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Why do people choose CIC’s 

 Lifestyle  

◦ Amenities / Activities 

◦ Same age group 

◦ Security 

 Convenience – Maintenance Free 

 Location – proximity to _______  

 Stability of Property Values 
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“Perhaps the greatest  

Duty of the Board of  

Directors is to Protect,  

Preserve and Enhance  

the value of the homes  

within the community!” 
 

Robert Lyles, Esq. Charleston, SC 
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Why Do We Plan For Reserves 

 Legal 

 Practical/Financial 

 Ethical 
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Meet Betty Jones! 

 Retired school teacher; 

 Lives on a fixed income; 

 Has lived in her HOA for 20 years; 

 She is the ideal neighbor! Almost family! 

 As a member of the Board of Directors,    
you are foreclosing on her home! 
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How Could This Happen? 

Lack of Planning              
on the part of the Board! 

Resulted in a Special Assessment,  

or 

Resulted in precipitous increases in 
Normal Assessments! 
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Unintended Consequences! 

Betty’s low-ball 
price is now the 
RE Comp for 
everyone else’s 
home in the 
community! 
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Food for Thought: 

Almost all CIC financial 
disasters result, not 
from an event, but 

from lack of planning! 
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“Perhaps the greatest  

Duty of the Board of  

Directors is to Protect,  

Preserve and Enhance  

the value of the homes  
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Why Do We Plan For Reserves 

 Legal 

 Practical 

 Ethical 
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Legal Considerations 

• State Statutes 

• Governing Documents 

• IRS Guidelines 

• FHA Requirements 

• Bank Loan Requirements 

• Fiduciary Duty of Board 



Practical Considerations 

 10% - 40% of Annual Budget ! 

 Sound Financial Planning! 

 Equitable Distribution of costs over 
time!* 

 Avoid Special Assessments! 



Ethical Considerations 

 Avoids “kicking the can (future 
financial obligations) down the road” 
to future new or long-term owners! 

 Equitable Distribution of costs over time! 
“Everybody pays their fair share!”* 

*Not an easy sell among some 
demographics! 



Protect, Preserve and 
Enhance  



Financially Sustainable  

Communities 
 



Annual 

Budget 

Operations 

Expenses 

Maintenance 

Expenses 
Replacement 

Reserves 

Financially Sustainable Community 
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Financially Sustainable Community 

• Annual Budget is balanced and adequate… 

• Normal Assessments are stable…, not stagnant! 

• Normal Assessments increase appropriately each 

year with Inflation ( as gauged by the PPI). 

• Property Values are Protected, Preserved & 

Enhanced! 

• Your community is Financially Sustainable!  
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Reserve Funding Pitfall Cycle  

 Lack of Adequate Reserve Funding result in higher 
future assessments. 

 Higher Future Assessments (or special assessments) 
result in financial hardship for some owners. 

 Financial Hardship results in more delinquencies. 

 More Delinquencies mean less annual revenue! 

 Less Annual Revenue means higher future 
assessments for others! 
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Questions 
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Sample  

Reserve Study 

Module 2 
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The Reserve Study Must: 

Be Readable to be Useable! 

Reflect the Goals and Priorities 
of the Association! 

Provide a Practical and 
Implementable Funding Plan! 
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Phases of a Reserve Study 

Initial Reserve Study 

Review 

Revision 

Final Reserve Study 

And if needed 

Strategic Funding Plan 
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Starting Balance: $77,240 

Current Annual Funding: $90,000 

Recommended Funding: $149,507 



Copyright 2018  Miller Dodson 

Assoc. Inc. 



Copyright 2018  Miller Dodson 

Assoc. Inc. 



Copyright 2018  Miller Dodson 

Assoc. Inc. 



Copyright 2018  Miller Dodson 

Assoc. Inc. 



Copyright 2018  Miller Dodson 

Assoc. Inc. 



Copyright 2018  Miller Dodson 

Assoc. Inc. 



Cash Flow  

$149,507 

Current Funding 

$90,000 
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Phases of a Reserve Study 

Initial Reserve Study 

Review 

Revised Study 

And if needed 

Strategic Funding Plan 

• Final Reserve Study 

Copyright 2018  Miller Dodson 

Assoc. Inc. 



Questions 
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Strategic Funding 

Plan 

Module 3 
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What’s the Next Step? 

 

You as the Manager… 

You as a Board Member… 

You as a Finance 
Committee Member… 
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You just were handed this report! 

   

It says to increase the Reserve 
Funding from $90K to $150K!  

What? 

That’s a $60K annual increase! 

Holy Cr@p! 
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What Are Your Alternatives? 

