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Abstract 

This paper shows that creating an equitable reserve fund model requires a benchmark analysis and that 

current provincial legislation needs to be updated nation-wide to focus on equity. The equitability of a 

reserve fund plan does not depend on a lack of special assessments, but on reducing the reserve fund 

deficiency while gradually increasing contributions and avoiding special assessments where possible. 

Future legislation should focus on the equity of funding models and require benchmark analyses, though 

it should not specify how to eliminate the deficiency. 

 

Legislation 

A review of the existing provincial and territorial condominium acts shows that, while not explicitly stated, 

the general legislative intent is to avoid special assessments where possible.  

 

Alberta    contributions must be sufficient to fund expenditures 

British Columbia  no funding purpose stated 

Manitoba   contributions must maintain the reserve fund 

New Brunswick   contributions must offset expenditures  

Newfoundland & Labrador contributions must be adequate to fund expenditures 

Northwest Territories  contributions must be adequate to provide for expenditures 

Nova Scotia   contributions must adequately offset expenditures 

Nunavut   no reserve fund legislation 

Ontario    contributions must be sufficient to fund expenditures 

PEI    no reserve fund legislation 

Quebec    contributions are based on the cost of expenditures 

Saskatchewan   contributions provide for expected and unexpected expenditures 

Yukon    reserve fund legislation in development 
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If it exists, each province and territory’s legislation is essentially trying to avoid special assessments. This 

is not explicitly stated, and there is technically no legislative reason why each year’s reserve fund 

contributions cannot be so variable that they equal the expected expenditures in the coming year, thereby 

becoming special assessments with a different name. Nova Scotia is the only province or territory that 

specifically legislates that a reserve fund balance can never go below zero, but this is obvious: if your 

balance is below zero, that money came from somewhere, and legislation would seem to prefer that it 

came from stable annual contributions rather than loans or special assessments. 

 

The Need for Equitable Models 

The indirect goal of reserve fund legislation is to create equitable funding models. The two main reasons 

to avoid special assessments are to smooth out reserve expenditures making it more likely that the repair 

and replacement work will get done when it should, and to ensure that one year’s owners do not have to 

contribute more than their fair share. It should not cost one owner $10,000 more than the previous year’s 

owner simply because the building envelope had to be replaced that year, given that they both had the 

use of an envelope for one year. With perfect understanding of perfect information the changing market 

value of the condominium would offset this expenditure; however, if the purpose of a reserve fund study 

was simply to inform owners and buyers of upcoming expenditures then every province would follow BC, 

saying nothing about contribution levels in the purpose of the study. It is not even BC’s intent to simply 

provide this information given that it legislates minimum contribution levels, indicating that they also 

acknowledge regular contributions to be preferable to highly variable contributions. 

Equity is an important goal for any reserve fund plan. In a new condominium, contributions to the reserve 

should reflect the actual cost to repair and replace components such that no one year’s owners are stuck 

overpaying for someone else’s inadequate contributions. Equity gets more complicated for existing 

condominiums, involving both long-term and short-term considerations that are discussed in this paper.  

To help illustrate these concepts I have used a real-life example from a large condominium, though it has 

been modestly adjusted to better reflect the average case. To simplify the discussion, no minimum 

(threshold) balance was used.  

Benchmark Analysis is the term given to the calculated values of each year’s Fully Funded Contribution, 

Fully Funded Closing Balance, and Reserve Fund Deficiency. These terms are defined when they are used 

on page 6. 
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Long-Term Considerations 

Contributions that show no special assessments in an arbitrary period have not necessarily prepared for 

all expenditures, and are thus not necessarily equitable. Consider Funding Plan 1 which (although it 

admittedly follows a strange contribution schedule) shows a funding model that does not predict any 

special assessments in the next 30 years.  

 

Funding Plan 1 

Funding Plan 1 is not equitable, though it predicts no special assessments, because it has not adequately 

prepared the condominium for expenditures after 2044. Thus a model is not necessarily equitable though 

it eliminates special assessments within 30 years. Funding Plan 2 shows the exact same plan for 40 years. 

