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The Why Behind The What
P O L I C Y  D R I V E R W H A T  I T  M E A N S

01 Long-term
sustainability

The changes are meant to promote long-term homeownership sustainability and support the financial
health and marketability of condo projects.

02 Preventing deferred
maintenance Adequate reserves reduce the risk that deferred maintenance leads to costly special assessments or sharp

dues increases down the road.

03 Protecting
affordability The goal is stable, sustainable access to financing, so condominiums remain a stable and affordable path

to homeownership.

04 Manageable impact
for most Fannie Mae's analysis found the average impact of moving from 10% to 15% is roughly $13–$15 per unit per

month, and most projects already reserve at or above the new threshold.

05 Effective date The budgeted reserves requirement is currently 10% of a project's annual budgeted assessment income,
increasing to 15% for new loan applications beginning January 4, 2027.

T H E  C A S E  F O R  C H A N G E Sustainable reserves support durable ownership and healthier communities.
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Limited review 
process retired
Waiver eligibility now scales by project size—with a clear distinction between full and conditional
review relief.

0 1 2 – 4  U N I T S

Full waiver

Eligible for a complete waiver of project review
requirements under the new guidelines.

Simplified path

0 2 5 – 1 0  U N I T S

Conditional waiver

Must meet budget, insurance, and critical repair
requirements to qualify for the waiver.

Readiness matters

B O T T O M  L I N E Smaller projects receive a simpler path; larger projects must demonstrate readiness.
17

E J F  R E A L  E S T A T E



Annual reserve
contribution requirements
The annual budget threshold increases from 10% to 15%—with planning implications ahead of the effective date.

01 E F F E C T I V E  D A T E

JANUARY 4, 2027

Mark your calendars—this date is critical for
planning purposes.

New loan applications begin using the increased reserve requirement.

02 B U D G E T  W A R N I N G

JULY 1, 2026

Be careful with budgets starting this date—early
compliance may be required.

Plan ahead so upcoming budgets can absorb the change without
surprises.

P L A N  A H E A D Use the 2026 budget cycle to prepare for the 2027 requirement.
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How to Calculate
the 15%
At least 15% of the budget must provide funding for replacement reserves for capital expenditures and deferred
maintenance based on the project’s age, estimated remaining life, and replacement cost of major Common Elements

Formula

The replacement reserve percentage is determined by dividing: 
(i) the annual budgeted replacement reserve allocation by
(ii) the Homeowners Association’s annual budgeted assessment
income (including regular common expense fees)

Exclusions

The calculation may exclude:
1. Special assessment income
2. Income allocated to or in reserve accounts
3. Incidental income not relied upon for maintenance operations or
capital improvements
4. Amounts collected from unit owners (but usually paid individually
by them) for items or utilities such as internet access
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How to Calculate the 15%

Annual Revenues - Operating $900,000

Annual Revenues - Reserves $150,000

Annual Revenues - Laundry $50,000

Total Annual Revenue $1,100,000

Minimum Reserve Funding = $900,000 x 15%

Minimum Reserve Funding = $135,000
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Reserve Study
Requirements

If a reserve study is used for justification to fund below 15% of the annual budget, the condo must budget for
the highest recommended reserve amount 

The baseline funding method (allowing reserves to approach zero) is no longer permitted

The reserve study must be no more than 36 months old to be considered for loan eligibility 
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Enhanced Reserve
Study Rules 
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Does a Reserve Study Override the
15% Funding Requirement?

No — not if the budget already meets 15%.

If the budget shows the association plans to reserve 15% or more of the annual budgeted assessment income,
it is not required to fund reserves at the study's recommended level to maintain mortgage eligibility with
Fannie Mae. The reserve study only comes into play when the association is budgeting less than the required
amount — in that case, the study can demonstrate that the project has sufficient reserves at that lower level.
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Can the Association Use a Special
Assessment or a Loan/Line of Credit
Instead of Budgeting the 15%?

No — the 15% still has to be budgeted.

