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February 10, 20156 

 
Mr. Clyde Borraccini, President 
Starlight Cove Homeowners Association 
12241 Fairway Pines Drive 
Boynton Beach, Florida 33437 
 
Subject: Full Reserve Study Report for 
  Starlight Cove Community Located in 
  Boynton Beach, Florida 33437 
 
Dear Mr. Borraccini,  
 
On January 18 and 28, 2016, we completed an on-site inspection of the roadway areas throughout the 
community. In addition, asphalt/rock base corings and asphalt density compaction tests were performed 
to obtain representative samples of the existing roadway materials. The purpose of this report is to aid 
your Homeowners Association (HOA) in making a determination for cash reserves that are needed for 
future repair and/or replacement of short-lived site components.  
 
The report focuses on asphalt pavement component only, its estimated useful life, adjusted life, scheduled 
replacement date, and current cost to repair and/or replace. Pricing used for the repair/seal coat and 
resurface costs utilized in this report are derived from a variety of sources (i.e., current contractors bids, 
national cost estimating data base – 2016 RS Means). This report is classified as a full reserve study under 
the guidelines of the National Reserve Study Standards of the Community Associations Institute.  
 
This report is our professional opinion and based upon observed current conditions and state of repair 
and/or replacement needs. Items may not last as long as projected or may exceed their estimated lives. 
Influences such as weather, catastrophe, improper maintenance, physical abuse, or abnormal use can 
affect these lives and/or replacement costs. When such occurrences happen, another inspection should 
be made and a new revised study prepared. While we have attempted to create a useful tool for the 
association to plan their needs, the actual reserves set aside are solely at the association’s discretion. The 
findings of this study are not for use in performing an audit, quality/forensic analyses, or background 
checks of historical records.  
 
In completing this report, our professionals completed the physical on-site inspection of the subject 
property. To aid with this study and to determine current roadway pavement condition, five (5) 
destructive testing samples (i.e. asphalt/rock base samples) were performed during the inspection. 
Current financial data, including the actual reserve fund balance(s) as of the analysis date, provided by 
the HOA, were utilized in the completion of this report. This data was not audited, and was assumed to 
be complete and correct. Our estimated repair/seal coat and resurface costs took into account 
contingencies inherent to this type of work. The report was prepared utilizing the information gathered 
in the field and our estimated costs as referenced above.  
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If you have any questions or require further clarification of the report findings, please contact me at your 
convenience via email at mgsadat@sadatengineering.com or phone at (267) 566-1674. Thank you for the 
opportunity to be of service to Sadat Engineering, Inc. 
 
Yours very truly, 
Sadat Engineering, Inc. 

 
 
 
 
 

_______________________ 
Mounir G. Sadat, PE, F. ASCE 
CEO & President 
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Introduction 

A Reserve Study is the art and science of anticipating, and preparing for, an association’s major common 
area repair and replacement expenses. Partially art, because in this field we are making projections about 
the future. Partially science, because our work is a process of research and analysis along well defined 
methodologies. 
  
In this Report you will find the Reserve Component List (what you are reserving for). It contains our 
estimates for Useful Life, Remaining Useful Life, and the current repair or replacement cost for each major 
component the association is obligated to maintain. Based on that List and your starting balance we 
computed the association’s Reserve Fund Strength (measured as “Percent Funded”), and created a 
recommended multi-year Reserve Funding Plan to offset future Reserve expenses. 
 
As the physical assets age and deteriorate, it is important to accumulate financial assets to keep the two 
“in balance”. A stable Reserve Funding Plan that offsets the irregular Reserve expenses will ensure that 
each owner pays their own “fair share” of ongoing common area deterioration.  
 
Methodology 

Which Physical Assets are Covered by Reserves? 
 
There is a national-standard four-part test to determine which expenses should be funded through 
Reserves. First, it must be a common area maintenance responsibility. Second, the component must have 
a limited life. Third, the limited life must be predictable (or it by definition is a “surprise” which cannot be 
accurately anticipated). Fourth, the component must be above a minimum threshold cost. This limits 
Reserve Components to major, predictable expenses. Within this framework, it is inappropriate to include 
“lifetime” components, unpredictable expenses (such as damage due to fire, flood, or earthquake), and 
expenses more appropriately handled from the Operational Budget or as an insured loss. 
 
How are Useful Life and Remaining Useful Life established? 
 

1) Visual Inspection (observed wear and age) 
2) Association Reserves database of experience 
3) Client Component History 
4) Vendor Evaluation and Recommendation 
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Project Overview 

The subject of this reserve study is the roadway areas within Starlight Cove Community, a 187 unit 
residential development located in Boynton Beach, Florida. The roadway areas were constructed at or 
near 1990, and include paved roadways and parking areas. As of the date of our physical inspection, the 
existing asphalt materials show signs of normal wear in most areas. Some areas show signs of surface 
erosion, cracking around structures and edges, minor surface cracking and larger cracks in some areas. 
The roadways appear well drained and a high water table does not seem to be a problem. This will vary 
due to rains and seasonal variations, however it does not pose a problem to the subgrade or rock base 
portion of the roadways. Some areas were observed with larger cracks and cracking around utility 
structures may need patching during that time and should be addressed on an as-needed basis. Seal 
coating of the existing asphalt surfaces can extend the useful life of the roadway pavements. Additional 
information regarding current pavement condition is included herein (See Item Parameters – Full Detail). 
 

Reserves are only calculated for the replacement of short-lived site components. This includes 
components that require replacement prior to the overall estimated end life of the structures. This report 
is designed to provide reasonable, appropriate budgetary cost and useful life data based on market 
standards for the subject’s property type and in compliance with Florida statutes. Florida Statutes require 
consideration for all site items that have an estimated repair or replacement cost above $10,000.  
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Property Location 
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Funding Analysis 

There are two generally accepted means of estimating reserves; the Component Funding Analysis and the 

Cash Flow Analysis methodologies.    

