
Copyright Miller + Dodson Associates, Inc. 2011

presented by

Peter B. Miller, RS 

Realistic Reserves: 

Reserve Fund Strategies 

for Todayôs Economic 

Climate



Copyright Miller + Dodson Associates, Inc. 2011

Peter B. Miller, RS

Peter B. Miller, RS

Miller + Dodson Associates, Inc

929 West St., Ste 310

Annapolis, MD 21401-3693

(800) 850-2835

PMiller@MDAReserves.com



Copyright Miller + Dodson Associates, Inc. 2011

Introduction

ÂChanging Market Conditions since 12/2007

ÂFunding of Reserves more of a challenge 

then before!

Â Increases in Assessments

Â Increases in Delinquencies

ÂNew Strategies
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Todayôs Presentation: An Overview

1. Four Funding Challenges in Todayôs 

Economic Climate

2. Understanding the Numbers:

Typical Reserve Study

3. Strategic Funding Solutions: 

Roadmap to your Funding Objective
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Part 1.

Challenges to Reserve Funding
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Funding Challenge 1

Adequate Funding

ÂAdequately fund ñlong-termò 

obligations, i.e. Replacement 

Reserves,

ÂWithout triggering ñshort-

termò financial crisis, i.e. 

delinquencies or 

foreclosures.
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Funding Challenge 2

Keep Property Values 
High

ÂAesthetic Quality

ÂAmenities and Facilities Up-to-
Date

ÂReasonable Level of Normal 
Assessments

ÂWithout History of Special 
Assessments
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Funding Challenge 3

Limitations on Delinquency Levels

ÂFHA (Freddie Mac & Fannie Mae similar)

Â15% delinquency will disqualify 

Condominium from FHA approval for 

financing guarantee.

ÂCommercial Bank Loans

Â5% to 7% delinquency will disqualify 

community from commercial bank loans.

ÂReduced Revenue Stream
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Crisis Triggers

In todayôs economy, 

delinquencies (and foreclosures) 

may increase with:

ÂLarge increase in assessments

ÂLarge special assessments
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Funding Challenge 4

Realities of Todayôs Economic Climate

V Residential Sales DOWN

V Home Foreclosures UP

V Family Income DOWN

V Delinquencies UP

V Assessment Receipts Down

V Replacement Costs UP
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Issues Affecting Funding

ÂIndividual loss of jobs/income

ÂUnderwater (upside-down) mortgages

ÂRising delinquencies and foreclosures

ÂInflation in replacement costs
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Decline in Household Income

Â The U.S. Census Bureau announced that real median 
household income in the United States fell 3.6 percent 
between 2007 and 2008, from $52,163 to $50,303. 

Â Coincides with the recession that started in December 2007.

Â This breaks a string of three years of annual income 
increases. 

Â Decline in household income continued in 2009 and 2010 and 
is projected to continue in 2011.

These findings are contained in the report Income, Poverty, and Health 
Insurance Coverage in the United States:.
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Underwater Mortgages

Â 11.3 million homes had underwater mortgages as 
of the fourth quarter of last year (24% of all residential 
home loans) 

Â An additional 2.3 million mortgages were 
approaching negative equity at the end of last year, 
(meaning they had less than five percent equity.)

Â That means that three out of ten homes have 
virtually no financial value to their owners.

Â Additionally, 702 American banks, nearly one in 
ten, were on the FDIC ñproblem listòas of the end 
of 2009. This number grew in 2010. 

ðSource: Underwater Mortgages Hit 11.3 Million - 24/7 Wall St. http://247wallst.com/2010/02/23/underwater-
mortgages-hit-11-3-million/#ixzz0tWXXdh00
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Rising Delinquencies 

& Foreclosures

Â Recent reports indicate that about 4 million U.S. 
homeowners are 90 days or more delinquent on their 
loans or are in foreclosure proceedings. 

Â August 2010 highest foreclosure month in US history

Â 2.8 Million foreclosure filings in 2010 (RealtyTrac)

ÂMany experts are forecasting another wave of 
foreclosures after the January 2011 slowdown. 

Â Assessment Delinquencies and Foreclosures will 
continue to rise into 2011.
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Reserve Funding Cycle Pitfall

Â Lack of Adequate Reserve Funding will result in 

higher assessments later.

Â Higher Assessments (or special assessments) will 

result in financial hardship for some owners.

Â Financial hardship will result in more delinquencies.

ÂMore delinquencies mean higher assessments for 

others!
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Inflation is High! 

Yes, Very High!



