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the Store?

By Robin Manougian

Diane Fullerton, former CEQ of Southern California-based Mercury Man-
agement (later Marquis Management), and one of the founders of the
California Association of Community Managers (CACM), went to trial on
January 3, 2005, in U.S. District Court in Santa Ana, California. Fullerton is
charged, along with other defendants, of submitting grossly inflated loan
applications for homes in the Palm Springs area, supported by false W-2s,
false income statements, false payroll records, false verification of employ-
ment forms, and false verification of deposit forms dating back to 1996.

Although Fullerton took home a reported $50,000 each month, lived
in upscale Laguna Beach, and socialized with local politicians, she filed
for bankruptcy in early 1996 amid accusations that the owners of Mer-
cury Management levied bogus fines and late charges against home-
owners, used homeowners’ funds for personal cars and shopping
sprees, and lied about the company’s financial health. She reorganized
just one day later to form Marquis Management, explaining to the 110
communities she managed that the name change was nothing more
than that, a new name.

The full story has yet to come to light, but it's believed that several
months before, Fullerton had taken out a $750,000 loan from Harbor
Bank—which she later daimed she couldn’t repay. An inquisitive board
member of the Loma Vista Homeowners Association, which Mercury
managed, approached Harbor Bank seeking specific information about
the situation; Harbor Bank refused to provide any details. It's known,
however, that Fullerton was running millions of dollars through Harbor
Bank from the communities’ monthly homeowner assessments.

As of this writing, Fullerton’s trial is expected to last two to three
weeks. The good news, if any, is that this case is happening 3,000 miles

away. The bad news is that without proper controls in place, this stc
could just as easily happen here.

While the vast majority of community associations in our area a
well-managed and run by honest, upstanding board members ar
management companies that have extensively trained and educat
their managers, the need still exists to protect a community associatio
funds through a properly-written insurance policy. Such a policy, whi
can be referred to as crime insurance, employee dishonesty covera
and fidelity bond protection, serves to protect the assets of an assoc
tion from theft by any member of the community’s board of directo
employees, or volunteers, as well as the association’s professional mé
agement firm.

As few as 10 years ago, our area saw the downfall of two we
known community management firms, Cameo and Benchmark, follo
ing the theft of funds belonging to communities they managed. Furt}
compounding these cases was the discovery that many of the affect
communities were inadequately insured; their fidelity bonds hadn't be
written to extend third-party coverage to the community managem
firms who handled the associations’ monies.

Despite the recent cases in California, the lesson learned, hopefull
greater vigilance on the parts of carriers, insurance agents, and comn
nity managers who want to ensure that the management firm, incl
ing its principles, is covered to the same extent as their associations.

As experience continues to be the best teacher, today’s crime polic
are extremely well-written and indude as named insureds those indi
uals charged with handling association funds. And while insurance ¢
ers accept a premium in exchange for protecting these funds, carr



are still looking to policyholders to remain vigilant by applying a system
of checks and balances that will help to reduce the chance of loss and
thus keep premiums lower,

In order to extend third-party coverage to professional manage-
ment firms, insurance carriers still want boards of directors to have in
place check-signing controls that limit the check size a management
firm can write without a co-signature requirement. In addition, carriers
want 1o ensure that boards are reviewing canceled checks, that checks
drawn from the operating account are budgeted or written for ap-
proved line items, and that funds drawn from the reserve account are
accessed only by board members, and even so, require dual signa-
tures. In addition, to assure that boards are taking the proper precau-
tions to protect their own funds, many carriers have placed a ceiling
on the amount of coverage that will be extended to a third party. It is
important that you review your policy carefully to see if such a ceiling
on third-party coverage exists.

What Else Can You Do?

Marquis Management and California community association lawyers al-
legedly refused to allow board member Jim Troutman see the financial
records of Loma Vista Homeowners Association. Remember that as a
board member, you have hired your service professionals (community
manager, attorney, insurance agent, etc.) to work for you—to perform a
service for your community in exchange for payment of that service. Re-
gardless of what responsibilities you turn over to these individuals and
companies, legally you have the right to gain access to your own infor-
mation—and remaining an integral part of the process, rather than
blindly handing over total control, will serve the board and the commu-
nity well in the future. Good record-keeping should continue to be part
of the board's responsibility to ensure that maintenance tasks are being
performed, chosen investmenits are being made and monitored, pur-
chases are not only paid for—but are accounted for—and that what
should be in your accounts is also accounted for.

Protecting Your Community’s Assets

Maost association bylaws are written such that carrying crime/employee
dishonesty/fidelity bond coverage {(again, all are synonymous) is a re-
quirement and not an option. Even when the bylaws are silent, the sec-
ondary lending institutions (Fannie Mae and Freddie Mac) require that
associations with 22 units or more carry crime coverage naming as an
additional insured anyone who handles or is responsible for association
funds. This holds true for self-managed and professionally managed
communities. _

Providing third-party coverage (i.e., including the management
company as a named insured under the association’s crime policy) is
crucial. If funds are stolen by the management company and manage-
ment isn't included as an additional insured, no coverage exists for the
insured association.

Professionally managed communities need to carry crime coverage
even if their management companies also have their own coverage. In
most cases, management companies carry crime coverage to protect
their own assets; unless a community is named an additional insured
under their policy, coverage for a loss to an association’s funds wouldn't
be triggered under the managemeént company's policy.

