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Establishing a Budget
for a Renovation
Project

By Steven Morris, P.E., R.S.
Morris Engineering, LLC

ne of the most common ways
of measuring the success or
failure of a renovation proj-
ect is to compare the final
cost of the project to the original budget.
Unfortunately, the process of developing a
comprehensive budget is often neglected in
the early stages of a project. Many times
an association will receive a proposal from
a contractor for a certain scope of work and
the proposed amount becomes the “budget”
for the project. This method of budgeting
has many holes in it and does not account
for many costs that are likely to be incurred.
Without a good budget, it can be hard to
accurately gauge the success of a project. The
goal of this article is to offer some thoughts to
consider when establishing a budget for a reno-
vation project. Not all of the items discussed
will apply to all projects and not every issue
that should be considered in a project budget is
discussed. However, the advice below should
put you in the right frame of mind for develop-
ing a comprehensive project budget.

Project Specifications
or Detailed Proposal

Understand what scope of work is included
in the contractor’s proposed price and what
is not. The best way to be sure of what costs
are included in the contractor’s bid price is
to have a comprehensive and detailed set of
specifications prepared and sent to all bidding
contractors. Detailed specifications will tell the
bidders what scopes of work to include in their
pricing and will greatly reduce the likelihood
of surprise charges after the project is started.
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Unforeseen Conditions

Project budgets should always include a
contingency for unforeseen conditions. An
example of an unforeseen condition is a
recent regrading project intended to direct
water away from a building. During the
project it was necessary to remove 4 feet
of soil next to a building. In the process
of removing the soil, the contractor found
that the electric wires serving the parking
lot lights were buried only 3 feet below
the ground surface. Once the wires were
exposed, they had to be reinstalled to a
proper depth below the surface. The cost
to reinstall the wiring was the result of an
unforeseen condition.

Unforeseen conditions usually result in addi-
tional expenses that are not reflected in the origi-
nal cost of the project. While, by definition,
unforeseen conditions are difficult to predict, it is
good practice to include a contingency amount in
the project budget. Contingencies for unforeseen
conditions typically range between 10 percent
and 20 percent, depending on the size and com-
plexity of the project.

Legal Fees
Any significant renovation project should

involve the association’s attorney who will
typically draft the contract between the asso-
ciation and the contractor. The attorney may
also be involved if the project requires reso-
lutions, votes of the membership or inter-
pretations of ownership of various building
or site components (homeowner owned vs.
common elements).

The legal fees associated with a renovation
project will depend on the size of the project,
but the project budget should consider those
costs.

“Unforeseen

conditions usually
result in additional
expenses that are not
reflected in the original

cost of the project.”
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Loan Costs

Large renovation projects are often funded
by loans taken by the association. Loans
can be an effective means of funding project
costs that exceed the association’s available
assets. However, there are additional costs
associated with funding a project with a loan
that will have a significant impact on the total
project costs.

In obtaining a loan, there will be closing
costs and interest charges paid to the bank.
Along with these costs, the association is
likely to require the assistance of its accoun-
tant, attorney and management company.
All of these professional services typically
incur costs for the association.

Typically, loan payments will be made
by the association. The funds to make the
payments will come from the membership,
usually as monthly special assessment pay-
ments. Unfortunately, the association must
anticipate that at some point during the loan
repayment period, someone will miss pay-
ments. When this occurs, all of the other
members must pay this bad debt and this
must be accounted for in the budget.

Management Company Fees

Any significant renovation project at a
community association is going to require
extra work by the association’s management
team. In the planning stages, the manager
typically serves as the quarterback for the
project. The manager will coordinate meet-
ings between the board and its engineers,
contractors, banks, membership, etc. Once
the project starts, the manager will typi-
cally disseminate information to residents, if
needed, schedule access to homes and draw
checks for payment of contractor’s invoices.

Management companies often charge
additional fees when a community performs
a renovation project. These fees are neces-
sary to cover the increased work required of
management during the project.

Engineering Fees

The association may engage an engineer,
or other design professional, to prepare plans
and specifications for the renovation project.
As discussed above, having a good set of
specifications can help avoid surprise costs
later in the project.

The association may also choose to have their
engineer perform a construction inspection and
administration services during the construction
phase of the project. These services can range
from occasional spot inspections to full time
inspection and project administration.

CONTINUES ON PAGE 20.
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Comprehensive Insurance
That Works for You

Our years of experience in the real estate
market, both residential and commercial,
means we can design just the right insurance
program for your property. Let us show

you your options.

Products include: Property ¢ General Liability * Umbrella
Workers’ Comp. ¢ Directors & Officers ¢ Flood ¢ Equipment
Breakdown ¢ Professional * Environmental Liability * Auto

Members of:

MEMBER OF ?‘%
commumty

ASSOCIATIONS INSTITUTE

877.547.4671

www.jgsinsurance.com
ShoreBuilders
| [ ;
@3 Friends of IREM

@R NAHB:
P et
‘Imio 960 Holmdel Road, Holmdel, NJ 07733

Natiorsal Associatien of Resideniial Properly Managers Celebrating our 90th anniversary!

INSURANCE

Visit www.cainj.org

The website of the New Jersey Chapter of CAl.
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40 Bey Lea Road
Suite A201

Toms River, NJ 08753
www.bhbins.com

SBHB

INSURANCE SERVICES

Our
KNOWLEDGE

is Your

PEACE orF
MIND

[ 732.356.4975
HighTechLandscapes.com
10 Culnen Drive
Branchburg NJ

HIGH TECH

LANDSCAPES, INC.

Ammiversarsy

A Full Service Landscape Company

Grounds Maintenance, Irrigation, Arboriculture,
Landscape Design & Construction,
Snow & Ice Management

Intesrated Plant Healil
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BUDGET FOR A RENOVATION...
from page 19.

The engineering fees that the association
will incur will depend on the scope of the
project and the extent of services that they
wish to have their engineer provide.

Building Permit Fees

Significant renovation projects at a com-
munity association require municipal build-
ing permits. The association’s engineer or
design professional should be consulted to
If the
association has not engaged a design profes-
sional, the manager should meet with the
Municipal Building Code Official to discuss
the need for permits.

The cost of building permits will vary with

determine if permits are required.

the size and scope of the project. Typically
permit costs are in the range of 1 percent to
2 percent of the project cost.

Price Escalations

Material costs can have a major effect on
the cost of a renovation project. The project
specifications and/or contract should address
material costs that occur during the course
of the project. Some agreements will have
a fixed cost of the work, regardless of mate-
rial price increases. This type of agreement
allows for a much more predictable budget.

One notable exception to the fixed pric-
ing example is paving. Asphalt pavement
material is a petroleum based product. The
cost of asphalt pavement is very volatile
and moves with the cost of oil. Pavement
projects can base the material cost to be paid
to the contractor on the New Jersey DOT
Asphalt Index. This method adjusts the
material costs based upon the cost of asphalt
on the day that the pavement is installed.

The cost of construction materials con-
tinue to increase. If material cost increases
can be passed along to the association, the
project budget must account for those poten-
tial changes.

Conclusion

In preparing a project budget, the asso-
ciation should try to account for all poten-
tial costs that could be associated with the
project. By working with its professionals,
the board can develop a budget that reflects
a comprehensive estimate of the cost of a
project. By starting with a good budget, the
association can launch its project toward a
successful completion. W
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