Notice the special assessment in the 31st year (2044).  

 

Funding Plan 2 
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A larger time frame is not the answer to eliminating special assessments. Note Funding Plan 3, a different 

and reasonable funding model that predicts no special assessments until 2104. 

 

Funding Plan 3 

The longer time frame raises the issue of a condominium’s end of life. The focus of this paper is on the 

benchmark analysis so we will leave the end of life discussion out, assuming that the lifespan of this 

condominium ends in 100 years. The concepts presented here will not change if the lifespan is assumed 

to be 50 years or 150 years, and the imprecision inherent in long term economic forecasting does not 

affect the concepts presented in this paper unless otherwise stated. For now, it is enough to note that at 

some point there will be no more reserve expenditures, therefore no more balance is required. The 

reserve fund is always sufficiently and fully funded at the end of the condominium’s life—if there is a 

balance it is returned to the owners (a final expenditure, of sorts), and if there is an existing loan it is paid 

by the owners (a special assessment). In the last example, the condominium becomes fully funded in 2108, 

despite not equitably preparing the condominium for its expenditures (as seen by the avoidable special 

assessment in 2104). Thus a reserve fund that becomes fully funded in an arbitrary future year is not 

necessarily equitable.  

Equitability is also not guaranteed simply by a lack of special assessments. Consider Funding Plan 4. 

 

Funding Plan 4 

Funding Plan 4 presents an inequitable funding plan, though it projects no special assessments and it 

becomes fully funded. Let’s look closer at the final 20 years of the plan: 
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The owners in most of the final 20 years are stuck paying far more than their fair share. In 2107 the annual 

contributions are almost $5 million, though there is only approximately $15 million left in expenditures 

over the next 7 years. Compare that to 2111 where the contributions are less than $325,000 with 

remaining expenditures costing more than $5.5 million. Previous years need to pay more if the owners in 

2107 are going to be able to lower their payments without unfairly shifting the funding burden onto future 

owners. Where did the $325,000 come from? This is calculated using the method explained later in this 

report, but for now just realize that, since most of the expenditures making up that $5.5 million have a 20 

year lifespan, each year should be roughly paying 1/20 of the $5.5 million (ignoring inflation and interest).  

How much more should previous owners pay? We can keep adjusting the model until no one has to pay 

anything in the last 20 years, but that does not seem fair; you should be paying for your year’s usage of 

each component. But if this is true, where do the 2114 owners pay their contributions? They get a year’s 

worth of components, but if they pay any money into the fund they will just get it back at the end of the 

year when the condominium is dissolved. In fact, the 2114 owners pay for their contributions by having 

the contributory value of their improvements decrease: thus we conclude that each year should pay for 

its share of the next expenditure for every component.  

The intention of a reserve fund is not to charge condominiums for the depreciation of their assets, but 

rather to sufficiently fund (without special assessments if possible) major repairs and replacements. Thus 

a condominium should not reserve an amount that reflects the depreciation of their current assets; they 

should reserve an amount that equitably prepares them for the next expenditure of each asset. The 

calculation of this amount is called the Fully Funded Contribution and is part of what is required for a 

Benchmark Analysis.  

In a building with no deficiency, an equitable contribution towards a future component is therefore 

defined as a recurring annual payment made over the lifespan of the existing component, such that the 

sum of the payments equals the cost of the new component in the replacement year. The annual payment 

should be the same amount each year in real dollars (as defined by localized CPI inflation) rather than 

nominal dollars, and the sum of the payments should equal the replacement cost when you factor interest 

into the equation. Figure 1 shows how choosing whether to include CPI inflation and interest affects the 
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annual contributions using a component with a $1,000 replacement cost, a 5 year lifespan, 2% CPI 

inflation, and 3% interest as an example. The example assumes that the replacement is made at the end 

of five years and (when applicable) payments are made into an interest-bearing account regularly 

throughout the year.  