The Component Funding Analysis (or Straight Line Method) – It calculates the annual contribution 

amount for each individual line item component by dividing the component’s unfunded balance by its 

remaining useful life. A component’s unfunded balance is its replacement cost less the reserve balance in 

the component at the beginning of the analysis period.  The annual contribution rate for each individual 

line item component is then summed to calculate the total annual contribution rate for this analysis.    

The Cash Flow Analysis (or Pooling Method) – It is a method of calculating reserve contributions where 

contributions to the reserve funds are designed to offset the variable annual expenditures from the 

reserve fund.  This analysis recognizes interest income attributable to reserve accounts over the period of 

the analysis. Funds from the beginning balances are pooled together and a yearly contribution rate is 

calculated to arrive at a positive cash flow and reserve account balance to adequately fund the future 

projected expenditures throughout the period of the analysis.   

Prior to December 23, 2002, Florida statute mandated that condominium associations calculate reserves 

via the Component Funding Analysis method, on an annual basis.  Funding at less than 100% of the fully 

funded estimate, based on the Component Funding Analysis method, could occur only after a full vote of 

the association membership.  As of December 23, 2002, amendments to the Florida Administrative Code 

recognize the Cash Flow Analysis method as an approved methodology for the calculation of reserve 

funding for condominium associations. The fund requirement estimated by the Cash Flow Analysis 

method can now be provided to the membership, on an annual basis as a fully funded figure.  The analysis 

must be completed as a portion of the association's annual budget, include the total estimated useful 

lives, estimated remaining useful lives, and estimated replacement cost/deferred maintenance expenses 

of all assets in the reserve budget (i.e., minimum roofing, painting, paving and any other item with a 

replacement/repair cost over $10,000), and the estimated fund balance of the pooled reserve account as 

of the beginning of the period for which the budget will be in effect.     

If the association maintains a pooled account for reserves, the amount of the contribution to the pooled 

reserve account as disclosed on the proposed budget shall be not less than that required to ensure that 

the balance on hand at the beginning of the period for which the budget will go into effect plus the 

projected annual cash inflows over the remaining estimated useful lives of all of the assets that make up 

the reserve pool are equal to or greater than the projected annual cash outflows over the remaining 

estimated useful lives of all of the assets that make up the reserve pool, based on the current reserve 

analysis.  The projected annual cash inflows may include estimated earnings from investment of principal; 

the association may include annual percentage increases in costs for the reserve components, but these 

increases are not mandated. Fully funded reserve contributions utilizing this methodology may not include 

future special assessments, and the annual funding levels cannot include percentage increases. 
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Reserve Analysis 

This part of the Reserve Study involved an analysis based on a 30-year period. Construction cost data is 

derived from a variety of sources (e.g., recent contractor bids, national construction cost estimating data 

base – 2016 RS Means). The costs were used to determine the present day repair or replacement expenses 

for each of the elements as illustrated in this report.   

Projected future component expenditures should include a factor for inflation/deflation for the 30-year 

projection period, or the report shall include a disclosure that inflation/deflation has been omitted.  

Inflation/deflation rates applied shall be disclosed in the reserve study report. If inflation/deflation is 

reported differently or omitted for certain time periods, that fact shall be disclosed. For this study, the 

present day values are inflated to account for historical increases in construction costs. Given the present 

day expense, the future expense is calculated using the “future value of a single amount formula” as 

follows: 

F = P (1 + IR)n 

 
Where: 

 
F = future expense 
P = present day expense  
IR = inflation rate expressed as a decimal  
N = number of years until future expense occurs 

 
How much Reserves are enough? 
 
Your Reserve cash Balance can measure reserves, but the true measure is whether the funds are 
adequate. Adequacy is measured in a two-step process: 
 

1) Calculate the association’s Fully Funded Balance (FFB). 
2) Compare to the Reserve Fund Balance, and express as a percentage. 

 
The FFB grows as assets age and the Reserve needs of 
the association increase, but shrinks when projects 
are accomplished and the Reserve needs of the 
association decrease. The Fully Funded Balance 
changes each year, and is a moving but predictable 
target. 
 
Special assessments and deferred maintenance are 
common when the Percent Funded is below 30%. 
While the 100% point is Ideal, a Reserve Fund in the 
70% -130% range is considered “strong” because in 
this range cash flow problems are rare. 
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Measuring your Reserves by Percent Funded tells how well prepared your association is for upcoming 
Reserve expenses. 
 
How much should be contributed? 
 
There are four Funding Principles that we balance in developing your Reserve Funding Plan. Our first 
objective is to design a plan that provides you with sufficient cash to perform your Reserve projects on 
time. A stable contribution rate is desirable because it is a hallmark of a proactive plan.  
 
Reserve contributions that are evenly distributed over the 
years, enable each owner to pay their “fair share” of the 
association’s Reserve expenses (this means we recommend 
special assessments only when all other options have been 
exhausted). And finally, we develop a plan that is fiscally 
responsible and “safe” for Board members to recommend to 
their association. 
 
What is the Recommended Funding Goal? 
 
Maintaining the Reserve Fund at a level equal to the physical deterioration that has occurred is called “Full 
Funding” the Reserves (100% Funded). As each asset ages and becomes “used up”, the Reserve Fund 
grows proportionally. As stated previously, associations in the 100% range rarely experience special 
assessments or deferred maintenance. 
 
Allowing the Reserves to fall close to zero, but not below zero, 
is called Baseline Funding. In these associations, deterioration 
occurs without matching Reserve contributions. With a low 
Percent Funded, special assessments and deferred 
maintenance are common. 
 
