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Miss the webinar? Watch it here: https://youtu.be/3yJDaa8sfhw

In this discussion, Robert & Kelly identify common “root causes” of
association conflict, so you can make minor adjustments in order to live
more peacefully and productively.

Opening remarks:

e Remember that few board members or business partners are truly
experts in their field. Conflict is reduced when board members come
with a spirit of learning (not a stubborn spirit of “l know it”), and rely on
informed business partners (attorneys, managers, Reserve Study
providers, etc.).

e Don’t automatically identify a person as “evil” or an “angel”. Give
everyone the benefit of doubt, and appreciate that there may be
important underlying circumstances of which you are unaware.

...Which leads us to the first key point:
1) Community associations need to be all about community.

e Shared ownership
e Shared control

e Shared responsibility
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e Shared cost
¢ Not everyone is going to get their way.

e Understand that the community serves the needs of the majority
(not the vocal minority). Get comfortable that there will always be
some level of dissent.

e |t’s not mine or yours, the community is ours!

2) Ignorance of Governing Documents and Use Restrictions

e It’s not about me being right and you wrong (or vice versa)
indicating conflict between two people. We all agreed upon
purchase to be led by a set of Governing Documents and Use
Restrictions. What you or | think is “fair” or “right” or what your

Real Estate sales agent said (or didn’t say) is not relevant, so

separate between a knowledge deficit and an integrity deficit.

e Didn’t read/understand Governing Documents (BEFORE closing
the sale), or doesn’t understand concepts such as “common area”
and “exclusive use common area”

e Uncomfortable with the concept of shared ownership
Please see this article on Ten Damaging HOA Myths.
3) Appreciate that everyone has different experiences.
e Never lived in a community association before
e People at home during the day, or people working during the day
e Families with children

e Homes close to the pool/trash/clubhouse/elevator/laundry...

4) Confusing your “Day Job” with your “Night Job” (Board member)

e Day Job —vertical chain of command, one person answers to
another person of higher authority
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e Night Job — Board members are volunteers, sharing decision-
making and financial responsibility among the team/group.

e Individual Board members (President, Treasurer, etc.) and the
Manager all serve the needs of the community. One person does
not wield power or authority. Community Associations are a Team
sport!

For further reading, please see this article.

5) Keep the Four Worlds of this “Common Interest Community” in
Balance

e It's a Corporation (led by Governing Documents and Use
Restrictions, formalities to follow)

e It's a Business (cash flow, budgets and financial controls need to
exist)

e It's a Real Estate project (it is a significant Real Estate investment,
worthy of care and maintenance)

e It'’s a Community (neighbors, friends, & families)

These are often competing interests or styles! Use discretion in
achieving balance. Avoid emphasis on the aspects of one “world” to
the exclusion of the others! For further reading, please see this
article.

6) Budget Realistically

e Focus on your objective to protect, enhance, and maintain the
common areas (not minimize expenses and assessments or trying to
keep the status quo)

e You can never keep your assessments low enough. It’s a strategy
doomed to fail. Don’t even try.

e Deficit budgets (scarcity in general) create tension and conflict.

e The “Fairy Godmother” doesn’t exist, so she won’t save your
association. Quit relying on her!
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7) Choose your words carefully — frame your financial discussions
accurately to minimize pushback and conflict

e Reserve contributions are not “for the future”. Expenses occur in the
future, but Reserve contributions offset the cost of ongoing, day-to-
day, week-by-week, month-by-month deterioration. The ongoing
cost of deterioration is as real as any other bill.

e It is unfair for an owner to not pay their fair share (the bill for
ongoing deterioration that occurred while they lived in the
association).

8) Save money & reduce financial stress. Maintain your Common Areas!

e Spending money to maintain common areas saves significant
(budget-breaking) cost overruns due to deferred maintenance.

e Spending money to maintain common areas enhances curb appeal
and home values!

