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How to Plan for your Association’s Budget

Planning. Get Started Early!

To develop a successful budget, it is imperative to start planning early. Associations should

develop the budget in an objective, step-by-step manner based on historical data and

research.

Set Proper Expectations with your membership! As the Corporate Board for your

Association, it is important to never promise that assessments will not increase or that

assessments will stay the same. The Consumer Price Index (“CPI”) in the United States has

increased an average of 2.85% over the last 10 years. With the CPI increasing a staggering

7.5% in 2022 and 6.4% so far in 2023. It is recommended that an Association increase their

assessments in line with the CPI at a rate of 1.5-3% annually.

Implementing an annual increase will reduce the risk of future Special Assessments,

increase reserve funding levels, and provide adequate funds to mitigate/reduce deferred

maintenance within the Community.
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Properly Utilizing Reserve Study &Working with your Reserve Analyst

Associations are required to complete a Reserve Study in both Oregon and Washington. Each

State may have different regulations (ORS/RCW), but the process to develop and implement a

successful Reserve Study is the same.

 Conduct a Reserve Study with a qualified Analyst.

 Identify all capital components with a life expectancy of 1-30 years.

 Discuss with your Reserve Analyst the need to add drain and pressurized plumbing lines

replacement to your reserve study. The life expectancy of an ABS drain line is 50-years,

PEX 50-years, and Copper piping 70-80 years. These are large ticket projects, and unless

they are properly funded, may require large special assessments.

 Work with your Analyst to develop an accurate budget for reserve expenses for desired

projects.

 Update the Reserve Study annually.

Best Practice: Develop your annual budget around the required annual reserve allocation for

your reserve funding level and do not reduce your reserve allocation to reduce assessments.

It is recommended that an Association have a funding level of at least 70%.
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Budget Development – How to determine your Budget?

 Reserve Transfer – Work with your reserve Analyst to determine your annual reserve

allocation.

 Utilities – Contact your local utilities companies to establish if there will be rate increases.

 Prior Years Budgets vs. Expenses Incurred – Review prior years budgets and use that

historical data to determine what expenses you will have in the following year.

 Operating Expenses Relating to Capital Projects, Amendments, Scope Development, etc.

– Determine and budget for any professional fees which you may incur (legal,

management, engineering, etc.)

 Contract Review & Rate Increases – Review your existing contracted services to establish

if there will be any rate increases.

 Budget for Insurance Premiums – Contact your Insurance Broker and discuss any potential

insurance increases in for your upcoming renewal.

 Delinquent Accounts – Review your current delinquencies and properly budget for

collections expenses (Liens, legal fees, etc.) and potential bad debt write-offs.
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Budget Development – How to determine your Budget? (continued)

 Budgeting for Preventative Maintenance – Establish and budget for a preventative

maintenance (“PM”) program for each of your mechanical systems and other capital

components. These systems include HVAC, boilers, gutters, drains, plumbing, chillers,

security systems, access control systems, gates, etc.

 Staffing: Raises, Payroll Taxes, and Benefits – Review/discuss payroll and potential raises

early. This will allow time to determine your payroll, payroll taxes, and benefits. Work

with your Association Business Manager or payroll provider to determine your payroll

taxes & benefit expenses.

 Building the Final Budget – Finally, you will want to build your budget around your

recommended reserve allocation to determine your Associations annual assessments.

Best Practice: When budgeting expenses, avoid rationalizing (“we don’t need much for

maintenance because we are a new property”) or projecting (“it will be a wet winter and

spring, so we should reduce irrigation expenses” or “they are saying it will be a mild

winter, so we can postpone the roof).
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Budget Approval Process – Washington Only

 Washington RCW 64.34.308 – RCW requires that all budgets be ratified by the

membership. The ratification meeting must be held not less than 14 nor more than 60

days after the summary is mailed. Unless at the ratification meeting most of the voting

power (or such larger percentage specified in the declaration) disapproves of the budget,

the budget is ratified. Thus, ratification is automatic unless a majority of the voting power

rejects the budget. No vote to approve the budget is required since the budget is

approved unless rejected, and the normal motion procedure for approving actions of the

board need not be followed. In addition, the budget is ratified whether or not a quorum

is present; a quorum is not required to start a budget ratification meeting or to ratify the

budget.
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What is Accrual Accounting?
• Accounting method that measures the performance of an entity 

by recognizing economic events regardless of when cash 
transactions occur.

• Core concept is that revenues and expenses are recorded and 
recognized when services are rendered (revenue) or performed 
(expense).

• Provides a more accurate picture of an associations’ financial 
condition than alternative methods such as cash basis 
accounting.  

• We produce Financials under GAAP (Generally Accepted 
Accounting Principles).

• We provide a Financial Recap with our reports which essentially 
takes information from accrual and reports it as a cash basis.
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What is Fund Accounting?

• A method of segregating resources into categories (funds).

• The most common types of funds for associations are the 
operating fund and the reserve/replacement fund.

• The operating fund is used to fund the day-to-day operations of 
the association.

• The reserve fund is used to cover major repairs and capital 
replacements following an associations’ reserve study.

