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This book provides accurate and authoritative information on
reserves and replacement funds for community associations. It is
not intended to provide legal, accounting, or professional
services. For specific advice, consult a qualified professional. 

To the visionaries and problem-solvers—the community leaders,
board members, and property managers—who work tirelessly to
transform shared spaces into thriving, sustainable
neighbourhoods. Your dedication inspires us all to build stronger,
more connected communities. 

Community associations are the backbone of harmonious living
spaces. They ensure the upkeep of shared properties and foster
a sense of belonging among residents. At the heart of every
well-managed association is a robust financial plan—and reserve
funds play a pivotal role in this process. 

This book aims to demystify the concept of reserves and
replacement funds, offering practical guidance on how to
establish, manage, and optimize these essential financial
resources. It is written for board members, managers, and
homeowners alike, providing actionable insights in a
straightforward, engaging manner. 
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1 Introduction

Reserve funds, also referred to as
replacement funds, are critical tools for
ensuring the financial health of community
associations. These funds anticipate the
costs of repairing or replacing items that
will inevitably wear out over time. While
statutes commonly use the term “reserves,”
the accounting profession prefers
“replacement funds.” This distinction is
important: “reserves” might imply
unrestricted savings, which can have
negative tax implications, whereas
“replacement funds” explicitly refer to
monies set aside for specific purposes. 

This guide adheres to both statutory
terminology and accounting practices by
referring to these essential resources as
"reserve or replacement funds."
Understanding and managing these funds
is vital for safeguarding the long-term
interests of community associations. 

4
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2 The Need for Reserves 

Maintenance Requirements 

For individual homeowners, setting aside money for future repairs is routine—
painting a house, replacing a roof, or maintaining a driveway are expected
responsibilities. Community associations operate on the same principle but at a
collective scale. Their primary responsibility is to maintain common property, which
may be owned jointly by all members or held in the association’s name for the
benefit of its members. 

Funding these responsibilities requires careful planning. Annual budgets must
forecast which items need repair or replacement, the timeline for these needs,
and their associated costs. This foresight is the essence of the
reserve/replacement process. The board of directors is entrusted with this
responsibility as part of their fiduciary duty to ensure the association’s financial
stability. 

A landmark California case, Raven’s Cove Townhomes, Inc. v. Knupp Development
Co. (114 Cal. App. 3d 783), illustrates this fiduciary responsibility. The court ruled
that association boards, like corporate directors, have a duty to provide adequate
assessments for repair and replacement of common elements. Specifically, the
court stated: “The failure to set aside a reserve constitutes a failure of good
management.” 
While professional managers often assist boards by making reserve
recommendations, the final decisions rest with the board and the membership. As
highlighted in the Raven’s Cove decision, a well-managed association must
incorporate reserve funding into its financial strategy to fulfil its fiduciary
obligations. 

Special assessments—significant, one-time payments—are typically unwelcome
among association members. Reserves provide an alternative by allowing for
gradual contributions over time. However, resistance to funding reserves often
stems from short-term thinking. For instance, first-time homebuyers might argue, “I
won’t be living here when this expense arises, so why should I pay now?” Similarly,
senior residents may reason, “I might not be here in ten years, so I don’t want to
contribute to reserves.” 

Overcoming Financial Hesitations 



Value 
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The value of real property is closely tied to how well the association maintains
its common elements. Property value is influenced not only by its overall
appearance but also by the passage of time. Maintenance, therefore, is not
just about immediate repairs—it is a long-term investment in preserving and
enhancing the desirability of the property. 

Maintenance goes beyond fixing immediate issues. It involves anticipating
and planning for the replacement of components that will inevitably wear
out. Ideally, a well-maintained structure should last indefinitely. However, this
is rarely the case with modern construction and the evolving preferences of
homeowners. Properties and designs popular in the 1950s, 1960s, and 1970s
are often less desirable today. As desirability diminishes, market values tend
to decline. Without proper maintenance, a property risks losing its appeal
and, consequently, its value. 

The adage “reserve to preserve” holds true—not only for the structural
integrity and appearance of the property but also for its financial worth.
Reserve funds are essential to maintaining the value of real estate, ensuring
that associations can address future maintenance and replacement needs
without compromising the property’s appeal or marketability. 

Owning real estate often comes with the expectation of appreciating value.
While this is true for well-maintained properties, external factors beyond an
owner’s control—such as shifting neighbourhood dynamics, commercial
encroachment, or new transportation developments—can also impact value.
Despite these uncontrollable elements, the primary driver of property value
remains maintenance. The association’s efforts to uphold and replace
common property components play a pivotal role in sustaining desirability. 

The absence of adequate reserves or replacement funds has become a
critical factor for buyers and lenders when evaluating properties within
community associations. Buyers often reduce their offer prices if reserves are
insufficient, while lenders may adjust loan-to-value ratios or, in some cases,
refuse financing altogether. Both scenarios directly impact the property’s
market value. 

2025 Gray Systems, Inc. 
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Legal Framework in Florida 

Condominiums and Cooperatives Less Than Three Stories in Height 

Florida Statutes provide a clear framework for reserves in community associations,
including condominiums, and  cooperatives. Annual budgets must include
adequate reserves for specific items such as: 

These items are mandatory regardless of cost. In addition, budgets must account
for any other capital expenditures or deferred maintenance that exceeds $10,000.
(s. 718.112(2)(F), and 719.106(1)(j)). The statutes also allow flexibility: boards can
establish reserves for items with anticipated costs below $10,000 if deemed
necessary. 

The statutes permit the membership to vote to waive the collection of reserves.
However, this waiver does not eliminate the requirement to budget for reserves.
Instead, it means reserves are not collected as part of member assessments.
Unless waived, reserves must be budgeted and collected in accordance with
statutory guidelines. 

Roof replacement 

Building painting 

Pavement resurfacing 
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1. Budget Composition and
Deadlines 

Annual Budget: Key Provisions in Florida Statutes (s. 718.112
and s. 719.106) 

The proposed annual budget must detail
estimated revenues and expenses. It should
present budgeted amounts by accounts and
expense classifications, including, at a
minimum, the expenses listed in s.
718.504(21). The board is required to adopt
this budget at least 14 days before the start
of the association’s fiscal year. If the board
fails to adopt the budget on time twice, the
prior year’s budget remains in effect until a
new one is approved. 

For multicondominium associations,
separate budgets for each condominium’s
common expenses must be prepared in
addition to a consolidated budget for the
association itself. If the association
maintains limited common elements, the
budget or its attachments must detail costs
shared by those entitled to use these
elements as outlined in s. 718.113(1). If
specific expenses listed in s. 718.504(21) are
no longer relevant after turnover of control
to unit owners, these can be omitted from
the budget. 

2. Reserves for Capital Expenditures
and Deferred Maintenance 
a. Mandatory Inclusions 

The budget must include reserve accounts
for specific capital expenditures and
deferred maintenance, such as: 

These items must be budgeted regardless of
cost. Additionally, reserves are required for
any item with a deferred maintenance
expense or replacement cost exceeding
$10,000. Calculations for these reserves must
follow a formula based on the estimated
remaining useful life and replacement cost or
deferred maintenance expense. 