9) Reserve Contributions — they’re very affordable!

e Avoid the stress of “not having enough in Reserves”. Typical
condominium Reserve contributions are only a few dollars a day,
similar to a premium cup of coffee.

e Expenses will happen whether you're financially prepared or not. If
your contributions are not offsetting ongoing deterioration, you're
essentially planning for a special assessment or deferred
maintenance. Reserve contributions are much cheaper!

e Adequate Reserve contributions are not an “all or nothing”
proposition. If you are underfunding your Reserves, increase your
Reserve contributions this year, then a bit more next year, and so on.
Over the course of 2-5 years, you can eliminate this cause of stress!

For additional resources, see:
www.ReserveStudy.com and www.RichardsonOber.com
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Post-webinar Q&A session:

Organizational/Legal Issues:

Q: Our HOA board says state law and the governing docs for our HOA are advisory
only, and that state-law-required annual audits or elections without proxy voting
(prohibited by the By-Laws) will continue to be ignored. Audited annual financial
statements have not been sent to Owners for several years.

A: Bluntly, you need a new board. The law and governing documents are
mandatory, not a suggestion. If the HOA winds up in court, it may be headed for a rude
awakening. Help your board wake up, or elect those who will pay attention.

Q: What can be done about a Board member that is disruptive, does not support
BoD decisions and is very divisive? He ignores or doesn't agree with the CC&Rs, State
Law, and chooses which rules the BoD should enforce. His house is an eye sore within
the community and when challenged on it states that his house is his business. Can he
be sued?

A: The board as a group, not any one individual, decides things. So if one director is
allowed to violate the documents or law, the board is responsible to stop him. With
regard to disruption, associations should have meeting and board conduct rules. It is
not fair to the rest of the board or to the homeowners attending meetings to have
deliberations derailed by un-neighborly behavior.

Q: When our 66 homeowners learned that the Board would be making a decision
about changing the paint color on the buildings, some were aghast that we had not
originally planned on having them participate by voting for their preference. Please give
other examples where we should seek homeowner input prior to making a final
decision.

A: While the Board has the authority to make such a decision, this is a good
example where their style of governance affects the community. For such a significant
project, having an open comment period, or asking for homeowner help on a committee
would go a long way towards having homeowners feel comfortable with board
transparency, building community spirit, and having owners feel valued.
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Q: Your list of root causes suggests a theory that proper understandings would
prevent conflicts from arising. Another theory is that conflict is inherent in shared
ownership and proximate residence, just as it is among members of families, and it's
poor mechanisms of, and training in, conflict management that make conflicts escalate.
Please comment.

A: As long as there are humans involved, there will be conflict. Our goal was not to
eliminate conflict, just help attendees identify common sources. Once identified, board
members could make appropriate minor adjustments in their actions, style, or words
that would yield big paybacks of minimizing conflict.

Q: When there is conflict amongst homeowners, do you have strategies to
overcome the community angst?

A: See above — as long as there are humans involved, there will be some level of
conflict.
Q: There is conflict at our association regarding definition of roof and parts covered

by HOA: i.e. are eaves considered part of the roof or a separate entity. What exactly is
included in a roof structure that would be included in coverage by our association?

A: Presuming roofs are defined as a common area maintenance responsibility in
your Governing Documents, eaves (and gutters and downspouts) are generally
considered part of the roofing system.

Q: Our Board is not open/transparent enough with the homeowners, creating
tension and conflict. How can we make them be more transparent (open) when asked
guestions, short of removing them from the board?

A: Most people don’t respond well to being “made” to do anything! Run for the
board on the platform of having a more “open” style. That’s a great way to see if others
agree with you that this is important.

Q: How can the Board be more transparent?

A That is a broad question! First, know and follow the Open Meeting Act. Strictly.
Second, the Board should communicate regularly and meaningfully with the
membership. Third, make sure the draft minutes are available for all to see soon after
the board meeting.
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Q: Our concern is “apathy at our association”. | suspect that we are not alone in
finding that only a small percent of our homeowners can or will step up to serving on
the board or some of the standing committees. I'm interested in learning tips to make
service easier...and more motivating. For instance how about remote attendance to
board meetings? Stipends for board members and standing committee chairs? Other
ideas or enticements?

