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INDEPENDENT LUBRICANT MANUFACTURERS ASSOCIATION
DATA-DRIVEN RESERVE POLICY DEVELOPMENT REPORT

Objective and Process
Independent Lubricant Manufacturers Association (“ILMA” or the “Association”) engaged CLA to update its data-
driven reserve policy development report originally issued in 2017. To that end, CLA:

e Requested and reviewed ILMA’s statement of financial position and statement of activities for the years
ended December 31, 2017, through December 31, 2021; documentation regarding use of reserves for the
same period; data regarding key risk events experienced, ILMA's response, and any financial impacts; and
ILMA’s strategic plans.

e Analyzed ILMA’s trends for assets, liabilities, net assets, revenues, and expenses (see Figures 1 and 2 for
this data) as well as use of reserves and summarized preliminary observations regarding the risk categories
developed in 2017.

e Met with Holly Alfano, Chief Executive Officer and Margaret Smith, Accounting Manager to review the
above information to develop a more thorough understanding of the reasons behind changes since 2017,
the risks ILMA faces, and how reserve amounts may need to be adjusted accordingly.

Financial Trends

In the aggregate, with respect to financial condition, trends showed positive net asset growth year over year
within the Association in each year presented, except for 2018, producing total net asset growth of 44% between
2016 and 2021. Certain assets and liabilities increased and decreased throughout the years for varied reasons,
with investments increasing 47% across the same five-year period. Given the uncertain market and economic
outlook, ILMA appropriately expects headwinds as it relates to investment performance in the years ahead,
marking a sharp turn from the experience of the past decade.

Following the cancellation of two meetings, ILMA considered withdrawing funds from its long-term reserve to
shore up cash flow challenges. ILMA was presented with the option of borrowing against the reserve with a
margin loan carrying a low interest rate. ILMA initially borrowed $200,000, and the balance has fluctuated over
time with any cash in the investment accounts being applied to the balance. ILMA's leadership has decided that
dividends shall be applied to the balance rather than being reinvested. It is estimated that the loan balance will
be paid off in about two years.

From an operational perspective, the two largest sources of revenue, the annual meeting and membership,
respectively, held relatively flat from 2016 through 2021 at 0% and 5% growth, respectively. The annual meeting
was impacted in 2020 due to the COVID-19 pandemic, but revenue returned to near pre-COVID levels in 2021
driven by record attendance. Advertising, Engage meeting, and investment income each had ups and downs
over the same period. Aside from the annual meeting, where expenses changed each year in alignment with the
revenues, other expense categories both increased and decreased. Allin all, ILMA fared the COVID-19 pandemic
and has managed its reserves well when needed.

Reserve Categories
In 2017 ILMA created the following risk-based reserve categories:

1. Advocacy - risks involving addressing issues related to regulatory agencies and legislative related member
specific issues.

2. Infrastructure — risks involving specific changes outside the normal course of business to the organization’s
tangible assets (i.e. Human Capital, Information Technology, and Capital Improvement Projects).
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3. Operating - risks involving the general course of business specific to ILMA’s revenue streams.

4. Litigation — risks involving any legal action against ILMA.

5. Program Fund (formerly Opportunity/Innovation) — risks involving new strategies and prospects.

Risk Consideration Analysis
Below are CLA and ILMA’s considerations for each specified risk.

1.

2.

Advocacy: Two risks were identified for advocacy. The risks were regulatory and legislative.

Regulatory: Political climate continues to create both opportunities and barriers that help and
hinder ILMA. Environmental Protection Agency (EPA) actions continue to present ILMA with
prospective consultant costs of anywhere from $100,000 to $500,000 depending on the issue
and duration of any advocacy campaign. The risk of this type of challenge emerging in the future
is relatively high and the likelihood of a risk such as this impacting ILMA should continue to be
set at 60%, noting that these types of regulatory matters could be drawn out as much as five
years. Considering that each regulatory issue is subjective, and that the magnitude is deemed to
be volatile, an average of $300,000 (($100,000 + $500,000)/2) was used based on historic
consultant costs and estimates, as discussed above. Since this is an advocacy related activity and
cost there are no recoverable amounts. This reserve amount has been maintained at $180,000.