Roof replacement 
Building painting 
Pavement resurfacing 

For associations required to conduct
structural integrity reserve studies, the reserve
accounts must align with findings from the
most recent study. Items without readily
ascertainable useful life estimates or those
exceeding 25 years are exempt from
replacement cost reserves but must include
deferred maintenance expenses as
recommended by the study. Reserve
assessments may be adjusted annually for
inflation or changes in estimates. 

The members of a unit-owner-controlled
association may, by majority vote, decide to
collect no reserves or less than the required
amount. However, for budgets adopted on or
after December 31, 2024, associations
needing a structural integrity reserve study
cannot vote to reduce reserves below
statutory requirements unless alternative
funding methods have been approved. 

b. Developer Restrictions

Before turnover of control to unit owners,
developer-controlled associations are
prohibited from waiving or reducing reserve
funding. If a vote on waiving or reducing
reserves fails to achieve quorum or a decisive
result, the proposed budget, including
reserves, automatically takes effect. After
turnover, developers may vote their interests
to waive or reduce reserve funding. 
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3. Use of Reserve Funds  

Reserve funds, along with any accrued
interest, must remain in their designated
accounts and be used only for authorized
purposes unless a majority of all voting
interests approve alternate uses. For
budgets adopted after December 31, 2024,
associations requiring structural integrity
reserve studies cannot redirect funds for any
purpose other than replacing or maintaining
the listed components. 

Structural Integrity Reserve Study 

Florida law mandates that residential
condominium associations conduct a
structural integrity reserve study at least
every 10 years after the creation of the
condominium. This requirement applies to
buildings on condominium properties that
are three stories or higher in height, as
determined by the Florida Building Code.
The study must evaluate the following
components related to the building's
structural integrity and safety: 

Only unit owners subject to assessments
funding specific reserves can vote on
waivers or reductions. Proxy ballots for such
votes must prominently include the following
statement in capitalized, bold letters with
a larger font size: 

WAIVING OF RESERVES, IN WHOLE OR IN
PART, OR ALLOWING ALTERNATIVE USES
OF EXISTING RESERVES MAY RESULT IN
UNIT OWNER LIABILITY FOR PAYMENT OF
UNANTICIPATED SPECIAL ASSESSMENTS
REGARDING THOSE ITEMS. 

4. Voting Rules for Waiving or
Reducing Reserves 

Roof 

Structure, including load-bearing

walls and other primary structural

members and systems as defined in

s. 627.706 

Fireproofing and fire protection

systems 

Plumbing 

Electrical systems 

Waterproofing and exterior painting 

Windows and exterior doors 

Any additional item with a deferred
maintenance expense or replacement
cost exceeding $10,000 that, if
neglected, would negatively affect the
items listed above (s. 718.112(2)(g)). 

The funding for the components
identified in the SIRS may not be
waived or reduced for budgets
adopted after December 31, 2024. 

Visual Inspection and
Qualified Professionals 

The structural integrity reserve study is
primarily based on a visual inspection of the
property. While any qualified individual can
conduct the study, the visual inspection
portion must be performed or verified by: 

A licensed engineer under Chapter
471, 
A licensed architect under Chapter
481, or 
A certified reserve specialist or
professional reserve analyst by the
Community Associations Institute or
the Association of Professional
Reserve Analysts. 
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Essential Elements of the Study

At a minimum, the study must: 

Identify each item of
condominium property being
inspected. 
State the estimated remaining useful
life and the estimated replacement
cost or deferred maintenance expense
for each item. 
Provide a reserve funding schedule
recommending annual reserve
amounts needed to cover replacement
or deferred maintenance costs by the
end of the estimated remaining useful
life of each item. 

If an item’s useful life or replacement cost
cannot be reasonably estimated, the study
may recommend that no reserves are
necessary. However, it may suggest a
deferred maintenance expense amount if
applicable. For items with a useful life
exceeding 25 years, reserve funding is not
required for replacement costs but may still
be recommended for deferred maintenance
expenses. 

Certain properties are exempt from
this requirement, including: 

Buildings under three stories in
height. 
Single-family, two-family, or
three-family dwellings with three
or fewer habitable stories above
ground. 
Any component of a building not
submitted to condominium ownership
or maintained by a party other than
the association (s. 718.112(2)(g)(4)). 

Exemptions 

Before transferring control of the association
to unit owners, developers must ensure that a
turnover inspection report complies with s.
718.301(4)(p) and (q). This report must cover
all buildings three stories or higher. 

Associations controlled by unit owners on or
before July 1, 2022, must complete a
structural integrity reserve study by December
31, 2024, for buildings three stories or higher.
Associations required to perform a milestone
inspection under s. 553.899 by December 31,
2026, may conduct the structural integrity
reserve study simultaneously. However, under
no circumstances may the reserve study be
delayed beyond December 31, 2026.

Developer Responsibilities 

Deadlines for Existing Associations 

If a qualifying milestone inspection was
completed within the past five years and
satisfies the requirements of the structural
integrity reserve study, it may substitute for
the visual inspection portion (s. 718.112(2)(g)
(7)).  

Wilful or knowing failure by officers or
directors to complete a required structural
integrity reserve study constitutes a breach of
their fiduciary responsibility under s. 718.111(1). 

Consequences of Non-Compliance 

If required by s. 553.899, associations must
arrange for milestone inspections and ensure
compliance with all relevant requirements.
The association bears all associated costs for
portions of the building it is responsible for
maintaining under its governing documents. 

Mandatory Milestone Inspections 
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Upon receiving written notice from the
local enforcement agency of the need
for a milestone inspection, the
association must notify unit owners
within 14 days, including the deadline for
completing the inspection. Notification
may be sent electronically to consenting
owners or posted on the association’s
website. 

Within 45 days of receiving a phase one
or phase two inspection report from the
architect or engineer, the association
must distribute a summary to all unit
owners, regardless of the findings.
Distribution can be by: 

U.S. mail or personal delivery to the
owner’s provided address. 
Electronic transmission if consented to by
the owner. 
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Notifications and Reporting Requirements

A copy of the summary must also be
conspicuously posted on the condominium
property and published on the association’s
website, if required. 

Failure by officers or directors to perform
these inspections constitutes a breach of
their fiduciary duty under s. 718.111(1)(a). 

Provisions for structural integrity reserve
studies and mandatory inspections are also
reflected in the Cooperative Act under s.
719.106(1)(j), particularly in paragraphs 2 
and 3. 

Cooperative Act Similarities 

This includes, but is not limited to, the
expenses listed in s. 719.504(20). The board
of administration must adopt the budget at
least 14 days before the start of the
association’s fiscal year. If the board fails to
adopt the budget on time for a second
consecutive attempt, the prior year’s budget
remains in effect until a new one is
approved. 

The proposed annual budget must provide
a detailed breakdown of common
expenses, organized by accounts and
expense classifications. 

Annual Budget and Reserve Requirements
for Cooperatives 

(j) Annual Budget 

1. Detailed Budget Requirements 

In addition to operating expenses, the
budget must include reserve accounts for
capital expenditures and deferred
maintenance. These accounts must cover: 

2. Mandatory Reserve Accounts 

Roof replacement 

Building painting 

Pavement resurfacing 

Any other items with a deferred

maintenance expense or replacement

cost exceeding $10,000. 