A: Sounds like the Board is doing a great job of keeping the corporate ship running
smoothly. And it sounds like you know your homeowners well enough to know that they
are not inclined towards community association governance. You could start by having
refreshments at monthly meetings and the annual meeting (welcoming presence and
involvement), celebrating holidays with decorations or a party/BBQ. Any form of
compensation to directors is a terrible idea. That compensation will destroy that
person’s volunteer immunities, which are far more valuable than any small amount of
assessment discount they might otherwise receive. Increasing communication with the
neighbors will usually help connect homeowners to their association.

Q: We have a master owners’ association comprised of separate owners’
associations representing 7 different parcels including 2 home owners’ associations, a
commercial owners’ association, and 4 other parcels, all who share common

elements. The members of the master association board are supposed to consider the
best interest of the property overall, but some of the board members seem to consider
the interests of their own association, first. How can we get everyone on the same
page?

A: Mixed use communities are by nature saddled with additional sources of conflict.
The question is too complex to pretend to provide a short or pat answer. But a start
would be strong management and legal counsel, and an overall “committee” to discuss
issues between the various boards and interests.

Q: Our developer maintained ownership of 51% of the property for 9 years
following completion of the condo project. Now is beginning to sell some of his units,
but insists that buyers provide him with proxy. As majority owner, he makes decisions
independently without consulting homeowners. This is a mixed commercial/residential
complex. Is there any precedent to developer/majority ownership? There are only 6
residential units and 8 commercial units and the decisions are typically in favor of the
commercial units, which are owned by this person. Do the other owners have any
weight in this? Why have a board if one person makes decisions?
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A: As above, mixed use communities are by nature saddled with additional sources
of conflict. Add a majority owner, and by nature there is little to be handled
“democratically” at this association. By the way, association proxies are revocable - and
the new owners can simply do so as soon as they take ownership.

Q: How can you motivate volunteer board members to follow-up with actions and
responsibilities that need to get done?

A: Board members need to hold their colleagues accountable - but why isn’t the
manager being assigned actions? Directors make decisions, the manager carries out the
decisions.

Q: Short of having a formal Board training, which other material would you suggest
for new Board members?

A: New Board member training is often provided by your local chapter of the
Community Associations Institute (www.caionline.org) for a very nominal fee. CAl

membership is a very basic step to learn how to govern better, and boards should adopt
a policy of encouraging CAl membership by directors.

Q: Can a Director of H.O.A. take over as a paid manager (who was fired) and still be
a Director? Is this not a conflict of interest?

A Wearing two hats as a Board member and manager is a fundamental source of
conflict and tension, and should be avoided.

Q: Can a Board create an Architectural Review Committee without laying out the
terms and activities in writing for owner review prior to implementation?

A: Enforcement without rules or standards is sure to create conflict!

Q: Your 4 aspects omit "government". Haven't CIDs been found to be quasi-
municipalities and their officials limited-purpose public figures?

A: No, not in the sense you mean. CIDs are private associations, and the law
governing them is the Civil Code, not the Government Code.
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Q: Does this concept of "ownership" change much when things like the pool and
community center are a leasehold of say 25 years vs ownership?

A: In general, if the asset is a common area maintenance responsibility, the Board is
responsible to provide for the maintenance of those assets, whether “owned” or
“leased”. Only when the lease is about to end is when the maintenance question gets
more complicated.

Q: Our BoD does not enforce all of our CC&Rs (Governing Documents). What can be
done to ensure that they stop enforcing some CC&Rs and not others? Selective
enforcement?

A: It is possible you may not know that your board IS enforcing the CC&Rs, but
often boards properly keep their disciplinary actions confidential. If in fact the board is
not uniformly enforcing the CC&Rs and rules, that is a problem.