Increase Normal Assessments 

Special Assessment 

Commercial Bank Loan 

Combination of two or more  
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Next Step: 

Review inventory data. 

Re-think replacement priorities. 

Check Cash Flow margins. 

Develop Strategic Funding Plan. 
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Check Cash Flow Margins 

Year end balance stays positive until year 2030. Copyright 2018  Miller Dodson 

Assoc. Inc. 



This association has the latitude to “ramp up” 

rather than have one large increase. 
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Cash Flow - $149,507 

Current Funding - $90,000 
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Strategic Funding Plan 
Ramp Up Annual Funding over five years: 
 

Year 1: $90K to $102K 

Year 2: $102K to $114K 

Year 3: $114K to $126K 

Year 4: $126K to $138K 

Year 5: $138K to $150K  * 
 

*Year 5 would bring Reserve Study update and would adjust for 
inflation, underfunding, changed conditions. 
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Questions 
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Thank you! 
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Cash Flow Method 

Versus  

Component Method 

Module 4 
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CASH FLOW  VS  COMPONENT 
(Pooling vs. Full Funding) 

CASH FLOW (“Pooling”) METHOD 
Treats Reserves as an aggregate “pool” of funds. 

 

COMPONENT (“Full Funding”) METHOD 
Treats each Reserve Item as a separate “line 
item” budget. 
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 Illustration of the Different 

Mathematical Models 

 One Project per year,  

 Projects repeat every 4 yrs 

 Cost of $12,000 per Project 

 Four Projects: 
    

◦ Year One -  Parging,  

◦ Year Two -  Seal Coat,  

◦ Year Three - Plumbing,  

◦ Year Four -  Retaining Wall 

 (Assume $Zero Starting Balance)  (Assume $Zero Threshold) 
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Component Calculations 

Year 1st 2nd 3rd 4th Total 

COMPONENT 
Cost x 

$1,000 
Annual Contributions 

Parging  

Year One 
$12 12 3 3 3 $21 

Paving  

Year Two 
$12 6 6 3 3 $18 

Plumbing  

Year Three 
$12 4 4 4 3 $15 

Retaining Wall 

Year Four 
$12 3 3 3 3 $12 

Total Cost $48 $25 $16 $13 $12 $66 
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Cash Flow Calculations 
Year 1st 2nd 3rd 4th Total 

COMPONENT 
Cost x 

$1,000 
Annual Contributions 

Parging  

Year One 
$12 3 3 3 3 $12 

Paving  

Year Two 
$12 3 3 3 3 $12 

Plumbing  

Year Three 
$12 3 3 3 3 $12 

Retaining Wall 

Year Four 
$12 3 3 3 3 $12 

Total Cost $48 $12 $12 $12 $12 $48 
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Questions 
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Inflation  
and  

Reserve Fund Planning 

Module 5 
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Understand Inflation -  
CPI vs PPI 

Consumer Price Index (CPI) 
◦Food Costs 

◦Fuel Costs 

◦Electricity Costs 

◦Housing Costs (meaning rent) 

Producer Price Index (PPI) 
◦Manufacturing costs 

◦Construction costs 
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Percentage Changes in  

Producer Price Indexes (PPIs) 
for 

 

Construction Materials & Components, (2003 - 2013) 
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Changes in Producer Price Indexes 
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Percentage Changes in Producer 
Price Indexes (PPIs) 2003 - 2013 

Copyright 2018  Miller Dodson 

Assoc. Inc. 



Questions 
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Thank You! 
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Speaker BIO 
Peter B. Miller, RS 

  
  

A Principal in the firm of Miller – Dodson Associates, Peter Miller is considered to be one of the 
nation’s leading experts in the field of Reserve Studies and Strategic Financial Planning for 
community associations. He holds the professional designation of Reserve Specialist (RS). Mr. Miller 
is a frequent author and lecturer, and was selected to develop and teach the Community 
Associations Institute’s (CAI) Webinar on Reserves and Reserve Studies.  
 
Peter served as the 2004 President of the CAI Washington Metropolitan Chapter, and was a member 
of the Board of the CAI South Carolina Chapter. Most recently, he served as the 2014 President of 
the Southeast Virginia Chapter of CAI. He served as Vice-Chair of the CAI National Reserves 
Committee, and currently serves on the CAI National Business Partners Council, an advisory group 
to the National Board of Trustees. He has been widely recognized for his efforts in the industry, 
including the CAI National “President’s Award” and “Award for Excellence in Chapter Leadership”.  
 
Peter is a graduate of the College of Architecture and Urban Studies at Virginia Tech, and is a 
member of the Urban Land Institute and The Congress for a New Urbanism. 
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