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Today’s Presentation Overview 

1. Four Funding Challenges   

 in Today’s Economic Climate 

2. Understanding the Reserve Study 

 Where do the numbers come from? 

3. Strategic Funding Solutions  

 Funding Methods – Pros & Cons 

 Roadmap to your Funding Objective 
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Core Ideas: 

 Market Conditions Have Changed since 

December 2007 housing downturn! 

 Adequate Funding of Reserves more of a 

challenge then ever before! 

 In today’s economy, delinquencies and 

foreclosures may be triggered by: 

Large increase in assessments 

Large special assessments 

 New Market and Economic Conditions 

Require New Strategies 
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Reserve Funding Cycle Pitfall 

 Lack of Adequate Reserve Funding will result in 

higher assessments later. 

 Higher Assessments (or special assessments)    

will result in financial hardship for some owners. 

 Financial Hardship result in more delinquencies. 

 More Delinquencies mean less annual revenue! 

 Less Annual Revenue means higher assessments 

for others! 
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FOUR CHALLENGES TO 

RESERVE FUNDING 
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Funding Challenge 1 

Adequate Funding 

 Adequately fund “long-term” 

financial obligations, i.e. 

Replacement Reserves… 

 Without triggering “short-term” 

financial crisis, i.e. 

delinquencies or foreclosures. 
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Funding Challenge 2 

Keep Property Values High 
While Still Staying Competitive! 
 

 Aesthetic Quality / Curb Appeal 

 Amenities and Facilities Up-to-Date 

 Reasonable Normal Assessments 

 Without History of Special Assessments 
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Funding Challenge 3 

Limitations on Delinquency Level 

 FHA (Freddie Mac & Fannie Mae similar) 

 15% delinquency will disqualify Condominium 

from FHA approval for financing guarantee. 

 Commercial Bank Loans 

 8% to 10% delinquency will disqualify 

community from commercial bank loans. 

 Also: Remember Reduced Revenue Stream 



Copyright Miller + Dodson Associates, Inc. 2012 

Funding Challenge 4 

Today’s Housing & Economic Climate  

Residential Sales DOWN 

Home Foreclosures UP 

Family Income DOWN 

Delinquencies UP 

Assessment Receipts Down 

Replacement Costs UP 
 

More on cost inflation later 



Copyright Miller + Dodson Associates, Inc. 2012 

Issues Affecting Assessments 

1. Individual loss of jobs/income 

2. Decline in Home Value 

3. Underwater (upside-down) mortgages 

4. Rising delinquencies and foreclosures 

5. Inflation in replacement costs 



Copyright Miller + Dodson Associates, Inc. 2012 

1. Decline in Household Income 

 The Median Household Income has fallen 8.3% since 
the end of 2007 from $49,600 to $45,800 in 2010.   * 
Lowest level since1996. *    ** 

 Ave. Family Net Worth dropped from $126,400 in 2007 
to $77,300 in 2010. Wiped out 2 decades of prosperity! 

 Number of people living below the Poverty Line (below 
$22,314 annual income) at historic high level of 15.1%. 
(Almost 1 of 6 Americans - Highest since 1983 )* 

 Unemployment at 8.2% *** 
 

*     Federal Reserve/US Census. 

**    New York Times /Business Day Economy / June 11, 2012 

*** US Bureau of Labor Statistics / May 2012  

 

 



Copyright Miller + Dodson Associates, Inc. 2012 

2. Declining Property Values 

 Average Home Price in US have fallen 34.4% 
since the 2006 peak.** 

 Zillow estimates an additional 3.7% fall in home 
value (nat’l average) by the end of 2012. * 

 Lack of confidence has potential buyers on the 
fence until market bottom is reached and 
turnaround is underway. 

 Experts calculate between 1.6 million and 5 
million homes in “Shadow Inventory”. *** 

Sources: *   Zillow     **  CNN Money, May27, 2011    ***  Miami Herald    October 18, 2011 
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3. Underwater Mortgages 

 Roughly 16 million homes had negative equity as of the 
1st quarter of 2012.  

= 31.4% of all residential home loans  

 Down slightly from 32.4% one year previously. 

 That means that virtually 3 out of 10 homes 
have no financial value to their owners! 

 

Source:    CNN Money May 24, 2012 
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4. Rising Delinquencies  

    & Foreclosures 

 Reports indicate that ~ 4 million U.S. home-

owners are 90 days or more delinquent on their 

loans. * (This figure decreased slightly in 1Q12) 

 July 2010 highest foreclosure month in US 

history. * 

 3.5 Million Foreclosure filings in 2010 ** 

 2.8 Million Foreclosure filings in 2011 ** 
   Sources:  *   RealtyTrac 

  ** Zillow 
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4.1 Rising Foreclosures 

Foreclosures rose in 3rd Qtr 2011 due to 

corrections in paperwork & process problems.  

Previous declines due to delays; NOT due to 

robust recovery in housing market!  

Robo-signing scandal forced postponement and 

delay of filings at end of 2010.  

Processing delays in 2010 include court approvals 

in states that require judicial process. 

