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Disclaimer!

• Staff in the Ombudsman’s Office is prohibited from providing legal 
advice. All materials produced and provided to the public are for 
informational purposes only and do not serve as legal advice.

• Should confusion arise requiring the interpretation and application of 
the law to your association’s specific circumstances, a legal opinion 
from a qualified attorney may be necessary.

• Please review the course calendar, training request form, and 
presentations published on the training webpage to gain an 
understanding of additional opportunities for education and training. 
See our training webpage at 
http://red.nv.gov/Content/CIC/Program_Training/.

Office of the Ombudsman for CICCH Rev. 07/12/2019 2

http://red.nv.gov/Content/CIC/Program_Training/


Introduction

• The reserve study is a written document prepared by a reserve study 
specialist following their onsite inspection.

• It assists the association in determining the amount of money that should be set 
aside to repair, replace and restore major components of the common 
elements of the common-interest community over time.

• The executive board shall, at least once every 5 years, cause to be 
conducted a study of the reserves.

• The 5-year period for conducting a reserve study begins the day the on-site 
inspection of major components begins [NAC 116.427].

• The focus of this class is on the physical analysis of the reserve 
study. For a more thorough presentation of the financial analysis, 
please see the next class in this series entitled Budgeting in a 
Common-Interest Community.
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Learning Objectives

Upon completion of this class, participants should have a basic understanding of:

1. The purpose of the reserve study.

2. The major components of the common elements.

3. Standards of practice for a reserve study specialist.

4. How to prepare for and what to expect during the initial meeting with specialist.

5. The on-site inspection.

6. The statutorily required contents of the reserve study.

7. The adoption and distribution requirements for the reserve study.

8. Understanding of capital improvements and their impact on the study.

9. Creating, reviewing, and adjusting the funding plan.

10. Dealing with deferred maintenance.

11. Special reserve assessments and when they are appropriate.

12. Grounds for disciplinary action by Commission.
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Why is the reserve study important?
NAC 116.425(1)(q)(1)

• By law, an association has the duty to provide for the 
maintenance, repair and replacement of the common 
elements (NRS 116.3107).

• A reserve study anticipates and prepares for major future 
expenses in an attempt to ensure that money is available 
when needed.

• The projected life expectancy of the major components and 
the funding needs of the reserves of the association are 
based upon the association performing appropriate routine 
and preventative maintenance for each major component.

• Failure to perform such maintenance can negatively impact the 
remaining useful life of the major components and
dramatically increase the funding needs of the reserves of 
the association.
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Reserve Study, Cont’d

A reserve study consists of two parts:

• Physical Analysis – Analysis of the current condition of major common area 
components through inventory, inspection and determination of remaining useful life.

• Financial Analysis – A recommended funding plan created by the executive board to 
offset anticipated future expenses.

The reserve study is the document that helps keep the physical and 
financial assets of the association in balance.

As previously stated, the focus of this class is on the physical analysis.
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Understanding Your Community

For strategic reserve planning purposes…



What are Common Elements?

8



What makes a common element a common element?
NRS 116.2105

• The declaration of covenants, conditions & restrictions (CC&Rs) 
must contain:

• A description of any limited common elements and, in a planned community, 
any real estate that is or must become common elements;

• A description of any real estate, except real estate subject to developmental 
rights, that may be allocated subsequently as limited common elements, other 
than limited common elements specified in subsections 2 and 4 of NRS 
116.2102, together with a statement that they may be so allocated.
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Limited Common Elements, Defined
NRS 116.2108

• “Limited common element” means a portion of the common 
elements allocated by the declaration for the exclusive use of 
one or more but fewer than all units (NRS 116.059).

• Examples include:

• Any duct, wire, conduit, bearing wall or other fixture laying 
partially within and partially outside the designated boundaries 
of a unit and serving only that unit; and 

• Any fixtures, shutters, awnings, window boxes, doorsteps, 
porches, balconies, patios and all exterior doors and windows 
designed to serve a single unit, but located outside the unit’s 
boundaries.

