HOA RESERVE FUND EXPENDITURE RESTRICTIONS

ASSOCIATION NAME: [HOMEOWNERS ASSOCIATION NAME]

ASSOCIATION ADDRESS: [ASSOCIATION STREET ADDRESS]

[CITY], [STATE] [ZIP CODE]

EFFECTIVE DATE: [EFFECTIVE DATE]

PREPARED BY: [PREPARER NAME AND TITLE]

BOARD RESOLUTION NUMBER: [RESOLUTION NUMBER]

RE: RESTRICTIONS ON THE USE AND EXPENDITURE OF RESERVE FUNDS

1. PURPOSE AND AUTHORITY

1.1 Purpose: This document sets forth the restrictions, limitations, and procedures governing the expenditure of the Association's reserve funds, and is adopted to ensure compliance with applicable governing documents and state law.

1.2 Authority: This document is adopted pursuant to Article [ARTICLE NUMBER] of the Association's Declaration of Covenants, Conditions, and Restrictions, Article [ARTICLE NUMBER] of the Bylaws, and Section [STATUTORY SECTION] of the laws of the State of [STATE].

1.3 Governing Law: The Association is subject to the provisions of [APPLICABLE STATUTE OR ACT], as amended, and any successor provisions.

2. DEFINITIONS

2.1 Reserve Funds: "Reserve Funds" means all monies held by the Association in reserve accounts, including the reserve account established for major repairs, replacement, and capital improvements, together with all interest and earnings thereon.

2.2 Operating Funds: "Operating Funds" means all monies held by the Association in the general operating account and designated for routine maintenance, operating expenses, and administrative costs.

2.3 Reserve Study: "Reserve Study" means the most recent reserve study or reserve schedule prepared for the Association in accordance with [STATUTORY SECTION], dated [RESERVE STUDY DATE].

2.4 Major Repair or Replacement: "Major Repair or Replacement" means any repair, replacement, or capital improvement of a common area component identified in the Reserve Study with an estimated cost of [DOLLAR THRESHOLD] or more.

2.5 Board: "Board" means the Board of Directors of the Association.

2.6 Fiscal Year: "Fiscal Year" means the fiscal year of the Association beginning on [FISCAL YEAR START DATE] and ending on [FISCAL YEAR END DATE].

3. ESTABLISHMENT AND FUNDING OF RESERVE ACCOUNTS

3.1 Reserve Account: The Association shall maintain one or more separate reserve accounts at [FINANCIAL INSTITUTION NAME], account number [ACCOUNT NUMBER], designated solely for reserve purposes.

3.2 Required Funding: The Association shall fund the reserve account in the amount of [ANNUAL RESERVE CONTRIBUTION AMOUNT] per Fiscal Year, or such other amount as determined by the Board based on the Reserve Study.

3.3 Commingling Prohibited: Reserve Funds shall not be commingled with Operating Funds and shall be maintained in accounts separate from the Association's operating accounts.

4. PERMITTED EXPENDITURES

4.1 Permitted Uses: Reserve Funds may be expended only for the following purposes:

4.1.1 Major repairs, replacements, or restoration of common area components identified in the Reserve Study.

4.1.2 Capital improvements approved in accordance with Section 6 of this document.

4.1.3 Costs of preparing or updating the Reserve Study.

4.1.4 Emergency repairs as provided in Section 7 of this document.

4.1.5 Other expenditures expressly authorized by the governing documents or applicable law.

4.2 Consistency with Reserve Study: All expenditures from Reserve Funds shall be consistent with the purposes and components identified in the Reserve Study.

5. PROHIBITED EXPENDITURES

5.1 Prohibited Uses: Reserve Funds shall not be expended for any of the following:

5.1.1 Routine operating expenses, including utilities, insurance premiums, management fees, and ordinary maintenance.

5.1.2 Payment of legal fees or costs arising from litigation, except as expressly authorized by the Board and permitted by law.

5.1.3 Any expenditure not identified in the Reserve Study or approved in accordance with this document.

5.1.4 Loans or transfers to any director, officer, member, or third party.

5.1.5 Any purpose prohibited by the governing documents or applicable law.

6. PROCEDURE FOR RESERVE FUND EXPENDITURES

6.1 Board Approval: No expenditure from Reserve Funds shall be made without the prior approval of the Board by a majority vote of the directors present at a duly noticed meeting at which a quorum is present, unless a greater vote is required by the governing documents or applicable law.

6.2 Member Approval: Any expenditure from Reserve Funds exceeding [DOLLAR THRESHOLD FOR MEMBER APPROVAL] shall require approval by the affirmative vote of a majority of the members, or such greater percentage as required by the governing documents or applicable law.

