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INTRODUCTION

Creating a homeowners’ association (HOA) budget isn't just about balancing
numbers. It's about protecting property values, planning for the future, and
making sure your community has the resources it needs. It helps ensure the
community can maintain common areas, prepare for future expenses, and meet
residents’ expectations.

Unfortunately, even experienced boards can fall into budgeting traps that create
financial strain and force difficult decisions later.

The good news? Most budgeting mistakes are preventable.

In this guide, we'll explore seven common budgeting pitfalls and share practical
recommendations to help your board create a stronger, more reliable financial plan.
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MISTAKE #1

How to Avoid It

Work with a reserve study professional or
an engineer to evaluate your community’s
assets, estimate their remaining useful lives,
and determine appropriate annual reserve
contributions.

Industry best practices suggest updating
reserve studies every three to five years
to keep funding plans aligned with actual
community needs.
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UNDERFUNDING RESERVE ACCOUNTS

Reserve funds are designed to cover major repairs and replacements, such as
roofing, paving, fencing, and other community assets.

When reserve accounts aren’t adequately funded, communities may be forced to
rely on special assessments or loans if large expenses arise.

What Your Board Can Do

© Schedule regular reserve study updates
© Review reserve funding goals annually

© Prioritize long-term financial planning over
short-term savings
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MISTAKE #2

UNDERESTIMATING EXPENSES

Routine maintenance, insurance premiums, utility costs, service provider contracts,
and emergency repairs can add up quickly.

When expenses are underestimated, associations often face budget shortfalls and
must make difficult financial decisions during the year.

How to Avoid It What Your Board Can Do

Use historical financial reports to identify © Review expenses from prior years
spending trends and anticipate future costs. © Account for inflation and rising
Don’t overlook preventive maintenance service costs

expenses. Investing in maintenance today can © Include preventive maintenance in
help reduce larger repair costs tomorrow. annual planning
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MISTAKE #3

BEING TOO OPTIMISTIC ABOUT REVENUE

Many budgets assume assessment income will be collected in full and on time. In
reality, delinquencies and economic challenges can affect revenue throughout the
year. Board members should note that ancillary revenue items like late fees and
interest shouldn’t be budgeted as money the association expects to receive.

It's generally a best practice to underestimate income and overestimate expenses,
as unrealistic revenue projections can create financial gaps that impact operations
and reserves.

How to Avoid It What Your Board Can Do

Build revenue projections using historical ©® Review collection trends

data and consider potential collection ©®© Account for potentia| bad debt
challenges. Conservative budgeting helps when appropriate

protect your community from unexpected © Avoid depending on unpredictable
revenue fluctuations. revenue sources
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MISTAKE #4

FAILING TO ADAPT TO CHANGE

Community association budgets aren’t static. Costs increase, regulations evolve,
amenities age, and resident priorities shift.

The budget that worked last year may not reflect today’s reality.

How to Avoid It What Your Board Can Do

Review your budget regularly and evaluate © Conduct periodic budget reviews
whether it still aligns with current conditions ©® Monitor economic and

and future goals. Staying flexible allows operational changes

boards to respond to changing needs before © Adjust spending plans when necessary

problems arise.
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MISTAKE #5

LACK OF TRANSPARENCY AND HOMEOWNER
ENGAGEMENT

Budget discussions can sometimes feel overwhelming to homeowners, but
providing residents with too little information about the process can lead to
confusion and distrust.

‘Revenue Split - By Quarter ane

Transparency helps build confidence in the board’s financial decisions.

How to Avoid It What Your Board Can Do

Share financial information in a clear ©® Communicate budget decisions openly
and understandable manner. Encourage © Share regular financial updates
homeowner participation and provide © Invite homeowner questions and feedback

opportunities for feedback during the
budgeting process.

Some associations require a vote to approve the budget; review your governing documents for
more information.
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MISTAKE #6

INADEQUATE RECORDKEEPING

Strong budgeting depends on accurate financial information.

When records are incomplete or difficult to access, boards may struggle to identify
trends, compare expenses, or make informed financial decisions.

How to Avoid It What Your Board Can Do

Maintain organized records of invoices, ©® Maintain organized financial records
contracts, payments, and financial reports. © Track expenses consistently
Access to several years of historical data can © Review historical spending patterns
provide valuable budgeting insights. before budgeting
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MISTAKE #7

TRYING TO BUILD THE BUDGET ALONE

Board members bring valuable perspectives, but budgeting can be complex and
time-consuming.

Without input from management and other professionals, important details
may be overlooked.

How to Avoid It What Your Board Can Do

Partner with your community manager © Start budget planning early

throughout the budgeting process. Their © Collaborate with community management
experience can help identify financial risks, professionals

address operational realities, and support 0 Allow sufficient time for review

more informed decision-making. and discussion
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BUDGET CHECKLIST AND FINAL THOUGHTS

Before You Approve Your Budget, Ask:

(] Are reserve contributions
adequately funded?

Have we realistically
projected expenses?

Are revenue assumptions based on
historical data?

Have we accounted for changing
community needs?

Have we communicated the budget
clearly to residents?

Are our financial records accurate
and organized?

o 0 0O O 0O O

Have we collaborated with management
professionals and other experts?
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Final Thoughts

A successful HOA budget is more than

a financial document. It's a roadmap for
maintaining your community, protecting
property values, and planning responsibly
for the future. Remember, budget planning
isn't limited to the fall; financial performance
should be monitored throughout the year.

By reviewing monthly financial reports and
collection and expense trends, you can make
budgeting season that much easier.

By avoiding these common budgeting
mistakes and taking a proactive approach
to financial planning, your board can make
confident decisions that support the
long-term success of your association.
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