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Avoiding Reserves Quicksand!  Sep 14, 2022 

by Robert M. Nordlund, PE, RS  www.ReserveStudy.com 
& Julie Adamen PCAM   www.Adamen-Inc.com 

Miss the webinar? Watch it here 

Avoiding Reserves Quicksand is a webinar we created to address the common 
problems boards and managers face in navigating their associations successfully to 
the future. If you or your association are unsure how much to set aside in Reserves, 
if your board doesn’t even care about Reserve contributions, if your board struggles 
with hoarding Reserves or spending Reserves too freely, then your association is 
stuck in some Reserve Quicksand issues.  

In this webinar, former manager and now national consultant Julie Adamen joins 
Robert to help attendees identify Reserves quicksand, get out of Reserves 
quicksand, and avoid getting into Reserves quicksand in the future. In an 
environment where recent events have heightened concern about the Reserve 
decisions boards are making, identifying quicksand, getting out of it, and avoiding it 
are critical to a successful future where the association has sufficient Reserves to 
perform projects on time (no deferred maintenance, no special assessments) and 
where property values are maximized. 

Identifying Quicksand: 
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Getting out of Quicksand: 

Get help from an experienced manager or credentialed Reserve Study professional, 
and always follow the three-part Business Judgment Rule (Duty of Care, Duty of 
Loyalty, and Duty of Inquiry). Adjust your budget as necessary, making 
recommended contributions and spending Reserves as recommended! The objective 
is caring for the property, not minimizing monthly assessments or amassing a 
“large” Reserve fund.  

Avoiding Quicksand: 

It’s all about sustainability. Make Reserve contributions that offset the ongoing cost 
of deterioration. Rely on your trusted guides and update your Reserve Study 
regularly. 

Remember: 

 

 

 

 

 

 

 

 

For additional information, please visit: 
www.ReserveStudy.com and www.Adamen-Inc.com 
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WEBINAR QUESTIONS ASKED BY ATTENDEES 
Q: Can you discuss the efficacy of obtaining a bank line of credit? 

A: Bank funding is an expensive way to pay for Reserve projects (paying interest to the 
bank). So, it shouldn’t be your first choice. Reserve projects are predictable, so it’s 
always best to set the funds aside on an ongoing basis, earning compound interest. If 
your association’s Reserves are weak, a line of credit may be a good idea to ensure 
you have sufficient cash to perform your projects on schedule. Delayed or deferred 
projects often get very expensive!  

Q: What are the drawbacks to being over 100% funded for multiple years? 

A: First, your association is a non-profit organization so it’s not a good idea to ask for 
more money from your owners than is necessary or appropriate. Second, it’s not fair 
to ask current owners to pay more than their fair share of deterioration, creating a 
net surplus of funds that will likely mean lower Reserve contributions for future 
owners.  

Q: What do you do when the board doesn't want to complete projects when they are 
due?  The money is there, they just keep delaying which now is going to cost us 
more because of high inflation. 

A: (Julie) Tough one, and not an unusual circumstance. Some people just can’t wrap 
their minds around spending large dollar amounts, even when the money is there.  
Bring in your professionals to discuss with the Board the virtues of completing 
reserve projects on time, and the downsides (there are many) of not doing so, i.e., 
reserve study specialist, manager, general counsel or insurance agent (depending on 
the issue(s)). 

 (Robert) Reserve funds have one purpose, and that is to be spent on necessary 
projects. Do it, to minimize the chance of expensive deferred maintenance, maximize 
owner enjoyment of the property, and maximize home values.  

Q: Do we need to keep the full amount of our townhome property insurance 
deductible in the Reserve Fund if there is a loss to all buildings? 

A: No. Reserves are for predictable projects. Special assessments are for surprises 
(meeting the insurance deductible for a catastrophic loss). In fact, there are “special 
assessment insurance” products out there that are currently rather inexpensive, that 
owners can individually obtain to minimize their exposure to a special assessment 
that is not due to normal deterioration.  
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Q: We are a community of 1274 single-family units - oldest part at 20 years, youngest 
part 2-3 years. My question is about measuring adequate levels of reserve. We are 
working towards fully funded - and we are now at about 56%. I have heard 70% but 
also heard that if we dip to 30 percent that is ok.  Any guidance? 

A: Aiming towards the 100% Funded mark is the bulls eye. Special assessments are 
common when the association is in the 0-30% range. Special assessments are almost 
non-existent when the association is above 70%. These ranges are true whether the 
association is large or small, new or old. 

Q: At what point do you feel like you have a well funded Reserve. Is 70% to 80% a 
reasonable target? 

A: See the above. 100% is the bulls eye, but you can begin to relax when you cross the 
70% line. In the world of making projections about future events, don’t aim for the 
edge of the target. Aim for the bulls eye.  

