Navigating through this Tough Real Estate Market
The recession has hit nearly every sector of our economy including community associations.  Foreclosures or delinquency rates are at about 1 in 10 homes nationwide, slightly ahead of our national unemployment rate.  Foreclosure rates are the highest in many years for many states and second highest rates ever on record for Wisconsin where I am from.  While Milwaukee County was hit with near record foreclosures in 2008, Waukesha County seems to have caught up in January and the news is not likely to get better any time soon.  As I write this, nearly 100 foreclosures occurred in a single day in Wisconsin.  While we don’t know of any easy way to monitor what is happening specifically within community associations, if you are a Board Member, it is fairly easy to see what is happening in your neighborhood or municipality.  At what point will this affect the operation of your community association?

This season, the Crescent Condominium in which I live, was socked with high snow removal expenses.  In spring, we will endure higher than normal landscape costs as we repair salt damage and recondition areas adjacent to pavement and sidewalks.  So far, there are no delinquencies relating to our collections of our annual assessments.  However, you can see that a combination of higher operating costs coupled with delinquencies can and will affect one of three areas in your budget: maintenance, landscape or reserves.  From experience, you might be aware that these three areas of expense offer discretion as to how much your association might fund from year to year.  Deferring expenditures in any of these three areas might adversely affect the curb appeal of your home at a time when we are battling to preserve the values of our homes.  After all, many of us serve on a Board to help ensure the value of our associations. So what to do if your association is faced with significant delinquencies?
Aside from the collection process, the experts will tell you not to defer maintenance but you might be able to shift certain maintenance projects out 6 months to a year or more.  Maintenance contractors are faced with the recession as well.  As such, you might be able to negotiate a lower-than-expected contract price for a whole host of items.  If you don’t have delinquencies, consider accelerating projects, both maintenance and replacement, to obtain an overall lower cost.  If you do have delinquencies, consider implementing only those projects you can afford and are deemed essential to minimize the life-cycle cost of your common elements.  For example, deferring an exterior paint application when needed will result in damage to and the need for replacement of exterior wood elements.  Deferring an interior paint application or carpet replacement in a common hallway will have no adverse effect.  How can you determine which projects are essential?

Many associations refer to their reserve study for guidance in determining which projects are essential.  The “condition assessment” contained in your reserve study should have sufficient information about critical conditions on big ticket items that justify the need for replacement.  If these critical conditions do not exist, replacement in total may not be needed.  An update to your existing reserve study will revisit the “condition assessment” to determine which common elements are critical or in need of immediate replacement.  Your Reserve Specialist, if also an engineer, can provide additional key independent advice toward making these informed decisions.

It is essential to choose a Reserve Specialist who truly understands an association’s financial limitations, can describe in a narrative report to the Board the condition of your common elements, and can prioritize capital projects to best serve the homeowners.  Here are some tips to assist you in selecting a professional Reserve Specialist. 
Who’s Doing Your Reserve Study?  When retaining a Reserve Specialist, it’s important to know the background and experience of the firm working with your property.  Asking a few simple questions can help you select an experienced and reputable provider.  

Does the firm have full-time employees or do they subcontract portions of your reserve study to property inspectors or other “industry experts?”  What are the credentials of their employees?  Are they a registered professional engineers or merely home inspectors?  Do they hold professional designations such as Reserve Specialist (RS) or Professional Reserve Analyst (PRA)?  These credentials confirm that your provider has relevant education and speaks volumes about the expertise of the firm and its staff.  

Does your “expert” specialize in reserve studies? Ask “what percentage of the company’s work relates to reserve studies?”  Go with company who specializes in reserve studies versus a firm that does reserve studies as a sideline.  Experts who specialize in reserve studies impart their knowledge gained from success stories of other communities.  Go with the expert!  

Is there a conflict of interest surrounding your reserve study? If a roofing contractor told you that your roof needed to be replaced would you think him or her to be a bit biased?  This is a good example of why it’s important to have your reserve study conducted by an independent third party.  If your Reserve Specialist has no vested interest in the outcome, the results of the study will be an objective opinion, free of any real or perceived conflict of interest.  Conflict of interest can also occur if the person who conducts the reserve study manages capital projects or sits on the Board.  Advice garnered in this manner may not represent your community association’s best interests.  It’s also wise to choose an outside party who does not live at the association.  This helps to eliminate any real or perceived agendas inside-the-association for pet projects or unwise deferral of a necessary project. Retaining a firm that specializes in reserve studies is the best way to obtain an unbiased, independent and objective opinion for your property.  
Two heads are better than one.  “What is the level of the expert’s staff involvement in your reserve study?” is a good question to ask.  Are others from the firm, besides the inspector, involved in the analysis and review of your property?  Look for a firm who utilizes credentialed experts and a “team review system”, rather than just a single person.  A “one-man” shop can limit the expertise your association needs in making informed decisions about its replacements.  Together, a team of engineers or specialists can determine the most accurate “condition assessment” and realistic funding plan for your association.  Pooling a firm’s experience offers thorough, expert advice in addition to providing quality control.
Experience is a key.  A credentialed Reserve Specialist should also demonstrate significant local experience through references of similar type properties.  Local experience translates to expert cost-saving advice for your association.  Ask if they belong to organizations that credential Reserve Specialists such as Community Associations Institute (CAI) and Association of Professional Reserve Analysts (APRA).  Activity in such organizations indicates interest in staying on top of industry standards and happenings.
Reserve Study Report - The appearance and thoroughness of the Reserve Study Proposal is a good indicator of the professionalism you can expect from the Reserve Specialist.  Does their proposal for a professional Reserve Study include:
· 30-year physical and financial analysis?
· Inventory of common elements with useful lives, remaining useful lives, future replacement costs, and a funding plan to establish sufficient reserves?
· Condition assessments with narrative descriptions of specific problems and solutions for each common element to maximize their useful lives and help define your capital spending programs for easy contractor bidding?  
· Realistic (adequate-not-excessive) reserve contributions based on the preferred Cash Flow Funding Method and minimum yet stable reserve funding?  
· Local basis for replacement costs of the common elements supported by local market data?  (not national averages)
· Compliance with your state’s condominium statutes and the American Institute of Certified Public Accountants (AICPA) Audit Guide?
· Certification (stamped) as compliant with Community Association Institute industry standards?
· Free future consultation to discuss your reserve study at any time?
Intangibles Have Great Value - Was the firm responsive with the proposal?  Do they return your calls promptly?  Does the consultant “listen” to you?  Do they deliver what they promise?  These are all little things that when combined, provide both management and the association board a high level of comfort and trust that their choice was the right one.

Now is the time to carefully review the property replacement needs of your community.  Holding back on certain projects might actually do your association more harm than good.  Opportunities to minimize reserve expenditures through competitive bidding may abound in this depressed economy.  As such, selecting the right replacement projects is essential in an economy where delinquencies can affect the operations of community associations.  Your reserve study can be a key tool in making these informed decisions.
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