Legislative: Legislative concerns are evergreen and primarily revolve around member specific
issues. Whether “obsolete oil,” retailer education and outreach, or leading advocacy initiatives
within the National Conference on Weights & Measures, management views the risk of a similar
issue emerging and directly affecting independent lubricant manufacturers as moderate based
upon each issue’s unique nature, and that 50% is a fair estimate of the likelihood this risk would
occur over a 10-year period. The high-end of the cost spectrum for legislative issues would still
likely be $375,000. Since this is an advocacy related activity and cost there are no recoverable
amounts. This reserve amount has been maintained at $187,500.

Infrastructure: Three infrastructure risks were identified in 2017: human capital, information
technology, and capital improvements.

Human Capital: Considerations of human capital include the recent replacement of two long-
tenured employees, compensation upgrades made in 2021, and relatively flat future staff
growth. However, a competitive talent market, high inflation environment, and perennial
succession risk all present ongoing human capital risks to management. ILMA’s management
team collaboratively concluded to therefore maintain this reserve to keep pace with current
compensation and benefit levels, which increased 24% between 2016 and 2021. The resulting
reserve amount has been adjusted consistent with that growth and has been set at $233,000.

Information Technology: A lot has changed in technology since 2017: ILMA is now fully digital
with an upgraded web site and app, IT expenses are expected to grow at the rate of
organizational growth plus inflation, and the cost of combatting and protecting against phishing,
ransomware, and other forms of cyber threats now business as usual. Given the rapidly changing
technology environment and ongoing nature of the need for IT reinvestment, the probability is
stated at 100% that this risk will impact ILMA in the next five years. With most large projects
complete, but offset partially by high inflation, this reserve amount has been maintained at
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$200,000.

c. Capital Improvements: ILMA completed its move since 2017 and opted to use newer, cheaper
technologies rather than building out an audio-visual room as contemplated prior to the move.
At this time there are no further expected capital improvements that may require use of
reserves. Therefore, this reserve amount has been reduced to zero.

Operating: In 2017 ILMA established five risks and reserve categories based upon significant revenue
streams. These risks include membership, annual meeting, advertising, Engage (formerly Management
Forum), and investment gain/loss. As all revenue streams have been determined to be part of continuing
operations, they have all been deemed a 100% probability as to the likelihood of impacting ILMA in the
next few years. Details for each of these risks are provided below.

a. Membership Dues: Per discussions with ILMA’s management team, membership growth has
leveled off and even decreased due to industry consolidation and bankruptcies, COVID-19
impacts, and other industry headwinds that existed prior to the pandemic. ILMA will likely
resume its strategy of incremental annual dues increases in the coming years to mitigate raising
costs caused by today’s high inflation environment, but it is unlikely this will make up for loss in
manufacturing members. Thus, the outlook on risk and reserves as it relates to membership
dues remains the same today as it was in 2017. The resulting reserve amount has therefore been
adjusted consistent with growth in membership dues revenue since 2016. The resulting reserve
is $410,000.

b. Annual Meeting: ILMA’s annual meeting made it through COVID and rebounded well but the
macroeconomic, cancellation, high inflation levels, and revenue concentration risks are still ever
present, with no signs of pent-up demand continuing. Over time meeting performance will trend
downward with membership, and supplier representatives will follow suit. Thus, the outlook on
risk and reserves as it relates to the annual meeting remains the same today as it was in 2017.
The resulting reserve amount has therefore been held flat, consistent with the 0% change in
annual meeting revenue experienced since 2016. The resulting reserve is $750,000.

¢. Advertising: Advertising revenue declined 32% between 2016 and 2021 and is expected to
continue to do so in years ahead. While ILMA successfully launched digital advertising
opportunities and is starting to see traction, the dollars are smaller, and the revenue stream is
slow to grow. Management may look at shifting print publications from monthly to bi-monthly
to mitigate rapidly rising expenses, but those strategies are still emergent. Thus, the outlook on
risk and reserves as it relates to advertising remains the same today as it was in 2017. The
resulting reserve amount has therefore been adjusted downward at a rate consistent with the
decline in advertising revenue experienced since 2016. The resulting reserve is $170,000.

