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This Reserve Analysis is prepared Sample Community Homeowners Association

Executive Summary

Name of 
Association

Sample Community 
Homeowners Association

City and State Somewhere, GA

Type Single family detached

Number of Units 612

Age
8 years, community 
founded 2013

Fiscal Year End 31 Dec 2022

Level of Reserve 
Study

Class 2 Study with Site Visit

Management 
Company

HOA Manager

Date Prepared 02 November 2022

Funding Strategy 
for Analysis

Threshold Funding
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The financial outlook for the association is good. The association’s reserve balance is currently 
positive but far from the 70% fully funded balance target.  This is considered good but with a very 
high risk of a special assessment. 

Executive Summary

The projected funding plan for the next 30 years will provide 
the funding necessary to meet all anticipated expenses. 
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▪ Provide a current estimate of the costs of repairing 
and replacing major common area components over 
the long term.

▪ All major repair and replacement costs will be 
covered by funds set aside by the association as 
reserves, so that funds are available when needed. 

▪ An examination of the association's repair and 
replacement obligations is conducted.

▪ The costs and timing of replacement are determined

▪ Distributes the contributions of old and new owners.  
– Major items deteriorate with use and age.

– Every owner who uses the association's assets pays for a 
share of replacement / maintenance.

▪ Allows for the aesthetic qualities of the community to 
be maintained.

▪ Strive to minimize the need for special assessments. 

▪ Shows owners and potential buyers a more accurate 
and complete picture of the association's financial 
strength and market value. 

▪ Disclose to buyers, lenders, and others the manner in 
which management of the association is making 
provisions for both annual and non-annual 
maintenance requirements. 

▪ Define explicit association decisions on how to 
provide for long-term funding.

▪ Provide or contribute to a maintenance planning tool 
for the association.

The objectives of a Reserve Study or Analysis should include the following:

HOAs have a responsibility to establish and maintain a Replacement Reserve Fund to provide the 
maintenance or replacement of association depreciable components.

Executive Summary
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Preparation

▪ Prior reserve studies, if available, were used as 
references for this analysis.
– Baseline for identification of reserve asset components

▪ The HOA Community Manager and members of the 
Board conducted an inventory of the reserve assets:
– If available, prior reserve studies reserve assets inventory

– Conduct current inventory of reserve assets

– Verified that no assets were overlooked

– Condition of assets and useful life was evaluated by 
community manager, knowledgeable members of the 
community and outside service providers.

Assumptions

▪ The physical inventory and condition assessment of 
all physical assets is complete.

▪ The valuation cost estimates are reasonably accurate.

▪ Estimates for current and future operational expenses 
are reasonably accurate:
– Annual expenses such as insurance, administration, 

maintenance

– Expenses less than $2000 are considered operational

– Future operational expenses are projected to rise at the 
projected inflation rate

This Reserve Study provides long-term capital budget planning, identifies the current status of the 
reserve fund and provides a long-term stable and equitable funding plan to offset ongoing 
deterioration of reserve components.

Executive Summary

The Funding Plan Goals 
• Provide sufficient funds when required
• Enable a stable contribution rate over the years
• Evenly distribute contributions over the years
• Be fiscally responsible
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Reserve studies are conducted using one of three types.  This analysis was conducted using the 
method indicated.

Methodology and Strategy

This Report Reserve Study Type

Full Study – On-site Inspection
• Creation of the all-components list
• Measuring/quantifying all reserve components
• Development of the Useful Life, Remaining Useful Life, and Current Replacement 

Cost 

Update With Site Visit 
• Updates an existing reserve study
• Review of all components to assure proper identification and quantity
• New components identified
• Knowledgeable vendors and service providers consulted to assure correct costs 

and useful lives are assessed

Update Without a Site Visit
• Updates an existing reserve study without a site inspection
• Performed by interviews
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Economic assumptions and target objectives were established in the development of this Reserve 
Study Report.