Q: What about conflict with respect to rules: residents who don’t comply, residents
threatening to sue, or Board failure to act/enforce?

A: That’s tricky. Boards need to address the issues and enforce rules consistently,
and make sure their position and procedures are “right”. What may appear to be a
board that doesn’t care may be a board dealing confidentially (fines and pending
litigation) with the owner, in Executive Session, which is exactly appropriate. Make sure
your rules are written for the good of the community, and are enforceable. If a
particular rule hasn’t been enforced for a period of time, inform the owners that
beginning after a grace period (to give people a chance to adjust) the rule will begin
being enforced.

Q: We have conflict because some members wish to hire a security guard due to
recent break-ins. There is no budget for this expense. How to handle?

A: Sounds like it is time to raise assessments so there are sufficient funds for this
new cost that may be appropriate in our changing times and neighborhoods!

Q: We have owners who are attorneys, challenging HOA docs and threatening
litigation because they insist the HOA is misinterpreting the documents. Would you
suggest that the matter be turned to the HOA's attorney for response?
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A: Yes. But first, confirm the association’s interpretations and actions are
defensible! Challenges are unfortunate, but best the issue be handled by the
association’s attorney who can answer the challenges appropriately.

Q: What suggestions do you have to deal with a board President and Manager who
collude by manipulating the agendas, meetings, minutes, contracts, etc. and take action
outside of their legal authority?

A: Shame on the rest of the directors who allowed this to happen! No manager or
board member should disrespect the governance process for an extended period of
time. If all else fails, vote with your feet and sell/move.

Q: Do you have any strategies to allow a professional manager to live in harmony in
their own HOA given that they know too much about how the HOA should be governed?

A Keep your head down, maintain a low profile. Don’t volunteer and attempt to
bring your professional expertise to the situation and create a potential conflict of
interest. See living in the association as a way to learn good things to imitate and bad
things to avoid.

Q: Can you address stress and conflict within the board of directors? Specifically,

what to do when rules of order are not followed in board meetings, minutes of
meetings don’t exist or are not accurate; multiple quotes for maintenance work are not
obtained, etc. 1 am a newly appointed board member concerned about lack of process
and therefore potential liability.

A Serving as an effective board is not intuitive. It may be time to reach out to your
management company, your attorney, or a consultant for board member training. That
will likely be a great investment of time for your association!

Q: How can we enforce the rules? We fine owners for violations but they refuse to
pay. Fines cannot be collected if dues are paid and fines expire if not paid for a long
period of time. Collecting through small claims court is time consuming, expensive and
creates ill will. The association has no real way to enforce the rules that are on the
books.

www.reservestudy.com Page | 10



http://www.reservestudy.com/

A: Too many issues to address in this format. Communicate and over-communicate.
Running an association takes time and money, and building “community” requires
reminding everyone that they need to participate by acting in the “common good”.
Build a culture so that people are embarrassed when they receive a notification, not an
adversarial culture where it is the first blow of a fight.

Q: What is the process (or decision points) to dissolve our HOA: vote of the board?,
vote of homeowners?, both?, then dissolving the legal entity? We are a planned
community, and we have very few common area assets, most which we believe could be
taken over by the city.

A: Sounds like you need a good sit-down meeting with your attorney to discuss pros
and cons, and a potential action plan.

Q: We have no strategic plan, so Board loses sight of what is important to
homeowners. Should we have a strategic plan?

A: Absolutely. Associations that have a plan have a much better chance of creating
a great future for their association. Know and articulate your characteristics (miles of
biking and walking trails, views from each home, relaxing pool area, etc.) and what gives
pride of ownership. Have a “sales brochure” available for Real Estate agents to use.
Update your Reserve Study regularly to have a financial plan, so you have a sustainable
budget that provides for the ongoing maintenance and replacement of your common
areas.

Q: What is the best way to respond to a new resident who absolutely refuses to pay
any assessments for capital improvements? He has been extremely rude via emails,
dropped in the property manager's office and berated him, stalked out, etc. Sigh.