Q: We have a long-time board member who has strong opinions and influence over 
the board. While he may know that we are under contributing to our reserves, he 
states that we have a lot of people on fixed incomes as to why we can't raise our 
assessments more. Other board members follow his lead, including our president, 
who sees us paying our bills, therefore there's no problem. No comment on the 
26% Funded that we learned after last year's reserve study. It's as if the reserve 
studies are ignored. The property manager also doesn't understand the purpose of 
reserves. How can we bring understanding? Can our reserve study specialist help? 

A: We can help, you can help, and the manager can help by reminding that board 
member that the duty of the board is to the association, not to one or more owners 
or owner types. Let each owner decide if they can afford living in the association. 
That is not the board’s responsibility.  

Q: How do you answer a Board member who wants to stop assessment increases 
because people are on a fixed income? 

A: Board members are Trustees of the corporations, which means “a person or firm that 
holds and administers property or assets for the benefit of a third party.” That 3rd party 
is the corporation, not individual owners. All decisions should be based on what is 
good for that corporation not only in the here-and-now, but into the future. The 
reality is that not everyone will be able to afford the community in which they live in 
perpetuity. Decisions cannot be made for an owner or an owner-type at the expense 
of the organization as a whole. Doing so is a breach of fiduciary duty.  

Q: With the new Structural Integrity Reserve Study (SIRS) requirement in FL, will we 
have to do two reserve studies? 

A: No. The SIRS just means that a “normal” Reserve Study will need to incorporate fresh 
information from an engineer and architect at least every 10 years. Best practice is 
still to update your Reserve Study on the basis of a diligent visual site inspection at 
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least every third year (each year including the results from your latest structural 
evaluation). 

Q: Are there any special issues for Florida? 

A: See above. We are actively involved in encouraging appropriate revisions to the SIRS 
legislation, because as currently written it is difficult to implement for clients. 

Q: How do you determine the component number for each listing in the Charts? 

A: We have a company-specific numbering system. It means something to us, but in 
reality they are just numbers that help separate one Component from another, 
maintaining order. 

Q: Where did you get your inflation rate from? 

A: In projecting years and decades into the future, we look backwards in time. Please 
see more information here for how we are planning for lower long term inflation 
while at the same time dealing with higher short term inflation. For current inflation 
rates, see here.  

Q: The company that performs our Reserve Study has been using 3% as the inflation 
factor in estimating future funding requirements. With the current high inflation 
rate, do you expect a higher inflation rate being used in Reserve Studies? 

A: See above.  

Q: Recently, the replacement costs for some of the components specified in our 
reserve study has been significantly higher than the costs estimated in our RS.  
How do you recommend handling these cost gaps?  Special assessment?  Increase 
future reserve fund contributions to make up the disparity? 

A: Updating your Reserve Study on a regular basis is your first step in making sure your 
Reserve Fund is “well prepared”. Many associations relying on a Reserve Study from 
three years ago (or longer) are finding themselves under-prepared. So update your 
Reserve Study, and find out if you can catch up with higher contributions or if you 
are in a cash flow jam and need a special assessment. 

Q: It seems like quicksand has the upper hand, as board members have finite terms 
(if they serve them out) and human nature is to deal with the present and not 
think about the future. For instance, if a fence needs replacement this year, pay 
for it. They don't think about if 10 years from now we will have a $2 million asphalt 
project, as they figure they'll have moved out by then, perhaps no longer be 
amongst the living. In other words, they see it at someone else's problem. 
Comment? 

A: Indeed, this is human nature. Quicksand DOES have the upper hand, and all we can 
do is fight the good fight of communication, education, and long-term thinking. We 
do rack up some wins, but it’s a never-ending battle. Just keep providing comments 
and information, have sources you can cite, bring in experts: Management, counsel, 
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insurance and reserve study experts, etc. You may lose the little battles but focus on 
winning the war. Keep good humor, and remember, when they fight you the most, 
you’re right on target.  

Q: What is an effective counterpoint to a Board member who states that reserve 
study professionals want Boards to put too much money into reserves? 

A: (Julie) My question to that member would be: Why? What would be the specialists 
motivation? They have no vested interest in taking this action that I can see.  

 (Robert) All we do is balance income against predictable expenses. We never touch 
association money… there is no motivation for us to ever recommend any more than 
is necessary to effectively sustain the assets of the association. 

Q: If an association does not have any reserve component items scheduled during the 
next year, and it is not the third year when an on-site reserve study is required by 
CA law, can you skip a reserve study update for that year? 

A: In CA, a With-Site Visit update is required at least every third year, no matter if you 
have planned Reserve projects or not. In the in-between years, it is always wise to 
consider a very inexpensive No-Site-Visit update, especially now in a time of rapid 
inflation. 

