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What is an HOA Loan?

The loan is to the HOA entity—we don’t pull personal financials or request personal tax 

returns.  We “piggyback” on the HOA’s right to assess.  We require a relationship and

further require the HOA to list our loan payment as a separate line item on their balance

sheet.

Purpose: 

� Construction defect shortfall/start work

� Litigation financing

� General repair/replacement (windows/decks/siding/driveways etc.)

Note:  The loan is to the HOA

– Assessments  paid up front

– Resident quits paying the assessment

– Foreclosure



Criteria
�$20K to $30K per unit of debt

�9% or less in current delinquencies (collection 
policy)

�Market value of units to amount borrowed (20% 
Max)

�Owners vs. Renters (Primary Res. vs. Primary 
Res.)

�Professional reserve study required

�HOA “State of Mind”

�Team



Line of Credit

�Business credit facility

�Variable rate—based on prime (3.25%) + 
(3.00%)

�Draws—Insurance policy for HOA—as work is 
completed the Project Manager confirms 
completion and bank issues payment's) to the 
contractor

�No prepayment penalty

�Upon completion the line of credit is “termed” out 
and the interest rate is fixed.



Term Loan

�Fixed rate loan FHLB (3.25%+spread)

�One payment to the bank—line item on 
HOA’s balance sheet

�3/5/7/10 year terms (based upon work)

�No pre-payment penalty



Example Amortization
• Line of Credit

Line Amount Rate Annual Debt Ser/Int Per Unit Month

$1,000,000 6.50% $65,000 $2,231 $193

$1,500,000 6.50% $97,500 $3,482 $290

$2,000,000 6.50% $130,000 $4,643 $387

• Termed and Amortized

Loan Amount Rate Annual Debt Ser/7 yr Per Unit Month

$1,000,000 7.00% $181,112 $6,468 $539

$1,500,000 7.00% $271,668 $9,702 $809

$2,000,000 7.00% $362,224 $12,937 $1,078

For example purposes only---rates may vary.
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Importance of Qualifying for 

HUD/FHA Financing

o Purchase

o Refinance

o Foreclosures & Community



Who Submits the Project for HUD 

Approval?

o Lenders

o Attorneys

o Now authorized lenders can approve 
projects



The Qualifying Process

o Relatively straight forward
o 10% of assessments allocated to reserves

o No more than 15% of units can be more than 30 days 
delinquent

Fannie Mae Loans



The Qualifying Process

o Mortgagee letter 2009-19 Effective October 1, 2009
o At least 50% of units must be sold (including valid presales)
o At least 50% of total units must be owner occupied or sold to 

owners who intend to occupy the unit
o A current reserve study must be performed (not more than 12 

months old)
o Project approvals will expire every two years requiring re-approval
o Established Projects

o Fannie Mae – 90% sold and turnover has occurred
o HUD/FHA – Constructed, 1 year has passed and turnover 

has occurred

HUD (FHA) Loans



The Qualifying Process

o New Projects 
o Must have reserve study (appears necessary based on 

mortgage letter)
o Budgets must include reserve allocations.  Adequacy 

determined by field office.

o Established Projects
o Non Conversions

o Reserve Fund must be 60% funded and study not less than 12 months 
old

o Current Operating Budget

o Balance Sheet showing reserve funds in separate bank account

o Conversions 
o New Projects – Reserve Fund must be 100% funded

o Established Conversions – Reserve Fund must be 60% funded

Eligibility – HUD/FHA



Reserve Study Funding Analysis

o Consider inflation and interest earned on reserves
o Two general funding methods

o Cash flow method

o Component method



Cash Flow Method
o A method of developing a Reserve Funding Plan where 

contributions to the Reserve Fund are designed to offset the 
variable annual expenditures from the Reserve fund.  Different 
Reserve Funding Plans are tested against the anticipated schedule 
of Reserve expenses until the desired Funding Goal is achieved

Funding Goals:
o Statutory Funding: Establishing a Reserve funding goal of setting 

aside the specific minimum amount of Reserves required by local 
statues.

o Threshold Funding: Establishing a Reserve funding goal of 
keeping the Reserve balance above a specified dollar or 
Percentage Funded amount.  Depending on the threshold, this 
may be more or less conservative than “Fully Funding”

o Baseline Funding



Component Method
o A method of developing a Reserve Funding Plan where the total 

contribution is based on the sum of contributions for individual
components.

o Percent Funded: The ratio, at a particular point of time (typically 
the beginning of the Fiscal Year), of the actual (or projected) Reserve 
Balance to the Full Funded Balance, expressed as a percentage.

o Fully Funded Balance (FFB): Total Accrued Depreciation.  An 
indicator against which Actual (or projected) Reserve balance can 
be compared.  The Reserve balance that is in direct proportion to 
the fraction of life “used up” of the current Repair or replacement 
cost.  This number is calculated for each component, then 
summed together for an association total.  Two formulae can be 
utilizes, depending on the provider’s sensitivity to interest and 
inflation effects.  Note: Both yield identical results when interest 
and inflation are equivalent.



