
1

Thank you for inviting us to give this presentation. We appreciate the 
opportunity to come and connect with the people who are on the receiving 
end of our Depreciation Reports.

My objective is to provide what we think are some key points to 
understanding and implementing these reports.
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Generally speaking, long term building repair and renewal costs are not well 
understood by the Strata owners.  Buildings contain a long list of 
complicated systems. It is unrealistic to expect that Councils or Property 
Managers can effectively plan for future maintenance, repair and renewal 
work, without an organized capital plan and some assistance from building 
experts.

The Depreciation Report helps Council develop this capital plan and 
provides critical information to help Owners understand the true cost of 
strata ownership. 

That said, we need to recognize that the Depreciation report is a tool to help 
make financial decisions, and you have to understand how to use it.
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In simple terms we can boil down a DR into a tool that helps you understand 
the money that will need to go into the CRF, and the money that will need to 
come out of it.

The Strata Property Act defines the CRF as the “fund for common expenses 
that usually occur less often than once a year or that do not usually occur”. It 
supposed to be the place where a Strata saves money so that funds are 
available for future repair and replacement work. 

The CRF is not intended to be an emergency fund.
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The money out side of the DR is simply a list of the projects you need to plan 
for, and it shows you roughly how much money is needed, and when.

The expenses can be maintenance, repair, replacement work, and even 
larger investigations.

Figuring out the expenditures requires knowledge of many building systems, 
from structure to electrical and mechanical. Consider whether you need an 
expert. Also, don’t forget that someone has to take responsibility to prioritize 
all these projects which are competing for your cash.
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Once you know how much money you will need, and when, you can begin to 
determine how you will pay for these projects. There are 2 common methods 
to pay for projects: one is a levy of the owners, the other is drawings funds 
out of the CRF.

The DR is intended to help you understand the financial picture so that you 
can set your annual CRF contribution so there are funds available when you 
need them.  The intent is to avoid those unexpected levies.

In reality, almost all Strata’s are not setting aside sufficient funds to pay for 
future projects. In these situations the DR helps you understand the funding 
shortfall that may occur if you stay on your current contribution path, and 
helps you understand the size and frequency of special levies or loans that 
may be needed to pay for the future work. There is nothing wrong with levies 
for funding projects; however, there are issues which arise when the levies 
are unplanned.
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We are getting a little ahead of ourselves, already talking about spending 
money and saving money. The first step in understanding and implementing 
a Depreciation Report is for Council and the Strata Manager to spend some 
time and review the report.

It is unrealistic to assume that the DR provider is going to be able to get a 30 
year capital plan “right” on the first try.

Time needs to be invested by the Council and Property Manager to ensure 
the DR is “right” – to ensure that the report meets your needs and reflects 
your vision.

Part of implementing the DR is to make sure Council is part of the process, 
and you get the opportunity to provide feedback to the DR provider.
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The DR needs to reflect the strata’s actual short and long term plans. This 
means making sure the timing and cost of any planned projects are reflected 
in the DR. Council should have input in deciding how and when projects will 
occur. Our role as a DR provider is to help you understand the benefits and 
risks so you can make an educated decision.

Many projects can be approached differently. For example, you may have 
the option to repair, or replace, a component. Unfortunately when we 
prepare a 30 year capital plan we can’t build multiple repair and replacement 
options into the plan. You need to recognize that although the DR only 
shows one renewal strategy for each project, other alternatives exist (eg. 
Phasing work, or completing major repairs to defer replacement). Don’t be 
shy about asking your provider to suggest some other renewal strategies. 
You might need a more detailed evaluation of a specific component to come 
up with other renewal options.

The SPA says you should update the report every 3 years, but the Owners 
are free to update it sooner, or later. The timing of the update should be 
based on whether or not the existing report is accurate enough for you to 
make current business decisions.  If not, then maybe a financial update is in 
order.
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Recent changes to the SPA allow you to pay for projects which are included in the DR 
out of the CRF by only having a 50%+1 vote instead of ¾ vote.

It is important that you provide feedback to your DR provider so that the final report 
reflects the strata’s plans. Don’t assume that by hiring a professional you don’t have 
to do any work in the process. After all, its your building. 
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OK so you have now spent some time making sure the projects identified in
the report are aligned with the Vision of the Council. The next step is to 
figure out how you will pay for the work.

You need to determine a CRF contribution level that reflects the will of the 
ownership, and incorporate this into the proposed budget. The financial plan 
needs to consider both the short term and long-term financial implications.

9Halsall Associates: Copyright 2014



To get back to the purpose of a DR, its purpose is to help you decide what
annual CRF contribution you should make. The DR will include funding 
scenarios to help you understand the financial impact of different funding 
approaches.

A minimum of three funding scenarios are required by the Act. All scenarios
must be based on a minimum 30 year analysis period. These typically 
include:

1) The Current Contribution approach, which shows you what would 
happen, in terms of levies, if the current annual CRF contribution level is 
maintained.

2) The Fully Funded approach, which shows you what annual CRF 
contribution level is needed to cover all future expenditures without 
levies.

3) Somewhere in between – phased-in annual contribution increase with/out 
levies, or some funding mix of levies and regular CRF contributions (a % 
of “fully funded”).

10Halsall Associates: Copyright 2014

These first two scenarios commonly provided in a DR are the current 
contribution and fully funded scenarios. They give you an understanding of 
the financial boundaries of the CRF contribution choices you have. The first 
option we typically show is referred to as the current contribution approach. 
This means, if you continue with your current annual CRF contribution 
approach, when and how large, will future special levies be. 