Threshold Funding is the title of all other objectives randomly 
selected between Baseline Funding and Full Funding.  
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Executive Summary 

PROPERTY DATA 

Property Name:  Starlight Cove  
Property Location: Boynton Beach, Florida      
Property Type:  Home Owners Association (HOA) 
Total Units:   187 
 
Report Run Date:  February 8, 2016  
Budget Year Begins:  January 1, 2016  
Budget Year Ends:  December 31, 2016 
 
PROJECTED COMPONENT CATEGORIES AND PARAMETERS  
Component Categories in Reserve Analysis: 
 

1. Pavement – Repair/ Seal Coat 
2. Pavement - Resurface 

 
Projected Starting Reserve Balance: .......................................................................................$105,866 
Fully Funded Reserve Balance: ...............................................................................................$189,978 
Average Reserve Deficit (Surplus) Per Unit: ..............................................................................$449.80 
Percent Funded: ..........................................................................................................................55.7% 
100% Full Funding 2016 Annual Reserve Contribution: …............................................................$4,000 
 
Recommended Annual Reserve Contribution Rate Starting in 2017: ………………….......................$15,000 
Recommended Special Assessment in 2020: …...........................................................................$75,000 
 
Economic Assumptions: 
 
Net Annual Interest Earnings Accruing to Reserves.........................................................................0.9% 
Annual Inflation Rate ...................................................................................................................3.00% 
 

 Your Reserve Fund is 13.1% Funded. Comparatively, the 70-100%level is where associations 
statistically enjoy fiscal stability with low risk of special assessment and/or deferred 
maintenance. 

 Based on this starting point and your anticipated future expenses, our recommendation is to 
increase your Reserve Contributions to within the 70% to 100% Full Funding range as noted 
above (Tables and charts herein reflect Full Funding as our recommended contribution). This is 
clearly needed in order to have sufficient reserve funds for pavement resurfacing anticipated in 
Year 2020. At that time, a one-time assessment would be required as shown on Table4 and 5 
herein. 
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Reserve Budget  
 
PROJECTED EXPENSES 

Tables 1-5 below show the array of current and projected future expenses at your association. As expenses 
are based on the average of our Best Case and Worst Case projections, inflated appropriately for future 
years. 
 
A summary of this information is shown in Table 5, while details of the projects that make up this 
information are shown in Table 4. Since this is a projection about future events that may or may not take 
place as anticipated, we feel more certain about “near-term” projects than those many years away. While 
this Reserve Study is a one-year document, it is based on 30 years worth of looking forward into the future. 
 
RESERVE FUND STATUS 
 
The starting point for our financial analysis is your Reserve Fund balance as provided to us by the HOA, 
projected to be $105,866 as-of the start of your Fiscal Year on January 1, 2016. As of January 1, 2016, your 
Fully Funded Balance is computed to be $189,978 (see Tables 3 & 5). This figure represents the 
deteriorated value of your common area components. Comparing your Reserve Balance to your Fully 
Funded Balance indicates your Reserves are 56% Funded. 
 
RECOMMENDED FUNDING PLAN 
 
Based on your current Percent Funded and your projected cash flow requirements, we are recommending 
an increase in your current Reserve contributions of $4,000/year to $15,000/year ($1,250/month) starting 
in Fiscal Year 2017 and implement a special assessment of $75,000 in Fiscal Year 2020 to ensure sufficient 
funds for the anticipated pavement resurfacing project. This represents the 30-year Funding Plan shown 
in Tables 3 & 4 below.  
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Component Funding Analysis 
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The 2015 Florida Statutes 
Chapters 718, 719 & 720 

 
The Condominium Act, 1995 
The Cooperative Act, 1997 

 
CONDOMINIUMS 718.112 (2)(f) 2 & 3 
COOPERATIVES  719.106 (1)(j) 2 & 3 
 
2. In addition to annual operating expenses, the budget shall include reserve accounts for capital 
expenditures and deferred maintenance. These accounts shall include, but are not limited to, roof 
replacement, building painting, and pavement resurfacing, regardless of the amount of deferred 
maintenance expense or replacement cost, and for any other item for which the deferred maintenance 
expense or replacement cost exceeds $10,000. The amount to be reserved shall be computed by means 
of a formula which is based upon estimated remaining useful life and estimated replacement cost or 
deferred maintenance expense of each reserve item. The association may adjust replacement reserve 
assessments annually to take into account any changes in estimates or extension of the useful life of a 
reserve item caused by deferred maintenance. This subsection does not apply to budgets in which the 
members of an association have, by a majority vote at a duly called meeting of the association, determined 
for a fiscal year to provide no reserves or reserves less adequate than required by this subsection. 
However, prior to turnover of control of an association by a developer to unit owners other than a 
developer pursuant to s. 718.301, the developer may vote to waive the reserves or reduce the funding of 
reserves for the first 2 years of the operation of the association, after which time reserves may only be 
waived or reduced upon the vote of a majority of all nondeveloper voting interests voting in person or by 
limited proxy at a duly called meeting of the association. If a meeting of the unit owners has been called 
to determine to provide no reserves or reserves less adequate than required, and such result is not 
attained or a quorum is not attained, the reserves as included in the budget shall go into effect.  
 
3. Reserve funds and any interest accruing thereon shall remain in the reserve account or accounts, and 
shall be used only for authorized reserve expenditures unless their use for other purposes is approved in 
advance by a vote of the majority of the voting interests, voting in person or by limited proxy at a duly 
called meeting of the association. Prior to turnover of control of an association by a developer to unit 
owners other than the developer pursuant to 718.301, the developer-controlled association shall not vote 
to use reserves for purposes other than that for which they were intended without the approval of a 
majority of all nondeveloper voting interests, voting in person or by limited proxy at a duly called meeting 
of the association. 
 