Q: Our association has planned well and thought we were in good shape on roof 
reserves, but our roof now needs to be replaced much sooner than we had 
originally thought, and with inflation, we are seriously short of the funds. Is it 
better to borrow money or assess in this case? 

A: Difficult to answer without more information. Your first call should be to your 
Reserve Study provider. Also - what does your manager say, or know about banks 
that lend to associations? Check with your general counsel with respect to your 
borrowing options.  

Q: Is there an advantage of straight line reserves vs pooled reserves? 

A: Calculating your Reserve Funding Plan is always advantageous with the Cash Flow 
(pooled) methodology, as it fundamentally uses cash more efficiently than it all being 
identified in separate funds (Component method, also called “straight Line”)  

Q: Are reserve funds considered a bucket of money? 

A: When using the Cash Flow methodology, Reserves are one “bucket of money”. When 
using the Component methodology, each component essentially is treated as having 
its own little bucket of money preparing for that individual expense. 

Q: What should be an average monthly contribution (%) to reserves? 

A: You learn what is appropriate for your association in your updated Reserve Study. In 
general, most associations find they need to be contributing somewhere between 
15%-40% of their total budget towards Reserves. 

http://www.reservestudy.com/
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Q: How much do Reserve Studies cost? We have only 37 homes and very few common 
areas but one serious sewage vault that is a financial drain. 

A: Reserve Study costs are custom to each association, as they vary with size and 
complexity. Yet size and complexity also defines the association’s annual budget, so a 
starting point idea for an initial “Full” Reserve Study is often in the range of 1% of an 
association’s annual budget. All Reserve Study update products are significantly less 
expensive.  

Q: Recently, the CA law firm of Berding-Weil published a rather concerning article 
about funding reserves and for building components that are not included within 
the typical study. What is AR doing to include more components in studies, if 
anything? For example, there is most often no funding included for pipes! When 
these fail and require replacement, Boards are often financially unprepared for 
the expense. 

A: We are involved in updating National Reserve Study Standards to minimize the 
potential for “surprise” expenses outside of Reserve planning. Our job is to eliminate 
surprises from projects that are predictable. Only the projects that are truly 
surprises (which we sometimes need to remind our attorney friends are indeed part 
of life on this planet) should cause special assessments. 

Q: We have a reserve study that is 2+ years old from firm A and just received a new 
reserve study from firm B…both are credentialed.  Issue…there is a huge 
difference in the amounts that we need in our reserves.  Which one is correct? 

A: I would expect minor to significant differences even from the same company with 
the passage of over two years of time. But not all credentialed companies actually 
follow National Reserve Study Standards. The updated Standards being proposed will 
include testing and continuing education, which should minimize differences 
between credentialed companies.  

Q: Are Reserve Study inspections done by licensed engineers? if so, can those reserve 
inspections replace our annual building inspection? 

A: No. Reserve Studies are budget and cash management endeavors. For building 
infrastructure inspections, you need a specialist in that field commonly with an 
engineering or architectural background. 

Q: Is the Finance Committee able to recommend 8-12% operating (inflation 8%, 
reserves 4%, 4% emergency)? 

A: Finance committees can make whatever recommendations they believe are correct.  
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Q: How often do you recommend updating your Reserve Study? 

A: Best practice is to update your Reserve Study on the basis of a diligent visual site 
inspection at least every third year. Statistics also show that inexpensive No-Site-
Visit updates in the in-between years significantly drop an association’s risk of a 
special assessment. So with components, costs, Reserve balance, and economic 
forces in a constant state of change, annual is always best.  

Q: Is uPlanIt available to customers with the first draft of a Reserve Study, or only 
after the report is finalized for the year? 

A: When the report is “finished” on our end (before receiving any client feedback).  

Q: What do you think about loans vs reserves since our roofing need is imminent? 

A: Loans are an expensive way to pay for Reserve projects! But because we have yet to 
invent a time machine, if you don’t have the cash for an imminent roofing project, 
you will need to choose between a special assessment and loan. Consider the pros 
and cons of each. 

Q: In lieu of a special assessment, is a long-term (10 year?) loan an option? 

A: Yes. Just remember… while you’re paying off that loan making up for sins of the past, 
you should also be making larger Reserve contributions to keep up with the cost of 
ongoing deterioration and avoid from being in exactly the same position (needing a 
loan) in another 10 years.  

Q: How do you tell the community that we will be increasing reserves without 
getting shot? 