Reserve amounts must align with the
association’s most recent structural integrity
reserve study, which must be completed by
December 31, 2024. If no structural integrity
reserve study has been conducted, or if the
reserve item is not included in the study, the
amount to be reserved must be calculated
using a formula based on the item’s
estimated remaining useful life and its
replacement or deferred maintenance cost. 

Adjustments to reserve assessments may be
made annually to account for changes in
estimates or extensions of an item's useful life
due to deferred maintenance. 
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3. Use and Restrictions on 
Reserve Funds 

TThe members of a unit-owner-controlled
association with all buildings less than three
stories in height may vote at a duly called
meeting to waive reserves entirely or reduce
their funding below the required amounts for
a fiscal year. The vote required to approve
the waiver or reduction is at least a majority
of the entire membership required to
approve the waiver or reduction of reserves.
However, effective December 31, 2024, unit-
owner-controlled associations cannot waive
or reduce reserves below statutory
requirements for items identified in the SIRS
report.

Reserve funds, along with any accrued
interest, must remain in their designated
accounts and can only be used for
authorized reserve expenditures unless
approved by a majority vote of the
association. Votes must occur in person or
via limited proxy at a duly called meeting. 

Developers are prohibited from voting to
redirect reserve funds before turnover to
unit owners, as stipulated under s. 719.301.
Starting December 31, 2024, members of
unit-owner-controlled associations
cannot vote to repurpose reserve funds
designated for items in paragraph (k). 

If a meeting to vote on reserves fails to
achieve quorum or does not reach a
decisive result, the reserves outlined in the
budget automatically take effect. 

12

Membership Vote on Reserves

Cooperative associations must conduct
a structural integrity reserve study every
10 years for buildings on cooperative
property that are three stories or higher.
The study must evaluate the following
components: 

(k) Structural Integrity Reserve Study 

1. Mandatory Study and Scope   

The licensed engineer or architect
conducting the study must visually inspect
the property and determine the condition
and future maintenance needs of these
elements. 

Roof 
Load-bearing walls or other primary
structural members 
Floors 
Foundation 
Fireproofing and fire protection
systems 
Plumbing 
Electrical systems 
Waterproofing and exterior painting 
Windows 
Any additional item with a deferred
maintenance expense or
replacement cost exceeding
$10,000, where neglect would
adversely affect other components
listed above. 

Before transferring control of the
association to unit owners, developers must
complete a structural integrity reserve study
for all qualifying buildings. 

2. Developer Responsibilities  

Associations under unit-owner control as of
July 1, 2022, must complete a structural
integrity reserve study by December 31,
2024, for each building that is three stories
or higher. 

3. Deadlines for Existing Associations 

Failure to complete a structural integrity
reserve study constitutes a breach of the
fiduciary responsibilities of officers and
directors under s. 719.104(8). 

4. Consequences of Non-Compliance
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Distribute the summary to unit owners within 45 days of receipt via mail,

personal delivery, or electronic transmission (for consenting owners). 

Post the summary conspicuously on the property and publish it on the

association’s website, if required. 

1. Inspection Requirements   

2. Reporting and Communication    

3. Accountability     

If an association is subject to a milestone inspection under s. 553.899, it must
arrange for and ensure the inspection is conducted in compliance with the
statute. The association is responsible for covering all inspection costs related
to portions of the building it is required to maintain under its governing
documents. 

Upon completion of a milestone inspection, the architect or engineer
conducting the inspection must prepare a summary report. The association
must: 

Failure by officers or directors to arrange for or complete a required milestone
inspection constitutes a breach of fiduciary duty under s. 719.104(8)(a). 

(l) Mandatory Milestone Inspections 
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3 The HOA Statutory
Requirements 

Florida Statutes establish clear guidelines
for the preparation and management of
HOA budgets, including reserve accounts
for capital expenditures and deferred
maintenance. Below are the key provisions
under s. 720.303(6): 

The HOA is required to prepare an annual
budget outlining operating expenses. This
budget must: 

If the budget does not include reserve
accounts under paragraph (d) or the
governing documents do not obligate the
developer to create reserves, the financial
report for the preceding fiscal year must
include the following statement in
conspicuous type: 

THE BUDGET OF THE ASSOCIATION

DOES NOT PROVIDE FOR FULLY

FUNDED RESERVE ACCOUNTS FOR

CAPITAL EXPENDITURES AND DEFERRED

MAINTENANCE THAT MAY RESULT IN

SPECIAL ASSESSMENTS REGARDING

THOSE ITEMS. OWNERS MAY ELECT

TO PROVIDE FOR FULLY FUNDED

RESERVE ACCOUNTS UNDER SECTION

720.303(6), FLORIDA STATUTES, UPON

OBTAINING THE APPROVAL OF A

MAJORITY OF THE TOTAL VOTING

INTERESTS OF THE ASSOCIATION BY

VOTE OF THE MEMBERS AT A MEETING

OR BY WRITTEN CONSENT. 

In addition to annual operating expenses,
the budget may include reserve accounts
for capital expenditures and deferred
maintenance. If reserve accounts are not
established under paragraph (d), funding
such reserves is limited by the governing
documents, including limits on assessment
increases. 

A copy of the budget or a notice of its
availability must be provided to each
member within the time limits specified in
subsection (5) at no charge. 

(a) Annual Budget Preparation 
(c) Financial Reporting and Reserve
Statements 

1. Statement for Budgets Without Reserve
Accounts 

(b) Reserve Accounts 

Include estimated revenues and
expenses for the fiscal year. 
Reflect any surplus or deficit
expected at the end of the current
year. 
Clearly list fees or charges paid by
the association for recreational
amenities, regardless of ownership
(association, developer, or third
parties). 

Once an association establishes reserve
accounts under paragraph (d), those
reserves must be maintained, adjusted, and
waived according to the requirements of
subsection (6). A reserve account may be
terminated with the approval of a majority
of the association's total voting interests, at
which point it is removed from the budget. 

14

Statutory Requirements for Homeowners’
Association (HOA) Reserves 
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2. Statement for Budgets with Limited
Reserve Accounts 

(e) Calculating Reserve Contributions 

If the budget includes voluntary deferred
expenditure accounts, the financial report
must include this statement in conspicuous
type: 

THE BUDGET OF THE ASSOCIATION
PROVIDES FOR LIMITED VOLUNTARY
DEFERRED EXPENDITURE ACCOUNTS,
INCLUDING CAPITAL EXPENDITURES AND
DEFERRED MAINTENANCE, SUBJECT TO
LIMITS ON FUNDING CONTAINED IN OUR
GOVERNING DOCUMENTS. BECAUSE
THE OWNERS HAVE NOT ELECTED TO
PROVIDE FOR RESERVE ACCOUNTS
UNDER SECTION 720.303(6), FLORIDA
STATUTES, THESE FUNDS ARE NOT
SUBJECT TO THE RESTRICTIONS ON USE
OF SUCH FUNDS SET FORTH IN THAT
STATUTE, NOR ARE RESERVES
CALCULATED IN ACCORDANCE WITH
THAT STATUTE. 