d. Engage (formerly Management Forum): The Engage meeting provides networking opportunities
in a smaller, more intimate setting and is also used for various ILMA committees to plan for the
upcoming year. While revenues have ebbed and flowed since 2016, revenues have likely peaked
and trends are expected to follow those for ILMA’s annual meeting, with relatively flat growth
expected in coming years. The resulting reserve amount has therefore been held flat at
$510,000.

e. Investments: While ILMA changed investment managers and strategies since 2017, investments
gains and losses are a byproduct of the market environment, investment allocations, and timing.
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While there is no way to predict the market over a particular time horizon, we can evaluate the
volatility over the past five years and potential impact on ILMA revenue streams. Between 2016
and 2021, investment income had a high of $789,165 and a low of ($167,163), with an average
of $551,840 across the period. Given that the likelihood of this risk impacting the organization
in the next few years is high (75%), and the adverse impact could be felt for several years, the
reserve is calculated at an approximate trailing three years of investment income, net,
discounted to 75% to reflect medium likelihood. The resulting reserve amount is $1,752,750.

The sum of the five operating risks reserves is $3,592,750.

4. Litigation: In discussion with ILMA’s management team, the risk of litigation is still quite low, but has a
high potential dollar exposure. That said, the insurance will mitigate losses. Therefore, ILMA
management has set aside a small amount of litigation reserve to cover the costs of responding to
subpoenas. The resulting reserve amount has therefore been set at $50,000.

Results and Conclusion

The results of this data-driven process culminated in support of a 2022 reserve goal of $4,443,250, inclusive of
specific targets for each of the four categories outlined above. ILMA should continue to update this model as
needed to support ILMA’s constituency and reflect continued changes in ILMA’s environment and risks.

Program Fund (formerly Opportunity/Innovation)

As a complement to its reserve, in 2017 ILMA established a percentage of its annual budget as an expenditure
that would be appropriate for opportunities and innovation. This evolved to become ILMA’s program fund,
which governance can authorize for use to do something important for ILMA’s constituency that was
unexpected and unbudgeted. The program fund was initially capitalized in October 2018 at the amount of
$1,200,000 and sits at $1,274,689 as of June 30, 2022.
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Figure 1. Statements of Financial Position Trend Analysis