A: Communicate, communicate, communicate. Send out frequent information on what 
the Board is considering, and why. Start EARLY. This process may take months to get 
the buy-in you’re looking for. Explain what experts you relied on to get this 
information (and recommendations). Hold a town hall, and be very open and 
transparent. Perhaps bring in your expert (Reserve Study provider, counsel, roof 
expert, etc.) – whoever is appropriate to the situation.  

Q: Can you be so far behind in reserves that you must raise dues to "catch up" and 
subsequently the units become unsellable? 

A: No. Typical Reserve contributions are 15%-40% of total budget. There’s nothing 
“unsellable” about that.   

Q: Can you elaborate on the intervals of updating assessments comment made 
earlier? Looking for info on the interval and the kinds of things to factor in and 
the best way to educate owners. 

A: Not sure if I am answering this correctly (meaning, understanding what you are 
asking for), but as an industry we like to see assessments go up a little every year. 

http://www.reservestudy.com/
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Keeps your budget more realistic, and gets the owners used to assessments (like 
everything else) going up every year, even if it’s small. 

Q: If the current inflation rate is plugged into the reserve study it will result in a 
significant increase in annual assessments. This will result in a great deal of 
owner dissatisfaction. Any suggestions? 

A: Communicate, communicate, communicate. Send out frequent information on what 
the Board is considering, and why. Everyone knows what inflation is doing to their 
own budgets, the association’s is no different.   

Q: How do you differentiate what money should be used for?  For example is our pool 
reserve fund ok for like a pool heater replacement or just like a MAJOR pool 
repair? What is a guideline? 

A: It starts with the National Reserve Study Standards four-part test, which defines 
appropriate Reserve projects. Those should be listed in your Reserve Study, helping 
you separate between what is paid through Operating and what is paid through 
Reserves. Check with your Reserve Study provider for guidance and see our Reserve 
Studies 101 webinar, which is all about component selection.  

Q: You have said home values go up with a higher % funded. Is that true for Orange 
County, CA? 

A: Yes.  

Q: Can you speak to a reserve study and how it relates to the association’s ability to 
guarantee its obligations? Is a study a solid way for it to show its guarantee? Are 
there other ways to guarantee? 

A: There are few guarantees in life (death and taxes?), but a well funded Reserves 
certainly stacks the odds significantly in your favor of having sufficient cash to 
provide timely repairs and replacements to your property. A good conservative goal 
is to strive to be 100% Funded. 

Q: What would be a legitimate reason/situation to decrease monthly assessments? 

A: (Julie) If it were legitimate that more money is being collected than needed to fund 
the operating and reserve accounts and have some margin for uncollectable 
assessments, and not just a couple of hundred dollars. Something relatively 
substantial. Honestly, I’ve never seen it. 

Q: There are some Board members that will not raise the assessment because they 
are loyal to owners and not the corporation. Do the remaining Board members 
have a duty to bring someone in like an attorney to inform the remaining Board 
members of their obligations to fund the reserves? 

A: Yes, that’s a great idea. 
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Q: Our association has a long history of changing the reserve fund to tilt in the 
direction of pet projects, often cosmetic. With CA mandated balcony inspections, 
huge infrastructure projects, etc. we find ourselves funded under 25% and asking 
for special assessments to “right the ship.” How do you convince people that 
righting a ship that has a history of being helmed by irresponsible captains that 
you will be different… especially with term limits? 

A: If you are running for the Board, simply be honest about your position and why, and 
that of the association, drawing a clear difference between “the way we’ve always 
done it” and the way it should be done. Be upbeat and professional and avoid finger-
pointing and personal attacks. You may suffer a few of those, though….  

Q: What are the guidelines or any restrictions on investing the reserves for 
maximum income? 

A: Those funds are not your own. They belong to the corporation. Never put them at 
risk of loss. That is a safe starting point. Watch our “Investments and Inflation” 
webinar for more information.  

Q: Your Reserve Study categorizes % funded into three groups: less than 30%, 30% to 
70%, and more than 70%. You assert that there is a difference in special 
assessment risk in these groups, resp. High, Medium, and Low. Question: Where is 
the data that supports this classification of risk? 

A: We track the results of all our completed Reserve Studies (now over 70,000). That 
informs our findings. Because of the significance of this data, and because we don’t 
reveal any client identifiable information, we’ve shared the redacted dataset with the 
CAI Research Foundation.  

Q: Do you have any companies that provide reserve studies for New York Co-
operative buildings? 

A: Association Reserves! 

Q: We had a reserve study done 4 years ago. It has been an invaluable tool in helping 
us raise reserve funds for a lot of deferred maintenance. Do you feel that a Board 
is able to assess future projects and reserve needs without having a professional 
update done? 

