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Budgeting and Funding for 
MR & R  

Challenge:  

Budget funding for “long-term”, 
“large-ticket” expenditures. 

Spread funding equitably over 
time. 
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Replacement Reserve Study 

 Established and accepted budget 
forecasting system.  

 Based upon: 

◦ Replacement Costs 

◦ Remaining Useful Life 

 Analyses required annual funding for 
major repair and replacement (MR&R) 
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IRS Guidelines for CIC’s 

 Specific monies for specific projects; 

 Separate bank Account; 

 Only “Capital Expenditures”; 

 No “Maintenance & Operations” 
expenditures; 
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Expense Classification 

“Capital Expenditures”  
Versus 

 “Maintenance & Operations 
Costs” 
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How do we differentiate? 
 



Filter One: 
  IRS Guidelines 

A normal, annual and 
anticipated expense cannot 
be a “Capital Expenditure”; 
it must be considered a 
“Maintenance Expense”. 
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Filter Two –  
Cost Threshold Consideration 

Established by Policy of the Board 
of Directors: 
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Life of 3 yrs or more and 

Cost more than X 

Capital Expenditure 

Maintenance & 

Operations Cost Life of less than 3 yrs      

and Cost less than X  



Pond Expenditure Breakdown 

 Typical Costs 1 acre pond, 1,000 shoreline 

 Annual Maintenance Costs 

 Threshold Costs below minimum costs 

 Reserve Costs for major repair and 
replacement. 
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Typical Costs       pg 1 
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Typical Costs       pg 2 
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Annual Maintenance Costs pg 1 
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Annual Maintenance Costs pg 1 
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Threshold Costs                 pg 1 
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Threshold Costs                 pg 2 
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MR&R Costs                 pg 1 
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MR&R Costs                 pg 2 
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Reserve Study Sample 
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Replacement Reserve Study 
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TTC Pond 
North Charleston, SC 
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Example of shoreline issues 
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MR&R Costs                 pg 1 
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MR&R Costs                 pg 2 
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Questions 
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Download PDF at 

 

www.MillerDodson.com 
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