A: Residents who refuse to pay properly adopted assessments are hurting the rest
of the neighbors who pay their fair share of the association’s expenses. It is important
for associations to consistently and promptly pursue delinquencies. A resident who
harasses management staff may need to be reined in with the help of legal counsel.
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Q: What do you think of IDR as a problem solving tool? | personally think they are
ineffective in conflict resolution.

A: Internal Dispute Resolution (“IDR”) is a helpful tool to try to help associations
and their members work things out before the lawyers get involved. IDR in California is
established by statute, and each association must have written IDR policies. The idea of
the IDR is to get people talking. If IDR doesn’t work, lawyers can get involved later.
Mediation, a form of Alternative Dispute Resolution (“ADR”) is available as another tool
to avoid lawsuits - but this usually involves lawyer fees and also mediator fees.

Q: At my HOA and others, we are having problems with foreign-born owners
understanding shared ownership and community, most of who do not speak English. For
instance - an owner’s questionably installed plumbing flooded a couple of units. She told
the board “You are the government; you are responsible to fix it.” Other owners have
had the same attitude regarding “you’re the government”. Please help.

A: In associations with foreign-born members, it is important to acknowledge that
other cultures around the world treat shared ownership differently, and also may have
different ways of dealing with vendors or disputes. This makes the ever-present job of
educating the homeowners that much more difficult, when the language and culture
barriers are added. This is where the community aspect of the association is important.
One could certainly just rely on legal issues, and not worry about the fact a homeowner
may not understand the association’s position. It is far better to avoid a legal dispute if
possible by trying a little harder to communicate with the owner (involving an
interpreter for individual cases, or to periodic board meetings, publishing a dual-
language newsletter, etc.).

Q: If a large number of homeowners already have a non-communal attitude, what
can a board or manager do to actually change that attitude/culture? How can we
educate if they don't want to take part in a dialogue?

A: This is the perennial question. Each community is different, and so a “one size
fits all” answer will not work for everybody. Think about communicating more to the
members. Have some association-sponsored social events. Can there be some amenities
or enjoyable features added to the common area, or the recreation room? What other
things might make people happy to be part of your “community”?

www.reservestudy.com Page | 12



http://www.reservestudy.com/

Q: Can you explain what a developer run association is and how it differs from a
homeowner run Board of Directors?

A: Fundamentally a board is a board. But developer-controlled Associations often
have divided loyalties — to the association and to their own company. These loyalties are
often in conflict (necessary assessment increases may be delayed to encourage home
sales, open meetings may not occur, reserve contributions may be neglected, etc.). The
conflict inherent to a developer-controlled association is a regular source of tension,
sometimes leading to conflict or litigation.

Q: Is it right for a GM to demand severance pay?

A: This is an employment law question which depends heavily on the manager’s
contract and the circumstances of the severance.

Q: How is it best to handle factions within an association?

A: Get them talking. There are often different views, groups and interests within
associations. The key is to develop a culture of respect for differing views, so that
disagreement is not viewed as negative or disloyal or even un-neighborly.

Q: How do we address a homeowner who has previously been on the Board who
was handling maintenance portion only (i.e. vendor contracts, vendor scheduling)
without approval of the Board? The new Board is taking back maintenance
responsibilities with the help of management, but the previous Board member is still
asking vendors to contact him only. What are ways the board and management can
reclaim control without conflict? Would a maintenance committee charter help with
that?

A: Hiring members of the association is a bad idea, and having one person “in
control” is also a bad idea. If the association uses a volunteer or director as a service
provider, it brings into play many complications and potential conflicts of interest. A
homeowner who is giving instruction to vendors is outside any protection or immunity
normally afforded directors, and is not functioning correctly under the board’s
authority. Sometimes legal counsel must be engaged to demand that such an individual
stop their interference with the proper governance and management of the association.
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Q: What do you do when the board president is a bully and the rest of the board
members don't speak up anymore in opposition?