• EXCEPT as the declaration otherwise provides, a limited 
common element may be reallocated by an amendment to the 
declaration (all unit owners affected must consent).
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Limited Common Elements, Cont’d
NRS 116.2102

• Except as otherwise provided by the declaration of CC&Rs:

1. If walls, floors or ceilings are designated as boundaries of a unit, all lath, furring, wallboard, 
plasterboard, plaster, paneling, tiles, wallpaper, paint, finished flooring and any other 
materials constituting any part of the finished surfaces are a part of the unit, and all other 
portions of the walls, floors or ceilings are a part of the common elements.

2. If any chute, flue, duct, wire, conduit, bearing wall, bearing column or any other fixture lies 
partially within and partially outside the designated boundaries of a unit, any portion thereof 
serving only that unit is a limited common element allocated solely to that unit, and any 
portion thereof serving more than one unit or any portion of the common elements is a part 
of the common elements.

3. All spaces, interior partitions and other fixtures and improvements within the boundaries of a 
unit are a part of the unit, except as otherwise provided by law.

4. Any shutters, awnings, window boxes, doorsteps, stoops, porches, balconies, pads and 
mounts for heating and air-conditioning systems, patios and all exterior doors and windows 
or other fixtures designed to serve a single unit, but located outside the unit’s boundaries, 
are limited common elements allocated exclusively to that unit.
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Plats
NRS 116.2109

• Plats are a part of the declaration, must be clear and legible, and contain a certification that the plat 
contains all information required by this section, including:

a) The name and a survey of the area which is the subject of the plat;

b) A sufficient description of the real estate;

c) The extent of any encroachments by or upon any portion of the property which is the subject of the 
plat;

d) The location and dimensions of all easements having a specific location and dimension which serve 
or burden any portion of the common-interest community;

e) The location and dimensions, with reference to an established datum, of any vertical unit 
boundaries and that unit’s identifying number;

f) The location with reference to an established datum of any horizontal unit boundaries not shown or 
projected on plats recorded pursuant to subsection 3 and that unit’s identifying number; and

g) The location and dimensions of limited common elements, including porches, balconies and 
patios, other than parking spaces and the other limited common elements.

• Upon exercising any developmental right, the declarant shall record new or amended plats necessary to 
conform to these requirements.
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Major Components Defined

Major components include, without limitation:

• Amenities

• Improvements

• Furnishings

• Fixtures

• Finishes

• Systems

• Equipment

That may, within 30 years after original installation, require repair, 
replacement or restoration in excess of routine annual maintenance.

NRS 116.0605
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Hiring a Specialist

To conduct the study…



Bids for Service (RFPs)
NRS 116.31086 & NAC 116.405(8)(d)

• If an association solicits bids for an association project:

a) The association must, whenever reasonably possible, solicit at least three bids if the association 
project is expected to cost:

1. In a common-interest community that consists of less than 1,000 units, 3 percent or more of the 
annual budget of the association; or

2. In a common-interest community that consists of 1,000 or more units, 1 percent or more of the 
annual budget of the association; and

b) The bids must be opened and read aloud during a meeting of the executive board.

• As used in this section, “association project” includes, without limitation, a project that involves the 
maintenance, repair, replacement or restoration of any part of the common elements or which 
involves the provision of professional services to the association, including, without limitation, 
accounting, engineering and legal services.

• In determining whether a member of the executive board has performed his or her duties, the 
Commission may consider whether the member has:

• Caused the association to:

• Obtain, when practicable, at least three bids from reputable service providers who possess the 
proper licensing before purchasing any such service for use by the association.
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Reserve Study Specialist
NRS 116A.420

• A person shall not act as a reserve study specialist, unless the person registered with the Division.

• The Division may investigate any reserve study specialist to ensure the specialist is complying with the provisions of NRS 
116 chapters of law or any standards of practice adopted by the Commission.

