STATE OF NEW YORK DEPARTMENT oF LAw

OFFICE 0F ATTORNEY GENERAL ROBERT ABRAMS

TO:

FROM:

RE:

Students OATE: 12;‘{2‘5593

Reserve Fund Disclosure in Financial Statements

There is a new disclosure item to be included in financial
statements prepared by certified public accountants concerning
reserve funds established by CIRAs (Common Interest Realty

Associations).

Such disclosure appears very valuable in estimating costs
associated with funding major capital repairs or replacements.

Attached is a copy of the new provision (Booklet 012481,
Chapter 3}.

Thanks to Sheila Marino for bringing this to my attention.
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\3 Future Major Repairs and Replacements

3.01 A CIRA's primary duties are to maintain and preserve the common
property. Because the costs of maintaining and preserving common property
are shared by all owners, it is the CIRA’s duty to decide how to fund the cost
of future major repairs and replacements. CIRAs generally fund those costs by
assessing owners when funds are needed, or by budgeting for the anticipated
costs over extended time periods and collecting assessments from owners
regularly over those time periods. In certain limited circumstances, CIRAs
may borrow for these purposes. If a CIRA chooses to fund the costs over
extended time periods, it reports assessments in the fund for major repairs and
replacements.’

3.02 A CIRA may be required to assess its members for future major
repairs and replacements by statute, association documents, lenders’ require-
ments, or a decision of the board of directors supported by unit owners.
Inadequate funding for future major repairs and replacements may adversely
affect the ability of owners to sell or refinance their units, because of the
concerns of prospective buyers, or because of the difficulty of obtaining
mortgage financing under programs of various federal and quasi-federal lend-
ing-related organizations.

3.03 Before developing a funding policy for major repairs and replace-
’ « ments of common property, the board of directors is responsible for reviewing
i the governing documents and applicable state statutes. The board has the
; following options, subject to such documents and statutes, in developing a
policy:
a.  Funding through periodic assessments over the estimated life of the
common property
b.  Funding through special assessments at the time a major repair or
replacement of common property is needed
¢.  Borrowing
d. A combination of these options
3.04 To implement a policy to accumulate funds for major repairs and
replacements, a CIRA’s board of directors often needs to educate owners about
the benefits of accumulating such funds in advance through periodic assess-
ments and to understand that the systematic accumulation of funds is—
a. A means of assuring that funds for major repairs and replacements
will be available when needed.
b.  An equitable method of charging current rather than future owners
with the cost of the current use of assets.
€. A means of preserving the market value of individual units or
shares.

3.05 The document

vy

1RAs authorize their boards of directors to

bligation 10 replace and repair the common

3 G
‘\ ¥ The fund is commonly referred 1o a5 2 reserve fund in the legal documents of CIRAs and in
the industry. The term reserves is not used i this guide becsuse different meanings are atlached

1o 1t, and misinterpretations could result.
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n, because there may be uncertainties about the ability of
some owners 1o pay large special assessments, the board may consider it
preferable to fund in advance through periodic assessments. Above all, boards
of directors need to be aware that the goal of whatever policies they set should
be to enable them to mest their fiduciary duties 10 maintain and preserve the

common property.

3.06 In developing 2 plan, the age and condition of the components of the
common property are considered. The board estimates the required amounts
and, in doing so. considers such factors as useful lives, inflation, and intersst or
other earnings rates. Estimates may be based on siudies, such as engineering
reports, developed 10 determine the timing and costs for future major repairs
and replacements. A study generally includes the following:

e Identification and analysis of each major componen

property
e Estimatesof the remaining useful lives of the components

@ Estimates of the costs of replacements or repairs

3.07 Replacement information may also be obtained from contractors and

suppliers or by using tables in technical manuals on useful lives of various
components. It is useful for a board to reevaluate its estimates each vear. The

specific components of common property that a CIRA may decide 10 include

in its funding plan depend on the kind of project, its construction. and the

CIRA's applicable governing documents and state statutes. Such components
may include electrical systems, plumbing, roofs, floor coverings, seawalls,
painting. air conditioning systems. heating and hot water equipment, roads,
recreational facilities, and furniture and equipment owned or maintained by

the CIRA. Components for which there are maintenance contracts may not be

included if the contracts provide for maintznance and replacement of the

components.

Reporting Considerations

3.08 CIRAs thal assess OWDers annually for portions of future major
repairs and replacements should report thase assessed amounts separately
from amounts assessed for normal operations. If a CIRA uses fund reporting,
amounts assessed for fyture major repairs and replaczments should be
reported in the replacement fund separately from transactions in the operat
ing fund. Transiers between funds that are not part of the current-period
operating revenues should be presented only in a statement of changes in fund
balances or in a statement of changesin members’ equity,if 2 nonfund report-
ing approach Is used. (Ses paragraphs 426 and 4.30 of this guide for recom-

mended disclosures.}

property. In additio
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