Even if your community is not professionally managed, if you hire an
independent bookkeeping or accounting service, include these individu-
alsfiirms as additional insureds under your crime coverage, as the defini-
tion of an insured includes board members, true employees (W-2
status), and volunteers of the association. Hired services or contractors

paid on a 1099 basis need to be added as additional insureds. ——p

Replacement Reserve Studies are an essential
{| elementin the long-range financial planning of your
community association. Proper Reserves serve to
protect property values and prevent unpopular and
costly special assessments!

Our Replacement Reserve Report offers:
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Call or Visit Our Website for
More Information or a Free Quote:
1.800.850.2835

www.MDAreserves.com
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James Hardie, Inc. fiber cement siding is the
permanent alternative to wood and vinyl siding.
It resists damage from exposure to humidity, rain,
snow, salt air, and termites. Preferred Siding, Inc.

of Reston, VA specializes in the installation of James
Hardie fiber cement siding for discerning home
remodelers. Fiber cement installs just as easily as
natural wood—but offers a lifetime of low maintenance
backed by a 50-year product warranty.

The warmth of wood, the durability
of Fiber Cement.

Stop by our showroom and see the difference.
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Preferred Siding, Inc. m (\*ﬁ%’m
11301 Sunset Hills Road, A-3

PREFERRED SIDING, INC.
Reston, VA 20190 Making a difference
703-318-1865
www.preferredsiding.com @ g?dﬁpm
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How Much Is Enough?
Fannie Mae and Freddie Mac use the following formula to calculate an
acceptable, minimum bond limit:

Three (3) months’ worth of the assodation’s annual operat-
ing expenses + one (1) year's worth of reserves = minimum
bond limit.

Certainly an association’s bylaws may call for a different (higher) cal-
culation and the limit carried should satisfy your bylaws’ recommenda-
tion, but not less than the formula above. Carrying too much bond
coverage isn't necessary, since any loss paid cannot exceed what your
assodiation has in terms of funds (i.e., a bond written for $750,000 will
never pay the full limit if your association’s maximum loss is only
$250,000).

Reducing Your Community’s Chance of Loss

The old saying goes, the best offense is a good defense. Establishing a
system of checks and balances and knowing how your funds are being
spent will reduce the chance of loss—even though a properly written
crime policy is certainly the best safety net available. By following these
key points, you'll be doing your part to make certain that your funds are
kept safe:

o Establish a check-signing threshold for the management company or
board member with signature authority on the operating account.
Checks over and above the pre-determined threshold should require
two signatures.

DOES YOUR ASSOCIATION HAVE
THE PROPER INSURANCE AS
MANDATED BY STATE LAW?

CAU is one of the largest
providers of Community :
Association insurance in the nation. Qur comprehensnve insurance programs
include many coverages that are optional, or not covered by other insurance
policies. The policy is comprehensive enough to help your association meet its
insurance responsibility as mandated by State law.

For associations from single family homes, 1o townhomes, to mid rise developments,
CAU will structure an insurance program suited to your community’s size and needs.

Call Doug Henken today at 1-800-228-1930 ext. 7164.

We'll send you an insurance survey to compare your present coverage with CAU.
Then call us to amange for an insurance evaluation.

Community Assoclation Underwriters of America, Inc.
P.O. Box 3089, Fairfax, VA 22038
Phone: 800-228-1930 » Fax: 703-366-3626

E-Mail: dhenken@cauinsure.com ® www.cauinsure.com
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e Maintain control over your reserve account by allowing only board
members to sign checks drawn from the reserve account, and only
through a dual signature policy.

e Carefully review original, monthly bank statements, cancelled checks
(if your bank provides them), and other month-end reconciliation state-
ments. If your community opens an online banking account, control
over this account should be carefully monitored.

e Voted, approved investment accounts also should be reviewed for
any discrepandies. Hiring a separate investment advisor is wise.

e Have a qualified, independent certified public accountant conduct an
annual audit (certified or compilation if expense is an issue).

o Make certain that the individual responsible for recording receipts is-
n't the same person making deposits.

o If professionally managed, make certain that your association’s funds
are not co-mingled with those of any other association. Your association
shiould maintain a fully separate account.

o Maintain good communication with your insurance agent/broker,
and inform him of any limit changes that might be required. In addi-
tion, should you elect to change management companies, inform
your agent of the change, not only for mailing address changes, but
also to include the new management firm as an additional insured un-
der your crime policy. Q|

Robin Manougian is an insurance agent with the John Manougian Insurance
Agency, Inc., in Silver Spring, Maryland. She also currently serves as coundil chair of
WMCCAI's publications, marketing, and Web site committees.

Masonry Restoration Painting
Caulking Pressure Cleaning
Waterproofing Tuckpointing
Dryvit Repair Balcony Repairs
Carpentry Wallcoverings

General Contractm;,

Servmg Communmes for Over 20 Years.

AAsisted Livin
Rem;gn t_,ﬁommunlﬂes
r ﬂmndc#nnlﬁnnn
MApci,-ﬁtﬁ‘enﬁ'ﬂn,,
ﬂ#” thﬁ '

' | ,l_'sh'e‘, n.
PAOSE U6

......_L.