HOMEOWNERS’S ASSOCIATIONS 720.303 (6)(a) – (h) 
 
(6) BUDGETS 

(a) The association shall prepare an annual budget that sets out the annual operating expenses. The 
budget must reflect the estimated revenues and expenses for that year and the estimated surplus or 
deficit as of the end of the current year. The budget must set out separately all fees or charges paid 
for by the association for recreational amenities, whether owned by the association, the developer, 
or another person. The association shall provide each member with a copy of the annual budget or a 
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written notice that a copy of the budget is available upon request at no charge to the member. The 
copy must be provided to the member within the time limits set forth in subsection (5). 
 
(b) In addition to annual operating expenses, the budget may include reserve accounts for capital 
expenditures and deferred maintenance for which the association is responsible. If reserve accounts 
are not established pursuant to paragraph (d), funding of such reserves is limited to the extent that 
the governing documents limit increases in assessments, including reserves. If the budget of the 
association includes reserve accounts established pursuant to paragraph (d), such reserves shall be 
determined, maintained, and waived in the manner provided in this subsection. Once an association 
provides for reserve accounts pursuant to paragraph (d), the association shall thereafter determine, 
maintain, and waive reserves in compliance with this subsection. This section does not preclude the 
termination of a reserve account established pursuant to this paragraph upon approval of a majority 
of the total voting interests of the association. Upon such approval, the terminating reserve account 
shall be removed from the budget. 
 
(c)1. If the budget of the association does not provide for reserve accounts pursuant to paragraph 
(d) and the association is responsible for the repair and maintenance of capital improvements that 
may result in a special assessment if reserves are not provided, each financial report for the preceding 
fiscal year required by subsection (7) must contain the following statement in conspicuous type: 

THE BUDGET OF THE ASSOCIATION DOES NOT PROVIDE FOR RESERVE ACCOUNTS FOR CAPITAL 
EXPENDITURES AND DEFERRED MAINTENANCE THAT MAY RESULT IN SPECIAL ASSESSMENTS. 
OWNERS MAY ELECT TO PROVIDE FOR RESERVE ACCOUNTS PURSUANT TO 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. 

2. If the budget of the association does provide for funding accounts for deferred expenditures, 
including, but not limited to, funds for capital expenditures and deferred maintenance, but such 
accounts are not created or established pursuant to paragraph (d), each financial report for the 
preceding fiscal year required under subsection (7) must also contain the following 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 PURSUANT TO 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. 

(d) An association is deemed to have provided for reserve accounts if reserve accounts have been 
initially established by the developer or if the membership of the association affirmatively elects to 
provide for reserves. If reserve accounts are established by the developer, the budget must designate 
the components for which the reserve accounts may be used. If reserve accounts are not initially 
provided by the developer, the membership of the association may elect to do so upon the affirmative 
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approval of a majority of the total voting interests of the association. Such approval may be obtained 
by vote of the members at a duly called meeting of the membership or by the written consent of a 
majority of the total voting interests of the association. The approval action of the membership must 
state that reserve accounts shall be provided for in the budget and must designate the components 
for which the reserve accounts are to be established. Upon approval by the membership, the board 
of directors shall include the required reserve accounts in the budget in the next fiscal year following 
the approval and each year thereafter. Once established as provided in this subsection, the reserve 
accounts must be funded or maintained or have their funding waived in the manner provided in 
paragraph (f). 
 
(e) The amount to be reserved in any account established shall be computed by means of a formula 
that is based upon estimated remaining useful life and estimated replacement cost or deferred 
maintenance expense of each reserve item. The association may adjust replacement reserve 
assessments annually to take into account any changes in estimates of cost or useful life of a reserve 
item. 
 
(f) After one or more reserve accounts are established, the membership of the association, upon a 
majority vote at a meeting at which a quorum is present, may provide for no reserves or less reserves 
than required by this section. If a meeting of the unit owners has been called to determine whether 
to waive or reduce the funding of reserves and such result is not achieved or a quorum is not present, 
the reserves as included in the budget go into effect. After the turnover, the developer may vote its 
voting interest to waive or reduce the funding of reserves. Any vote taken pursuant to this subsection 
to waive or reduce reserves is applicable only to one budget year. 
 
(g) Funding formulas for reserves authorized by this section must be based on a separate analysis of 
each of the required assets or a pooled analysis of two or more of the required assets. 

1. If the association maintains separate reserve accounts for each of the required assets, the 
amount of the contribution to each reserve account is the sum of the following two calculations: 
a. The total amount necessary, if any, to bring a negative component balance to zero. 
b. The total estimated deferred maintenance expense or estimated replacement cost of the 
reserve component less the estimated balance of the reserve component as of the beginning of 
the period the budget will be in effect. The remainder, if greater than zero, shall be divided by the 
estimated remaining useful life of the component. 

The formula may be adjusted each year for changes in estimates and deferred maintenance 
performed during the year and may include factors such as inflation and earnings on invested 
funds. 

2. If the association maintains a pooled account of two or more of the required reserve assets, 
the amount of the contribution to the pooled reserve account as disclosed on the proposed 
budget may not be less than that required to ensure that the balance on hand at the beginning of 
the period the budget will go into effect plus the projected annual cash inflows over the remaining 
estimated useful life of all of the assets that make up the reserve pool are equal to or greater than 
the projected annual cash outflows over the remaining estimated useful lives of all the assets that 
make up the reserve pool, based on the current reserve analysis. The projected annual cash 
inflows may include estimated earnings from investment of principal and accounts receivable 
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minus the allowance for doubtful accounts. The reserve funding formula may not include any type 
of balloon payments. 