Reserve accounts are officially established
upon the affirmative approval of a majority
of the association’s total voting interests.
Approval may be secured either at a duly
called meeting of the membership or
through written consent. The approval
must specify: 

The board must incorporate these reserves
into the budget for the next fiscal year and
maintain them in subsequent years unless
waived as described in paragraph (f). 

(d) Establishing Reserve Accounts 

That reserve accounts will be
included in the budget. 
The components for which reserves
are established. 

Reserve contributions are calculated
using a formula based on: 

Annual reserve assessments may be
adjusted to reflect changes in cost
estimates or the remaining useful life of
assets. 

After reserve accounts are established,
members may vote to waive reserves or
reduce their funding at a meeting with
a quorum present. If the vote fails or
quorum is not met, the budgeted
reserves take effect. Votes to waive or
reduce reserves apply only to one
budget year. 

The estimated remaining useful
life of each reserve item. 
The estimated replacement cost
or deferred maintenance
expense of each reserve item. 

(f) Waiving or Reducing Reserves 

1. Separate Reserve Accounts 

a. The amount required to eliminate

any negative balance. 

b. The remaining maintenance

expense or replacement cost minus

the current account balance, divided

by the remaining useful life. 

When reserves are managed separately,
contributions to each account must
cover: 

Formulas may be adjusted annually for
changes in cost estimates, inflation, or
deferred maintenance. 

(g) Funding Formulas for Reserve
Accounts 
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2. Pooled Reserve Accounts 

For pooled reserves, the contribution must
ensure that the balance at the start of the
budget period, plus projected cash inflows
during the asset’s remaining life, is equal
to or greater than the projected cash
outflows. Balloon payments are prohibited. 

Reserve funds and accrued interest must
remain in reserve accounts and can only
be used for their designated purposes
unless a majority of voting interests
approve alternative uses. Developers
cannot repurpose reserve funds without
approval before turnover to parcel owners. 

(h) Use of Reserve Funds 

(i) Developer Reserve Contributions 

1. Developers are not required to:  

Contribute to reserves for
capital expenditures or deferred
maintenance. 
Pay for operating expenses. 
Cover assessments on parcels
they own, except to fund deficits
as outlined in the governing
documents. 

The Florida Administrative Code
supplements statutory requirements by
providing specific rules for the operation
of condominiums and cooperatives. (Note:
The Code does not address homeowners’
associations.) These rules, created and
enforced by the Division of Florida Land
Sales, Condominiums, and Mobile Homes,
serve as a practical guide for
implementing laws passed by the
legislature. Compliance with these rules is
mandatory for associations, boards, and
professional managers, ensuring alignment
with statutory provisions. 

Rules From Florida Administrative Code 

2. This provision applies to all
associations created or existing after
July 1, 2021.   

The following definitions clarify terms used
in the context of reserves, budgets, and
financial management: 

Definitions Under Rule 61B-22.001 

Below is an overview of key rules related to
reserves and budget preparation for
condominiums and cooperatives. 

These include all books and records
identified in Section 718.111(12)(a)11., Florida
Statutes, as well as other records that
measure, record, or communicate financial
information. Examples include payroll
records, invoices for purchases, and invoices
for services provided to the association. 

1. Accounting Records 

2. Capital Expenditure 

3.Deferred Maintenance 

4. Funds 

Any expenditure of funds for: 
a. Purchasing an asset with a useful life
exceeding one year. 
b. Replacing an asset with a useful life
exceeding one year. 
c. Adding to an asset to extend its useful
life by more than one year. 

Maintenance or repair that: 
a. Is performed less frequently than yearly. 
b. Extends the useful life of an asset. 

Money or negotiable instruments, such as
cash, checks, notes, and securities. 
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Reserves for Capital Expenditures and
Deferred Maintenance5. Reserves  

6. Turnover 

Funds, other than operating funds, that
are restricted for deferred
maintenance and capital expenditures,
as required under Section 718.112(2)
(f)2., Florida Statutes. Funds not
restricted by statute, condominium
documents, or association policies are
not considered reserves under this rule. 

This rule outlines the specific elements
required in condominium association
budgets, providing detailed guidance
for proper financial management. 

Budget Requirements Under Rule
61B-22.003 

The transfer of association control from
developers to non-developer unit
owners, as described in Section
718.301, Florida Statutes. 

The budget must: 

a. State estimated common expenses

annually. 

b. Disclose the budget’s start and end

dates. 

c. Show total assessments for each

unit type based on ownership

proportions. 

d. Include all estimated common

expenses, as outlined in Section

718.504(21)(c), Florida Statutes. 

1. Required Elements for Operating
Budgets 

If reserves are not pooled, the budget must
provide details for each account, including:

2. Reserve Schedule Requirements 
a. Separate Reserve Accounts 

Reserves required under Section 718.112(2)
(f), Florida Statutes, must be included in the
proposed annual budget and cannot be
waived or reduced before unit owners
receive the proposed budget. If a category
of expenses does not apply, it must be listed
with an indication of non-applicability. 

Total estimated useful life. 

Remaining useful life. 

Replacement cost or deferred

maintenance expense. 

Fund balance at the beginning of the

budget period. 

If applicable, the developer’s funding
obligations for converter reserve accounts
under Section 718.618, Florida Statutes, must
also be disclosed. 

Expenses not restricted by use should be
listed in the operating portion of the budget
rather than in the reserve portion.

For pooled reserves, the budget must
disclose: 

b. Pooled Reserve Accounts

3. Unrestricted Expense Categories

Total estimated useful life of each
asset in the pool. 
Remaining useful life of each asset. 
Replacement cost or deferred
maintenance expense for each asset. 
Fund balance of the pooled account
at the start of the budget period. 
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4. Multicondominium Association Budgets 

5. Budgets for Limited Common Elements 

6. Phase Condominium Budgets 

7. Budget Amendments 

Summary 

a. Separate budgets must be provided for
each condominium operated by the
association, as well as a consolidated
budget for the association itself. 
b. Budgets for multicondominium
associations created after June 30, 2000, or
with separate ownership interests of the
common surplus, must show each unit's
share of estimated expenses (Sections
718.104(4)(h) and 718.110(12), Florida
Statutes). 
c. Associations operating condominiums in
a consolidated fashion under Section
718.111(6), Florida Statutes, may use a single
consolidated budget.

If the association maintains limited common
elements at the expense of entitled unit
owners, the budget must include schedules
detailing these expenses. 

Phase condominium budgets, as defined
under Section 718.403, Florida Statutes, are
automatically adjusted when phases are
added. The adjusted budget reflects
changes in ownership proportions and
expenses related to the new phase. 

Approved budgets may be amended by
following the provisions in Section 718.112(2)
(e), Florida Statutes, including proper notice
and meeting procedures. 

The Florida Administrative Code provides
detailed rules that supplement statutory
requirements for managing reserves and
budgets in condominiums and cooperatives.
These rules ensure financial transparency,
compliance, and the long-term stability of
associations.  

By adhering to these regulations, boards
and management can effectively plan for
the future maintenance and repair of
shared properties. 

The Florida Administrative Code provides
detailed rules for reserves, as required by
Section 718.112(2)(f), Florida Statutes. These
rules guide associations in budgeting for
capital expenditures and deferred
maintenance, ensuring proper financial
management and compliance. 

