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Things you will learn in this presentation:
Part I
• What is a Capital Reserve Study

o How Reserve Health is Determined
o Which Components Belong on a Reserve Study
o Reserve Strength 

Part II
• Consequences of Underfunding
• Funding Ideas
Part III
• How to read a Capital Reserve Study in 5 minutes
• Frequency of Updating Reserve Study updates
• Importance of a Capital Reserve Study



• What is a Capital Reserve Study?

Part I



Reserves are for the Here & Now



A Reserve Study is a Map and a Guideline



How are Reserves Defined?

Operating Reserves

Recurring Expense Recurring Expense

Month to Month & Year to Year Longer Term Timeline

Less Than 1% of Annual Budget Greater Than 1% of Annual Budget

As Needed Planned Expense



What Isn’t a Reserve Study?

• Engineering Report

• Structural Report

• Appraisal

• Insurance Audit



National Standards



Reserve Study Structure



Based on a visual site inspection & research







¨ Description
¤ The repair & replacement project

¨ Useful Life (UL)
¤ Estimate of how long component was designed to 

fulfill its intended function
¨ Remaining Useful Life (RUL)

¤ Estimate of how much longer component will 
perform its intended function

¨ Replacement Cost
¤ Current cost of repair/replacement

Component List Definitions



Reserve Component List
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Reserve Component List

!"#ABCDECF* H, -H, .F#E
LFFM12PB*CEPB"141-"DMRA" S 7 U9:;77
LFFM141-"#PB<RA" =7 S U=7:777
-FF<141-"DMRA" >7 =? U?7:777
@#DARME141B"RM S > US:777
@#DARME141-"#PB<RA" >7 > U>S:777
CPCMaC*b141-"DRC*E =7 = US7:777
cM"dREFB141eFa"B*Cf" >7 S U?7:777
gRMMhRi#141-"<PBMC#A ? ; U>9:777SCHEDULE



Reserve Component List





Is There Enough Money To Cover Expenses?



% Funded =
$ in Reserve Fund

$ in Accumulated Deterioration

Percent Funded is a statistical measuring tool to determine ‘health” 



% Funded =
$ in Reserve Fund

$ in Accumulated Deterioration

1 2 3 4 5 6 7 8 9 10

$1k $2k $3k $4k $5k $6k $7k $8k $9k $10k

Year

Accumulated 
$ Value



Reserve Fund Strength

aka “% Funded”

Provides a clear indication 
how financially prepared 
you are to make timely 
repair and replacement, 
where 100% funded is 
“ideal”.



Risk of cash-flow problems & deferred maintenance increase 



Consequences of Underfunding

Part II



Deferred Maintenance

• Capital Reserve Expenses get more expensive 
when ignored/deferred



Deferred Maintenance

5 Failure Modes

Inconsequential
Re-Evaluate
Obsolescence
Protection
Catastrophic



Economic Value = Replacement Cost X
(Useful Life – Age)

Useful Life

Repair or Replace?







Lower Property Values



Lower Property Values

• A well funded property will increase the 
home value by 12.6%



Special Assessments & Loans

•Unfair to New Residents
•Unfair to Future Residents



Funding 15-Year $250,000 Project @1%
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Costly Upkeep
• A Poorly funded property will cost more to upkeep

o Costly Surprises (that should have been planned for)

o Reserve Expenses get more expensive when 
ignored/deferred

o Unstable budgets

o Inflation



How Much Money?





Funding Ideas

• Offset Annual Cost of Deterioration & Build Reserves

o At a minimum, match the rate of deterioration

o Build Reserves to insure future

o Future economic conditions are unknown 

o Plan for worst



Funding Ideas

Annual Deterioration Cost =
Current Replacement Value

Useful Life



Funding Ideas



• Using A Reserve Study

Part III



How To Read A Reserve 
Study



How To Read A Reserve 
Study



How To Read A Reserve 
Study



How To Read A Reserve 
Study



Benefits from a Reserve Study?

• Avoid Surprises

• Save Money

• Clear Communication on Repair & Replacement 
Priorities

• Preserve Property Values



Cost Increases

• 400k BTU Boiler = ~ 80% increase since 2020

• Asphalt Overlay = ~ 60% increase since 2020
• Asphalt Seal = ~ 60% increase since 2020

• Comp Shingle Roof = ~30% increase since 2020

• Siding Paint = ~50% increase since 2020

• Wood Fencing = ~ 25% increase since 2020

• Traction Elevators = ~ 25% increase since 2020



Updating a Reserve Study

Updating a Reserve Study:

• Have demonstrably fewer special 
assessments

• Have a stable budget

• Ensure all everyone pay their fair share

• Receive cost savings on Reserve Studies 
and projects



Remember…

• Have a Reserve Study Completed

• Reserve Expenses are inevitable & predictable

• Reserve Expenses get more expensive when 
ignored/deferred

• Everyone will eventually pay the cost - one way or 
another



Reserve for the Here & Now



 
 

 

Please e-mail any follow-up 
questions or comments to:

Bryan Farley, RS
BFarley@ReserveStudy.com

303/394-9181
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