 
(h) Reserve funds and any interest accruing thereon shall remain in the reserve account or accounts 
and shall be used only for authorized reserve expenditures unless their use for other purposes is 
approved in advance by a majority vote at a meeting at which a quorum is present. Prior to turnover 
of control of an association by a developer to parcel owners, the developer-controlled association 
shall not vote to use reserves for purposes other than those for which they were intended without 
the approval of a majority of all nondeveloper voting interests voting in person or by limited proxy at 
a duly called meeting of the association. 
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Florida Administrative Code Reserve Requirements 
 
61B-22.001 Definitions.  For the purposes of this chapter, the following definitions shall apply:  

(2) “Capital expenditure” means an expenditure of funds for the purchase of an asset whose life is 
greater than one year in length, or the replacement of an asset whose life is greater than one year in 
length, or the addition to an asset which extends the life of the previously existing asset for a period 
greater than one year.  
(3) “Deferred maintenance” means any maintenance or repair that will be performed less frequently 
than yearly and will result in maintaining the life of an asset; and  
 (4) “Reserves” means any funds which are restricted for deferred maintenance and capital 
expenditures, including the items required by section 718.112(2)(f)2, Florida Statutes, and any other 
funds restricted as to use by the condominium documents or the condominium association. 
“Contingency reserves” which are not restricted as to use by the condominium documents or by the 
association shall not be considered reserves within the meaning of this rule.  

 
61B-22.003 Budgets.  Required elements for estimated operating budgets.  The budget for each 
association shall: 

(d) Include all estimated common expenses or expenditures of the association including the 
categories set forth in section 718.504(20)(c), Florida Statutes.  Reserves for capital expenditures and 
deferred maintenance required by section 718.112(2)(f), Florida Statutes, must be included in the 
proposed annual budget and shall not be waived or reduced prior to the mailing to unit owners of a 
proposed annual budget.  If the estimated common expense for any category set forth in the statute 
is not applicable, the category shall be listed followed by an indication that the expense is not 
applicable; 
(e) Include a schedule stating each reserve account for capital expenditures and deferred 
maintenance as a separate line item with the following minimum disclosures; 

1. The total estimated useful life of the asset; 
2. The estimated remaining useful life of the asset; 
3. The estimated replacement cost or deferred maintenance expense of the asset; 
4. The estimated fund balance as of the beginning of the period for which the budget will be 
in effect; and, 
5. The developer’s total funding obligation, when all units are sold, for each converter 
reserve account established pursuant to section 718.618, Florida Statutes, if applicable. 

(f) Include a separate schedule of any other reserve funds to be restricted by the association as a 
separate line item with the following minimum disclosures; 

1. The intended use of the restricted funds; and 
2. The estimated fund balance of the item as of the beginning of the period for which the 
budget will be in effect. 

(g) “Contingency reserves” and any other categories of expense which are not restricted as to use 
shall be stated in the operating portion of the budget rather than the reserve portion of the budget. 

 
61B-22.005 Reserves.  Reserves required by statute.  Reserves required by section 718.112(2)(f), Florida 
Statutes, for capital expenditures and deferred maintenance including roofing, painting, paving, and any 
other item for which the deferred maintenance expense or replacement cost of an item exceeds $10,000 
shall be included in the budget.  For the purpose of determining whether the deferred maintenance 
expense or replacement cost of an item exceeds $10,000, the association may consider each asset of the 
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association separately.  Alternatively, the replacement cost of an item exceeds $10,000, the association 
may group similar or related assets together.  For example, an association responsible for the 
maintenance of two swimming pools, each of which will separately require $6,000 of total deferred 
maintenance, may establish a pool reserve, but is not required to do so.    
 
61B-22.0051 Estimating Reserve Requirements. 

(1) Formula for calculation of reserves required by statute.  Reserves for deferred maintenance and 
capital expenditures required by section 718.112(2)(f), Florida Statutes, shall be calculated using a 
formula which will provide funds equal to the total estimated deferred maintenance expense or total 
estimated replacement cost for an asset over the remaining useful life of the asset.  The formula shall 
provide funds in annual increments and may be adjusted each year for changes in estimates.  The 
formula may consider such factors as inflation and interest or other earnings rates, but must include 
the following: 

(a) The estimated remaining useful life of the asset; 
(b) The estimated deferred maintenance expense or estimated replacement cost of the 
asset; and, 
(c) The estimated fund balance of the reserve account as of the beginning of the period for 
which the budget will be in effect. 

(2) Estimating reserves which are not required by statute.  Reserves which are not required by section 
718.112(2)(f), Florida Statutes, are not required to be based on any specific formula. 
(3) Estimating reserves when the developer is funding converted reserves.  For the purpose of 
estimating non-converter reserves the estimated fund balance of the non-converter reserve account 
related to any asset for which the developer has established converter reserves pursuant to section 
718.618, Florida Statutes, shall be the sum of: 

(a) The developer’s total funding obligation, when all units are sold, for the converter reserve 
account pursuant to section 718.618, Florida Statutes,; and, 
(b) The estimated fund balance of the non-converter reserve account, excluding the 
developer’s converter obligation, as of the beginning of the period for which the budget will be in 
effect. 

 
61B-22.0052 Funding Requirements and Restrictions on Use. 

(1) Timely funding.  Reserves included in the adopted budget are common expenses and must be 
fully funded unless properly waived or reduced.  Reserves shall be funded in at least the same 
frequency that assessments are due from the unit owners (e.g., monthly or quarterly). 
(2) Restrictions on use.  Reserves required by section 718.112(2)(f), Florida Statutes, and other 
reserves included on the adopted budget, shall only be used for the purposes for which they were 
intended unless their use for other purposes is approved in advance by the unit owners according to 
section 718.112(2)(f)3, Florida Statutes.  In a multi-condominium association, the same procedures 
which are specified for the waiving or reduction of reserves shall apply where an association seeks to 
use reserve funds for purposes other than which the funds were originally reserved.  Expenditure of 
unallocated interest income earned on reserve funds is restricted to any of the capital expenditures, 
deferred maintenance or other items for which reserve accounts have been established. 

 
61B-22.0053 Waiver of Reserves. 