• A person is qualified by training and experience to register as a reserve study specialist if the person has:

• The ability to evaluate the items on the component inventory with regard to normal and accelerated deterioration, deferred 

maintenance, remaining years of useful life and the current cost to maintain, repair, replace or restore;

• The ability to perform necessary financial analysis, cost estimates and 30-year projections, as applicable;

• The ability to review improvement plans and specifications, maintenance histories, recorded plats and governing documents of 

the association in order to compile a complete component inventory and to consult with the executive board to ascertain and 

confirm that the component inventory is complete;

• The ability to gather and analyze relevant financial data, including, without limitation, monthly assessment fees per unit, the 

current reserve accounts, the anticipated tax rates on earnings, the anticipated interest rate on reserves, and the anticipated 

inflation and maximum increases in assessment fees;

• Successfully completed at least 3 hours of education in courses approved by the Commission relating to chapters 

116, 116A and 116B of NRS and the regulations adopted pursuant thereto, with an emphasis on recent changes to those 

chapters and regulations; and

• The background and knowledge pertinent to all areas to be addressed by the reserve study.

• A person who assists a registered reserve study specialist in preparing a study is not required to register.
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License Lookup

• Visit 

https://red.prod.secure.nv.gov/Lookup/

LicenseLookup.aspx

• Select RSS under License Number 

and click search.

• All licensed reserve study specialists 

will appear in the results.

• The Division cannot recommend 

agents for service, but you can use 

the information to research reviews of 

each specialist to determine the best 

option for your association.
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Standards of Practice
NAC 116A.425

A reserve study specialist who prepares a reserve study shall:

1. Comply with all applicable provisions of NRS 116, NRS 116A or NRS 116B and all applicable adopted 
regulations (NAC 116, NAC 116A);

2. Comply with the relevant, lawful provisions of the governing documents of each client;

3. Agree to perform only those reserve studies which the person can reasonably expect to perform with 
professional competence;

4. Exercise due care and exhibit adequate planning and supervision of conduct relating to the 
performance of a reserve study;

5. Disclose to the client in writing any actual, potential or perceived conflict of interest if the client has 
dealings with another person who:

a) Has a financial interest in the business relationship between the reserve study specialist and the 
client; or

b) Is an employee of or otherwise affiliated with the association;

6. Maintain an inventory of reserve study records of each client for at least 6 years;

7. Keep informed of developments in the field of reserve studies through continuing education, including 
developments in law and methods of funding and other topics necessary.
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Standards of Practice, Cont’d
NAC 116A.425

A reserve study specialist who prepares a reserve study shall:

8. Ensure that the information used to prepare a reserve study is complete 
based upon information provided by the client, the specialist’s experience 
and background, and from data reasonably available from industry 
sources;

9. Maintain insurance covering professional liability or a surety bond with a 
minimum coverage of $1,000,000; and

10. Cooperate with the Division in any investigation conducted.

11. A reserve study specialist shall not knowingly:

a) Make inaccurate or misleading representations or statements to a prospective 
client; or

b) Misrepresent facts for his or her own benefit.
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Required Disclosures
NAC 116A.430

• BEFORE entering into a contract to perform a study, a specialist shall disclose, in 
writing, to the prospective client any material and relevant information that the 
specialist knows or should know relates to the performance of the contract for the 
reserve study, including, without limitation, any matters which may affect his or her 
ability to comply with the provisions of chapter 116, 116A or 116B of NRS or any 
regulation. 

• Such disclosure must include, without limitation:

1. Whether the reserve study specialist expects to receive any direct or indirect 
compensation or profits from any person who will perform services for the client
and, if so, the identity of the person;

2. His or her affiliation with or financial interest in any person who furnishes any goods 
or services to the association for which the reserve study specialist will prepare the 
reserve study; and

3. His or her personal relationship with any member of the executive board or 
officer of the association for which the reserve study specialist will prepare the reserve 
study.
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Initial Meeting

• After a reserve study specialist is chosen and hired by 
the association at a board meeting, the board may 
consider coordinating an initial meeting with the 
specialist before work on the study commences.

• Initial meeting:

• The board may bring copies of the declaration, applicable 
plat maps describing the common elements, any written 
warranties still in effect, additional information concerning 
components of the common elements (such as manufacturer 
information including make and model of equipment, serial 
numbers, date of installation, etc.) to the meeting to provide 
to the specialist.