ILMA 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2016vs2009  2021vs. 2016
Cash and Cash Equivalents $ 306,641 $ 494,814 $ 452,587 $ 499,590 $ 568,122 $ 740,243 $ 359,656 $ 282,748 $ 666,870 $ 1,120,744 $ 828980 $ 619,737 $ 578,124 -8% 104%
Accounts Receivable, Net $ 52,707 $ 39,637 $ 53,117 $ 65019 $ 66,788 S 48569 $ 85934 $ 37,119 $ 29,557 $ 842 $ 8911 $ 1,071 $ 325 -30% -99%
Prepaid Expenses $ 72,193 $ 107,530 $ 76,108 $ 98,070 $ 90,848 $ 90,099 $ 89,972 $ 125,090 $ 146,051 $ 240,626 S 223414 $ 149,825 $ 242,830 73% 94%
Total Current Assets $ 431,541 $ 641,981 $ 581,812 $ 662,679 $ 725,758 $ 878,911 $ 535562 $ 444,957 's 842,478 's 1,362,212 's 1,061,305 's 770,633 's 821,279 3% 85%
Leasehold Improvements $ 10,003 $ 10,003 $ 10,003 $ 10,003 $ 10,003 $ 10,003 $ 10,003 $ 10,003 $ 10,003 $ 188,335 $ 193,286 $ 193,915 $ 193,915 0% 1839%
Office Furniture and Equipment $ 72304 $ 72304 $ 72,304 $ 59,334 $ 59,334 $ 44,103 $ 44502 $ 36,754 $ 36,754 $ 56,676 $ 61,146 $ 61,146 $ 61,146 -49% 66%
Computer Hardware and Software $ 101,915 $ 103,648 $ 107,233 $ 105,894 $ 128932 $ 84321 $ 114,753 $ 113,086 $ 105224 $ 93,854 $ 106,479 $ 92,349 $ 47,932 11% -58%
Total Property and Equipment $ 184,222 $ 185,955 $ 189,540 $ 175231 $ 198,269 $ 138,427 $ 169,258 $ 159,843 $ 151,981 $ 338,865 $ 360911 $ 347,410 $ 302,993 -13% 90%
Less: Accumulated Depreciation and Amortization $ (154,138) $ (168,385) $ (180,313) $ (162,049) $ (169,356) $ (100,559) $ (121,592) $ (121,915) $ (122,603) $ (75,536) $ (101,457) $ (132,366) $ (135,182) -21% 11%
Net Property and Equipment $ 30,084 $ 17,570 $ 9,227 $ 13,182 $ 28913 $ 37,868 $ 47,666 $ 37,928 $ 29,378 $ 263,329 $ 259,454 $ 215,044 $ 167,811 26% 342%
Investments $ 2,598,645 $ 3,121,696 $ 3,262,667 S 3,772,558 $ 4,430,739 $ 4,601,030 $ 4617806 $ 4,771,153 $ 5665824 $ 4683525 $ 5685274 S 6,461,745 S 6,989,338 84% 46%
Deferred Comp Plan $ - $ - S - S - $ - $ - $ 8,660 S - $ - $ - $ - S - $ - N/A N/A
Security Deposit S 5,068 S 5,068 S 5,068 $ 5068 $ 5,068 S 5,068 S 5,068 $ 5,068 S 5,068 S 13,981 $ 8913 S 8913 S 8,913 0% 76%
Total Other Assets $ 2,603,713 $ 3,126,764 $ 3,267,735 $ 3,777,626 $ 4,430,739 $ 4,606,098 $ 4,631,534 $ 4776221 $ 5,700,270 $ 4,697,506 $ 5,694,187 $ 6,470,658 $ 6,998,251 83% 47%
Total Assets $ 3,065,338 $ 3,786,315 $ 3,858,774 $ 4,453,487 $ 5,190,478 $ 5,522,877 $ 5214762 $ 5259,106 $ 6,542,748 $ 6,323,047 $ 7,014946 $ 7,456,335 $ 7,987,341 72% 52%
Accounts Payable $ 43951 $ 38310 $ 12,307 $ 36191 $ 39,545 $ 53,696 $ 30,700 $ 52,736 $ 31,826 $ 6714 $ 30,209 $ 22,903 $ 94,783 20% 80%
Accrued Expenses S 15,142 S 14,054 $ 33,792 $ 45,008 $ 46,750 $ 224,805 $ 50,922 $ 50,326 $ 53,630 $ 57,142 S 56,179 $ 81,202 $ 85,310 232% 70%
Deferred Revenue $ 228980 $ 427,160 $ 346,050 $ 383,050 $ 401,625 $ 437,175 $ 399,400 $ 279,249 $ 533392 $ 427,049 $ 496,000 $ 652,325 $ 383,585 22% 37%
Notes Payable - Margin Loan $ - $ - $ - $ - $ - $ - $ - $ - $ - $ - $ - $ 174,345 S 164,900 N/A N/A
Total Current Liab $ 288,073 $ 479,524 $ 392,149 $ 464,249 $ 487,920 $ 715,676 $ 481,022 $ 382,311 $ 618,848 $ 490,905 $ 582,388 $ 930,775 $ 728,578 33% 91%
Deferred Rent $ 12,018 $ 8925 $ 3752 $ 2,638 $ 5495 $ 11,596 $ 12,966 $ 12,180 $ 9,174 $ 238,232 $ 272,746 S 266,981 $ 239,328 1% 1865%
Total Liabilities $ 300,001 $ 488,449 $ 395,901 $ 466,887 $ 493,415 $ 727,272 $ 493,988 $ 394,491 $ 628,022 $ 729,137 $ 855,134 $ 1,197,756 $ 967,906 31% 145%
Unrestricted $ 2,765247 $ 3,297,866 S 3,462,873 S 3986600 $ 4,697,063 $ 4795605 $ 4,720,774 S 4,864,615 S 5584287 $ 5260887 $ 5793955 $ 5910733 $ 6,658,057 76% 37%
Total Net Assets $ 2,765247 $ 3,297,866 $ 3,462,873 $ 3,986,600 $ 4,697,063 $ 4795605 $ 4,720,774 $ 4864615 $ 5914726 $ 5593910 $ 6159812 $ 6258579 $ 7,019,435 76% 44%
Total Liabilities and Net Assets $ 3,065,338 $ 3,786,315 $ 3,858,774 $ 4,453,487 $ 5,190,478 $ 5,522,877 $ 5214762 $ 5259,106 $ 6,542,748 $ 6,323,047 $ 7,014946 $ 7,456,335 $ 7,987,341 72% 52%
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Figure 2. Statements of Activities Trend Analysis