A: The board president in most associations serves at the pleasure of the board. If
the president is not performing the role properly, a majority of the board in most
associations can replace the president at any open meeting of the board. So, if a board
dislikes their president and the way they are treated by the president, it is their own
fault if they continue to allow the abusive person to be the president.

Q: During the interview, how can we as Board members learn whether the
homeowner applicant is emotionally stable? We had an incident where a homeowner
had an emotional meltdown in the common area. It was scary and disruptive.

A: Most associations are not able to interview prospective owners, so apparently
your association is a stock cooperative. As Reserve Study and law experts, determining
emotional stability is above our pay grade!

Financial Issues:

Q: Our HOA uses a Reserve company to prepare an annual Reserve Study. In the
Reserve Study report, the Reserve company calculates and discloses the “accrued
liability” and the “projected cash Reserves”. What is the meaning and usefulness of the
“accrued liability” calculation?

A: “Accrued Liability” is more commonly known as the “Fully Funded Balance”
(FFB), which is the deteriorated value of your Reserve Components. Since Reserve
Studies are regularly prepared in advance of the Fiscal Year End, Reserve Balance is
sometimes described as the “projected” (end of year) Reserve Balance. The comparison
between an association’s (projected) Reserve Balance and the FFB is called Percent
Funded, an important measure of how well Reserve contributions have kept pace with
Reserve deterioration.

Q: How do you convince the community to save or spend money on building
maintenance (especially things that are not "pretty" or even visible) when different
owners have different economic circumstances?

A: Your job as a board member is to protect, enhance, and maintain the assets of
the association. That means budget for assessments to provide enough income to meet
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the expenses of the association. Then spend the money necessary to care for the

association (hidden or not) to prevent expensive deferred maintenance and protect
property values. If owners cannot afford to live in your nice association, I’'m sure they’ll
move to a home more suitable for their economic circumstances.

Q: Our Reserve company calculates our annual Reserve contribution by assuming
that the projected ending cash Reserve balance for each fiscal year is at least 10% of the
projected expenditures for the same year. s this standard?

A: There are three Reserve Funding Objectives defined in National Reserve Study
Standards (NRSS). You’ve described a slight variation on “Baseline Funding”, which is
when an association defines success when the Reserve Balance is cash-positive.
Maintaining the Reserve Balance at or above 10% of that year’s expenses is a slightly
more conservative variation of a Baseline Funding objective.

Q: How long can an association postpone needed repairs or replacements because
"it's not in the budget"?

A: Indefinitely. But the longer they wait, the more expensive the eventual repair or
replacement will likely become, the more home values will suffer, and the greater
liability exposure the board invites. In other words, postponing “because we didn’t fulfill
our responsibility to maintain the assets of the association because we failed to raise
sufficient funds” is never a good excuse, and is almost always an expensive and unwise
decision.

Q: What responsibility does a developer have to establish a Reserve fund prior to
completion of the development? In this case the developer is taking over 20 years to
complete and assets are wearing out.

A: All Board members, whether homeowners or Developer representatives
(employees), have the responsibility to run the association in the best interests of the
association. That means a Reserve fund, to offset the ongoing cost of deterioration, is
fiscally responsible no matter who is in charge.

Q: Under what circumstances can a Reserve component be removed without
homeowner approval?

A: If you mean removed from the Reserve Study, that is a decision made between
your Reserve Professional, management, and the Board, coming together to ensure that
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the component is effectively handled in the Operating Budget if it is removed from
Reserves. This could mean handling tree trimming from the expanded ongoing
Landscape Maintenance contract instead of as a separate Reserve project, or including
funds for ongoing partial replacement of pool furniture in the Operating Budget instead
of “all at once” through Reserves. If you mean removing an asset from the association
(taking it out of service), that’s a more delicate question not simply answered in this

forum.
Q: Is landscape restoration a Reserve item or an operating cost?
A: National Reserve Study Standards (NRSS) define a Reserve Component as a

project that is the maintenance responsibility of the association, life limited, with a
predictable Remaining Useful Life, and above a minimum threshold cost. Major
landscape restoration projects often meet that four part test.