A: Because all the elements on which a Reserve Study is based are in a continual state 
of change (conditions, costs, Reserve balance, economic conditions), Best Practice is 
to perform a With-Site-Visit Reserve Study update at least every third year and 
consider inexpensive No-Site-Visit updates in the in-between years. Reserve funding 
is regularly your largest single budget line item. Check it annually.  
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Q: What do you do if your documents won't let you raise dues more than 5% per year, 
but that doesn't meet what the inflation level is in today's world?  Planning for a 
large expense in the next two years. 

A: First, ensure that your state law doesn’t supersede (overrule) your documents with 
regard to the raising of assessments. If not, call your attorney and get going on 
updating your Governing Documents to eliminate that clause. Then start 
communicating immediately with the owners on what is coming down the road, and 
what options the Board is considering and why, which may include a special 
assessment just to provide essential cash flow. Don’t be “one and done” or give up 
easily, the future of your association is at stake. Don’t assume that most folks don’t 
read or don’t read all that is sent them – keep communicating. Be transparent and 
open, send out the information of what you are basing your considerations. Get in 
front of this now – you have a better chance of encouraging owner buy-in.  

Q: How are you dealing with the high current inflation and minimum wage increases 
on future reserve project funding? 

A: It’s an interesting combination of high inflation now, but an expectation for more 
“normal” inflation for the long term future. See what we’re seeing, doing, and 
recommending here.  

Q: What is the difference in reserves between single residence HOAs and 
Condominium HOAs? 

A: Sorry, not enough information to answer specifically. It likely boils down to a 
difference in the amount and type of common area responsibilities. 

Q: Is your historical data “sliceable” so that those associations with units impacted 
regularly with sea/coastal weather conditions can develop more realistic reserve 
budget plans?  Can our analyst help with that? 

A: Our overall client data collection knows the zip code of the property but doesn’t 
categorize them by “coastal exposure”. Your credentialed Reserve Study provider 
should be making adjustments in Useful Life, Remaining Useful Life, and cost 
particular to your association to help you set a realistic Reserve Funding Plan. 

Q: Any comments on how to make progress on accurate financial planning when it’s 
incredibly hard to get estimates at the moment (and the estimates expire well 
before estimated project start dates)? It took us 10 months to get one deck rebuild 
estimate. 

A: To perform effective financial planning, have a credentialed Reserve Study provider 
update your Reserve Study. It is not your job to “do it all” yourself.  
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Questions asked in prior “Quicksand” webinar sessions 

Q: In this low interest rate environment, where do you recommend large $ Reserves 
be invested? Wouldn't it be better to rely on periodic assessments until interest 
rates get more attractive? 

A: This is an appropriate and interesting questions, especially the 2nd part. Best 
practices for investing reserve funds are as follows. 1) safety of invested capital, 2) 
liquidity of invested capital and 3) the rate of return on the invested capital. The 
reserve dollars need to be safe, available, and make a modest return. Regarding the 
2nd part of the question. An emphatic “no”. Reserve contributions should be budgeted 
expenses from the operating account and transferred or deposited into the reserve 
account monthly. Interest rates may be low, but “low rates” is a poor excuse for 
failing to Reserve adequately. It is far more important that the funds exist to perform 
projects on time, than to be failing to set aside adequate Reserve due to the excuse 
that those funds are not earning a “high” rate of return.  

 

Q: What to do about investing reserve funds to keep up with inflation so that the 
buying power of reserve funds do not decrease appreciably? 

A: Do not expect that Reserves on-deposit will ever keep up with inflation. Let that go. 
That is not the objective of Reserve contributions. The primary goal is that they exist, 
so the board can perform the necessary repair and repair projects in a timely 
manner. Just set your Reserve contributions appropriately, enjoying the little you get 
in interest, and you will be fine. If you have a significant amount of reserves 
(commonly described as “over $500,000), it may be appropriate for the Board to 
utilize an investment firm to manage the reserve accounts. Your investment advisor 
will know what appropriate investments to use to meet the priorities of 1) safety of 
invested capital., 2) liquidity of invested capital and 3) the rate of return on the 
invested capital 

 

Q: Considering the “four-part test”, is there in general, any issue using reserve funds 
on a component that meets the test but does not appear in the reserve study? 

A: No. Reserve components are defined by the four-part test, not “does the project 
appear in our Reserve Study”. It is common that with the passage of time, we find 
new projects that should be added to the Reserve component list. Do so, spend the 
Reserves, and update your Reserve Study to offset that expenditure and adjust your 
Reserve contributions for the upcoming years. 