Component Method
FFB = Current Cost x Effective Age / Useful life

OR

(Current Cost x Effective Age/Useful Life) +
(Current Cost x Effective Age/Useful Life)

(1+Interest Rate)^Remaining Life] – [Current Cost x Effective 
Age/Useful Life)/(1+Inflation Rate)^Remaining Life]

o Fully Funded: 100% Funded.  When the actual (or projected) 
Reserve balance is equal to the Fully Funded Balance.



Example – Component Funding

Roof:

Cost: $100,000

Life:  20 years

Estimated current life: 15 years

Cost/Life = $5,000/year

At the end of year #5

Should have $25,000 in bank for the component. 

($5,000 x 5 years)



Why is this Important?

On Day 1

Conversion project – converted in year 5 – 100% Funded = $25,000

All other components to be funded to equal 100% funded.

Question:

Do Reserve Study providers recommend that 
developers/associations special assess to obtain 100% funding?



Answer
Generally not –

However, if they are using the full funding method, they try 
to stair step the funding to eventually bring the funding to 100% 
funding if that is the goal.

In other words, even full funding projections look a lot like 
Threshold Funding and Threshold Funding can, at times, be as 
conservative as Full Funding depending on the threshold.

What does all this mean?









Reserve Study Considerations

o Who has requested a proposal for a reserve study provider?

o Who has requested that the study utilize a specific method of funding 
model?

o Why would this be important relating to qualifying for HUD/FHA 
financing?

o HUD/Fannie Mae does not require a particular funding method.

o Reserve bank account needs to be 100% funded based on funding %



Three Important Questions to 

Ask:
o Does the association have a current reserve study?

o For established projects – Do you have at lest 60% of required 
reserves in the reserve bank account?

o Who is going to pay the attorney for the certification letter?



Recap
o Always meet with your reserve study provider and go over the 

report in detail

o Request that the reserve study provider indicate which funding 
method he intends to use

o If multiple reserve funding scenarios are present, insist that the 
final report indicate only the method approved by 
developer/board

o Washington requires the % funded amount to be disclosed



For copies of Power Point and related articles, contact 
David Schwindt, CPA RS PRA at 

dschwindt@SchwindtCo.com
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OverviewOverview

�� Review Levels of Authority Re BorrowingReview Levels of Authority Re Borrowing

�� FHA/HUD FHA/HUD –– Attorney PerspectiveAttorney Perspective

�� Non FHA Condo Guidelines Non FHA Condo Guidelines 

�� Disclosures in a Turbulent MarketDisclosures in a Turbulent Market



Levels of Authority Re BorrowingLevels of Authority Re Borrowing

�� Governing DocumentsGoverning Documents

�� StatutoryStatutory
““Make contracts and incur liabilities;Make contracts and incur liabilities;””

““Acquire, hold, encumber, and convey in its own name any Acquire, hold, encumber, and convey in its own name any 
right, title, or interest to real or personal property;right, title, or interest to real or personal property;””

�� WA:  WCA (RCW 64.34.304); HOA Act (RCW WA:  WCA (RCW 64.34.304); HOA Act (RCW 
64.38.020)64.38.020)

�� OR:  OCA (ORS 100.405): PCA (ORS 94.630)OR:  OCA (ORS 100.405): PCA (ORS 94.630)
�� Further limitation on authority to sell or transfer common Further limitation on authority to sell or transfer common 

property (ORS 94.655)property (ORS 94.655)

““Assign its right to future income, including the right to Assign its right to future income, including the right to 
receive common expense assessments, but only to the receive common expense assessments, but only to the 
extent the declaration providesextent the declaration provides””



Levels of Authority Re BorrowingLevels of Authority Re Borrowing

(cont(cont’’d)d)

�� Association vote? . . . Purpose of loan?Association vote? . . . Purpose of loan?

�� ProcedureProcedure



FHA/HUD FHA/HUD –– Attorney PerspectiveAttorney Perspective

�� ? ? ?? ? ?

�� Uncertainty in adoption of new regsUncertainty in adoption of new regs

�� New certification processNew certification process

�� Role of legal counselRole of legal counsel

�� 30% cap30% cap

�� https://entp.hud.gov/idapp/html/condolook.cfmhttps://entp.hud.gov/idapp/html/condolook.cfm



NonNon--FHA Condo GuidelinesFHA Condo Guidelines

� ? ? ?

� Fannie Mae / Freddie Mac

� 51% owner-occupancy rule

� Approval process

� Aim for FHA



Disclosures in a Turbulent Disclosures in a Turbulent 

MarketMarket

�� Resale Certificates (WA)Resale Certificates (WA)

�� LitigationLitigation

�� Accounts ReceivableAccounts Receivable

�� Rental RestrictionsRental Restrictions

�� Hardship ExceptionsHardship Exceptions

�� Enforcement/Collections PoliciesEnforcement/Collections Policies



Questions?Questions?