Q: Can funds for the expense of the Reserve Study be taken from the existing
Reserve Fund?

A A Reserve Study fails being a “maintenance responsibility” of the association,
and typically the cost of a Reserve Study falls below an association’s level of Reserve
significance. So budgeting for professional services such as a Reserve Study update is
more appropriately handled through the ongoing Operational Maintenance Budget.

Q: We need a roof replacement and not sure how to decide whether an assessment
needs to be done after paying for the expense.

A: Look at your Reserve Study. That is your multi-yr plan for caring for the major
assets of the association. Hopefully you'll find funds set aside for the roof replacement
and enough Reserve income to rebuild the Reserve Fund in time for the next expense
(asphalt care, repainting, elevator modernization, etc.). If you don’t have a current year
Reserve Study, get one! This is how you responsibly prepare for inevitable major
expenses at the association, year after year.

Q: Do you have tips for a new board replacing a board that neglected both
maintenance & Reserve Studies?

A: Start one step at a time. Likely you are working with the budget set by the last
board, so your task this year may be to investigate the situation, create a plan, and
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communicate (sell the plan and the upcoming budget and assessment increase for the
coming year!) to the owners. Depending on the severity of the situation, you may need
to pass an immediate special assessment in order to provide the funds to care for the
association. Remember — timely maintenance is not expensive, it saves money in the
long run, while maximizing home values.

Q: The anti-tax environment in the country has filtered down to our association.
How should we respond?

A: Communicate. Show what is being done for their money. Stress the positive
things being done with their funds. See some good tips on communication in this other
great webinar.

Q: | have an association whose operating account owes their Reserve account $50k
and they want to implement a plan to get that straightened out. How would you
recommend | do so? They currently don't have an increase cap on HOA Dues (i.e. 5%
increase/year), but they are already strapped pretty tight on dues, increasing at least
$10/unit per year.

A: No organization can continue to run in a deficit. Any recovery plan must increase
the revenues to the association, and that takes the form of increased homeowner
assessments (another $10/unit or more?) or a one-time special assessment. |
recommend increasing the ongoing budgeted assessments, to provide funds for the
payback and reduce the chance that the Operating acct will run a deficit in a future year.

Q: Some states are not required to have a Reserve Study (such as ours in
Oklahoma). Our HOA is going thru the Reserve Study process at present using a DIY
Reserve Study. However, some owners do not buy into this process. Can you give a
business case on why the Reserve Study is central to long term success?

A: A Reserve Study is a critical element for every association, so the association can
learn its unique cost of ongoing deterioration and can then budget adequately to
prevent irresponsibly running a Reserve deficit (and the special assessments that
inevitably follow). Preparing a Reserve Study is to meet the board’s fiscal responsibility
requirements, not local State law. The cost of common area deterioration is real, and
often huge. Boards who ignore their primary obligation to provide for the needs of the
association by failing to even address the Reserve needs of the association increase their
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personal liability exposure and expose their owners to special assessments. Neither is
good. BTW — while DIY Reserve Studies are inexpensive, they lack the “clout” that comes
from engaging an experienced and credentialed professional.

Q: How much does a Reserve Study cost, and how often should they be done?

A: There are three types of professional Reserve Study products (Full, Update With-
Site-Visit, and Update No-Site-Visit), so the costs vary. For every association, the two
Update products are significantly less expensive than an initial “Full” Reserve Study.
Reserve Study costs are often similar to the annual fees charged by a professional tax
preparer. Costs will be higher for associations that are larger, older, or have more
extensive common area responsibilities. If you want a benchmark cost, request a
proposal for your association here and see for yourself how affordable it can be. How
often? We recommend annually, but see for yourself why here, and here.
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