• The board may consider preparing a thorough checklist, 
including all of the common elements and any other 
components that the association has an obligation to 
maintain. This checklist can be provided to the specialist. 
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Initial Walkthrough

• Onsite Inspection:

• The executive board may consider designating a 
representative from the association who is familiar with 
the community to be present with the specialist while 
they conduct the onsite inspection. 

• Depending on the size of the community, this inspection 
could require several days.

• The association’s representative is there to answer questions 
the specialist may have about the common elements and to 
ensure that all common elements on the checklist are 
covered. 

• The association’s representative mustn't impede the 
specialist from doing their job by inundating them with 
unnecessary questions or recommendations.
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Adopting the Study

After thorough review…



So what must a reserve study include?
NRS 116.31152
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1. Inspection 

and 

Summary 

Report
Compiling the 

major 

components of 

the common 

elements 

(inventory list).

2. Estimate 

of 

Remaining 

Useful Life
For each major 

component of 

the common 

elements.

3. Estimate 

of the Cost
For 

maintenance, 

repair, 

replacement or 

restoration of 

each major 

component, 

over a 30 year 

period.

4. Estimate 

of the Total 

Annual 

Assessment
That may be 

necessary to 

cover this cost.

5. Estimate 

of the 

Funding 

Plan
Necessary to 

provide 

adequate 

funding.

Among other things, an:



Example
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The following content must also be included:
NAC 116.430

A person conducting a reserve study and any consultant assisting in its preparation shall 
include the following disclosures as part of the study:

• The background, training, qualifications and references that qualify the person.

• Any relationship which could result in a conflict of interest.

• Proof that the specialist has professional liability insurance with a minimum coverage of 
$1,000,000.

• The method or methods for determining the common area components.

• Industry sources used for determining the life of a major component and associated costs.

• If known, any guarantees provided by a component manufacturer or service provider.

• The source of the initial reserve fund balance presented in the study.

• Whether a reserve assessment is anticipated during the current 30-year life of the study.

• The source of the interest rate and inflation rate assumptions used in the 30-year 
projection.
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The following content must also be included:
NAC 116.430

• A statement, prominently displayed, which reads substantially as follows:

• Information provided to the preparer of a reserve study by an official representative of 
the association regarding financial, historical, physical, quantitative or reserve project 
issues will be deemed reliable by the preparer. A reserve study will be a reflection of 
information provided to the preparer of the reserve study. The total of actual or 
projected reserves required as presented in the reserve study is based upon 
information provided that was not audited.

• A reserve study is not intended to be used to perform an audit, an analysis of quality, 
a forensic study or a background check of historical records. An on-site inspection 
conducted in conjunction with a reserve study should not be deemed to be a project 
audit or quality inspection.

• A listing of any significant components of the common-interest community 
that the association may be obligated to maintain, repair, replace or restore 
which are not included in the funding projection in the reserve study and the 
reason for excluding those components from that funding projection.
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Review of the Study & Required Distribution
NRS 116.31152 & NAC 116.435

• The executive board receives the first draft of the reserve study from the specialist. 

• It is then the executive board’s responsibility to review the study to ensure that all the major 
components of the common elements are included in the study.

• If there are any omissions in the study, the board should respectfully communicate the 
need for an amended study to the specialist who prepared the study. 

• Amendments to the study are conducted by the specialist, who then submits an amended 
study to the board for adoption.

The executive board must adopt the reserve study (at a regular board meeting) and 

provide a summary to the Division (Form 609) within 210 days of receiving a first 

draft from the specialist.

• If the board adopts the reserve study earlier, a summary of the study must be provided to the 

Division within 45 days of adoption.
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Funding Projects Outside of the Study

A capital improvement is any expense necessary to create new common element components not 
already in existence or included as elements to be reserved for in the reserve study.

The board may initiate capital improvements only if authorized by the governing documents (may 
use surplus funds).

The association shall always provide written notice to each unit owner of a meeting at which an 
assessment for a capital improvement is to be considered, or action is to be taken, at least 21 
calendar days prior [NRS 116.3115(9)].

An association may not expand, construct or situate a building or structure that is not part of any plat 
of the planned community unless the association obtains the written consent of a majority of the 
residents owning property or residing within 500 feet of the proposed improvement [NRS 116.345(3)].