Methodology and Strategy
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Reserve Funding Methodologies

▪ Cash Flow
– The reserve fund is considered one large pool of money.

– Contributions are established by testing and retesting 
different contribution rates until the desired funding 
objective is achieved.

▪ Straight Line (or Component Level)
– Component costs are calculated separately, and summed 

together.

– The reserve funds are essentially divided into separate pools 
for each component, with no co-mingling.

– Common method before widespread use of computers to 
perform multiple calculations simultaneously.

Characteristics

▪ Cash Flow:
– Encourages the use of threshold levels to test various funding 

strategies with respect to funding requirements.

– May increases risks of underfunding and special assessments, 
but this can be mitigated by:
• Understanding of component costs and useful life
• Setting reasonable threshold funding levels
• Careful analysis of annual cash flows

– Typically, results in a lower rate of reserve contributions as 
the funds can be used more efficiently; and the contributions 
are more evenly spread over the years. 

▪ Straight Line
– As each component funding stands on its own, each 

component is considered to be fully funded.

– Does not allow flexibility should a component cost differ from 
the budgeted amount.

The Cash Flow Reserve Funding methodology was used in the analysis as it allows reserve funds to 
be used efficiently and evenly spreads increased costs among the community owners over the years.

Methodology and Strategy
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Funding Strategies

▪ Fully Funding Strategy
– Setting a reserve funding goal of keeping the reserves at or 

near 100% funded.

▪ Threshold Funding Strategy
– Setting a Reserve funding goal of keeping the Reserve 

balance above some threshold, generally less than the Fully 
Funding Model.

▪ Baseline Funding Strategy
– Setting a reserve funding goal of keeping the reserve cash 

balance at the end of each year in the overall reserve 
funding projection at or above $ 0.  

▪ Statutory Funding Strategy
– Based on local statutes where associations set aside specific 

cash amounts, or specific thresholds are set, as required by 
statutes.

Characteristics

▪ The Full Funding strategy is the most conservative as 
all components will be fully funded over all years.
– Minimizes risk of under funding resulting in the need for 

special assessments or deferred maintenance.

▪ The Threshold Funding strategy reduces the annual 
contribution (compared to Full Funding) for 
maintaining the reserve.
– Must be used rationally to assure that under funding does 

not occur in any years.

– Requires careful analysis of expenses and funding over all 
years.

– Reduces annual contribution to reserve fund compared to 
Full Funding strategy.

▪ The Baseline Funding strategy tends to have the 
lowest annual contributions, but increases the 
likelihood of under funding that may require special 
assessments.
– If used, communities must very closely monitor all 

components to understand changes in useful life.

The Threshold Funding strategy is used to keep the annual dues low whilst maintaining a low risk of 
exhausting funds in any given year. 

Methodology and Strategy
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Methodology and Strategy

Two key performance indicators used in this analysis are “Fully Funded Balance” and “Percent 
Funded”  … an explanation of each of these terms is shown below.

▪  
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Methodology and Strategy

A sensitivity analysis was conducted to assess the effect that high cost reserve components may 
have on the reserve funding over the next 30 years

▪ A sensitivity analysis determines how different values of an independent variable affect a particular dependent 
variable under a given set of assumptions.

▪ Within the bounds of this reserve funding analysis, the following parameters were varied to determine the 
effect upon the funding plan:
– Assumed annual inflation

– Varying the Remaining Useful Life of key reserve components (reducing or increasing the Remaining Useful Life)

– Varying the inclusion, costs and/or deployment dates of any special projects

– Other factors as noted in this report
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Over the next 30 years, the association must provide $23.415MM for all operational and reserve 
funding expenses.

Detailed Financial Analysis
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Detailed Financial Analysis

The operational fund expenses are projected to rise year-to-year keeping pace with the assumed 
rate of inflation.