 

Figure 1 

Funding Plan 5 shows the same model as Funding Plan 4 with three important added variables that make 

up the heart of the Benchmark Analysis. The Fully Funded Contribution is the sum of the annual 

contributions for each component (taking interest and inflation into account) as illustrated by the purple 

line in Figure 1 above. The Fully Funded Closing Balance is the sum of the amounts that the condominium 

needs to have in any given year to fund each component’s repair/replacement, assuming it continues 

paying and investing according to the equitable Fully Funded Contribution levels. The Reserve Fund 

Deficiency is the difference between the Fully Funded Closing Balance and the actual Closing Balance.  

 

Funding Plan 5 

It is now obvious why this model is not equitable: the deficiency is allowed to increase until 2095. The 

deficiency is always eliminated at the end of a condominium’s life as both the actual closing balance and 

the fully funded closing balance become zero. The only way to decrease a deficiency (assuming accurate 

costs and lifespans) is to contribute more than the fully funded contribution plus the interest lost from 

having an insufficient balance. Therefore this model is unfair because it burdens 14 years of owners (from 

2095 to 2108) with the repayment of the entire accrued deficiency. An owner in 2095 who plans to hold 

his or her unit until 2104 is forced to over-contribute in regular contributions or special assessments due 

to insufficient past funding.  

 $160

 $165

 $170

 $175

 $180

 $185

 $190

 $195

 $200

 $205

 $210

 $215

1 2 3 4 5

No inflation
or interest

Inflation but
no interest

Interest but
no inflation

Inflation and
Interest

0

10,000,000

20,000,000

30,000,000

40,000,000

50,000,000

60,000,000
Adequate Funding Schedule

Special Levy

Expenditures From
Reserve

Closing Balance

Recommended
Contribution

Fully Funded
Contribution

Fully Funded Closing
Balance

Reserve Fund
Deficiency



Page 7 of 9 
 

An equitable funding plan does not increase a reserve fund deficiency in real dollars in the long term. A 

plan that simply leaves future owners with the same deficiency in real dollars is not equitable because it 

has left them with less time to pay off the same deficiency. A plan that maintains a reserve fund deficiency 

in nominal dollars is more equitable, but this too cannot continue forever. Funding Plan 6 shows a funding 

model that gradually reduces a deficiency until it reaches zero by the end of the condominium’s life.  

 

Funding Plan 6 

Funding Plan 6, short-term goals aside, is equitable given its inequitable starting position in that each 

year’s owner contributes their fair share of each component plus an equal portion of the existing 

deficiency. Arguments can be made for different ways to distribute the repayment of this deficiency, 

including funding greater portions of the deficiency in years with larger real dollar contributions and the 

opposite, funding lesser portions of the deficiency in years with larger real dollar contributions. However, 

these models are not pragmatic due to short-term considerations (discussed below), their reliance on an 

incredibly unpredictable end of life date, and the immense imprecision in forecasting expenditures 30 

years away, let alone 100. Fortunately, we can apply these equity principles in our shorter-term models. 

It is possible for a condominium to choose a funding model that is more aggressive than equitable, as seen 

in Funding Plan 7: 

 

Funding Plan 7 

This model seems inequitable as it burdens the first 30 years of owners with the repayment of the entire 

deficiency. However, it should still be a legislatively permissible funding option because the current 

owners are making the decision to overfund for a time at their own expense, and not at the expense of 

future owners. Thus unnecessary overfunding is equitable because it burdens the very owners who 

choose to overfund, to the benefit of future owners. 
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Short-Term Considerations 

So far we have seen that a model that eventually achieves full funding without predicting a special 

assessment is not necessarily equitable. We have also seen that the equity of a funding plan depends on 

how it affects the reserve fund deficiency, which is calculated using a benchmark analysis. We have not, 

however, considered any short-term funding goals. 