 

 

Q: What if a Board disagrees with a predictable useful life from a reserve study? 
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A: They should contact the Reserve Study provider with clarifications (that tennis court 
belongs to the neighboring property, not our association). Or “we replaced the roof 
in 2018, not 2020”. That is great information. We incorporate that information and 
revise the report. If the board just plain disagrees (we do not plan to repaint the 
ironwork, we think it is just fine…), and we feel painting the ironwork is wise and 
appropriate, the Reserve Study will stand “as-is”. The board has asked for our 
professional counsel on the matter, and that is what they will get. If they wish to test 
and see what happens if they diverge from our recommendations, that is what our 
uPlanIt online Reserve calculator tool is for.   

 

Q: Is it appropriate to fund reserve expenditures out of operating funds rather than 
reserve funds? 

A: No. An association should have a budget line item for Reserve contributions. The 
ongoing cost of deterioration is predictable and real, and it should have a dedicated 
budget line item, not a casual “if we have a little left over now and then, we’ll spend 
it…”.   

 

Q: Is it appropriate to use Reserves Funds for repairs to Reserve components? When 
do you use operating for repairs versus reserves? 

A: Minor repairs should be accomplished with Operating funds. It crosses from a minor 
repair (Operating fund) to being a legitimate Reserve expense when that “repair” 
project extends the Useful Life or Remaining Useful Life of the project. Fixing a loose 
board on a fence is a maintenance project. But touchup-painting all the horizontal 
top rails of a fence to extend the entire fence repaint a couple of years could be a 
legitimate use of Reserves. Just remember to update your Reserve Study for the next 
year! 

 

Q: Why do you consider special assessments a bad thing? 

A: They are unfair to current owners (burdened with the entire cost of assets that 
deteriorated over many years, unsettling to the association, unsure if they will pass 
(and provide necessary funds), and they are generally untimely (it takes quite a while 
to collect sufficient funds to do necessary projects, often resulting in expensive 
deferred maintenance). From a property value perspective, special assessments 
indicate unfunded liabilities and can be a red flag to realtors who point out the 
drawback of prior or pending special assessments to prospective buyers.   

 

Q: How often is it recommended a reserve study be done; be it a full onsite, or just a 
paper update from the previous reserve study date? 
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A: Best practice is to update annually. Remember that Reserve contributions are 
commonly your largest budget line item (or one of your top three), so it deserves 
that kind of scrutiny. A pattern of With-Site-Visit updates every third year, with No-
Site-Visit updates in the in-between years, is a good and economical pattern. Smaller 
or simpler associations may even dispense with professional No-Site-Visit updates, 
doing those updates in-house.   

 

Q: You present a Reserve as including operating expenses and capital expenses. 
Please comment on separating the Reserve into 1. Capital and 2. Operating 
Expense Reserves so there is clarity/separation in where the Reserve(s) dollars 
are planned for? 

A: Operating expenses are the (normal) daily, weekly, monthly recurring expenses at an 
association. Reserves are those major common area repair and replacement 
expenses, budgeted through the Reserve Fund. Pay for Operating Expenses from the 
Operating (checking) account, pay for your Reserve expenses with Reserve funds.  

 

Q: We are a small, self-managed association of 12 units. We do not have a lot of 
common area expenses. No pool. No clubhouse, etc.  One issue is that for obvious 
reasons homeowners would like the association to pick up the bill for things that 
are borderline in terms of responsibility. How do you determine expenses that are 
in the gray area? As an example, we let everyone treat the gated area in front of 
their unit as their own where they can plant a garden, put in brick for a small 
patio, etc. 

A: Governing documents should clarify what is common area and what is not. Good 
practice is to have a “responsibility matrix” showing who is responsible for what 
(owner vs association). Then you get into aesthetic issues (even of individually owned 
assets, or limited use common area), which should be controlled by the Architectural 
Review committee. I (Robert) live in an association with stand-alone homes. I own 
my home and my land. But I still need to ask the association for approval prior to 
painting my home. The expectations should be clearly laid out, so no owner is 
surprised or treated unfairly, and all home values in the community are maximized. 

 

Q: In your experience, does the amount of HOA monthly dues or is it periodic 
assessments that have the greatest negative impact on property values? 

A: Special assessments by far harpoon property values. People can tolerate and adjust 
for ongoing monthly assessments. But periodic, unsettling special assessments are 
things that cause prospective buyers to be wary of joining your association. Expect a 
history of special assessments to prevent buyers from paying top dollar to join your 
association.   

http://www.reservestudy.com/
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Q: You mention to rely on an experienced managers to avoid quicksand... What about 
smaller associations that are self-managed? We are self-managed -- it is not that 
we enjoy doing this, but it's the best option. Many in our area are self-managed as 
well because they are too small to get quality management interested in small 
complexes. In our case, we tried some management companies and had bad 
experiences. We do recognize the need to update the reserve study and have used 
your do-it-yourself one. 

