
Building a Financial 

Foundation:
A Guide to Reserve Funds and Capital Planning 

for Community Boards 



Role of the Board

The role of the board is to protect and increase 
property value. This is accomplished by operating the 
association, maintaining the common property, and 

enforcing governing documents. 

Community Associations Institute – Board Member Toolkit



Board’s Fiduciary Duty

Duty of Care

Make informed decisions 

Act in a prudent and 
reasonable manner

Sound business judgement

Duty of Loyalty

Act fairly & in good faith

Act in interest of and 
benefit of the HOA

Avoid conflicts of interest

Duty to Act

Perform obligatory duties

Act within scope of 
authority



Purpose of a Reserve Study



Funding Major Capital Projects 

Reserves

• Regular assessments – part of 
annual operating budget

• Funds acquired over time

• Owners pay for annual use of 
each component

• Fair and partial to current and 
future owners

Special Assessments

• Typically result of lack of 
reserve funds

• Usually unexpected

• Burdensome, financial pressure 
on residents

• Might require ownership vote

Bank Loans

• Immediate cash flow to cover 
urgent expenses

• Added expense of loan interest



Importance of Reserves – The Board

Fulfills fiduciary 
duty

Provides guidance 
on 

costs/scope/timing 
of projects

Consistency and 
alignment

Stewardship



Importance of Reserves – Managers

Fewer surprises 
and complaints

Saves time with 
decision-making 

and projects

Compliance with 
laws and accounting 

requirements



Importance of Reserves – Owners

Protects
investment

Maintains eligibility for 
mortgage financing

Mitigates special 
assessments

Preserves community 
appearance

Reduces maintenance 
costs

Safety and 
security

Equity



What is a Reserve Study & What Do They Entail? 



Two Core Elements: Schedule of Expenditures



Two Core Elements: Funding Plan

Different assets, conditions, & reserve 
balances drive specific needs

3 funding strategies 
commonly utilized

Alternative funding methods 
can be incorporated



Funding Plan Graph



Funding Strategies

Risk

Affordability

vs.



Funding Strategies Comparison 



Baseline Funding



Threshold Funding 



Full Funding 



Funding Strategies

Risk

Affordability

vs.

Risk
Level

Cost to
Fund

Annual
Funding

Owner Contrib. 30 
Year Funding

Baseline Funding

Highest Lowest $48.8k $132 $1.464m

Threshold Funding

$52k $141 $1.560m

Full Funding
Lowest Highest $78.8k $213 $2.364m



What if Reserves Aren’t Enough? 

Special 
Assessments

Loans & 
Financing

Do nothing!



Special Assessments

Check documents 
to ensure Board 
can levy without 
owner approval

Administrative 
fees, collections, 
and delinquent 

payments

Early 
communication is 

key

Good for 
unexpected 

expenses, but can 
be a sign of poor 

management

Repeat 
assessments can 
impact property 

values



Loans and Financing

Typically made directly to the 
association, not to individuals 

Line of credit vs. loan terms 

Can provide faster access to funds 
compared to special assessments –
get big projects done quicker

Spreads funds out over a longer 
period of time, but comes at a cost –

interest payments 

Terms vary from 5 to 15+ years

Delinquencies, lack of reserves, and low 
owner occupancy can impact financing 

access – not all communities will qualify

A $600,000 loan over 7 years at 5% interest costs $712,000 + fees



How EJF’s team works with Boards to meet their 
construction and financial goals.

• Current Reserve Studies are used as a guide to develop a plan of action for completing 

capital projects (CapEx).

• If urgent issues arise that will use reserve funds earmarked for a different project, the 

CapEx team can help the Board strategically plan and prioritize projects and plan for 

funding.

• New regulations make deferring projects or maintenance items far more costly than 

funding reserves correctly as advised.

• Once you have your Reserve Study, having a conversation with your community manager 

and financial manager and the CapEx team will ensure your Association is on the right 

path to executing your financial and project goals.

What happens next?  



Summary

There is no one 
size fits all 

approach to 
funding

Unique to each 
association

The reserve 
study is a 

starting point

Subsequent 
updates help 
guide to a 
sustainable 

future


