Reserve Funding Analyzer

DIY Physical Analysis and Inventory

Every reserve study has two parts
1.

Physical Analysis of the Reserve Components
– Clear identification of each component
– Descriptive information (e.g., quantity, serial number or size)
– The condition of each asset
– Useful life (years)
– Remaining life (years)
– Year placed placed into service:
• Year installed or replaced
• Year last maintained (e.g., road re-sealed)

– Repair or replacement cost estimate

2.

Financial Analysis and Funding Plan
– The primary prerequisite is the physical analysis
– But, also requires financial data, such as:
•
•
•
•

Current reserve balance
Annual operational expenses
Source of income and the ability to adjust the amount of income (e.g., increase annual dues)
Financial assumptions such earned interest rate for reserve fund balance and annual inflation
rate.
Page 3

To begin, you need to identify who is responsible for all
the Reserve Components
▪ Your association CC&Rs or
documents should clearly define the
division of maintenance and
replacement responsibilities.
▪ The actual items in the various
categories will vary according to
your physical plan and governing
documents.
– Individual maintenance
– Day-to-day maintenance of common
area
– Non-annual maintenance and
replacement of common area
– Improvements
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The physical analysis is the first step of a reserve study

Step One: Physical Analysis
▪ The Physical Analysis

– Information about the physical status and repair/replacement
cost
– Consists of:
• Component Inventory
• Condition Evaluation
• Age Adjustment [based on useful life (total) and remaining life of the
components]
• Costs to Replace.

▪ The Component Inventory should remain relatively "stable" from year to year, while the Condition
Evaluation, Age Adjustment and Cost to Replace and Valuation will clearly change from year to year.

Step Two: Financial Analysis & Funding Plan
▪ The Financial Analysis is the analysis of the association's Reserve
income and expenses. The Financial Analysis is made up:
– Determining the current Reserve Fund strength (measured in cash or as a
Percent Funded)
– A recommendation for an appropriate Reserve contribution rate (Funding
Plan).
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Physical Analysis
Steps in the Physical Analysis Process

1

Identify Components

2

Specify Quantities

Criteria for Components
▪ The item is the responsibility
of the association to
maintain or replace … not
the responsibility of the
individual homeowners

3

Inspect components, define scope and
methodology for inspection

4

Determine useful life and document
maintenance assumptions

5

Assess remaining life and determine
replacement year

6

Determine cost of replacement
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▪ The item costs over a certain
amount to replace (amount
to be determined by the
board) … e.g., cost greater
than $1000

▪ The estimated useful life of
the items are predictable
and greater than one year

Developing a list of components can be time consuming
When developing the list from scratch, the tasks can be time consuming. But with a rational
approach and using resource that are available, you can reduce the time and effort involved.
▪ Your community documents should
describe the common areas of
development to help provide a list
of components
▪ In an association, the developers’
reserve budget should list
components the builder identified
while planning the project

CC&Rs

Developer’s
reserve budget

▪ Seek the consul of knowledgeable
people, such as service providers

Component
Inventory

▪ Use previous reserve study data …
the list of components is not likely
to change very much

Previous
Reserve
Studies

▪ Local governments and utilities can
often help define common area
components by stating where their
responsibilities end and that of the
association begins.
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Professional
Services
Consulting

Local
Governments
and Utilities

Specify the Quantity and Constituent Parts of Each
Component
Units of Measure

Quality and Specifications Examples

▪ Some components are defined as area or linear
dimensions

▪ Is the roof a two ply roof?
▪ Is the asphalt 2 inches think or four inches?

▪ Although unusual for reserve components, some ▪ What grade of paint is used?
items may be defined as a weight
▪ What is the effect of environmental conditions
▪ Other items simply defined as units
on the component?
–
–
–
–
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East or west facing? North or south?
Exposure to sunlight?
Humidity and water exposure?
Temperature exposure?

Determine Useful Life and Remaining Life
▪ Useful Life
▪ The warranty of the component may
provide some guidance
▪ Refer to published guidelines
▪ Consult product experts, such as service
providers and vendors
▪ Take into account environmental
conditions

▪ Remaining Life Factors
▪ Age of the component

Check prior reserve
studies for this detail

▪ Current physical condition
▪ Perform physical inspection
▪ Consult with product experts

▪ Past maintenance records
▪ Preventative maintenance is assumed
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Determine Cost of Replacement
▪Manufacturer or their
representatives
▪Local licensed contractors or
and retailers
▪Include cost of removing
existing components
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Create your inventory listing of reserve components for
inclusion in the Reserve Funding Analyzer application

The RFA has a list of
common components
that you can use to help
create your inventory
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An ideal source to help create an inventory list can be
found in a prior reserve study
▪ If you have a prior reserve
study, it will list all the
component details
including:
– Component description
– Quantity
– Useful Life and Remaining
Life (the last year replaced or
placed into service can easily be
calculated as the difference
between the two)

– Estimated cost for
replacement or maintenance

Example of Component
Details from a reserve study
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Once the inventory is developed, transcribe into the
Reserve Items sheet in the RFA

On the Financial Data
Entry Sheet, indicate
the Current Year and
Assumed Inflation Rate
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Once transcribed into the RFA, the full funding
requirements are instantly created.
Detail Summary
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To complete the funding plan, you will need enter the
remaining relevant financial data.

• Reserve balance
• Income (e.g. current
annual dues)
• Operational expenses

Annual dues
increases
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Observe financial
summary while
entering data

For additional information, refer to the Reserve Study
HOA website.
▪ Introduction to the Reserve Funding Analyzer

▪ Data Entry
▪ Funding Basics
▪ Create the Funding Plan
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