The other extreme, is referred to as the “Fully funded” approach. This 
represents the average annualized cost of ownership – the full cost of 
ownership. In this 2nd case the plan is to never have a special levy, and to 
pay for all expenses out of the CRF.  For most Strata’s this would be a 
significant increase in the current annual CRF contribution in order to “fully 
fund” the CRF. 
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To help you put the current financial reality of our Strata industry into 
perspective, we reviewed the CRF contributions for 80 typical Strata 
complexes in the lower mainland and here is what we found:

Highrise, Lowrise and Townhouses.
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Every strata has different common assets and is in a different point in it’s life.  
The contribution requirement should be based on the condition of the 
components and your capital plan that takes into account the buildings future
expenses. The contribution should not be based on a % of the operating 
budget.

The information provided gives you the average funding extremes, but your 
specific case may be significantly different if you are older, younger, in good 
condition, in poor condition, have lots of amenities, or very few amenities. 

Regardless of your situation, the industry as a whole is generally significantly 
underfunded, and unless monthly CRF contributions increase, there are 
likely to be levies to make-up the shortfall.
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Once you start to understand what your current contribution approach 
means in comparison to what a fully funded CRF contribution would be, you 
can start working on developing a practical plan your ownership will support, 
and can afford.

The practical funding approach is somewhere in between, with a CRF 
contribution level higher than the current one, but lower than the fully funded 
approach:

1) These can be Phased-in contribution increases planned over 
several years, possibly working toward a “fully funded” scenario, 
setting yourself on a long term path with no levies in the future; or 
you could

2) Set a contribution that only funds some % of the “fully funded” 
model where you have a long term plan to have some levies in 
the future. 

Arriving at this in-between scenario can be challenging since there are so 
many options.  Your DR provider  should be able to help you develop a 
funding scenario that meets your short and long term needs.
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UNDERSTANDING DRs – What Now?

Decision Time

So, with so many funding options, how do you decide which funding 
approach to implement?

Each owner will have a preferred balance between proactive and reactive 
strategies, and each group of owners is different. You have to determine this 
balance to arrive at a funding approach suitable to the owners.
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You  need to consider your ownership as they are the ones who approve the 
budget. 

For some owners, personal financial constraints may mean resistance to 
paying any more than the minimum CRF contribution regardless of whether 
or not the benefits of being proactive are understood. Unfortunately this may 
mean the owner can’t actually afford to live here.

In contrast, other owners can afford significantly higher regular contributions, 
but would rather invest on their own money and pay levies as needed, taking 
the risk themselves, for higher return.

Owners may be conscious that increased fees are generally perceived 
negatively in the real estate market. A proactive strategy and a healthy CRF 
balance is not yet valued by buyers. Over time we expect this opinion to shift 
as buyers and owners continue to become more educated and they start to 
understand the long term cost of ownership.

It is a good idea to have a town hall meeting and engage your owners in the 
discussion. Ask them what short term and long term strategy they prefer. Be 
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prepared to explain the capital plan and future projects as this information is what 
justifies the need for a CRF contribution increase. In order for Council to prepare a 
budget that will be supported by the Owners at the AGM you likely need their input on 
what they can afford, and what financial situation they want to end up in down the 
road.
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One piece of advice I like to give Councils when I talk to them about how to 
set a CRF contribution is I ask them to explain to me their philosophies on 
how the Strata has traditionally been saving money and spending money.

When it comes time to spend money out of the CRF, I suggest Councils 
consider adopting the same philosophy they used to decide on their annual 
CRF contribution. Let me explain with an example:

- If a Strata chooses a minimum annual CRF contribution approach, it 
would be logical to assume that most capital projects should be funded by 
special levy. This would align their saving and spending philosophy. 
Ironically, many owners will often agree to deplete their CRF account to 
pay for an upcoming project regardless of the long term financial 
implications of this choice. In this case the CRF spending philosophy is 
not aligned with the annual contribution philosophy.

- To align your saving and spending philosophies, the Strata should review 
their DR. If for example the owners have decided to only make a CRF 
contribution that covers 50% of the “fully funded” contribution approach, 
then maybe their spending philosophy should be to only pay for 50% of 
the upcoming project out of the CRF, and pay for the remaining 50% of 
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the project by Special Levy. This aligns their contribution and spending 
philosophies.

There is no obligation to follow any one CRF spending philosophy, or to have that 
philosophy match the CRF annual contribution philosophy; however, it seems unfair 
to long term owners if their choice of contribution approach does not match the 
spending philosophy.
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In addition to thinking about your spending philosophy, there are some other 
questions you should be asking before spending money, such as:

- What impact does the expenditure have on the CRF? Are you depleting 
your CRF?

- Were the CRF funds you are spending intended for another project?

- Was the expenditure planned? Is the size of the expenditure larger than 
planned, or is it occurring earlier than anticipated?

You should decide if you need to update your DR report or funding scenarios 
in order to understand the long term impact of this project.

Also, ask yourself if you have alternative repair or replacement options you 
should be considering?  Maybe you need to do some additional investigation 
in order to evaluate other options. There are always other options, you just 
need to understand the benefit and risks associated with them.
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The DR brings transparency to the cost of Strata ownership. 

The Council has the responsibility to propose sound financial choices for the 
long term wellbeing of the Corporation, but its the Owners who are the ones 
who have the choice to steer their financial future.

You need to work with the DR provider to understand the report. Make sure 
the report reflects the long term Vision of the Strata. 

It’s a challenge to decide on a CRF contribution. Ensure your decision 
considers the long term implications, not just the contribution for next year.  

The DR provider, Council and the Property Manager need to be working 
together to educate the Owners so they understand the financial choice they 
are being asked to make when they vote on their next budget.  
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