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Wiy Do W Need Capital Reserves?

Equi prent and maj or conponents (like the roofs) nust be repl aced
fromtine to tinme, regardl ess of whether we plan for the expense.
We prefer to plan and set the funds aside now. Reserve funds aren’t
an extra expense—they just spread out expenses nore evenly. There
are other inportant reasons we put association nonies into reserves
every nont h:

“Whether or not” to nme is like “over” to you (and ne).

1. Reserve funds neet |egal, fiduciary, and professional require-
ments. A replacenent fund may be required by:

e Any secondary nortgage market in which the association partici-
pates (e.g., Fannie Mae, Freddie Mac, FHA, VA).

e State statutes, regulations, or court decisions.

e The community’'s governi ng docunents.

2. Reserve funds provide for major repairs and replacenents that we
know wi I | be necessary at sonme point in tine. Al though a roof nmay
be replaced when it is 25 years old, every owner who |ives under or
around it should share its repl acenent costs.

3. Reserve funds nmininmze the need for special assessnents or bor-
rowi ng. For nobst association nenbers, this is the nost inportant
reason.

4. Reserve funds enhance resal e values. Lenders and real estate
agents are aware of the ramfications for new buyers if the re-
serves are inadequate. Many states require associations to disclose
the amounts in their reserve funds to prospective purchasers.

5. The Anerican Institute of Certified Public Accountants (Al CPA)
requires the conmunity association to disclose its reserve funds in
its financial statenents.




