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w;hat is a reserve fund, and
why do we need a reserve
fund study? The Condo-

minium Act, 1998 requires all Ontario
condominium corporations to maintain
a dedicated fund (called a reserve fund)
to pay for the major repair and replace-
ment of the common elements and
assets of the Corporation. A reserve
fund study is an independent study pre-
pared by a qualified reserve fund plan-
ner. It identifies the future major repair
and replacement needs of the common
elements, and determines how much
money should be set aside each year to
adequately cover the projected expendi-
tures.

The Condominium Act outlines the fre-
quency and general methodology for
reserve fund studies, and identifies who
is qualified to prepare them. However,
there can be significant variations in the
experience level and approach between
consultants. As the outcome of the
study is influenced, in part, by the
approach and judgement of the reserve
fund planner, it is important that you
choose an experienced and reputable
consultant to prepare your study.

A reserve fund balance is not a good
indicator of the fund's health. A reserve
fund study calculates a schedule of con-
tributions based on project expendi-
tures. A reserve fund balance will, and
should, fluctuate from year to year. A
corporation that has recently invested
in significant component renewal may
correctly have a low reserve fund bal-
ance, while a corporation with a hefty
balance, but several large projects
planned in the upcoming year or two,
may actually be underfunded.

A reserve fund is meant to be spent. It
is not a rainy day fund that is meant to
be guarded. If the study has been pre-
pared correctly, the funding plan will
have optimized contribution levels
against the forecasted expenses, assum-
ing that the projects in the plan will be
carried out generally as planned.
Obviously, there will be variations in
the timing, scope, and cost of each proj-
ect and this is normal. However, annu-
al contributions are set based on the
expenditures included in the plan, so
Boards should not have reservations
about implementing legitimate reserve
fund projects that are included in the

plan simply for fear of depleting the
balance.

Interior refurbishments are discre-
tionary, but necessary to maintain prop-
erty value. Boards have an obligation
not only to repair or replace building
components that are worn or broken,
but to maintain the property value on
behalf of all unit owners. While interi-
or finishes and decorative elements are
not critical to building operation, they
can significantly affect the marketabil-
ity of the units. Interior refurbishment
projects may have more flexibility in
timing and scope, but they are no less
legitimate a reserve expenditure than a
boiler replacement.

There is a wide range in the scope and
cost of interior refurbishments, and
higher-end or design-intensive finishes
will have a different cost, durabil i ty,
and impact than modest or less design-
intensive schemes. It is the Board's
responsibility, on behalf of all unit own-
ers, to make prudent decisions that bal-
ance costs with the benefits.

Not all common element repairs/
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replacements are legitimate reserve
fund expenditures. The Condominium
Act specifically states that the reserve
fund may not be used for additions,
alterations, or improvements. The Act
does provide for replacement using
materials that are appropriate in accor-
dance with current construction stan-
dards. As construction standards change
over time, this provision can be open
to interpretation. It is the Board's
responsibility, working with their prop-
erty manager, auditor, and/or legal
counsel, to interpret these requirements
responsibly, and ensure that only those
expenses allowed by the Act are drawn
from the Reserve.

The study requires routine updates. The
reserve fund study is based on a num-
ber of assumptions, based on the condi-
tions observed at a specific point in
time, and the input provided by the
board and management of the day. The
performance of certain building com-
ponents, the cost of certain materials,
the long-term vision for the property,
etc., can all change over time. For this
reason, the Condominium Act requires
that the study be updated every three
years, alternating with and without site
visits. Generally speaking, interim
updates are not required unless, per-
haps, a large unexpected expenditure
arises when the fund balance is rela-
tively low.

A well-developed funding model will
set the stage for financial stability and
a well-maintained and marketable con-
dominium in future years. •
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