Funding Plan 8 has the same expenses as all the previous models with an extra expenditure in 2014 for 

illustration purposes. 

 

Funding Plan 8 

This funding model shows a special assessment next year and gradually increasing contributions which 

lead to another special assessment 17 years into the model. The contribution plan takes into consideration 

the fact that it is more onerous for next year’s owners to contribute an amount equal to their Fully Funded 

Contribution than it is for owners in ten years to do the same; this condominium has a history of 

underfunding that has led them to expect and plan for low condominium fees. It is not fair to give them 

only a few months’ notice of drastic increases.  

There is no way to avoid the first special assessment without recommending a contribution so high that 

it becomes a special assessment with a different name. Thus, pragmatically, special assessments are 

permissible in an equitable funding plan. 

Similarly, the second assessment cannot be avoided without contributions that are drastically higher than 

previously expected—having a “one-special-assessment” funding plan is unfairly burdensome for this 

condominium. Can this second special assessment also be included in an equitable funding plan? What if 

the second special assessment was projected to occur ten years earlier or later? Where do we draw the 

line between equitable and inequitable special assessments? We have already seen that a funding model 

without a special assessment is not necessarily sufficient, and we have just seen that a special assessment 

is allowed in a sufficient funding model. Thus special assessments seem to be permissible—although not 

desirable—in the short term, and the argument for how permissible a special assessment is will depend 
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on so many non-quantifiable factors that it is hardly even worth considering theoretically. The equitability 

of a given funding plan depends on how it balances the various goals of a particular condominium.  

The argument for the equitability of Funding Plan 8 is that it plans a contribution schedule that balances 

a lack of special assessments with equitable and manageable contribution increases, while also prioritizing 

an eventual depletion of the deficiency. Long term, this model predicts no further special assessments 

and, with stable increases of the localized construction inflation rate, full funding (the elimination of the 

deficiency) by 2093. Thus there are many possible equitable schedules for this condominium, all of which, 

however, are critically informed by the benchmark analysis. 

 

Conclusion 

Legislation should be updated to shift the funding emphasis from covering future expenditures to creating 

equitable contribution schedules. The implied intention of each province and territory’s current legislation 

is to equitably distribute the repayment of the deficiency over the lifespan of the condominium, though a 

legal reading will currently allow for almost any funding plan.  

Every reserve fund study needs to include a benchmark analysis. Without one it is impossible to know if a 

funding model is equitable, given the importance of managing the deficiency. Every benchmark should 

include Fully Funded Contributions which create Fully Funded Closing Balances which, in turn, are used to 

calculate Deficiencies that properly account for interest and CPI inflation. A reserve fund planner has no 

way of ensuring equitable contributions without a benchmark because the availability of funds does not 

ensure equity even over the entire life of a condominium, and certainly not over an arbitrary time period.  

Equitable schedules will be varied. They may see the deficiency eliminated well in advance of the 

condominium’s end of life. They may suggest gradual contribution increases that initially allow for an 

increasing deficiency (albeit at a decreasing rate), and they may or may not involve special assessments. 

Legislation should not recommend specific funding model requirements. It may be tempting to legislate 

that a condominium contribute at least as much as the Fully Funded Contributions, enough to keep the 

deficiency from increasing in real or nominal dollars, or at a rate that eliminates the deficiency within a 

certain time. However, funding models are too complicated, end-of-life dates are too speculative, and 

condominiums are too varied to be sure that sweeping legislation would create equitable models. There 

can and should be many different opinions on how to equitably contribute to each reserve fund. 

Specifically, you cannot resolve through legislation the tension between gradual contribution increases, a 

lack of special assessments, and an eventual (though not necessarily immediately) decreasing deficiency.  

 

Areas for Further Consideration 

More research could be done with respect to end of life dates for condominiums. This may include 

expected lifespans and standard deviations for condominiums and equitable funding considerations for 

premature or delayed ends of life. 

Another paper could be written considering equitable contributions with an existing reserve fund surplus.  