Reserves must be included in the budget for
items such as roofing, painting, and paving,
as well as any other component where
deferred maintenance expenses or
replacement costs exceed $10,000.
Associations may choose to evaluate assets
individually or group similar or related assets
together. For example, an association
maintaining two swimming pools, each
requiring $6,000 in deferred maintenance,
may establish a single "pool reserve" but is
not required to do so. 

Associations collecting operating and
reserve assessments as a single payment
must transfer the reserve portion into a
separate reserve account within 30
calendar days to avoid commingling of
funds. 

The calculation of reserves must provide
funds equal to the total estimated deferred
maintenance expense or replacement cost
over the asset's remaining useful life.
Reserve calculations can follow one of two
approaches: 

Reserves: Florida Administrative Code
61B-22.005 

(1) Reserves Required by Statute 

(2) Commingling Operating and 
Reserve Funds 

(3) Calculating Reserves Required 
by Statute 
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(a) Separate Reserve Accounts (6) Timely Funding of Reserves 

(7) Restrictions on Reserve Fund Use 

(8) Annual Vote to Waive Reserves 

(b) Pooled Reserve Accounts 

(5) Non-Converter Reserves and Developer
Obligations 

Reserves in the adopted budget are
considered common expenses and must be
fully funded unless properly waived or
reduced. Reserve contributions should align
with the frequency of unit owner
assessments (e.g., monthly or quarterly). 

In multicondominium associations, any vote
to redirect reserve funds for purposes other
than those originally intended must: 

Any vote to waive or reduce reserves
required under Section 718.112(2)(f)2.,
Florida Statutes, is valid for only one annual
budget. In multicondominium associations, a
waiver or reduction is only effective for a
particular condominium if: 

For associations where developers are
restricted from voting on reserve waivers or
reductions, the approval must come from
non-developer voting interests at a properly
called meeting. 

Expenditure of unallocated interest income
earned on reserve funds is limited to the capital
expenditures, deferred maintenance, or other
items for which reserve accounts were
established. 

For associations maintaining individual
reserve accounts, the annual contribution
for each reserve account is calculated as
the sum of: 

For associations using pooled reserves, the
annual contribution must ensure that the
sum of the starting balance, projected
cash inflows, and earnings over the pooled
assets’ remaining useful life is equal to or
greater than the anticipated cash
outflows. This calculation must exclude
balloon payments and may include
projected earnings from invested principal. 

When developers establish converter
reserves under Section 718.618, Florida
Statutes, the estimated balance for non-
converter reserves must include: 
(a) The developer’s total funding obligation
upon selling all units. 
(b) The current balance of the non-
converter reserve account, excluding the
developer’s contribution, at the start of the
budget period. 

The formula may be adjusted annually to
reflect changes in estimates, inflation, or
deferred maintenance performed during
the year. 

The total amount needed to
eliminate any negative account
balance. 
The total estimated deferred
maintenance expense or
replacement cost, minus the existing
account balance, divided by the
estimated remaining useful life of
the asset. 

Be conducted at a meeting where the
required quorum is present. 
Receive majority approval from those
present in person or by proxy.

The required quorum is present,
either in person or by proxy. 
A majority of those present approve
the waiver or reduction. 
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Cooperative Rules 

Florida Administrative Code 
61B-76.005 — Reserves 

( 1 )  Reserves Required by Statute 

(2) Commingling Operating and 
Reserve Funds 

(3) Calculating Reserves Required 
by Statute 

(a) Separate Reserve Accounts 

(b) Pooled Reserve Accounts 

(4) Estimating Reserves Not Required 
by Statute 

(5) Estimating Non-Converter Reserves 

The Florida Administrative Code includes similar
reserve provisions for cooperatives, ensuring
financial accountability and alignment with
statutory requirements. These rules reinforce
the importance of maintaining adequate
reserves for shared assets and long-term
property management. 

When reserves are maintained in separate
accounts, the annual contribution to each
account must be the sum of: 

For pooled reserves, the annual contribution
must be sufficient to ensure that the starting
balance, combined with projected annual cash
inflows, equals or exceeds the projected annual
cash outflows for all assets in the pool over their
remaining useful lives. Balloon payments are not
permitted, and the formula may include
estimated earnings from invested funds. 

Reserves not mandated by Section 719.106(1)(j),
Florida Statutes, are not required to follow any
specific formula. 

For non-converter reserves, the estimated fund
balance must account for: 
(a) The developer’s total funding obligation
under Section 719.618, Florida Statutes, once all
units are sold. 
(b) The balance of the non-converter reserve
account, excluding the developer’s obligation, at
the start of the budget period. 

The formula may be adjusted annually to reflect
changes in cost estimates, inflation, or
maintenance performed during the year. 

Reserves, as mandated by Section 719.106(1)(j),
Florida Statutes, must be included in the
budget for capital expenditures and deferred
maintenance. This includes items such as
roofing, painting, paving, and any other
component where the deferred maintenance
expense or replacement cost exceeds
$10,000. Associations may assess each asset
individually or group similar or related assets
together. For example, an association
responsible for maintaining two swimming
pools, each requiring $6,000 of deferred
maintenance, may establish a single "pool
reserve" but is not obligated to do so. 

Associations that collect operating and reserve
assessments as a single payment are not
considered to have commingled funds,
provided that the reserve portion is transferred
to a separate reserve account within 30
calendar days of deposit. 

Reserves for deferred maintenance and capital
expenditures must be calculated using a
formula that ensures adequate funding over
the remaining useful life of the asset or group
of assets. The funding formulas under Section
719.106(1)(j), Florida Statutes, are as follows: 

The total amount required to eliminate

any negative account balance. 

The total estimated deferred

maintenance expense or replacement

cost of the reserve asset, less the

current balance of the reserve account,

divided by the remaining useful life of

the asset. 
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(6) Timely Funding 

(7) Restrictions on Use 

(8) Annual Vote to Waive Reserves 

(9) Developer Voting Restrictions 

Reserves included in the adopted budget are classified as
common expenses and must be fully funded unless properly
waived or reduced. Reserve contributions must follow the
same frequency as unit owner assessments (e.g., monthly or
quarterly). 

Unallocated interest income earned on reserve funds may
only be used for capital expenditures, deferred
maintenance, or other purposes for which the reserve
accounts were established. 

Votes to waive or reduce reserves required by Section
719.106(1)(j)2., Florida Statutes, are valid for one annual
budget only. 

During the first two fiscal years following the incorporation
of a cooperative association, developers may vote to waive
or reduce reserves. After this period, or if the developer is
precluded from voting, a waiver or reduction requires
approval by a majority of non-developer voting interests at
a duly called association meeting. 
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4 The Reserve/Replacement
Fund Policy 

Future Considerations in Reserve Policies 

1. Analysis of Structural Components 

1. Focus on a 30-Year Period 

1. Focus on a 30-Year Period 

2. Exclusions in Planning 

Fiduciary Responsibility in Adopting the
Policy 

The process of budgeting and providing for
reserve or replacement funds presents a
significant challenge, particularly in estimating
the assessments required each year.
Assessment amounts are influenced by the
rules and requirements, economic factors, the
actual lifespan of items, normal wear and tear,
and the estimated remaining life of the assets.
Guidance on the presentation of reserves
within the budget is provided by the Bureau of
Condominiums. However, the most complex
aspect involves estimating the unknowns, which
include the future costs of items and their
remaining useful or economic lives. 