6.3 Written Request: A written request for expenditure shall be submitted to the Board on the form attached as Exhibit A, stating the purpose, amount, and anticipated source of funds.

6.4 Documentation: The Board shall retain documentation supporting each expenditure, including bids, invoices, contracts, and Board minutes, for a period of not less than [RETENTION PERIOD] years.

6.5 Notice to Members: The Board shall provide written notice to all members of any approved expenditure from Reserve Funds within [NOTICE PERIOD] days of approval.

7. EMERGENCY EXPENDITURES

7.1 Emergency Defined: An "Emergency" means an unforeseen event or condition that poses an immediate threat to the health, safety, or property of the members or the common areas.

7.2 Emergency Authority: In the event of an Emergency, the Board may authorize an expenditure from Reserve Funds without prior member approval, provided that the expenditure is reasonably necessary to address the Emergency.

7.3 Ratification: Any emergency expenditure shall be ratified by the Board at its next regular meeting and reported to the members in writing within [NOTICE PERIOD] days.

8. RESERVE STUDY REQUIREMENTS

8.1 Periodic Update: The Association shall update the Reserve Study at least every [UPDATE FREQUENCY] years, or more frequently as required by applicable law.

8.2 Contents: The Reserve Study shall include an inventory of major components, their estimated remaining useful life, and the estimated cost of repair or replacement.

8.3 Review: The Board shall review the Reserve Study annually and adjust reserve contributions as necessary.

9. ACCOUNTING AND REPORTING

9.1 Records: The Association shall maintain accurate records of all reserve account transactions, including deposits, withdrawals, and balances.

9.2 Annual Report: The Board shall provide members with an annual report of reserve account activity within [REPORTING PERIOD] days after the end of each Fiscal Year.

9.3 Audit: The reserve accounts shall be subject to audit or review in accordance with [AUDIT REQUIREMENT] and applicable law.

10. INVESTMENT OF RESERVE FUNDS

10.1 Permitted Investments: Reserve Funds may be invested only in investments permitted by the governing documents and applicable law, including [PERMITTED INVESTMENT TYPES].

10.2 Preservation of Principal: Investments shall be selected to preserve principal and maintain liquidity sufficient to meet anticipated expenditures.

11. TRANSFERS BETWEEN ACCOUNTS

11.1 Restrictions: Transfers of funds between the reserve account and the operating account shall be prohibited except as expressly authorized by the Board and permitted by applicable law.

11.2 Repayment: Any authorized transfer from Reserve Funds for operating purposes shall be repaid to the reserve account within [REPAYMENT PERIOD] and shall be documented in writing.

12. LIABILITY AND INDEMNIFICATION

12.1 Standard of Care: Directors and officers shall exercise the care required by applicable law in authorizing expenditures from Reserve Funds.

12.2 Indemnification: Directors and officers acting in good faith and within the scope of their duties shall be indemnified by the Association to the extent permitted by the governing documents and applicable law.

13. AMENDMENT

13.1 Amendment Procedure: This document may be amended only by a majority vote of the Board at a duly noticed meeting, subject to any member approval required by the governing documents or applicable law.

13.2 Written Notice: Written notice of any proposed amendment shall be provided to all members not less than [NOTICE PERIOD] days prior to the meeting.

14. SEVERABILITY

14.1 If any provision of this document is held invalid or unenforceable, the remaining provisions shall continue in full force and effect.

15. EFFECTIVE DATE

15.1 This document shall become effective on [EFFECTIVE DATE] and shall remain in effect until amended or superseded.

16. SIGNATURES

16.1 IN WITNESS WHEREOF, the undersigned, being duly authorized, have executed this document on the dates set forth below.

PRESIDENT: [PRESIDENT NAME]

SIGNATURE: ______________________________

DATE: [SIGNATURE DATE]

SECRETARY: [SECRETARY NAME]

SIGNATURE: ______________________________

DATE: [SIGNATURE DATE]

TREASURER: [TREASURER NAME]

SIGNATURE: ______________________________

DATE: [SIGNATURE DATE]

EXHIBIT A

RESERVE FUND EXPENDITURE REQUEST FORM

REQUEST DATE: [REQUEST DATE]

REQUESTING PARTY: [REQUESTING PARTY NAME]

COMPONENT OR PURPOSE: [COMPONENT OR PURPOSE]

ESTIMATED COST: [ESTIMATED COST]

SOURCE OF FUNDS: [SOURCE OF FUNDS]

SUPPORTING DOCUMENTATION ATTACHED: [YES/NO]

BOARD ACTION: [APPROVED/DENIED]

DATE OF BOARD ACTION: [BOARD ACTION DATE]

AUTHORIZED SIGNATURE: ______________________________
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