ILMA 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2016vs2009 2021 vs. 2016
Membership Dues $ 601,400 $ 640,750 $ 646,750 $ 674,650 $ 717,850 $ 779,000 $ 809,500 $ 862,806 $ 884,464 S 859,994 $ 930,162 $ 912,107 $ 906,701 43% 5%
Annual Meeting $ 817,248 $ 876449 $ 1018811 $ 1,039,703 $ 1126878 $ 1258119 $ 1308841 $ 1315138 $ 1328477 $ 1378489 $ 1448273 $ 335376 $ 1,319,602 61% 0%
Advertising - Compoundings $ 347,015 $ 371,391 $ 423,385 $ 479142 $ 551,084 $ 552,983 $ 469,128 $ 421,005 $ 386,628 $ 489,136 $ 466,710 $ 378,453 $ 346,868 21% -18%
Advertising - Membership Directory $ 73,810 $ 73316 $ 78360 $ 74294 S 75346 S 70,481 $ 84,163 $ 59,521 $ 51,489 $ 41,940 $ 42,675 $ 36902 $ (75) -19% -100%
Industry Relations $ -8 -8 - S 359,575 $ 387,137 $ 503,507 $ 87,221 - $ 1,300 $ - S - s -8 - N/A N/A
Management Forum Meeting $ 245324 $ 286,887 $ 333,813 § 11,895 - - $ 496,321 $ 385,018 $ 467,247 $ 451,347 $ 511,687 $ 6,995 $ 574,576 57% 49%
Investment Gain Net $ 506,500 $ 330,923 $ (60,806) $ 383,545 $ 463,959 $ 167,451 $ (55,229) $ 291,169 $ 850,477 $ (167,163) $ 911,846 S 635,548 $ 789,165 -43% 171%
Contributions $ -8 -8 -8 -8 -8 -8 107,349 $ 59,119 $ 136,747 $ 112,946 $ 129,089 $ 71,955 $ 106,358 N/A 80%
Forgiveness of PPP Loan S - S - S - S - S - S - S - S - S - S - S - S - S 142,191 N/A N/A
Other Income $ -8 -8 - s -8 -8 -8 -8 -8 -8 (10,154) $ 2,576 $ 521 $ - N/A N/A
Loss on Disposal of PPE S - $ - S - $ - S - $ - S - S - S - $ - S (25,248) S (21,180) S (13,255) N/A N/A
Total Revenue and Other Support $ 2,591,297 $ 2,579,716 $ 2,440,313 $ 3,022,804 $ 3,322,254 $ 3,331,541 $ 3,199,945 $ 3,393,776 's 4,106,829 '$ 3,156,535 's 4,417,770 's 2,356,677 's 4,172,131 29% 23%
Expenses