The budgetary process begins with the
adoption of a reserve or replacement fund
policy by the association. This policy entails the
following: 

When preparing the reserve fund policy, future
considerations about the property as a whole
must be addressed. Key points include: 

Professionals performing valuations generally
limit their focus to a 30-year timeframe,
considering items that will require replacement
or major rehabilitation during that time. 

Professionals performing valuations generally
limit their focus to a 30-year timeframe,
considering items that will require replacement
or major rehabilitation during that time. 

Total replacement of a structure or its
facilities is not typically considered. 
The assumption is that, at some point: 

The structural components of the common
elements must be analyzed. This includes
estimating: 

The adoption of a reserve or replacement fund
policy is a fiduciary responsibility for the board.
This responsibility requires the board to: 

Caution: Relying on unqualified estimates of
costs and remaining asset lifespans may expose
the board to liability. 

To fulfill this duty, the board may periodically
engage qualified engineers or architects to: 

he lifespan of each component. 
The future cost of replacing or
maintaining each component. 

Safeguard the common elements. 
Provide for their proper
maintenance. 

Conduct a thorough reserve study. 

Evaluate reserve-related work performed

by the board or management. 

The property may cease to be useful as a

residential facility. 

Rehabilitation costs may exceed the

practicality of performing the work. 

The property’s highest and best use may

change.
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Reserve Policy Thresholds 1. Large Association with Many Units 

2. Small Association with Few Units 

Additional Considerations

The reserve policy must determine at what
financial threshold reserves will be established
for anticipated future needs. Considerations
include: 

If the association has 500 units and the cost is
shared equally among all unit owners: 

If the association has only five units, the financial
impact changes significantly: 

The timing of multiple expenditures can also
affect owners' comfort levels. 

1) The Condominium and Cooperative Acts
require budgets to include reserves for: 

1) The statutes do not prevent the board from
establishing reserves for items with anticipated
costs under $10,000. 

The annual amount required to fund

the reserve for the fence would be

$2.00 per unit.
If the reserve is not funded, the special

assessment required at the end of five

years would be $10.00 per unit. 
Alternatively, the association could

increase the assessment by $0.83 per
month in the replacement year. 

This amount is unlikely to be “uncomfortable”

for unit owners. 

The special assessment per unit, if

reserves are not funded, would be

$1,000.00. 
Alternatively, this equates to an

additional $83.33 per month per unit

in the year of replacement. 

Such amounts are likely to be uncomfortable

for the unit owners. 

One additional assessment might not

pose a significant burden. 

However, several expenditures occurring

simultaneously or within a short period

could lead to substantial financial stress

for owners.

The reserve policy should also address the
theory of the "level of comfort dollar amount."
This concept is based on the understanding
that if reserves are not adequately provided,
special assessments may become necessary to
fund capital expenditures or deferred
maintenance. 

An association has a fence that will need to be
replaced in five years. The anticipated
replacement cost of the fence is $5,000. 

The question to consider is: At what dollar
amount do special assessments become
uncomfortable for unit owners? 

2) Budgets must also provide for reserves for
other capital expenditures or deferred
maintenance expected to cost more than
$10,000. 

1. Statutory Requirements 

2. Reserves for Lower-Cost Items 

The "Level of Comfort Dollar Amount" 

Assessment “Comfort Level” Example 

Example Scenario: 

Roof replacement. 

Building painting. 

Pavement resurfacing. 
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The board must determine the "level of
comfort" for owners when planning
reserves for capital expenditures or
deferred maintenance, particularly for
items costing $10,000 or less. 

A well-structured reserve policy must
address the repair and replacement of
components that will wear out before the
overall structure’s lifespan ends. Below is a
breakdown of common categories and
components to be considered when
developing a reserve policy. These
examples are not exhaustive; the specific
components depend on the property type,
its age, and the preferences of unit
owners. 

Component Breakdown 

Roof Covering 

Repainting or Exterior Coating 

Interior Painting 

Floor Covering – Common Areas 

Masonry Repairs and Waterproofing 

Stucco Repairs and Waterproofing 

Caulking Openings 

Lighting Fixtures 

Security Systems 

Main Breakers and Electrical Panels 

Asphalt and Concrete Parking 

Streets and Access Areas 

Sidewalks 

Landscaping 

Irrigation Systems 

Recreational Facilities 

Tennis Courts 

Swimming Pools 

Furniture and Fixtures 

Vehicles 

Office Equipment 

Maintenance Equipment 

Infrastructure 

Swimming Pools 

Elevators 

Boilers 

Hot Water Heaters – Common Areas 

Fire Sprinkler Systems 

Plumbing – Common Areas 

Air Conditioning 

Pumps and Motors 

Category: Architectural 

Category: Electrical 

Category: Site and Landscape
Improvements 

Other Categories 

Category: Mechanical 
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5 Calculating the Reserve
Assessments 

The process of calculating reserve assessments
as part of budget preparation involves several
critical considerations. These include the
estimated costs of capital expenditures or
deferred maintenance, the expected lifespan
of the item, its remaining useful life, and any
existing balance already allocated for the item.
The rules established by the Bureau of
Condominiums, though applicable only to
condominiums, provide a robust framework that
can be utilized by all community associations to
ensure comprehensive reserve calculations. 

The rules mandate the use of formulas that
generate adequate funds to cover the total
estimated replacement cost or deferred
maintenance expenses over the remaining
useful life of the asset. These calculations
account for annual contributions and allow
adjustments for changes in cost estimates,
inflation, and the remaining lifespan of assets.
This systematic approach ensures financial
preparedness and compliance with fiduciary
responsibilities. 

One of the primary complexities in
calculating reserves lies in the fact that the
costs being planned for will be incurred in
the future. This introduces uncertainties
regarding timing and cost estimation. For
instance, while the estimated cost and life
of an item can be projected, changes in
economic conditions, material prices, or
unexpected circumstances can complicate
these projections. 

Board members and managers, who may not
be qualified to determine these estimates,
must recognize the importance of engaging
experts. Accurate estimates of asset
lifespans and costs are critical, and failing to
consult professionals could lead to errors,
resulting in financial shortfalls and potential
liability for the board. 

To better understand the methods used in
reserve calculations, the following sections
provide detailed descriptions of the primary
approaches. 

The straight line method is widely regarded
as one of the simplest and most accurate
ways to calculate reserves. This method
divides the estimated replacement cost of
an item by its useful life to determine the
annual contribution needed to the reserve
fund. 

An association with 100 units is planning for
the replacement of a roof with an estimated
cost of $50,000 and a useful life of 10 years.
Using the straight line method: 

Challenges in Reserve Calculations 

The Straight Line Method 

Example Calculation: 

Year One: 

The annual contribution required would

be: 

$50,000 ÷ 10 years = $5,000. 

Each unit’s share of this contribution

would be: 

$50,000 ÷ 100 units = $50 per unit. 
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Year Two: 

Year Five Adjustment: 

The updated calculation would be: 

After the first year, the amount already

contributed to the reserve fund is

$5,000, leaving a remaining balance

of $45,000. With nine years of useful

life remaining: 

$45,000 ÷ 9 years = $5,000. 