(1) Annual vote required to waive reserves.  Any vote to waive or reduce reserves for capital 
expenditures and deferred maintenance required by section 718.112(2)(f)2, Florida Statutes, shall be 
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effective for only one annual budget, and the vote must be taken annually.  Additionally, in a multi-
condominium association, no waiver or reduction is effective as to a particular condominium unless 
conducted at a meeting at which a majority of the voting interests in that condominium are present, 
in person or by proxy, and a majority of those present in person or by limited proxy vote to waive or 
reduce reserves. 
(2) Developer voting restrictions.  Prior to turnover, the developer may cast votes to waive or reduce 
reserves during the first two fiscal years only, beginning with the date of the recording of the 
declaration.  In the case of a multi-condominium association, this restriction applies to the association's 
first two fiscal years beginning with the recording of the initial declaration. 

 
61B-22.006 Financial Reporting Requirements. 

(3) Disclosure requirements.  The financial statements required by sections 718.111(14) and 
718.301(4), Florida Statutes, shall contain the following disclosures within the financial statements, 
notes, or supplementary information: 

(a) The following reserve disclosures shall be made regardless of whether reserves have been 
waived for the fiscal period covered by the financial statements: 
1. The beginning balance in each reserve account as of the beginning of the fiscal period 
covered by the financial statements; 
2. The amount of assessments and other additions to each reserve account, including 
authorized transfers from other reserve accounts; 
3. The amount expended or removed from each reserve account, including authorized 
transfers to other reserve accounts; 
4. The ending balance in each reserve account as of the end of the fiscal period covered by 
the financial statements; 
5. The manner by which reserve items were estimated, the date the estimates were last 
made, the association’s policies for allocating reserve fund interest, and whether reserves have 
been waived during the period covered by the financial statements; and, 
6. If the developer has established converter reserves pursuant to section 718.618(1), 
Florida Statutes, each converter reserve account shall be identified and include the disclosures 
required by this rule. 
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Chapter 61B – 22, Florida Administrative Code 
Summary of Rule Amendments 

 
61B-22.003 Budgets 

- Recognizes the use of a pooled account for reserves and provides that a schedule showing each 
reserve account is not necessary if a pooled account for reserves is used. 
- Provides an alternate disclosure method for the use of a pooled account for reserves. 

 
61B-22.005 Reserves 

- Recognizes the concept of funding a group of assets using a pooled analysis of two or more 
required assets and provides requirements and direction related to the pooled account method. 
- Clarifies that the chosen reserve funding formula shall not include any type of balloon payment. 

 

Amended Rule Text 
 
61B – 22.003 Budgets  

(e) Unless the association maintains a pooled account for reserves required by Section 718.112(2)(f)2., 
Florida Statutes, the association shall include a schedule stating each reserve account for capital 
expenditures and deferred maintenance as a separate line item with the following minimum 
disclosures:  
(f) If the association maintains a pooled account for reserves required by Section 718.112(2)(f)2., 
Florida Statutes, the association shall include a separate schedule of any pooled reserves with the  
following minimum disclosures: 
 

1. The total estimated useful life of each asset within the pooled analysis; 
2. The estimated remaining useful life of each asset within the pooled analysis; 
3. The estimated replacement cost or deferred maintenance expense of each asset within 
the pooled analysis; and 
4. The estimated fund balance of the pooled reserve account as of the beginning of the 
period for which the budget will be in effect. 
(g) Include a separate schedule of any other reserve funds to be restricted by the association as a 
separate line item with the following minimum disclosures: 
1. The intended use of the restricted funds; and 
2. The estimated fund balance of the item as of the beginning of the period for which the 
budget will be in effect. 

 
61B – 22.005 Reserves 

1) Reserves required by statute.  Reserves required by Section 718.112(2)(f), Florida Statutes, for 
capital expenditures and deferred maintenance including roofing, painting, paving, and any other 
item for which the deferred maintenance expense or replacement cost exceeds $10,000 shall be 
included in the budget. For the purpose of determining whether the deferred maintenance 
expense or replacement cost of an item exceeds$10,000, the association may consider each asset 
of the association separately. Alternatively, the association may group similar or related assets 
together.  For example, an association responsible for the maintenance of two swimming pools, 
each of which will separately require $6,000 of total deferred maintenance, may establish a pool 
reserve, but it is not required to do so. 
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2) Commingling operating and reserve funds.  Associations that collect operating and reserve 

assessments as a single payment shall not be considered to have commingled the funds provided 
the reserve portion of the payment is transferred to a separate reserve account, or accounts, 
within 30 calendar days from the date such funds were deposited. 

3) Calculating reserves required by statute.  Reserves for deferred maintenance and capital 
expenditures required by Section 718.112(2)(f), Florida Statutes, shall be calculated using a 
formula that will provide funds equal to the total estimated deferred maintenance expense or 
total estimated replacement cost of an asset or group of assets over the remaining useful life of 
the asset or group of assets.  Funding formulas for reserves required by Section 718.112(2)(f), 
Florida Statutes, shall be based on either a separate analysis of each of the required assets or a 
pooled analysis of two or more of the required assets. 

(a) If the association maintains separate reserve accounts for each of the required assets, the 
amount of the current year contribution to each reserve account shall be the sum of the 
following two calculations: 

1. The total amount necessary, if any, to bring a negative account balance to $0; and 
2. The total estimated deferred maintenance expense or estimated replacement 
cost of the reserve asset less the estimated balance of the reserve account as of the 
beginning of the period for which the budget will be in effect.  The remainder, if greater 
than zero, shall be divided by the estimated remaining useful life of the asset.  The formula 
may be adjusted each year for changes in estimates and deferred maintenance performed 
during the year and may consider factors such as inflation and earnings on invested funds. 