Copyright Miller + Dodson Associates, Inc. 2011

Inflation Confusion 

CPI versus PPI

ÂConsumer Price Index (CPI) gauges:

ÂFood Costs

ÂFuel Costs

ÂElectricity Costs

ÂHousing Costs (mortgages and rent)

ÂProducer Price Index (PPI) gauges

ÂManufacturing costs

ÂConstruction costs
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Percentage Changes in Producer Price 

Indexes (PPIs) for 

Construction Materials and Components,     

(2003 - 2010)
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%Changes in Producer Price Indexes
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Percentage Changes in Producer Price 

Indexes (PPIs) (2003 - 2010)
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Funding Challenges 1 - 4

1. Adequately fund reserves without triggering 

short-term crisis

2. Keep property values high

3. Limit delinquencies

4. All of above in todayôs economy                   

& housing market
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Part 2: 
Understanding The Numbers

Typical Reserve Study
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Increase funding from 

$58,000 per year to 

$121,740 per year!
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Part 3: Developing A 

Reserve Funding Roadmap
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Once the Reserve Study 

is Completed :

ÂWhat is your next step?

ÂWhat tools do you have 

available?

ÂHow do you get from where you 

are to where it is you should be?
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The Next Step

Â Look at Cash Flow Situation in Study

Â Use next 3 to 5 years to establish funding plan for the 
next 30 years.

Â Develop a Strategic Funding Solution that:

ÂAdequately Funds Reserves

Â Near-Term

Â Long Term

ÂWorks for the association as a whole.
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Increase funding from 

$58,000 per year to 

$121,740 per year!
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What Tools Are at Your Disposal?

ÂIncrease Normal Assessments

ÂRamp Up over 3 to 5 years if possible

ÂInstitute a Special Assessment 

(maybe!)

ÂSecure a Commercial Bank Loan
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Considerations:

Can assessments be raised enough?

Â Is there an assessment increase cap?

ÂWill increased assessments hurt property 

values?

ÂWill increased assessments actually bring in 

more revenue? 

Or

ÂWill increased assessments simply result in 

more delinquencies and foreclosures?
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Special Issues Re: Delinquencies

ÂFHA backed mortgages ïNEW GUIDELINES

ÂNo more ñspot approvalsò for condos

ÂEach community must pre-qualify by 12/10/10

ÂDelinquencies over 30 days capped at 15%

ÂCapital Improvement Loans

ÂLoans collateralize revenue stream

ÂDelinquencies capped at 5% - 7%
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Approach to Problem:

ÂAcknowledge NEW Market Conditions.

ÂRe-examine Old Rules and Procedures.

ÂAbandon Outdated Industry Practices.

ÂDevelop New Approach that:

ÂRecognizes the realities of todayôs market;

ÂAvoids pitfalls that come from using outdated 

practices; 

ÂEmploys all funding tools.
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Strategic Funding Solutions

Â Uses full range of funding tools in order to minimize 

the adverse financial impact of large increases to 

reserve funding levels.

Â Understands the intricacies of each funding tool so as 

to avoid inadvertent consequences and pitfalls.

Â Empowers community board to select and implement 

ñbest toolsò for their associationôs unique needs and 

abilities.

ÂServes as ñRoadmapò to arrive at funding goals.
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Example One: Ramp Up

Mid-Rise Condominium

ÂMid-rise Condominium

ÂFive Years Old

Â80 units

ÂSaturated condominium sales market

ÂConcerned about ñcompetitiveò dues
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Increase funding from 

$58,000 per year to 

$121,740 per year!
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Increase each year by 

$10,000 through 2015
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Increase each year by 

$10,000 through 2015

$65k/yr

$105k/yr
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Example Two: Bank Loan

Garden-Style Condominium

ÂGarden-Style Walk-up Buildings

ÂNeed to Replace Exterior Wood Stairs ASAP

ÂProject Cost ~ $500,000.

ÂCommunity comprised of 132 households -

medium income residents and retirees.

ÂSpecial Assessment should be last resort.
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Funding Status and Funding Plan

ÂBeginning Balance of $62,000

ÂAnnual Funding Level of $50,000.

ÂAverage Annual Expenditure $136,500.

Â$500,000 project in Year One of Study.

ÂUse Bank loan with 5 year term.
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Increase from $50,000 

to $524,497 in 2010.

$131,760 per year 

after 2011.

Without Bank Loan
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Bank loan with 5 year term. 

Increase from $50,000 to

$301,125 for 5 years. 

$136,677 per year 

after 2015.With Bank Loan
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Example Three: Sine Wave

Golf Course

ÂPart of Large-Scale Active Adult Community

ÂSeparate Study for Golf Courses

ÂCommunity still in build-out mode

ÂGolf Membership non-mandatory

ÂTwo 18 hole courses, one 9 hole course
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Profit vs Membership Conundrum

ÂNeed to Maintain Profitability 

Â Membership drives income

ÂNeed to Maintain and Increase Membership

Â Many Fixed-income members 

Â Membership threatened by high dues 

Â Attract new members as community grows

ÂFlexibility to ñramp-upò as community grows.
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Funding Status & Funding Plan

ÂCurrent Annual Funding is $300,000

ÂDues are perceived as High

ÂHomes and 3rd course are not totally built-out

ÂCash Flow Recommendation is $517,661

ÂBoard wants to drop down now and ramp up 

later as Community and 3rd Course are 

completed.
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Ramp up as membership grows ï

just like ñPhasedò Community!
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