Annual Meeting $ 521,165 $ 556,547 $ 630,262 $ 696,930 $ 721,986 S 717,403 $ 1004479 $ 1,061,050 $ 1004443 $ 1123356 $ 1,194,643 $ 356,739 $ 1,105,557 104% 4%
Compoundings S 306,488 $ 263,865 $ 337,925 $ 381,133 $ 388,989 $ 391,263 $ 363,115 $ 554,108 $ - $ - $ - S - $ - 81% -100%
Membership Directory $ 50,608 $ 46,429 $ 42432 $ 46601 $ 46230 $ 62,946 $ 56573 $ 37,127 $ - -8 -8 -8 - -27% -100%
Communications $ -8 -8 -8 -8 -8 -8 -8 - s 729,984 S 755340 $ 767,456 $ 721,107 $ 710,876 N/A N/A
Management Forum Meeting $ 170,201 $ 232,651 $ 174,097 $ 269,747 $ 336,739 $ 380,688 $ 369,375 $ 344,249 $ 605,632 $ 546901 $ 680,779 $ 161,193 $ 676,398 102% 96%
MRF Meeting S 2,111 $ - S - S - S -8 - S - S -8 -8 -8 - S - S - -100% N/A
Industry Relations and Other Services $ 210,508 $ 209,884 $ 189,507 S 193,877 $ 166,692 $ 167,524 S 301,114 $ 220,560 $ - $ - S - S - S - 5% N/A
Public Policy and Advocacy $ -8 -8 -8 -8 -8 -8 -8 -8 266,486 S 212,030 $ 250,058 $ 202,213 $ 165,602 N/A N/A
Special Project Fund $ 32,894 $ 38,682 $ 128942 $ 41,69 $ 81,099 $ 217,854 $ 175339 $ 97,084 $ - s -8 -8 - s - 195% -100%
Scholarship Fund $ 5000 $ 5000 $ 5000 $ 5000 $ 5000 $ 55,000 $ 5000 $ 91,551 $ 108,548 $ 156,293 $ 200,938 $ 153,497 $ 159,455 387% 74%
Total Program Services $ 1298975 $ 1,353,058 $ 1,508,165 $ 1,634,984 $ 1,746,735 $ 1,992,678 $ 2,274,995 $ 2,405,729 $  2,715093 $ 2,793,920 $ 3,093,874 $ 1,594,749 $ 2,817,888 80% 17%
General and Administrative $ 717,578 $ 694,039 $ 767,141 $ 864,093 $ 865056 $ 1,240,321 $ 999,781 $ 850,109 $ 677,631 $ 683,431 $ 757,994 $ 663,161 $ 593,387 18% -30%
Total Expenses $ 2,016,553 $ 2,047,097 $ 2,275306 $ 2,499,077 $ 2,611,791 $ 3,232,999 $ 3,274,776 $  3,255838 $ 3,392,724 $ 3,477,351 $ 3,851,868 $ 2,257,910 $ 3,411,275 58% 5%
CHANGE IN NET ASSETS $ 574,744 $ 532,619 $ 165,007 $ 523,727 $ 710,463 $ 98,542 $ (74,831) $ 137,938 $ 714,105 $ (320,816) $ 565,902 $ 98,767 $ 760,856 -75% 452%
Net Assets - Beginning of Year $ 2190503 $  2,765247 $ 3297866 $ 3,462,873 $ 3986600 $ 4,697,063 $ 4795605 $ 4720774 $ 5200621 $ 5914726 $ 5593910 $ 6159812 $ 6,258,579 116% 33%
NET ASSETS - END OF YEAR $ 2,765,247 $ 3,297,866 $ 3,462,873 $ 3,986,600 $ 4,697,063 $  4,795605 $ 4,720,774 $ 5200621 $ 5914726 $ 5,593,910 $ 6,159,812 $ 6,258579 $ 7,019,435 76% 35%

— ©2022 CliftonLarsonAllen LLP | 6



INDEPENDENT LUBRICANT MANUFACTURERS ASSOCIATION
DATA-DRIVEN RESERVE POLICY DEVELOPMENT REPORT

Figure 3. Reserve Summary

Risk Description L|keI|hc-)od Timeframe Mor_letary I.mp?ct el 2017 Reserve Level 2022 Reserve Level BN Reserve Category
(Low [25%)] - High [>75%)]) Risk Realization 2017-2021
Advocacy - Regulatory 60% <5yrs $300,000 $180,000 $180,000 S0 Advocacy
- Advocacy - Legislative 50% <10yrs $375,000 $187,500 $187,500 SO Advocacy
- Human Capital 100% <5yrs $233,000 $187,500 $233,000 $45,500 Infrastructure
- IT 100% <6yrs $200,000 $200,000 $200,000 S0 Infrastructure
- Capital Improvements 100% <lyr S0 $75,000 S0 -$75,000 Infrastructure
- Membership Dues 100% <3yrs $410,000 $390,000 $410,000 $20,000 Operating
Annual Meeting 100% <3yrs $750,000 $750,000 $750,000 S0 Operating
- Advertising 100% <3yrs $170,000 $225,000 $170,000 -$55,000 Operating
- Engage 100% <3yrs $510,000 $510,000 $510,000 SO Operating
r
n Investment Net 75% <3yrs $2,337,000 $840,000 $1,752,750 $912,750 Operating
Litigation 100% N/A $50,000 SO $50,000 $50,000 Litigation

Totals $3,545,000 $4,443,250 $898,250
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Figure 4. Reserve Composition
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