A: The point of the discussion was to get help. Experienced managers are only one way 
that Boards can ask for help on how to avoid the quicksand. I agree that small 
associations are at a disadvantage. However, small association Boards can still 
comply with the sound business judgement rule, by seeking the advice of experts be 
it a consultant, reserve specialist, attorney, or CPA.  

 

Q: When you already have a reserve study, do you have to stay within the %'s in the 
study or can you increase or decrease where the board deems necessary? 

A: A Reserve Study is a budget guide. It is your association, so you still have the 
freedom to set your budget what you feel is best. But do not stray too far from a 
professional recommendation without good (documented) reasons!  

 

Q: I am a real estate attorney.  I am also an owner of a condominium unit in a 
building that is 66 years old.  Our HOA Board chronically underfunds the Reserve 
Fund and ignores the recommendations in the Reserve Study. The Board also 
ignores letters and emails from owners who point out issues that constitute 
warnings about preventive maintenance. The Board President, a lawyer, says the 
Board members understand their fiduciary responsibility. But nothing gets done. 
What can an owner do? 

A: Create your own Reserve Fund for the inevitable special assessment that will occur 
or look for a condominium in another association that is run in a more fiscally 
responsible manner. Or a third option is to run for the board yourself!  

 

Q: How to deal with owners living only on Social Security, who can't pay an increase? 

A: Remember that the board’s job is to run the affairs of the association. Owners get to 
choose if they can afford to live in the association or not. You (board member) take 
care of your responsibilities, let individual owners make their own decisions about 
what they feel they can afford (staying or moving to less expensive housing). You are 
under no obligation to keep it “affordable” at some arbitrary level.  

http://www.reservestudy.com/
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Q: We have extra uncommitted funds available in our operating account. If we have 
an upcoming expense that qualifies as a reserve expense, is it ok to pay the 
expense from the operating account rather than the reserve account? 

A: Certainly!  

 

Q: What would you suggest as an inflation rate to be used for future year planning? 

A: Since a Reserve Study is a multi-decade plan, we use a backward-averaged inflation 
rate that we feel has “stood the test of time” and should be a good reflection of 
average rates into the future. That said, something in the range of 2.5% - 3% should 
suffice. 

 

Q: What interest rate do you recommend? 

A: We recommend something very close to current interest rate. If your interest 
earning rate is less than 1%, we recommend using 1%. We fully expect interest rates 
to come back up in the not-too-distant future.  

 

Q: There are so many "experts" the Board is prompted to consult and should listened 
to, but volunteer Board members have difficulty settling onto positive decision-
making in this ever more rapidly developing "need toward action" and it becomes 
"chaos" toward indecision.  How does one jump-start a stagnant Reserve Fund 
program? 

A: Hire a Reserve Study professional to provide wise counsel, and/or hire a consultant 
to help the board with their decision-making and planning responsibilities. That’s 
where consultants like John Cligny fit it… helping associations through rough 
patches. 

 

Q: Do you know how much a reserve study cost for a small 24-unit condo complex? 

A: It depends on your location, the complexity of your common area components, and 
your Fiscal Year End (what time of year you need the Reserve Study accomplished). 
Please click here for a free, no obligation proposal.  

 

Q: Regarding assessments: Do you recommend loss assessment insurance? 

http://www.reservestudy.com/
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A: Currently, that is a very inexpensive product that provides peace of mind. If I owned 
a home in a condo, I would have it. 

 

Q: If we are not your client, will you be able to update our prior Reserve Study? 

A: If it was prepared according to National Reserve Study Standards, yes. Depending on 
your circumstances, you can choose from an Update-With-Site-Visit or Update-No-
Site-Visit. If it was not prepared according to National Reserve Study Standards, we 
will recommend starting over with a “Full” Reserve Study.  

 

Q: Is it proactive to distribute a reserve study or engineers report? 

A: We recommend transparency. Many of our clients make those documents, which 
may also include the annual Audit, readily available to existing homeowners (through 
an owner portal on the association’s website, for example). You may wish to consult 
your attorney on this matter, to make sure private/sensitive issues are not 
disclosed, constituting “notice” and awareness on the Board’s part.  

 

Q: We carried out a reserve study at the end of last year but not in time to include in 
the budget.  None of the board members are still on the board member.  How do we 
make sure the new board carries out the decisions made last year when budgets 
come up this year?  We did have a member vote to switch from straight line to 
pooled budgeting.  To make it even more confusing, the new board got rid of the 
management company we had last year. 

A: Wow! Much has changed at your association. Hopefully, the new board will use that 
information as they begin the budget planning process this year. Remember, you 
have an opportunity to run for the board to contribute to wise decision-making. 

 

Q: We are in the process of replacing our roofs and need to take out a loan. Our 
reserves do not cover the total amount. Do you recommend depleting the reserves 
to reduce the size of the loan, or is it ok to take a half of your reserves in order to 
keep money in the reserves for emergencies? 