▪ Routine Items in the 
Operational Fund
– Admin expenses

– Gate maintenance

– Postage & Copies

– Accounting services

– Legal services

– Insurance

– Income taxes

– Property taxes

– Other taxes, licenses and 
fees

– Utilities (electricity, 
water and telephone)

– Landscaping services

– Management services

– Street sweeping services

4% Inflation
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Over the next 30 years, the HOA will need to allocate $5,709,435 from the reserve fund toward 
maintenance or replacement of reserve components.

Detailed Financial Analysis
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To meet future operational and reserve funding requirements, the HOA will need to increase the 
overall income through increases in annual dues.

Detailed Financial Analysis
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The proposed annual dues increases will provide the necessary funding required for operational 
expenses and to maintain or replace the association’s depreciable assets for the next 30 years.

Detailed Financial Analysis
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The actual increase in annual dues per unit the current rate of $770 per year to $1749 per year over 
the next 30 years is closely aligned with the estimated annual inflation rate.

Detailed Financial Analysis

Gradual Increases
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Maintaining the reserve fund between 60% and 100% of the fully funded balance will  provide 
assurance that funding is available to meet all current and future needs.

Detailed Financial Analysis

The accepted standard for a 
reserve balance is to achieve and 

maintain a balance of at least 60%  
of the fully funded balance.

▪ In the early years (2022– 
2027), the balance is less 
than 70% of FBB.

▪ After 2027, the percent of 
FFB trends upward 
toward and stabilizing  
over 70% of FFB.

▪ The lower values in early 
years reflects impact of 
2022 special projects and 
lower dues prior to the 
study and existing 
reserves. Increases in 
annual dues will fund 
allow future funding.
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Detailed Financial Analysis

The Association has established a target of 70% of the Fully Funded Reserve Funding as this will  
provide high confidence that annual expenditures can be met each year over the next 30 years.

▪ Funding Goal Range
– The financial objective is to achieve and maintain the 

reserve balance to be within the range of 60% to 100% 
of the fully funded balance

– Attain goal without requiring any special assessments

▪ Income must be enough to achieve and maintain 
the funding goal
– Annual dues must rise to keep pace with inflation.

– Total income must be sufficient so that funds are 
available to meet all operational and reserve 
expenditures.

▪ Sources of annual income include:
– Annual association dues

– Special assessments

– Sale of assets

– Loans

– Other income sources
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Detailed Financial Analysis

The charts below illustrate the current funding plan compared to the recommended funding plan.
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Our Association has the responsibility to maintain or replace the following depreciable components 
over the next 30 years.

Reserve Component Inventory
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With the proposed annual dues increases, the total income will be sufficient to meet all the 
expected expenses for the HOA …

Expense and Income Summaries 2017 - 2026
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With the proposed annual dues increases, the total income will be sufficient to meet all the 
expected expenses for the HOA …

Expense and Income Summaries 2022 - 2031
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… With the proposed annual dues increases, the total income will be sufficient to meet all the 
expected expenses for the HOA …

Expense and Income Summaries 2032 - 2041
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… With the proposed annual dues increases, the total income will be sufficient to meet all the 
expected expenses for the HOA …

Expense and Income Summaries 2032 - 2041
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… With the proposed annual dues increases, the total income will be sufficient to meet all the 
expected expenses for the HOA

Expense and Income Summaries 2042 - 2052
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… With the proposed annual dues increases, the total income will be sufficient to meet all the 
expected expenses for the HOA

Expense and Income Summaries 2042 - 2052
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Through modest and reasonable dues increases, the HOA can achieve the funding requirements to 
meet future reserve expenditures.

Expense and Income Summaries
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Over the next 30 years, reserve components will require periodic replacement or maintenance to 
maintain their usefulness. The next 5 years are shown below

Expense and Income Summaries – Component Maintenance Schedule
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The proposed funding strategy will help fund any given year’s expenses – without reducing risk for 
any special assessments – and will build sound financial status for the next 30 years.

Summation