The per-unit assessment would remain

$50 per unit. 

Suppose that after four years of reserve

contributions, a new reserve study updates the

estimated replacement cost of the roof to

$57,200, while maintenance and favorable

weather conditions have extended its

remaining useful life to 8 years. Additionally,

the reserve fund balance is $20,000. 

Over time, changes in costs and the
remaining useful life of assets may
necessitate adjustments to the annual
contributions. For example: 

The pooling method, as described in Rule
61B-22.005(3)(b), F.A.C., offers an
alternative approach by grouping multiple
reserve items into a single pooled account.
Contributions are calculated to ensure that
the total funds available in the pool are
sufficient to cover the anticipated
expenditures for all items within their
remaining useful lives. 

A list of all required deferred

maintenance and capital expenditure

items. 

1.

The estimated total useful life of each

item. 

2.

The remaining useful life of each item. 3.

The estimated cost of deferred

maintenance or replacement for each

item. 

4.

The total fund balance at the beginning

of the budget year. 

5.

The required funding for the proposed

budget period. 

6.

Under this method, the reserve contributions
are calculated based on the projected
annual cash inflows and outflows. The rules
require that the balance on hand at the
beginning of the budget period, combined
with the projected inflows during the
period, must be equal to or greater than
the expected outflows over the remaining
useful lives of the pooled items. Balloon
payments are prohibited. 

This method requires annual reviews to
incorporate new information, ensuring that
reserve contributions remain accurate and
reflective of current conditions. 

Adjustments for Changes in Costs and
Lifespans 

The Pooling Method 

Pooling Method Reserve Schedule 

Remaining cost: $57,200 - $20,000 =

$37,200. 

Annual contribution: $37,200 ÷ 8 years

= $4,650. 

Per-unit assessment: $46.50 per unit. 
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Each item within the pool must be identified and evaluated for its replacement cost and

remaining useful life. 

Formula-driven spreadsheets are recommended to ensure accurate calculations. 

Multicondominium associations have additional disclosure requirements for reserve

schedules, as outlined in Rule 61B-22.003, F.A.C.. 

Key Considerations for Pooling 

The pooling method offers flexibility in managing reserves for multiple assets while ensuring
compliance with regulatory requirements. However, associations must adhere to strict
guidelines to maintain accuracy and transparency in their reserve schedules. 

6 Interest on Reserve Funds 

The question of how to handle interest
earned on reserve fund investments has
been discussed for some time. The
Condominium and Cooperative Acts
address this issue directly for condominiums
and cooperatives, and their guidance may
be beneficial for all associations. 

The Condominium and Cooperative Acts
require that interest earned on reserve fund
investments must stay with the reserve fund
that generated the interest. The only
exception to this rule is if the membership
approves the use of the interest for other
purposes. This approval must be obtained
through a vote at a duly called meeting of
the membership, where a majority of voting
interests are present. Voting may be
conducted in person or via a limited proxy. 

Where the interest remains with the reserve
fund, the allocation of the interest may be
calculated in two ways: 

Interest earned is prorated among the
various reserve accounts as it is earned. The
interest is added to the balance of each
account annually, which reduces the
amount needed for the following year and
effectively lowers assessments for
members. 

Interest earned on the total reserve fund
can be used to reduce the total amount
required for all reserves collectively. This
method also reduces the assessment for
each owner. 

It is important to note that when discussing
the allocation of interest, the reference is to
net interest. Federal or state taxes owed
on the reserves will reduce the amount
added to the reserve fund. 

Regardless of the allocation method used,
the interest earned on reserves cannot be
used to lower the operating expenses in the
budget unless prior approval is obtained
from the membership. 

1. Proportional Allocation Across 
Reserve Accounts: 

2. Overall Reserve Reduction: 
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7 Accounting for Reserves 

Reserve funds must be accounted for separately from operating funds to maintain

control and comply with statutory requirements. The Condominium and Cooperative

Acts explicitly prohibit the commingling of reserve funds with operating funds for

any reason. 

The Internal Revenue Service (IRS) has audited community associations in some

cases and ruled that commingled funds lose their status as contributions to capital.

If this happens, the reserves may become taxable if the association files under the

regular method. 

Additional information regarding federal taxes and reserves is discussed in a

subsequent section. 

8 Waiver of Reserves 

The Condominium and Cooperative Acts mandate that annual budgets include

adequate reserves. However, members are allowed to vote to waive the collection

of reserves or to provide less than the required funding for reserves. 

The vote to waive or reduce reserves must take place at a membership meeting and

requires the use of limited proxies. The statutes do not require members to approve

reserves, nor do they obligate the board to propose the waiver or reduced funding

of reserves. 

If no vote to waive reserves is conducted, the reserves as outlined in the budget

must be collected. 
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Note: The following discussion of federal
income taxes and reserves is intended for
general informational purposes only. It serves as
a basic introduction to the treatment of
reserves for tax purposes. Competent
professional advice is necessary to ensure
compliance with federal tax regulations and to
take advantage of alternative methods for
filing tax returns for a community association.
The purpose of this discussion is to provide
management with information that emphasizes
caution in offering any tax advice. 

Community associations are required to file
federal income tax returns, even when they are
organized as not-for-profit corporations. It is
important to understand that not-for-profit
status does not mean tax-exempt status. 

Community associations generally have two
options for filing federal tax returns: 

If qualified, an association may file under
Section 528, which essentially limits taxable
income to non-assessment income. Under
this method, the association includes in
income all receipts not received from
owners in the form of assessments. Taxable
income may include: 

Many associations opt to file as regular
corporations using Form 1120, which applies
a 21% tax rate to taxable income. However,
this filing method presents challenges
regarding the treatment of assessments
received for reserves or replacement funds: 

Another area of concern regarding reserves
relates to the commingling of funds. The
Internal Revenue Service (IRS) may consider
commingled funds as taxable income, even if
they were intended for reserves. To avoid this
issue, associations must take specific steps
to properly segregate reserve funds: 

Consequently, using Form 1120 may result in
associations paying taxes on portions of the
reserves collected for deferred maintenance. 

The tax rate under Section 528 is a flat
30%. While this approach simplifies the tax
process, the high flat rate can make it less
favorable compared to other methods. 

1. Section 528 Filing 

2. Form 1120 Filing

Risks Associated with Commingling Funds 

Interest. 

Income from ancillary operations. 

Any other income not derived from

owner assessments. 

Monies collected for capital

expenditures may generally be

excluded from taxable income as

contributions to capital. 

Monies collected for deferred

maintenance, such as painting or

sealing parking lots, are not

excludable, even if collected over

multiple years. 
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1. Separate Bank Accounts 

2. Detailed Assessment Notices 

3. Timely Segregation of Funds

4. Documenting Surplus Use 

Reserve monies collected for capital

expenditures or deferred maintenance

must be deposited into separate

accounts. Funds for unrestricted

purposes should also be kept distinct. 

Assessment notices provided to

members should clearly state the

amounts due for operations and each

reserve category. 

Reserve funds must be immediately

transferred from operating accounts to

their designated reserve accounts

upon receipt. 

Votes regarding the use of any surplus

funds at the end of the fiscal year

should be recorded in the meeting

minutes, specifying the exact dollar

amounts. Some tax professionals also

recommend that all votes concerning

surplus or reserve funds be made by

the membership, though this approach

may be impractical in certain cases. 

