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Replacement of Capital assets.Replacement of Capital assets.

millerdodson associates
Capital Reserve Consultants

Copyright @ Miller Dodson Associates 2010
1

Capital Reserve Consultants



What is a Capital Asset?p
Typically, we are talking about 
components or groups of componentscomponents or groups of components, 
with a finite useful life of 3 or more 

$years and valued at more than $1,000.
For smaller facilities this may be reduced to $500For smaller facilities this may be reduced to $500.
For larger, $5,000 may be more appropriate.

An included asset is typically called a 
Capital Component or Reserve Component.
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What is not a Capital Asset?p
In an nut shell … Items less than the 

t bli h d t l lif it itestablished amount, long-life items, or items 
considered to be a normal annual anticipated 
expense.

Other excluded items are:
It d b lItems owned by someone else.
Leased items.
Utility or government maintained items.y g
Items identified by the facilities management.

These are all called Exclusions.
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What are Reserves?
Funds set aside for the future …

to be used only for replacement or major 
repair of a facility’s capital components.p y p p

Reserves should be budgeted for annually. 

Not to be used for Maintenance and 
Operation expenses.p p

Not to be used for Capital Improvements or 
i f th f ilit
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WhereWhere Do Reserves Fit?Do Reserves Fit?WhereWhere Do Reserves Fit?Do Reserves Fit?
O tiOperations
Expenses

Annual Annual 
BudgetBudget

Maintenance ReplacementReplacement
Expenses

Replacement Replacement 
ReservesReserves
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Why should we have  
Reserves in our Annual 

Budget?
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Consider the following points:g p
Understanding your future expenses will help to 
stabilize your annual budgetstabilize your annual budget.

Foreseeing major replacements and repairs will 
help to protect your brick and mortar assetshelp to protect your brick and mortar assets.

Expecting needed funds in an appropriate time 
frame will provide for scheduled replacements.

Understanding the future costs to operate your g p y
facility will help guard your missionary work and 
protect the funds intended for those purposes . 
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Where does all this ReserveWhere does all this Reserve 
Study concept come from?
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Initially developed more than 25 years agoInitially developed more than 25 years ago 
for Condominium Associations.

Refined and standardized over the past 
decade by the Foundation for Community y y
Association Research’s, Best Practices, 
Report #1, Reserve Studies/Management.p , g

Now well established and required by State 
L f C it A i ti i 19Law for Community Associations in 19 
States.
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How does this apply to my 
Church or Private School?
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A building is a building, a parking lot is a parking lot, 
and a HVAC system well it’s just a HVAC systemand a HVAC system, well it s just a HVAC system.

A Reserve Study can:
Quantify and model replacement cycles for any facility.

Provide understanding of a facility’s long-term replacement 
f di dfunding needs.

Be the basis for fitting a Reserve Funding Plan into any 
Annual BudgetAnnual Budget.

There is no reason to reinvent the wheel. Many of 
Ch h d P i t S h l li t four Church and Private School clients are former 

Association clients who understand that this useful 
financial tool a Reserve Study can also be applied
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What are the basic steps in the 
R St d ?Reserve Study process? 
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Assuming you have never one before ...  
Th fi t t d L l 1 R St dThe first study, a Level 1, Reserve Study 
includes:

An Inventory of Reserve Components.

An onsite visit and condition assessment of theAn onsite visit and condition assessment of the 
facilities and components.

Quantities, life cycles, and replacement costs 
for each component.

The reported Current Funding Status.

A Projected Funding PlanA Projected Funding Plan.
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There are two other types of Studies.yp
A Level 2, Reserve Study Update, which uses a 
previous Study’s inventory. A site visit isprevious Study s inventory.  A site visit is 
performed, and the rest of the previous study’s 
information and results are brought up to date. 

A Level 2 Update is normally recommended every 
3 to 5 years.y

A Level 3, Reserve Study is the same as a Level 2 
except there is no site visit These are generallyexcept there is no site visit.  These are generally 
used to modify a study between the initial study 
and a Level 2 Update or between Level 2 Updates.p p
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Where do the numbers come from 
andand 

what should you expect to find in a 
R St d ?Reserve Study?
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An appropriate amount of funding in 
an appropriate time frame should thean appropriate time frame, should the 
organization decide to do the work.

Not a ‘To Do’ list.
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Recommended Funding
Cash Flow Method

Peak Year
Min. Threshold

Current Funding

Cumulative Expenditures
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So how does it start?So how does it start?

... and …

Where does it end?
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The process starts with:p

A Proposal Request, and we recommend three.  

You can receive a no cost proposal from 
Miller+Dodson Associates by visiting our web site 

d li ki th P l b ttand clicking the Proposal button.  

For additional proposals, we suggest visiting CAI 
National at caionline.org, National Service Directory.  

After selection and acceptance of a contract, most 
firms strive to provide an initial report in 60 to 90 days. 
MDA typically meets this goal in 30 to 60 days.
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How does it end?
After receiving the initial report, the clients who get the 
most use out of a Reserve Study generally perform the 
f ll ifollowing:

Conduct a thorough review by key people within the 
i iorganization.

Combine the concerns and questions.

Ask questions and understand the report.

Provide a mark up for revisionProvide a mark-up for revision.

Use, review, and consider the final Reserve Study as a 
fi i l t l i th i A l B d tifinancial tool in their Annual Budgeting process

Copyright @ Miller Dodson Associates 2010 27



Thank you for your time andThank you for your time and 
attention.

Please visit or website

www mdareserves comwww.mdareserves.com
give us a call at

1.800.850.28351.800.850.2835
or email Bill at

wscrivens@mdareserves.comwscrivens@mdareserves.com
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