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Special Meeting Questions and Answers 
 
 
On July 30th,  the Board of Directors held a Special Meeting to present owners with the results of the recent “draft” 
level 1 reserve study and some possible financing options. While the reserve study still needs to be adopted by the 
Board, the Board felt that it was important to provide owners with as much information as they had, as soon as 
possible.   
 
The owners present at the meeting and those owners who attended by telephone asked many good questions. The 
purpose of this Q&A information sheet is to attempt to restate and answer those questions for our owners who were 
unable to attend. 
 
This Q&A information sheet is also available on the Association’s website www.liliuokalanigardenswaikiki.com, click on 
the “Resource Center” tab, then select “Special Meeting”, then “Questions and Answers”. 
 
 
 
What made the Board decide to conduct a reserve study? 
State law requires the Board of Directors to calculate the Association's estimated replacement reserves based on a 

reserve study. Perhaps more importantly, a condominium project such as ours should always have a current reserve 

study on file so that owners and prospective owners can always know the financial health of our Association. 

Examination of our budgeted reserves in July of 2017 led the Board to speculate that there might not be enough funds 

in reserve to cover the needs of our 34 year old property. 

How much do we have in the reserve today? 
The current reserve is $3.4 million. However, the study determined that the projected needs for 2019 alone, amounted 
to almost $11.1 million, with even more needed in the subsequent years.  
 
How is a reserve study performed? 
The Board hired the firm Armstrong Consulting Inc., a nationally recognized firm which specializes in reserve studies, 
construction management, maintenance programs, insurance appraisals and due diligence studies. Armstrong was 
retained for three years and in addition to the initial level 1 study, done this year, they will also do two level 2 studies 
in the two subsequent years, 2019 and 2020. The study performed by Armstrong contains a 20 year projection of our 
anticipated expenses for each and every asset we own that is subject to wear and deterioration, as required by law. 
 
The chart below shows the three classifications of reserve studies: 
 

SERVICES LEVEL 1 LEVEL 2 LEVEL 3 

Site visit X X  

Inventory of all components X   

Condition assessment X X  

Life and valuation of components X X  

Fund status and funding plan X X X 

 
  

http://www.liliuokalanigardenswaikiki.com/


2 
 

 
How did we end up with such a large deficit all in one year? 

- The maintenance fees didn’t keep up with the rising costs of replacements. 
- The Board was unable to find evidence of a level 1 study ever having been done. Whatever reserve data that 

was presented to the former Boards left out, or under-funded several high cost items. 
- There was no contract for on-going, independent reserve studies.  

 
Can we sue anyone for the deficit that we are now responsible for? 

- Our past and current management company contracts have an indemnification clause which requires our 
Association to pay for their legal fees in the event they are sued in the course of providing management 
services. 

- Hawaii state law states that “No association or unit owner, director, officer, managing agent, or employee of an 
association who makes a good faith effort to calculate the estimated replacement reserves for an association 
shall be liable if the estimate subsequently proves incorrect.” 

 
Are we the only Association with a high deficit? 

No. Many buildings in the state were built between 30 and 40 years ago and are at the same level of wear and 
deterioration as our project, although the ability to fund their reserves varies greatly from project to project.  
 
As you’ve undoubtedly heard or read in the news lately, many of the high-rise properties have the added 
burden of installing fire sprinklers in addition to funding their replacement reserves. We’re fortunate that we 
are not in that situation. 
 

Why didn’t we have a reserve study done earlier? 
The state of Hawaii allows condominiums associations to “self-govern”, which means that the state doesn’t do 
regulatory enforcement. And in Hawaii, there is no statutory requirement for “periodic” reserve studies. 
California law, for example, requires a “competent on-site reserve study” every three years. 
 

Does this mean we will be having construction companies on the premises every day? 
- No, the reserve study schedules replacement and/or repair over the next 20 years.  
- The Board and Resident Manager will work to minimize the impact on the residents. 
- Contractors are seldom available immediately. 
- Once we have funding, we will sign contracts and then wait for their schedule to open. For example, once we 

sign a Notice to Proceed with an elevator company, they won’t be onsite for at least 18 months. 
 
What are the big-ticket items due for replacement in 2019? 
The following are estimates and the cost could possibly increase: 

- 2.3 million  =  All 5 Elevators. 
- 5.3 million  =  Vertical sewer line replacement. 
- 1.4 million  =  Painting all exterior structures. 
- .4 million    =  Replace trash chutes both towers. 
- .6 million    =  Chill water (A/C) insulation repairs. 

 
What else needs to be replaced ? 
A complete list of repairs and replacements can be found on the Association website 
www.liliuokalanigardenswaikiki.com under the tab “Resource Center”, “Special Meeting”, “Draft Abridged Reserve 
Study”. 
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In the Reserve Study, what does the term “Placeholder” mean? 
The annotation ‘Placeholder” means that the study’s authors or the Board didn’t have enough information to 
determine a price for the item, so the best estimate was used.  
 
Why do they need to be replaced now? 
Much of our critical infrastructure is at the end of its projected life and are critical to our quality of life. Losing a single 
elevator amounts to an inconvenience, however should the second elevator in the same building fail, it becomes much 
more than an inconvenience. Some of our residents with mobility issues would effectively become trapped in their 
apartments.  
 
Sewer lines are another example of a critical infrastructure that should be replaced before it fails as a failure could lead 
to sewage flooding several floors and require mandatory evacuations.  
 
Why can’t we repair the elevators instead of replace them? 
At present, the budget to maintain the elevators is almost $10,000/month. However, in 2017, we exceeded the budget 
for elevator repairs by $40,000.00. This year, we are on track to exceed the budget by $60,000.00. Our elevators have 
a projected life of 30 years and they are now 34 years old. Parts to repair them are becoming exceedingly difficult to 
find, which results in longer periods of the elevator being out of service. Due to the uniqueness of the parking 
structure elevator, parts often have to be manufactured.  
 
Can we only replace the items that are necessary and not worry about decorative items, like painting? 
Painting is not a cosmetic repair; it’s actually a protective seal for the building and is necessary to protect the building 
from moisture intrusion and corrosion. Our buildings are actually coated with a special silicone base building paint, 
which retards water intrusion more than typical latex based paint.    
 
The sewers lines were reviewed 5 years ago and they said it was good for several more years. 
The vertical sewer lines in our buildings have a projected life of 40 years. They are currently 34 years old. While we 
don’t believe that replacement or pipe lining must be done immediately, it would still be wiser to replace or line the 
pipes before a catastrophic failure occurs.  
 
Can we put some of these replacements off for a year? 
Many of these repairs and/or replacements will take over a year to get workers onsite, but we still need the funding in 
advance. 

 
Why are we carrying a loan now? 
The Association currently has two old loans: one was used to purchase the leaseholds on the property the Association 
owns (The Queen Tower office, the Resident Manager’s office and the two ground floor apartments). The balance on 
that loan is $500,356.00. The second loan was for the purchase of an energy efficient chiller and energy efficient 
lighting. The balance on that loan is $161,537.00. Both loans will be paid off in 2029. 
 
How will the reserve shortfall be paid for? 
The Association has two primary options available; a bank loan paid back through maintenance fee increases, or an 
assessment of the owners. Both solutions have pros and cons. In the very near future, the Board will be providing the 
owners with more information regarding the options. It’s important to note that the decision to obtain a loan of this 
size is not the Board’s to make; it can only be made by a simple majority vote of all owners.  
 
 
 