The review will look for at least 15% of the total operating income to be contributed to reserves annually. The
reserve balance, percent funded, or the existence of loans, LOCs, or special assessments do not remove the
annual budget requirement.
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Should an Association Still Obtain
a Reserve Study If It Already
Meets the 15% Requirement?

Yes — it's a best practice, even if not required.

While Fannie Mae does not require a reserve study to demonstrate budgeted reserves are sufficient, a reserve
study is a very useful planning tool that helps create transparency for owners into the physical condition and
financial needs of their project. It is a best practice for associations to obtain a quality reserve study and follow
the funding and maintenance recommendations provided by the analyst to mitigate risks related to critical
repairs and financial deficiencies that may result in large special assessments.
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Key Insurance
Requirements
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C O N T E X T

How did we
get here?
FACTOR#1

June 24, 2021 at 1:22 am 
12 story building
98 fatalities
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“Underwriting Discipline”
Loss performance
Valuations  
Deferred Maintenance

FACTOR#2 Hardening of the Insurance Market

E J F  R E A L  E S T A T E



Deferred Maintenance

Not all reflected on your Reserve Study
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CAI’s Request to 
FHFA Leaders

01 Modernize requirements
Modernize and clarify insurance and reserve requirements to reflect
current market realities.

02 Eliminate impractical requirements
Eliminate impractical requirements such as mandatory full
replacement cost coverage and non-standard deductible limits.
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Coverage Suffic
iency

100%
REPLACEMENT COST

At least 100% RC is required, and
lenders may rely on any of the
following to document that coverage
meets the requirement:

01 GRC: Guaranteed Replacement Cost coverage

02 ERC: Extended replacement cost coverage

03 Replacement cost value estimate provided by the carrier

04 The project’s insurance risk appraisal

05 A statement from the insurer or other applicable professional with
appropriate expertise to make such a determination

COVERAGE SUFFIENCY
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Roof Valuation

Flexibility is welcomed but NOT to be taken as a reason to reduce coverage
Review Association’s Governing Documents



YOC 1987, roof replaced in
2012, next replacement 2037  
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Inflation Guard
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Deductible Example

T O T A L  D A M A G E

$300,000
30 units affected
Average impact: $10,000 per unit
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The Hidden Power of
Deductibles

25
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01

02

03

01
JULY

Per-Unit Deductible (PUD)
K E Y  P A R A M E T E R S

Maximum PUD
Should not exceed $50,000 per unit.

HO6 coverage
Required to cover the per-unit deductible.

Should not exceed 5% of the building value
$60M building value  ×  5%  =  $3M 

What about a $100,000 Per Occurrence deductible?
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01

02

HO6 required if...
Interior coverage is excluded
Any portion of the unit interior or improvements is not covered by the master
property policy.

The master policy carries a PUD
The building’s master property policy includes a per-unit deductible.

The HO6 deductible should not exceed 5% of the property
insurance coverage amount or $2,500.

E X A M P L E

$400,000 unit value × 5% = $20,000
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Request to Delay
Funding 
Implementation until
Jan 4, 2028
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DEFERRED MAINTENANCE

FROM POSTPONED
REPAIR TO
ACTIONABLE PLAN
Smart maintenance decisions today protect your
community’s assets,
financial health, and future.

MAINTENANCE TODAY.  PROTECTION TOMORROW.
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2 DEFERRED MAINTENANCE
DOESN’T ALWAYS LOOK DRAMATIC
Small issues today can become safety, access, and liability concerns tomorrow.

BEFORE AFTER

INSPECT.  DOCUMENT.  EVALUATE.  CORRECT.  CLOSE THE LOOP.

BEFORE AFTER
BEFORE AFTER

LOWER GATE DETERIORATION IS FULLY VISIBLE
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3 WHEN MAINTENANCE BECOMES
A CAPITAL PROJECT

AGING SYSTEMS.  REPEATED REPAIRS.  KNOWN WORK POSTPONED.

REPLACEMENT BECOMES THE RIGHT SOLUTION.
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3 WHEN MAINTENANCE BECOMES
A CAPITAL PROJECT

AGING SYSTEMS.  REPEATED REPAIRS.  KNOWN WORK POSTPONED.

