
 
  
As the summer comes to a close, HOAs in Idaho should consider budgets 
  
Before your HOA Board crunches next year’s numbers, have you given consideration into using 
a professional association management service to determine your budget?   Management 
companies provide a varying array of financial services that are specific to HOAs, but more 
importantly, they are unbiased and do not have a vested interest in your community, which 
makes them ideally unbiased.   
  
Because HOAs are membership-based, all homeowners have an equal say and a vested, 
sometimes an emotionally charged, interest in every decision of their community.  Hiring a 
third party service, especially to handle the books, decreases an organization’s risk of 
exposure.   
  
If you live in an HOA, all homeowners and their Board, share in the potential for liability which 
may include substantial assessments to the entire community.  A specialized management 
company brings expertise that will stretch your association’s financial dollars and build a more 
financially-stable association.   
  
HOAs that fail financially are the result of one Board member who is allowed to independently 
handle the financial decisions for the entire association.  Their personal motivation draws those 
with a limited understanding of cost projections and who are unable to access resources that 
cater to an association’s vision.  In many cases, these individuals volunteered their time to gain 
control over others and force an agenda.  This misplaced motivation increases the liability for 
every member of the association and opens the entire HOA up to law suits or unnecessary 
assessments. 



  
 
 
 
Wouldn’t you sleep better at night knowing your association’s financial records are being run by 
an insured, third party and qualified business?   
  
Here are some basic approaches that Michael Madson, President of MGM Association 
Management, and who has run a Meridian-based HOA management company for the past 20 
years suggests: 

1. Use last year's numbers 
 
 
“That's called historical-based budgeting.  It's easy and fast “HOA Boards should do the 
research to justify how much money they'll need for the upcoming fiscal year.  It's a 
process known as Historical-based budgeting,” he said.  Historical-based budgeting is 
the more conservative approach and actively involves the attention of each Board 
member. 

The other method is called zero-based budgeting.  Starting at Zero in every category and 
building the budget from the ground up. 
 
  

2. Build a relationship with your contracts 
 
 
If you keep a good relationship with your vendors they can adjust the cost of their 
services to keep your business knowing you are a good client and understanding your 
needs. 
 
 
For example, Landscapers who have a good relationship will bring to the table ways they 
can cut your costs, or in the event that your expectations increase, they can help you 
understand what your options are. 

When it comes to insurance policies, Madson says, ”I recommended getting insurance 
bids at least every three years,”.  Coverage and cost may change and it is a god way to 
be sure reviews have been done by your provider. 
 

3. A Board should have vision 
 
 
“Self-managed boards are often unaware of these budgeting options, because they lack 
the correct lens to see the needs of their HOA,” says Madson.   He suggests to look for 



association managers who are members of the Community Association Institute (CAI), a 
national HOA organization that requires competency in financial budgeting, training and 
education.  He said that these affiliations can guide associations toward a better 
community vision and financial stability.   
 
 
Furthermore, Mike states that, “a professional management company can offer a menu 
of services, not just financial oversight.  Boards can pick and choose specific duties such 
as managing a project, like landscape maintenance, or community inspections, providing 
immediate access to their financial statements or paying dues online.” 

If you are interested in learning more about the Community Association Institute (CAI) or 
financial services specific to HOAs, contact MGM Association Management at (208) 846-9189, 
or visit their website at www.gomgm.com. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

http://www.gomgm.com/


 

Understanding HOA Lingo – What is a Reserve Fund? 

 
Why are reserve funds important? 
It is the HOA’s responsibility to maintain the common area of the community. Reserve funds allow an HOA to 
handle repairs, replacements, and emergency situations without having to put added pressure on homeowners. These 
funds are a safeguard that can prevent emergency collection situations where the Board is faced with unfavorable 
options for addressing a common area issue. In addition to ensuring that the common area can be maintained, 
healthy reserves also increase property values within the community. 

What happens if there are no reserve funds? 
If an HOA does not have reserves, they only have two choices: to significantly increase homeowner dues or levy 
special assessments. Either way, it is most likely going to cause a rift in your association and will not create a long 
term solution. 

How do we know how much we should have in reserves? 
Determining how much should be in your HOA’s reserve funds requires planning. In order to properly plan, a 
reserve study should be conducted. This will alert the Board to any replacements or repairs that should be 
anticipated and when they will need to be done. Most reserve studies will provide a twenty to thirty year forecast so 
that proper planning can be done. A reserve study can then be used as a budgeting tool that will allow the Board to 
determine how much money should be in the reserve fund and how they will achieve that goal. While they do 
provide reliable information that should be used to make planning decisions years in advance, California law 
dictates that a reserve study must be conducted every three years. As things can change depending on environmental 
and external elements, periodical reserve studies are necessary for accurate planning. 