(b) If the association maintains a pooled account of two or more of the required reserve 
assets, the amount of contribution to the pooled reserve account as disclosed on the 
proposed budget shall be not less than that required to ensure that the balance on hand at 
the beginning of the period for which the budget will go into effect plus the projected annual 
cash inflows over the remaining estimated useful lives of all of the assets that make up the 
reserve pool are equal to or greater than the projected annual cash outflows over the 
remaining estimated useful lives of all of the assets that make up the reserve pool, based on 
the current reserve analysis. The projected annual cash inflows may include estimated 
earnings from investment of principal.  The reserve funding formula shall not include any type 
of balloon payment. 
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Terms and Definitions 
 
ACCRUED FUND BALANCE (AFB): Total Accrued Depreciation. An indicator against which Actual (or 
projected) Reserve balance can be compared. The Reserve balance that is in direct proportion to the 
fraction of life “used up” of the current Repair or Replacement cost. This number is calculated for each 
component, then summed together for an association tool. Two formulae can be utilized, depending on 
the provider’s sensitivity to interest and inflation effects. Note: both yield identical results when interest 
and inflation are equivalent. 
 
  AFB = Current Cost X Effective Age/Useful Life  
       or  

AFB = (Current Cost X Effective Age/Useful Life) + [(Current Cost X Effective Age/Useful 
Life)/(1 + Interest Rate) ^ Remaining Life] – [(Current Cost X Effective Age/Useful Life) 
/(1 + Inflation Rate) ^ Remaining Life] 

 
CASH FLOW METHOD: A method of calculating Reserve Funding Plan where contributions to the Reserve 
fund are designed to offset the variable annual expenditures from the Reserve fund. Different Reserve 
Funding Plans are tested against the anticipated schedule of Reserve expenses until the desired Funding 
Goal is achieved. “Because we use the cash flow method, we compute individual line item contributions 
after the total contribution rate has been established.” See “Component Method”.  
 
CAPITAL EXPENDITURES: A capital expenditure means any expenditure of funds for: (1) the purchase or 
replacement of an asset whose useful life is greater than one year, or (2) the addition to an asset that 
extends the useful life of the previously existing asset for a period greater than one year.  
 
COMPONENT: The individual line items in the Reserve Study, developed or updated in the Physical 
Analysis. These elements form the building blocks for the Reserve Study. Components typically are: 1) 
Association responsibility, 2) with limited Useful Life expectancies, 3) predictable Remaining Useful Life 
expectancies, and 4) above a minimum threshold cost, and 5) as required by local codes. “We have 17 
components in our reserve Study.”  
 
COMPONENT ASSESSMENT AND VALUATION: The task of estimating Useful Life, Remaining Useful Life, 
and Repair or Replacement Costs for the Reserve components. This task is accomplished either with or 
without an on-site inspection, based on Level or Service selected by the client.  
 
COMPONENT FULL FUNDING: When the actual (or projected) cumulative Reserve balance for all 
components is equal to the Fully Funded Balance.  
 
COMPONENT INVENTORY: The task of selecting and quantifying Reserve Components. This task is 
accomplished through an on-site inspection, review of association design and organizational documents, 
and a review of established association precedents, and discussion with appropriate association 
representative(s).  
 
COMPONENT METHOD: A method of developing a Reserve Funding Plan where the total contribution is 
based on the sum of contributions for individual components. “Since we calculate a Reserve 
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contribution rate for each component and then sum them all together, we are using the component 
method to calculate our Reserve contributions.” See “Cash Flow Method”. 
 
CONDITION ASSESSMENT: The task of evaluating the current condition of the component based on 
observed and reported characteristics.  
CURRENT REPLACEMENT COST: See “Replacement Cost”.  
 
DEFERRED MAINTENANCE: Deferred maintenance means any maintenance or repair that: (1) will be 
performed less frequently than yearly, and (2) will result in maintaining the useful life of an asset.  
 
DEFICIT: An actual (or projected) Reserve Balance less than the Fully Funded Balance. The opposite would 
be a Surplus.  
 
EFFECTIVE AGE: The difference between Useful Life and Remaining Useful Life. Not always equivalent to 
chronological age, since some components age irregularly. Used primarily in computations.  
FINANCIAL ANALYSIS: The portion of a Reserve Study where current status of the Reserves (measured as 
cash or Percent Funded) and a recommended Reserve contribution rate (Reserve Funding Plan) are 
derived, and the projected Reserve income and expense over time is presented. The Financial Analysis is 
one of the two parts of a Reserve Study.  
 
FULLY FUNDED: When the budget is provided to the owners, it will show the amount of money that must 
be deposited that year for each reserve item to ensure that, when the time comes, sufficient funds will 
be available for deferred maintenance or a capital expenditure.  
 
FFB is the Reserve Balance that is in direct proportion to the fraction of life “used up” of the current Repair 
or Replacement cost. This benchmark balance represents the value of the deterioration of the Reserve 
Components. This number is calculated for each component, then summed together for an association 
total. 
 

FFB = (Current Cost X Effective Age) / Useful Life 
 
FUND STATUS: The status of the reserve fund as compared to an established benchmark such as percent 
funding.  
 
FUNDING PLAN: An association’s plan to provide income to a Reserve fund to offset anticipated 
expenditures from that fund.  
 
FUNDING PRINCIPLES: 

• Sufficient Funds When Required 
• Stable Contribution Rate over the Years 
• Evenly Distributed Contributions over the Years 
• Fiscally Responsible 

 
FUNDING GOALS: Independent of methodology utilized, the following represent the basic categories of 
Funding Plan goals: 
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 Baseline Funding – Establishing a Reserve funding goal of keeping the Reserve cash balance above 
zero. 

 Component Full Funding – Setting a Reserve funding goal of attaining and maintaining cumulative 
Reserves at or near 100%. 

 Statutory Funding – Establishing a Reserve funding goal of setting aside the specific minimum 
amount of Reserves of component required by local statutes. 

 Threshold Funding – Establishing a Reserve funding goal of keeping the Reserve balance above a 
specified dollar or Percent Funded amount. Depending on the threshold, this may be more or less 
conservative than “Component Full Funding.” 