Foreclosure prevention efforts –state & federal 
Source:   CNNMoney 11/17/2011 
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4.2  Expert Forecasts 

 Short-term interventions will extend the current 
housing market woes into 2012 and beyond. * 

 Zillow estimates housing prices will likely bottom 
out in early 2013. * 

 7.4 million homes foreclosed since 2007.** 

 Another 7.4 million foreclosures through 2016.** 

 

Sources:   *     Zillow 

   **   RealtyTrac 
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4.3.1   List of Hardest Hit States 

State   Foreclosure  Decline in  

           Rate 2011   Home Value 

1. Florida   11.9%  -49.0% 

2. New Jersey   6.4%   -22.6% 

3. Illinois    5.4%   -29.0% 

4. Nevada    5.3%   -59.3% 

5. New York   4.6%   -13.6% 

Source: RealtyTrac 



4.3.2   List of Hardest Hit States 

State   Foreclosure  Decline in  

           Rate 2011   Home Value 

6. Maine   4.2%   -6.0% 

7. Connecticut   4.1%   -16.6% 

8. Hawaii    3.8%   -22.2% 

9. South Carolina  3.7%   -10.2% 

10. Ohio    3.5%   -14.1% 

Source: RealtyTrac 



4.3.3  Hardest Hit Counties in SC 
Source: RealtyTrac 



4.3.4  List of Hardest Hit Counties 
Source: RealtyTrac 
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5. Inflation is 

High!  
 

Yes, Very High! 
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Inflation Confusion  

 CPI versus PPI 

 Consumer Price Index (CPI) gauges: 

 Food Costs 

 Fuel Costs 

 Electricity Costs 

 Housing Costs (meaning rent) 

 Producer Price Index (PPI) gauges 

 Manufacturing costs 

 Construction costs 
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Percentage Changes in  

Producer Price Indexes (PPIs) for 
 

Construction Materials & Components, (2003 - 2012) 



Changes in Producer Price Indexes 
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Percentage Changes in Producer Price 

Indexes (PPIs) (2003 - 2012) 
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Funding Challenges Recap 

1. Adequately fund reserves without 

triggering short-term crisis. 

2. Keep property values high 

3. Limit delinquencies. 

4. All of above in today’s                

housing market & economy. 
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Questions… 
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   Part 2:  
Understanding The Numbers 

 

Typical Reserve Study 
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Sample Condominium 

 Mid-rise Condominium 

 Five Years Old 

 80 “Upscale” units 

 Board transitioning from Declarant control. 

 Concerned about staying  “competitive” in 

tight real estate market! 
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Increase funding from 

$58,000 per year to 

$121,740 per year! 
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Part 3:  Strategic Funding Plans: 

 Developing A Reserve Funding Roadmap  
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Once the Reserve Study  

is Completed : 

What is your next step? 

What tools do you have 

available? 

How do you get from where you 

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

 Look at Cash Flow Situation in Study 

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

 Develop a Strategic Funding Solution that: 

 Adequately Funds Reserves 

  Near-Term 

  Long Term 

 Works 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? 

 Increase Normal Assessments 

 Ramp Up over 3 to 5 years if possible 

 Institute a Special Assessment  

(Caution!) 

 Secure a Commercial Bank Loan 
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Special Issues: Delinquencies 

 FHA backed mortgages – NEW GUIDELINES 

 No more “spot approvals” for condos 

 Each condo community must pre-qualify. 

 Delinquencies over 30 days capped at 15% 

 

 Capital Improvement Loans 

 Loans collateralize revenue stream 

 Delinquencies capped at 8% - 10% 
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Increase Normal Assessments 

PROS: 

 No Interest 

CONS: 

 Will increase monthly assessments. 

 A vote may be required to pass increase. 

 There may be an assessment increase cap. 

 It may take time to build up Reserves. 

 May hurt property values. 

 May trigger more delinquencies and foreclosures! 
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Special Assessment 

PROS: 

 No Interest 

 Can be done quickly 

CONS: 

 May be very unpopular. 

 A vote may be required to pass increase.  

 May hurt property values. 

 May trigger more delinquencies and foreclosures! 
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Commercial Bank Loan 

PROS: 

 Needed repairs/improvements are completed quickly. 

 Everyone benefits from improvements at same time. 

 Reduced financial impact on homeowners. 

 Interest Rate may be lower than Inflation Rate. 

CONS: 

 May increase monthly assessments 

 Interest costs incurred may be high 

 Association may not qualify! 
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Strategic Funding Solutions 

 Understand the intricacies of each funding tool so as 

to avoid inadvertent consequences and pitfalls. 
 

 Use full range of funding tools in order to minimize 

the adverse financial impact of large increases to 

reserve funding levels. 
 

 Empower community board to select and implement 

“best tools” for their association’s unique needs and 

abilities. 
 

 “Roadmap” to arrive at funding goals. 
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Example: Ramp Up Assessments 

Mid-Rise Condominium 

 Mid-rise Condominium 

 Five Years Old 

 80 units 

 Saturated condominium sales market 

 Concerned about “competitive” assessments 
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Increase funding from 

$58,000 per year to 

$121,740 per year! 
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Proposed Funding Plan 

2010 - Increase from $58,000 to $65,000 

2011 - Increase from $65,000 to $75,000 

2012 - Increase from $75,000 to $85,000 

2013 - Increase from $85,000 to $95,000 

2014 - Increase from $95,000 to $105,000 

2015 - Update Reserve Study 

Increase Normal Assessments over 5 years: 
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Increase each year by 

$10,000 through 2015 
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Questions… 
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Thank you for your time! 
 

 

 

Presentation is available as a PDF 

 

Please feel free to download and share with your 

Managers and Board/Committee members!  

 

www.MDAreserves.com/resources 