The Bottom Line 

Failure to follow these steps may result in

reserves being classified as taxable

income, potentially leading to severe tax

consequences. 

The tax implications of reserve funds should

be a major consideration for the board and

management. If an association is audited

under IRS guidelines, it could face significant

consequences unless all details related to

reserve fund classifications are meticulously

documented and maintained. 

Associations that qualify for Section 528

filing may avoid this issue, as assessments

collected from owners are classified as

exempt function income and are not

included in taxable income. However, the flat

30% tax rate associated with this method

may still present a financial drawback. 

The advice of a competent tax professional

is essential to ensure that the association

complies with all applicable provisions of the

Internal Revenue Code and minimizes the

taxes paid on the association’s receipts. 

It is also critical to understand that the

provisions of the Internal Revenue Code

supersede Florida Statutes when it comes to

reserve taxation. For example, Florida law

requires condominium and cooperative

budgets to include reserves for painting.

However, painting is classified as deferred

maintenance under federal tax law and is

not excludable from income when filing

under Form 1120. As a result, an association

may pay taxes on funds collected for

painting reserves, even though such reserves

are mandated by state law. 



2025 Gray Systems, Inc. 

31

Glossary of Terms 

Capital Expenditures: 

Deferred Maintenance: 

Fiduciary Responsibility: 

10 Summary 

Planning for the future financial needs of a
community association is a cornerstone of
sound fiscal management. The board of
directors holds the ultimate responsibility for
managing the association’s affairs and carries
a fiduciary duty to ensure the proper
maintenance of the common property.
Reserves for replacement and deferred
maintenance are vital as they provide the
necessary funds to address property upkeep
and long-term needs. 

It is essential for both the board and unit
owners to understand a key reality: whether
through reserves or special assessments, the
costs of capital expenditures and deferred
maintenance must eventually be paid by the
owners. If funds are not collected in advance
through reserves, the financial burden will fall
on owners later through special assessments.
Either way, the owners bear the cost. 

While reserves and replacement funds play a
critical role, they are only one aspect of the
broader financial management process.
Effective financial management encompasses
all of the association's financial activities and
involves the following four steps: 

Budget – Forecasting expenses and

determining the financial requirements of

the association.  

1.

Collect – Gathering funds from owners

through assessments or other means. 

2.

Spend – Allocating funds to necessary

expenses, including maintenance and

repairs. 

3.

Report – Keeping accurate records and

providing transparency about how the

funds were used. 

4.

Though these steps may seem straightforward,
they encapsulate the full scope of
management’s responsibilities. The overarching
duty of management is to maintain the common
elements. This requires determining the costs of
maintenance and replacement, collecting the
necessary funds, using the money appropriately,
and documenting the process. Reserves and
replacement funds are integral to this cycle, and
ignoring future financial needs is not an option
for effective management. 

This section will define key financial and legal
terms relevant to reserves and replacement
funds. It serves as a quick reference for readers
to understand technical jargon and concepts
used throughout the book. 

Long-term investments in assets or infrastructure,
such as roof replacements, structural repairs, or
other major improvements to maintain or
enhance property value. 

Repairs or maintenance activities that are
postponed, often leading to higher costs or
urgent attention in the future. Examples include
delayed painting or sealing of parking lots. 

The legal and ethical obligation of board
members to act in the best interest of the
association, ensuring proper maintenance of
common property and sound financial
management. 
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Reserve Study: 

Quorum:

Pooling Method: 

Straight Line Method: 

Operating Funds: 

Special Assessment: 

Interest on Reserve Funds: 

Commingling of Funds: 

Structural Integrity Reserve Study: 

Turnover: 

Waiver of Reserves: 

Acknowledgments 

Acknowledgments Include: 

A detailed report prepared by professionals,
assessing the condition of shared assets,
estimating the costs of necessary repairs or
replacements, and projecting the timeline for
these needs. 

The practice of mixing reserve funds with
operating funds, which is prohibited under the
Condominium and Cooperative Acts to preserve
the purpose and tax status of reserves. 

A mandated evaluation of buildings (three
stories or higher) that assesses the structural
condition of critical components like roofs, load-
bearing walls, and electrical systems, estimating
costs and timelines for repairs. 

The transfer of control from a developer to unit
owners, typically occurring once a certain
percentage of units are sold, as defined in
governing statutes. 

A process by which association members vote to
reduce or eliminate reserve funding for a budget
year, requiring approval through limited proxies
and compliance with statutory requirements. 

This section is an opportunity to express
gratitude to all those who contributed to the
development of this book. It also recognizes the
collaborative effort involved in creating a
comprehensive guide for reserve fund
management. 

The minimum number of members or board
attendees required to conduct official business
or make binding decisions during a meeting, as
outlined in the association’s governing
documents. 

A reserve funding approach that combines
multiple assets into a single reserve account,
with contributions calculated to ensure
adequate funds are available when needed for
repairs or replacements. 

A reserve funding method that divides the
estimated replacement cost of an asset by its
useful life, calculating annual contributions in
equal increments over the asset's lifespan. 

Funds used for the day-to-day operational
expenses of the association, such as utilities,
administrative costs, and routine maintenance. 

An additional charge imposed on unit owners
to cover unexpected expenses or deficiencies
in the budget, typically for major repairs or
replacements not covered by reserves. 

The earnings generated from investments
made with reserve funds, which must remain
with the reserve account unless reallocated
through a membership vote. 

Community leaders and board members
who shared their real-world insights and
experiences. 
Financial and legal experts whose
guidance ensured accuracy and clarity
in presenting complex topics. 
The dedicated team at Gray Systems,
Inc., for their hard work and commitment
to providing education for community
associations.
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Appendix 

Appendix A: Sample Reserve Study 

Appendix B: Template for Reserve Policies 

A reserve study evaluates shared assets, their remaining useful life, replacement costs, and funding
requirements. Below is an example: 

Purpose: Ensure funds are available for capital expenditures and deferred maintenance. 

Scope: Include items such as roofs, painting, and paving. 

Funding Method: Use straight line or pooling methods. 

Annual Review: Update reserve estimates yearly. 

Approval Process: Specify procedures for budget and adjustment approvals. 
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Closing Remarks 

Thank you for taking the time to explore the intricate world of reserves and replacement
funds. Your dedication to understanding this vital aspect of community management
reflects your commitment to the long-term success of your association and the well-
being of its members. 

Writing this book has been a labor of passion and expertise, and I sincerely hope it
equips you with the tools and confidence needed to manage reserve funds effectively.
These funds are more than just numbers; they represent the shared future of your
community—a future built on trust, sustainability, and proactive planning. 

I encourage you to revisit the concepts outlined in this book as your community evolves.
Reserve management is a dynamic process, and continuous learning will always be your
ally in creating a thriving, resilient neighborhood. 

A special thank you goes to all board members, managers, and homeowners who work
tirelessly to uphold the values of their associations. Your efforts do not go unnoticed,
and your dedication makes a difference every single day. 

Here’s to building stronger communities together. 

Warm regards, 
Fred R. Gray 
President, Gray Systems, Inc. 
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strategic financial foresight!