REPLACEMENT BECOMES THE RIGHT SOLUTION.
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4 DEFERRED → DISCOVERED → CORRECTED
Exterior Deck / Balcony Repair — concealed conditions revealed during opening

DEFERRED
(WHAT YOU SEE)

DISCOVERED
(WHAT’S UNDERNEATH)

CORRECTED
(COMPLETED)

The longer deterioration goes unaddressed, the less predictable the scope, cost, and disruption.

THE PROBLEM IS OFTEN BIGGER THAN WHAT YOU CAN SEE.
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5 A CONDITION IS VERY DIFFERENT FROM
AN UNMANAGED CONDITION

BEFORE PHASING / PLAN AFTER

1

IDENTIFIED

We know what exists.

2

EVALUATED

Qualified professionals are
involved.

3

PRIORITIZED

We understand urgency.

4

FUNDED

There is a financial strategy.

5

SCHEDULED

There is a path to remediation.

6

DOCUMENTED

We can demonstrate what we’re
doing.

A PLAN BUILDS CONFIDENCE.  DOCUMENTATION BUILDS TRUST.
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6 WHY THIS MATTERS
BEYOND MAINTENANCE
Deferred maintenance impacts more than today’s budget.

1

PROPERTY
CONDITION

Physical state
of the community

→ 2

RESERVES &
FUNDING

Ability to address
current and future needs

→ 3

DOCUMENTATION

Decisions, evaluations,
plans and completion records

→ 4

LENDING /
INSURANCE

Scrutiny, approvals,
premiums and requirements

→ 5

MARKETABILITY

Sales, refinancing,
and long-term values

The condition of your property doesn’t stay within the maintenance department anymore.

It affects financial health and homeowner confidence.
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7 WHAT BOARDS & MANAGERS
CAN DO NOW

BOARD
✓ Understand major asset conditions

✓ Fund reserves realistically

✓ Make and document decisions

✓ Act on professional recommendations

✓ Avoid repeatedly postponing known priorities

MANAGER
✓ Walk the property regularly

✓ Document emerging conditions

✓ Compare conditions to the reserve study

✓ Escalate recurring repairs

✓ Bring the right professionals in early

✓ Maintain the project and documentation trail

YOU DON’T NEED A COMMUNITY WITH ZERO MAINTENANCE ISSUES.

YOU NEED TO KNOW WHAT YOU HAVE, UNDERSTAND THE RISK, AND SHOW WHAT YOU’RE DOING ABOUT IT.
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Q & A
The Lending Landscape Shift
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	Long-term
	sustainability
	The changes are meant to promote long-term homeownership sustainability and support the financial health and marketability of condo projects.

	Preventing deferred
	maintenance
	Adequate reserves reduce the risk that deferred maintenance leads to costly special assessments or sharp dues increases down the road.

	Protecting
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	Annual reserve contribution requirements
	The annual budget threshold increases from 10% to 15%—with planning implications ahead of the effective date.
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	Be careful with budgets starting this date—early compliance may be required.
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	How to Calculate the 15%
	At least 15% of the budget must provide funding for replacement reserves for capital expenditures and deferred maintenance based on the project’s age, estimated remaining life, and replacement cost of major Common Elements
	Formula
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	Reserve Study Requirements
	If a reserve study is used for justification to fund below 15% of the annual budget, the condo must budget for the highest recommended reserve amount 
	The baseline funding method (allowing reserves to approach zero) is no longer permitted
	The reserve study must be no more than 36 months old to be considered for loan eligibility 

	Enhanced Reserve Study Rules 
	Does a Reserve Study Override the 15% Funding Requirement?
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	While Fannie Mae does not require a reserve study to demonstrate budgeted reserves are sufficient, a reserve study is a very useful planning tool that helps create transparency for owners into the physical condition and financial needs of their project. It is a best practice for associations to obtain a quality reserve study and follow the funding and maintenance recommendations provided by the analyst to mitigate risks related to critical repairs and financial deficiencies that may result in large special assessments.
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	There is a path to remediation.
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