• Special Assessment or Community Rehab funds are generally 
used to fund larger projects such as construction defect or 
deferred maintenance. 
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Normal Monthly Financial Packets
• Financial Recap

• Balance Sheet

• Operating Budget Comparison Report

• Reserve Budget Comparison Report

• AR Aging

• Prepaid Assessment Report

• AP Aging

• General Ledger

• Check Register followed by images of paid invoices
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Special Assessment Financials

• What makes them different from your regular financials?

• Types of Special Assessments:
• Construction Rehab
• Capital Projects
• Operating Shortfall

We will look at this information in detail a little later in the 
presentation.



Monthly Financial 
Report Recap
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Monthly Financial 
Report Recap
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Association & Date

Net Cash Flow

Expense Adjustment

Month End Bank Balances

WWW.AMS-NW.COM

YTD Interest Income

Adjusted Cash Balance



Balance Sheet
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Financial Report Liabilities

Balance Sheet Liabilities
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2. Replacement Fund

These are your segregated reserve 
funds to be used only for reserve 
expense per your reserve study and/or 
maintenance plan for the association.

1 2

1. Operating Fund

These are the operating funds to be used 
for operating expenses for the 
association per your annual 
operating budget.

1 
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3. Special 
Assessment/Community Rehab
 
These are your segregated special 
assessment or construction rehab funds 
to be used only for rehab project 
expenses per your special assessment or 
community rehab resolution for 
the association.



Bank and Investment Balances

Long-Term Liabilities

Net Income

Current Liabilities
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Assessments Receivable

Prepaid Expenses



Reserves – Contract Liability

Retained Earnings
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Net Income



Financial Accounting Standards Board - ASC 606
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Newly adopted Revenue Ruling

What is this and how does it affect our financials?
For Homeowners Associations, the purpose of the change is to recognize reserve 
revenue as it is used. Reserve Funds are funding capital expenses that can be 
many years out. With this new ruling, the only reserve revenue that will be 
recorded in the year will be the reimbursement of any expenses the reserve 
account incurs during the Calendar or Fiscal Year less any earned interest.

• Operating Fund – Little to no change to existing practices
• Reserves Fund – Area of most change
• Community Rehab/Special Assessment – Varies based on the 

way it was set up – CPA will determine at year end based on 
activity



Budget Comparison 
Operating
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MTD and YTD Actual
Month to date income and 
expense for the current 
reporting period. Year to date is 
the balances received or 
expensed from the beginning of 
the year to the current 
reporting period.

MTD and YTD 
Variance
Month to date variance of the 
actual amount versus the 
monthly budgeted 
amount. Year to date variance 
is the actual amount year to 
date vs the budget year to date.

Annual Budget
This is the information from 
your approved operating 
budget for the current year.
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MTD and YTD 
Budget
Month to date budget is 1/12 of 
the annual budgeted amount 
for that GL. Year to date 
budget is 6/12's of the current 
annual budgeted amount for 
that GL.



Matching Income and 
Expenses to Budget 
Monthly/Annually

While checking your monthly 
financials, you want to pay close 
attention to your income and 
expenses. Check the MTD Actual 
to MTD Budget and your YTD 
Actual to YTD Budget. This will 
help you see how your 
association is doing each month 
according to your budget. Keep 
in mind that some expenses will 
have larger variances at different 
times of the year (especially 
seasonal).
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Current Earning
(Or Loss) 
For The Calendar Year.

Example of association that is 
currently ahead of their budget 
(bringing in more income then
they have in 
expenses). Associations are non-
profit and should not have a 
profit for the year. In this case, I 
would expect that this 
association has more expenses 
than they do income that will hit 
before the end of year to use up 
this overage.
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Budget Comparison by Cost Center 

Balance Sheet
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Bad Debt

• Writing a debt off to “Bad Debt Expense” does not mean 
that the association cannot still collect on this debt.  

• If collection efforts result in recovering some or all of a 
previously written off debt, the association would recover 
this amount from Bad Debt.  We would record it on the 
financials as revenue in the year it is recovered as 
“Recovered from Bad Debt”.  
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Allowance for Doubtful Accounts and Bad Debt Expense



Budget Comparison – Reserve
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AR Aging with Status
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Prepaid Assessments
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AP Aging
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General Ledger
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Check Register
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Special Assessments

What is different on financials with Special Assessments?  

o Financial Recap

o Balance Sheet

o Budget Comparison by Cost Center – Special 

Assessment



2. Replacement Fund

These are your segregated reserve 
funds to be used only for reserve 
expense per your reserve study and/or 
maintenance plan for the association.

1 2

1. Operating Fund

These are the operating funds to be used 
for operating expenses for the 
association per your annual 
operating budget.

1 
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3. Special 
Assessment/Community Rehab
 
These are your segregated special 
assessment or construction rehab funds 
to be used only for rehab project 
expenses per your special assessment or 
community rehab resolution for 
the association.



Budget Comparison Special 
Assessment/Construction Rehab
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Monthly Financial 
Report Recap
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Thank you for 
attending 

HOA Budgeting 
& 

Financial Training