Ratification by unit owners of a budget which includes a capital improvement expense does not 
substitute notice or consent requirements.

After a capital improvement is completed, the reserve study will need to be updated to include 
the new common element components.
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Applying the Study

Creating a funding plan…



Assessments for Common Expenses
NAC 116.453

Money is collected from unit owners to maintain common 
elements in the form of assessments. This money goes into 
two funds:

• The OPERATING FUND, which reflects the accounting transactions 
surrounding the normal day to day maintenance and service operations 
of the association; and

• The RESERVE FUND, which reflects accounting transactions pertaining 
to the long-term, major repair and replacement requirements of the 
association. The reserve fund can ONLY be used for this purpose [NRS 
116.3115(2)(b)].
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Creating a Funding Plan

Remember, the reserve fund must include an estimate of the funding plan necessary to 
provide adequate funding for reserve expenses [NRS 116.31152(3)(e)].

At least annually, a review of the results of the five year reserve study, along with a review 
of the overall budget, must be conducted by the executive board to determine whether 
reserves are still sufficient and whether assessments should be adjusted [NRS 
116.31152(1)].

How well funded is the reserve account?

• “Percent Funded” is calculated by dividing (as of a particular date, typically the beginning 
of each fiscal year) the actual current fund balance (determined by bank statements) by 
the amount that the reserve study predicted would be sufficient for that year.

The board shall then make any adjustments to the association’s funding plan 
deemed necessary to provide adequate funding for the required reserves.

Rev. 07/12/2019Office of the Ombudsman for CICCH 32



How much money is enough?

How do you measure the current “strength” of the Reserve Fund?

Every association has different reserve requirements depending on the scope and 
timing of that association’s reserve projects.

By law, the reserve fund must be “adequately funded,” meaning sufficient to 
maintain the common elements:

• At the level described in the governing documents and a reserve study;

• Without using operating funds; and

• Without the use of special reserve assessments, except for occurrences that 
are a result of unforeseen catastrophic events.

NAC 116.425(2)
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Special Reserve Assessments

NRS 116.3115(2)(b):

• …the executive board may, without seeking or obtaining the 
approval of the units’ owners, impose any necessary and 
reasonable assessments against the units in the common-interest 
community. Any such assessments imposed by the executive board 
must be based on the study of the reserves.
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Types of Funding
NAC 116.425

The reserve fund should not be over-funded either.

• Unless otherwise provided in the declaration, any surplus funds of the association remaining after 
prepayment of reserves must be paid to the units’ owners in proportion to their liabilities for common 
expenses, or credited to them to reduce future assessments (vacation in assessments) (NRS 116.3114).

NAC 116.425
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Full Funding the projected balance is equal to the fully funded 

balance of 100%; all money required to carry out 

reserve projects for that year is in the reserve account, 

ready to be spent.

Threshold Funding establishing a reserve funding goal of keeping the 

reserve balance above a specified percent funded 

amount [Ex. 75%]; less stringent than full funding and 

allows room to adjust the funding plan.

Baseline Funding objective of keeping the reserve cash balance at least 

above zero; most dangerous type of funding and 

typically leads to special assessments.



Understanding Recommendations
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Impacts of Funding, Current Funding

Association cannot 

afford to maintain 

common elements 

with current funding 

plan, beginning 2028.

37

$13.12 per unit per month.



Impacts of Funding, Full Funding

Association can afford to 

maintain common 

elements with full 

funding plan, indefinitely.

38

$75.01 per unit per month.



Impacts of Funding, 70% Threshold Funding

Percentage funded 

never falls below 70.

39

$72.62 per unit per month.



Option if Underfunded

• Once a common element is damaged or destroyed, it must be repaired or replaced 
promptly by the association, unless 80% of the unit owners, including every affected 
owner, vote not to rebuild [NRS 116.31135(1)(c)].

• The executive board may also be able to defer certain reserve projects and expenses 
until a later date if the upkeep is not yet necessary.

• However, the board must be cautious not to defer certain maintenance projects without 
proper inspection by a licensed professional when necessary [NRS 116.3103(1)]. 

