caused the damage. And does it matter if there was
negligence? Speakers: Stuart Fullett of Fosco Fullett
Rosenlund and Joel David of CAU

Noon—1 p.m. Choose from one of two choices

FHA & Financing Issues- This session will cover
the steps involved in certifying your association for
FHA approval; its pros and cons. Various other
issues preventing lenders from approving loans in
associations, such as, delinquency rates, owner/
tenant occupancy ratio, and reserve funding will
also be addressed. Speakers: Don Kekstadt of

Lieberman Management and Kerry Bartell of Kovitz
Shifrin Nesbit

Reserves & Investment Strategies- This session
will illustrate which financial instruments will
satisfy the needs for safeguarding reserves and
being compliant with the requirements of State law
and the association’s governing documents.
Speakers: Craig Finck of Harris and Steve Silberman of
Frost Ruttenberg Rothblatt




ACTHA NORTH & SOUTH EXPO REGISTRATION FORM

YES!! I want to register for the

__ South Expo: Sept. 25, Tinley Park Convention Center ___ North Expo: Oct. 9, Lincolnshire Marriott
THERE IS NO CHARGE TO ATTEND THE EXPO OR VIEW INTERACTIVE DEMONSTRATIONS.
THE FEE TO ATTEND ANY OF THE EDUCATIONAL PROGRAMS is: ACTHA Member rate: $ 25 or $ 20

if sending 3 or more from the same association; Non-member rate: $ 45 per person

Name of Association:

Address: City/Zip:

Phone #: Email Address:

Name(s) of Individual(s) Attending (please print):

AMOUNT ENCLOSED:

Please make checks payable to ACTHA. Send to: 28 E. Jackson, Suite 910; Chicago, IL. 60604 or you may register online using a credit card.

NOTE: Confirmations are not sent except upon request. For the South Expo: No refunds are given after Sept.. 20 and there is an additional charge of $ 15 per
erson for anyone registering after that date or at the door. For the North Expo: No refunds are given after Oct. 5 and there is an additional charge of § 15 per
Ly 8 g 8 g
person_for anyone registering or paying at the door. All other cancellations are subject to a 25% handling fee.

Don’t let FHA mortgages elude your grasp.

New federal regulations have made FHA spot financing obsolete. Your What can you do?
condomi.n.ium, townhouse or homeowners a§sociation must pecome The attorneys at Kovitz Shifrin Neshit can find out if your association is
FHA-certified for any new purchasers to qualify for FHA financing. FHA-certified, and, if not, we can assist your board in expediting the

. | tificati .
New rules trigger lengthy delays. gompiex certification process

As of February 1, 2010, new HUD regulations went into effect, requiring ~ Don't let time run out and cause your property value to depreciate.
associations to certify with the FHA. There may be months-long delays Contact the professionals at Kovitz Shifrin Nesbit at ksnlaw.com — or
in HUD processing of applications for certification for those call 847-537-0500 today.

associations which don’t act quickly. Buyers of properties in - | s\ orrICES OF

those associations will be unable to acquire mortgages. K OVI TZ We have been representing condominium
po—— aNd homeowners associations since 1983.
847-537-0500 www.ksnlaw.com [S181INN]

Our practice also includes collection, litigation,
real estate, business law, and estate planning.

NESBIT

A Professional Corporation

Buffalo Grove  Chicago  Naperville  Lake Forest  Racine, Wisconsin
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,Question of the Month

= What are the pros and con's of an association having and using a credit

€ card? What procedures should a board have in place if they decide to use
one? What should the access be?

" B. A credit card can be a very useful addition to the financial operations of an

e association. However, a credit card can also cause problems if an association

does not both put in place, and adhere to strict policies and procedures regard-
ing its use. As a result, an association should carefully weigh all pros and cons
before deciding whether a credit card would be beneficial.

The primary benefit of a credit card is the speed and efficiency it can bring. Items can be pur-
chased online, recurring bills can be setup for automatic payment and invoices for services ren-
dered or goods delivered can be paid on the spot. But with this increase in speed and efficiency
comes the tendency to stray from established financial control procedures. It is important that
an association follows the same approval procedures for purchases or payments made by credit
card as they would for a purchase or payment made by check. Further, the paper trail left by a
credit card payment is shorter than that of a check payment. An association must be sure to
retain all supporting documentation (i.e. —purchase order, invoice, receipt, etc.) for all credit
card purchases.

Continued on page 7