How do we get these extra funds? 
To ensure that your HOA’s reserves are properly funded, you should analyze current association fees. If you have a 
reserve fund, how much money is available for potential maintenance? If you don’t have enough to meet predicted 
costs, you will have to implement moderate increases over time to the association fees each homeowner pays. 

We have reserves in place, now what? 
Having the bare minimum amount of available funds to meet predicted costs isn’t enough to keep things afloat. The 
Board should plan for future costs and create a strategy for maintaining reserve funds. Maintaining moderate 
increases that are reasonably implemented will allow the HOA to continuously add to reserve funds without making 
any major, immediate changes. This will allow the Board to set the community up for success without putting severe 
pressure on homeowners. 
Unexpected expenses are inevitable, reserve funds are there as a safety net to ensure that the association can handle 
these situations when they arise. Be a responsible leader and speak to your Walters Management team about the 
steps you should take to set up healthy reserves for your community. 

http://www.waltersmanagement.com/the-buzz/understanding-hoa-lingo-what-is-a-reserve-fund/ 
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HOA Finances: Best Practices for a Smooth Budget 
Process 
March 2009 

Does your association have a budget? If it does, how is it prepared? Is it even followed? 
Here, Sima L. Kirsch, a principal at the Law Office of Sima L. Kirsch P.C. in Chicago, 
provides tips for creating a budget process that works well for nearly all associations. 

Know fundamentals first 

Start your budget process by understanding why budgeting is important. Aside from the 
obvious benefit of creating a well-run association, having a solid budgeting process 
helps protect the value and marketability of your association's units. Without it, says 
Kirsch, lenders may be unwilling to lend for the purchase of a unit or to the association, 
and buyers may feel burdened and walk away because they don't want to assume the 
fallout of bad decision-making in prior years. 

Next, recommends Kirsch, make sure your board understands and adopts certain basic 
tenets: 

• Your fiduciary duty requires consistent planning, the application of standard 
business practices, and, where applicable, mandates of your state law. 

• You can't accomplish fiscal security and structural stability in a single budget 
cycle. A three- to five-year model works best. 

• All decisions must be based on the objective, its affordability, the benefit to the 
association, and adjustments for uncertainty, which should be formed by 
consensus. 

• Always have proper reserves—they're akin to insurance, and you wouldn't 
underinsure your building. Adequate reserves allow you to spread the 
uncertainty and cost of major repairs and replacements over a determined time. 

• Special assessments aren't intended to cover items that are typically capital 
reserve items. If you're passing one or more special assessment a year, it's time 
to increase your assessments because you're probably not prepared for an 
emergency, either. 

Be smart and conservative 

Most service costs and contracts, utilities, and the economy in general are 
unpredictable. Couple that uncertainty with the occasional emergency and the fact that 
many small- to medium-sized associations are under assessed and under reserved, 
according to Kirsch, and your board needs to be conservative in its projections. For 
example: 

• Base income on assessment receivables only. Anything else is speculative. 
• Adjust your association's cost projections to reflect today's economic conditions, 

not what you hope the economy will look like in the next year. 



• Operating funds that you project will remain at the end of any year should be 
between 10-20 percent of your association's annual assessments. In addition, 
you shouldn't consider those amounts part of the available dollars when you 
prepare the next year's budget. 

• If more than five percent of your annual assessments are delinquent, provide for 
a "bad debt" line item. 

• Provide a line item for your insurance deductible. 

Look for savings 

Cost containment isn't easy, says Kirsch, but if your board adopts routine steps, you'll 
produce savings. Have an annual onsite insurance evaluation of all of your buildings, no 
matter their size. Also have a reserve study or general inspection performed every 
three to five years to coincide with your three- to five-year budget plans. 

Project your cash flow for the year on a monthly basis. That will allow you to hedge 
against a shortage during the periods of your association's greatest expenditures. Think 
about energy efficiency. Whenever possible, replace older equipment with energy-
efficient solutions that will cost less and provide a substantial rebate over time. 

"Remember that as board members, you're held to a [high] standard when handling 
and making decisions concerning association funds," says Kirsch. "Good budgeting 
stabilizes finances, which maintains your owners' quality of life, allows for continuity of 
services, and minimizes the chances for the unexpected." 
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