• This is to avoid inadvertently damaging a common element, increasing the cost of future 
maintenance, especially if the common element includes mechanical components.

• The board makes the decision to defer maintenance at a board meeting and must 
properly document the decision. Deferred maintenance must be addressed at least 
annually, when the board conducts its review of the funding plan.

Rev. 07/12/2019Office of the Ombudsman for CICCH 40



Example of Deferring Maintenance

41

$47,855$0



Implication of the Reserve Study
NRS 116.4109; Resale Packages

• Except when a public offering statement is required, a unit’s owner or his or her authorized agent 
SHALL, at the unit owner’s expense, furnish a resale package containing all of the following:

a) A copy of the declaration, other than any plats, the bylaws, the rules or regulations of the association 
and the information statement required by NRS 116.41095 (Did you know…?).

b) A statement from the association setting forth the amount of the monthly assessment and any unpaid 
obligation of any kind currently due from the selling unit’s owner.

c) A copy of the current operating budget of the association and current year-to-date financial statement 
for the association, which must include a summary of the reserves of the association.

d) A statement of any unsatisfied judgments or pending legal actions against the association.

e) A statement of any transfer fees, transaction fees or any other fees associated with the resale of a 
unit.

f) In addition, a statement describing all current and expected fees or charges for each unit.

• Upon the request of a unit’s owner, authorized agent, or upon the request of a purchaser to whom the 
unit’s owner has provided a resale package, the association shall make the entire study of the 
reserves of the association reasonably available for the unit’s owner, purchaser or authorized 
agent to inspect, examine, photocopy and audit.
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Grounds for Disciplinary Action
NAC 116A.435, Reserve Study Specialist

1. A reserve study specialist commits an act of unprofessional conduct if the specialist:

a) Violates the provisions of:

1) An order of the Commission;

2) An agreement with the Division; or

3) Chapter 116, 116A or 116B of NRS or any regulation adopted pursuant thereto;

b) Engages in deceitful, fraudulent or dishonest conduct, including, without limitation, 
knowingly communicating false, misleading or fraudulent information to a client;

c) Submits a registration which contains a false statement of material fact;

d) Fails to cooperate with the Division in the investigation of a complaint;

e) Fails to perform an activity that is lawful and properly authorized on behalf of a client, or 
fails to do so because of the age, race, color, religion, national origin, disability, marital 
status, familial status, sex, sexual orientation or ethnicity of any person; or

f) Exceeds the authority granted to him or her by the client.
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Grounds for Disciplinary Action, Cont’d
NAC 116A.435, Reserve Study Specialist

1. A reserve study specialist commits an act of professional 
incompetence if, without limitation, the reserve study specialist:

a) Demonstrates a significant lack of ability, knowledge or fitness to 
perform a duty or obligation owed to a client; or

b) Fails to exercise reasonable skill and care with respect to a duty or 
obligation owed to a client.
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Applicable Considerations of Commission
NAC 116.405, Executive Board

• In determining whether a member of the executive board has performed his or her duties, the 
Commission may consider whether the member has (not all inclusive):

• Caused the association to:

• Comply with all applicable federal, state and local laws and regulations and the 
governing documents of the association…

• NRS 116.3115(2)(b):

• The association SHALL establish adequate reserves, funded on a reasonable 
basis, for the repair, replacement and restoration of the major components of the 
common elements and any other portion of the common-interest community that 
the association is obligated to maintain, repair, replace or restore.
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Summary

• For a reserve study to be effective, it must include all common elements 
required to be maintained by the association.

• Reserve study specialists must adhere to their standards of practice as 
outlined in NAC 116A.425 and may face certain discipline if they don’t.

• The reserve study serves as the basis of the association’s funding plan 
and reserve budget and assists the executive board in maintaining the 
financial health of their association.

• Associations should strive to be fully funded in order to ensure that 
finances are available when necessary. The ultimate responsibility to 
ensure the reserve account is adequately funded rests with the executive 
board.
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Questions?

CICOmbudsman@red.nv.gov – Email Questions

http://red.nv.gov/Content/CIC/Program_Training

This is part 1 of a 3 part series. The next presentation in this 
series is Budgeting in a Common-Interest Community.
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