A: Check with your Reserve Study provider, who is likely able to run some scenarios to 
help in your decision. It is usually unwise to (significantly) deplete your Reserves. 
Your solution may end up being a combination of special assessment, loan, Reserves, 
and raised assessments.  

 

http://www.reservestudy.com/
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Q: Regarding the four-part test: Common Area & above a minimum cost seem easily 
discernible.  Useful life and Predictable remaining life seem “greyer”. Can an item 
have too long a useful life to be considered a reserve item?  What minimum costs 
are common? 

A: National Reserve Study Standards do not define a maximum Useful Life. If a project is 
“reasonably predictable” (and meets the other three tests) it should be funded 
through Reserves. Common examples may be a 40-yr roofing system, or a 35-yr 
elevator modernization. The minimum threshold of significance is often board 
member or manager signature authority, which varies with association size. For 
smaller associations that may be $500. For larger associations that may be $20,000. 
The “threshold of significance” is often in the range of .5% to 1% of an association’s 
annual budget. 

 

Q: I think another quicksand is “if it isn’t broke, why replace it?” If things have useful 
lives, when they reach the end of those but are not broken, is it wiser to replace 
them or to “extend” their lives since they aren’t broken? 

A: Good suggestion! See a recently published cover article in the Hawaii CAI chapter 
newsletter here. Maybe we can create a webinar on that topic for next year. 

 

Q: We were looking for a financial planner, but our current management company 
suggested that was not necessary and they can provide us with financial 
assistance to plan how to pay for the project in the recent reserve study. Is that 
typical? 

A: Good advice is worth the cost. Do not sacrifice wise counsel by being cheap. 

 

Q: So, should we add building inspection by engineer periodically as a reserve item?  
How often should this be done? 

A: Yes. Frequency depends on the age of your building and construction style, but that 
is a valuable inspection that can be paid through Reserves. Without other guidance, 
“every 10 years” is a good starting point. 

 

Q: How does one address the opposition to sufficient Reserve Funding that seems 
more predominant in an age restricted community (Average age 75+)? 

A: Continually reframe the Reserve contribution discussion as “to offset current 
deterioration”. Never characterize Reserves as “for the future”, or “for a rainy day”. 
All you are asking with Reserve contributions is for owners to pay their fair share of 

http://www.reservestudy.com/
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deterioration that occurred while they owned a home in the association. It is very 
hard to argue against that. 

 

Q: So, if we have a three-year plan for treating our trees for some nasty bug, should 
that be a reserve component?  It is a significant $$. 

A: Yes! If the trees are common area (), if they need to be treated on a regular basis 
(), if you can see the cost approaching (), and if the cost is significant (), you have 
met all four elements of the four-part test. Sounds like a Reserve component to me! 

 

Q: If we have a decorative water fixture (large entry fountain), shouldn't that be a 
Reserve component? 

A: If it meets all four elements of the National Reserve Study Standard four-part test. 

 

Q: Would it be advisable for the board to invite our reserve study professional to an 
owners meeting, or do you find online meetings or webinars are a better tool to 
convince the support of both the board and the overall owners in the community? 

A: I like your thinking. Check with your Reserve Study provider to find their availability 
to appear in person or “virtually”. Check here on our website to see if there is a 
webinar, or portion of a webinar, that might prove insightful. Feel free to contact one 
of our offices for a recommendation. 

 

Q: Is it acceptable to include routine maintenance expenses such as vehicles and 
other equipment that require frequent maintenance as a subcategory of the 
primary reserve item in lieu of the operating budget? 

A: No. Ongoing maintenance should be accomplished from the Operating budget. 

 

Q: Should money for hurricane clean up be a reserve study item? 

A: No. A hurricane fails the “predictability” part of the Reserve Study four-part test. 
That is unfortunately a “surprise” expense that may force a special assessment. Note 
that if there are no short-term demands on your Reserve Fund at the time of such an 
unfortunate event, you may manage a short-term (interest free!) loan from your 
Reserve fund to avoid a special assessment, restoring those “borrowed” Reserves 
over a short period of time. Check with your manager or attorney for Reserve 
borrowing restrictions or procedures in your state, and check with your Reserve 
Study professional to run some scenarios for you to contemplate. 

http://www.reservestudy.com/
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Q: Thoughts on whether an owner resolution could hold current/future boards to 
following a reserve study? Obviously, future owners could amend the resolution. 

A: Great idea. Reserve Studies guide the association forward over a multi-year planning 
horizon. A “policy” statement would help to guide the board over the years. See a 
sample policy document here that could serve as a starting point template. 

  

 

http://www.reservestudy.com/
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