 
INFLATION: Cost factors are adjusted for inflation at the rate defined in the Executive Summary and 
compounded annually. These increasing costs can be seen as you follow the recurring cycles of a 
component. 
 
INTEREST: Interest earnings on Reserve Funds are calculated using the average balance for the year 
(taking into account income and expenses through the year) and compounded monthly using the rate 
defined in the report. 
 
LIFE AND VALUATION ESTIMATES: The task of estimating Useful Life, Remaining Useful Life, and Repair 
or Replacement Costs for the Reserve Components.  
 
PERCENT FUNDED: The ratio, at a particular point of time (typically the beginning of the Fiscal Year), of 
the actual (or projected) Reserve Balance to the accrued Fund Balance, expressed as a percentage. “With 
$76,000 in Reserves, and since our 100% Funded Balance is $100,000, our association is 76% Funded”.  
 
Editor’s Note: since funds can typically be allocated from one component to another with ease, this 
parameter has no real meaning on an individual Component basis. The purpose of this parameter is to 
identify the relative strength or weakness of the entire Reserve fund as of a particular point in time. The 
value of this parameter is in providing a more stable measure of Reserve Fund strength, since cash in 
Reserves may mean very different things to different associations.  
 
PHYSICAL ANALYSIS: The portion of the Reserve Study where the Component Inventory, Condition 
Assessment, and Life and Valuation Estimate tasks are performed. This represents one of the two parts of 
the Reserve Study.  
 
REMAINING USEFUL LIFE (RUL): Also referred to as “Remaining Life” (RL). The estimated time, in years, 
that a reserve component can be expected to continue to serve its intended function. Projects anticipated 
to occur in the initial year have “zero” Remaining Useful Life.  
 
REPLACEMENT COST: The cost of replacing, repairing, or restoring a Reserve Component to its original 
functional condition. The Current Replacement Cost would be the cost to replace, repair, or restore the 
component during that particular year.  
 
RESERVE BALANCE: Actual or projected funds as of a particular point in time that the association has 
identified for use to defray to the future repair of replacement of those major components which the 
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association is obligated to maintain. Also known as Reserves, Reserve Accounts, Cash Reserves. Based on 
information provided and not audited   
 
RESERVE PROVIDER: An individual that prepares Reserve Studies.  
 
RESERVE STUDY: A budget planning tool which identifies the current status of the Reserve fund and a 
stable and equitable Funding Plan to offset the anticipated future major common area expenditures.” The 
Reserve Study consists of two parts: the Physical Analysis and the Financial Analysis. “Our budget and 
finance committee is soliciting proposals to update our Reserve Study for the next year’s budget.”  
 
RESPONSIBLE CHARGE: A reserve specialist in responsible charge of a reserve study shall render regular 
and effective supervision to those individuals performing services which directly and materially affect the 
quality and competence rendered by the reserve specialist. A reserve specialist shall maintain such 
records as are reasonably necessary to establish that the reserve specialist exercised regular and effective 
supervision of a reserve duty of which he was in responsible charge. A reserve specialist engaged in any 
of the following acts or practices shall be deemed not to have rendered the regular and effective 
supervision required herein: 

1. The regular and continuous absence from principal office premises from which professional 
services are rendered; expect for performance of field work or presence in a field office 
maintained exclusively for a specific project: 

2. The failure to personally inspect or review the work of subordinates where necessary and 
appropriate;  

3.  3. The rendering of a limited, cursory or perfunctory review of plans or projects in lieu of an 
appropriate detailed review;  

4. The failure to personally be available on a reasonable basis or with adequate advanced notice 
for consultation and inspection where circumstances require personal availability.  
 

SPECIAL ASSESSMENT: An assessment levied on the members of an association in addition to regular 
assessments. Special Assessments are often regulated by Governing Documents or local statutes. “Since 
we need a new roof and there wasn’t enough money in the Reserve fund, we had to pass a special 
assessment.”  

 
SURPLUS: An actual (or projected) Reserve Balance greater than the Fully Funded Balances. See Deficit”.  

 
USEFUL LIFE (UL): Total Useful Life or Depreciable Life. The estimated time, in years, that a reserve 
component can be expected to serve its intended function if properly constructed in its present 
application or installation.  
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Accuracy, Limitations, and Disclosures 
 
This reserve study should be reviewed carefully. It may not include all common and limited common 
element components that will require major maintenance, repair or replacement in future years, and may 
not include regular contributions to a reserve account for the cost of such maintenance, repair, or 
replacement. The failure to include a component in a reserve study, or to provide contributions to a 
reserve account for a component, may, under some circumstances, require you to pay on demand as a 
special assessment your share of common expenses for the cost of major maintenance, repair or 
replacement of a reserve component. 
 
Because we have no control over future events, we cannot claim that all the events we anticipate will 
occur as planned. We expect that inflationary trends will continue, and we expect that financial 
institutions will provide interest earnings on funds on-deposit. We believe that reasonable estimates for 
these figures are much more accurate than ignoring these economic realities. The things we can control 
are measurements, which we attempt to establish within 5% accuracy. Your starting Reserve Balance and 
current Reserve interest earnings are also numbers that can be identified with a high degree of certainty.  
 
Because both the physical status and financial status of the association change each year, this Reserve 
Study is by nature a “one-year” document. This information can and should be adjusted annually as part 
of the Reserve Study Update process so that more accurate estimates can be reflected in the Reserve 
plan. Reality often differs from even the best assumptions due to changing economic factors, physical 
factors, or ownership expectations. Because many years of financial preparation help the preparation for 
large expenses, this Report shows expenses for the next 30 years. We fully expect a number of 
adjustments will be necessary through the interim years to both the cost and timing of distant expense 
projections. It is our recommendation that your Reserve Study be updated annually. 


