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 “A diligent visual inspection of the accessible 
areas of the major components that the 
association is obligated to repair, replace, 
restore or maintain” – Civil Code section 5550

 “..boards must review the association’s 
reserve study…annually and shall consider 
and implement appropriate adjustments to 
the reserve account requirements.”  - Civil 
Code section 5550



 Per the Civil Code:
◦ The initial study is a full evaluation and compilation 

of all applicable components

◦ The study must be updated annually

 PMLA updates our study monthly

◦ Every three years the study must be updated with a 
complete on-site review

 PMLA uses an outside professional to conduct our on-
site review update



 Four part test:

◦A common area maintenance 
responsibility

◦A limited useful life – generally <30 
years

◦A predictable remaining useful life

◦Above a minimum threshold of cost –
generally >$1K



 Identification of the major components the 
Association is responsible to maintain

 Estimate of the Useful Life and remaining 
Useful Life of the component

 Estimated current cost of replacing each 
component

 Estimated necessary contributions to the 
Reserve Fund

 Projected Reserve Fund Balance

 Percent funded calculation



◦ Asset has a $100,000 initial cost

◦ Asset has an estimated useful life of 10 years

◦ For each year of the asset’s useful life $10,000 
should be contributed to the Reserve Fund in 
order to achieve full (100%) funding.

◦ After 4 years the fund should contain $40,000

◦ At the end of the useful life (10 years) the 
Reserve fund should contain $100,000.  Sufficient 
to replace the asset.

◦ It does not mean that $100,000 is in the fund at 
all times, only at the end of the asset’s life



 How much of the estimated replacement cost of all 
the components is currently in the Reserve?

◦ For example:  $100,000 asset with a 10 year life 
after 4 years of use.

 Should the balance be $100,000?

 Should the balance be $40,000?

 A balance of $40,000 would mean that the percent 
funded would be 100%.

 This calculation is performed for all components as 
a whole.  The resulting percentage = Percent 
Funded



 Deferred maintenance

 Reduced property value

 Potential litigation due to damage

 Increased cost of eventual 
repairs/replacement

 Liability to Board members for gross 
negligence, breach of CC&R’s, breach of 
fiduciary duty.
◦ Personal liability



 100%

 75%

 50%
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 The State of California does not require any 
specific level of funding.  Therefore the 
required minimum funding level is…..

 0%



 Per Board Resolution we are to achieve 
65% funding by the year 2029.

 Current PMLA Reserve Funding Level –
30%



 What is the proper level of funding?
◦ “If your reserves are in the 0-30% funding range, 

you can expect frequent and significant Special 
Assessments.”  - Adams Kessler Attorneys on 
Davis-Stirling.com

◦ “Associations in the 70-100% funding range are 
considered financially strong, and Special 
Assessments should be rare.” Adams Kessler 
Attorneys on Davis-Stirling.com

◦ “It should be no surprise that healthy reserves 
increase property values and improve sales.” Adams 
Kessler Attorneys on Davis-Stirling.com



 Reserve funding does not equal Reserve 
spending

 What is Reserve Funding?
◦ Monies set aside/reserved for the future repair and 

replacement of Association assets and infrastructure.

◦ Pool concept

◦ Not specific to items

 What is Reserve Spending?
◦ Most are budgeted

◦ Those items to be repaired/replaced in a specific 
year, primarily the current or budgeted year.

◦ Allows for unplanned/unbudgeted expenditures















 True or False:
◦ Reserve Funding directly impacts the amount of 

your annual assessment

◦ True.  Reserve funding becomes part of the annual 
assessment due from all property owners.

 True or False:
◦ Reserve Spending directly impacts the amount of 

your annual assessment

◦ False – While there is an indirect impact, the level of 
Reserve Spending does not have a direct impact on 
the amount of the annual assessment



 “Why should I pay for something in the future 
that I probably won’t use?”
◦ Reserve funds actually pay for the current usage 

that is received and must be replaced in the future.

 “If we build up a large Reserve fund a future 
Board might decide to use it for a pet project 
or something outside of the Reserve.”
◦ Current and future Boards have a fiduciary 

responsibility to maintain the proper level of 
Reserves in order to insure that the major repairs 
and replacements are paid for.



 “The Reserve study is flawed and does not 
really reflect the required future costs to 
repair or replace the major components of 
the Association.”
◦ While it is true that the study contains a degree of 

variability it does provide a basis for funding future 
needs.  Some items will cost less and others will 
cost more.  In addition the timing of these 
expenses is always subject to change depending on 
the condition and usage of the asset.  It is far better 
to have the funds available then to require a Special 
Assessment or inter-fund borrowing.



 “The projected value of the Reserve fund in 
20 or 30 years is way to high.  How can we 
justify that much money being set aside.”
◦ As with any long term projection the future balance 

of the Reserve fund is subject to constant change as 
conditions change and requirements vary.  In 
addition with PMLA now over 40 years old the level 
of required funding to maintain our infrastructure 
will only increase as the facilities continue to age.




