BY ROBERT BUCKLER AND
STEPHEN CHESNEY

“ 12161_Condo_October_2013.ndd 13 18-1028 8:08 PM




COVER STORY

The budget

Members of board (who are also
typically owners) make crucial financial
decisions about the future of the building.
They work with professionals, such
as engineers and auditors, so that the
annual budget accurately covers the
expenses and funds the reserve. The
annual budget should not be guess work
or randomly determined by pronouncing,
for example, a three-per-cent budget
increase — because that is all the owners

can handle or that was the platform of
the elected board member — or worse, a
reduction in the fees without justification.
Those involved in budgeting, as with any
business, should use a methodical and
historical (year-to-date) approach to review
every budget line to come up with the most
realistic and reasonable budget possible. If
they don't, then deficits accumulate and,
of more concern, the reserve will not be
injected with the necessary funds per the
reserve fund studly.
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The audit

Condominium auditors find
condominium corporations with deficits
typically have problems making their
required reserve fund contributions,
as they need to borrow money from
the reserve fund to pay their operating
expenses. This ‘borrowing’ is not legal,
as it contravenes the Condominium
Act. If this problem persists and the
board and management do not address
it quickly, a small problem becomes
a large one. It affects not only the
maintenance level of the building,
but the saleability and market value
of units, as these issues can cast a
black cloud over a building. So, how is
a deficit or an inadequate reserve fund
addressed?

Deficits and underfunded reserves

The answer to this complex question is: it
depends, as no answer fits all situations.
However, the main approach will be
for the board to determine how best to
match fees after not having kept up with
an aging building, increased utility costs,
inadequate funding of the reserve, and
other escalating expenses.

As a not-for-profit, the board’s sole
way of creating additional revenue
is by increasing fees using one or a
combination of possible solutions: a
double-digit percentage increase to fees;
a special assessment; or even a loan to
fund urgent, deferred repairs to common
elements. Another possible option that
may be worth considering is to decrease
service levels or quality of services —
closing amenities, reducing the number
of security hours, finding a cheaper
landscaper, etc. Each of these actions
may make sense on paper, from a cost-
savings perspective, but they may also
reduce the livability or the living standards
that residents have come to expect; in
fact, the availability of these services and/
or amenities may have been precisely why
owners moved into the complex in the
first place.

These seemingly extreme measures
must match the level of urgency of
reversing the “mistakes of boards past,”
but they can cause a huge financial burden
for the current owners. In consulting
professionals, board members will have
to determine the "best of the worst”
solutions since owners and investors don't
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want high increases in common element
fees. Fixing the financial problem may
require a phased approach over a period
of years, as it likely took years to get into
the financial crisis.

Making difficult but

necessary decisions

If the board takes the ostrich approach
of ignoring reality and its standard
of care duties, the board can cause
the community to divide over the
financial decisions that must be
made. Avoiding addressing the issue
and the potential political backlash
and challenges from complaining
residents may seem like the best
approach, but it will only worsen
the already bad situation. For the
betterment of the building, the board
will have to “bite the bullet” and make
unpleasant decisions. In the long term
these difficult decisions will prove to
be the medicine the building needs
to bring it back to financial health and
into compliance with the Act.

Restoring financial health

With professional advice and the
board's commitment to keeping
the community informed and even
involved during a financial crisis,
buildings can be rehabilitated back
to financial health with proactive
board members and professional
management working together
to achieve this goal. If not, an
administrator may be appointed
to make the decisions necessary to
solve the condominium corporation’s
financial crisis.

Robert Buckler is a condominium
consultant with Beredan Management
& Consulting Inc., a firm that provides
a variety of services to condominium
corporations, developers, management
companies, and owners. Robert also is
a court-appointed administrator for one
condominium corporation.

Stephen Chesney is a partner in
the firm Parker Garber & Chesney
Chartered Accountants and currently
specializes in the field of condominium
corporations. Presently the firm is
appointed as auditors for over 350
condominium corporations in Ontario.
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Condominium auditors
find condominium corporations
with deficits typically have
problems making their required
reserve fund contributions.
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