Safe Guarding Your Ass…ets
by BRAD SCHNEIDER, CPA - CondoCPA

T

he interaction between the
Board and the Property
Management Firm (Property
Manager if self managed)
are key factors to the efficient and
effective management of your community. The questions you must ask
as a Board Member are as follows:
1. Do we have an integral knowledge
of how the management firm
and manager are planning for
the future?
2. Do we have proper internal
controls set up to prevent theft,
fraud and other drains on our
assets?
3. Do we as a Board understand
the financial information provided
to us each month and is it
sufficient for us to get the real
financial picture?
4. Do management personnel assist
us in understanding the real
financial situation or do they act
as though we do not need to know
all the details?
5. Do we provide personnel an
avenue to anonymously report
wrong doings of others without
fear of reprisals?
6. Is there an independent accounting
firm performing some sort of
review or audit each year?
These are just some of the internal
control matters that should be
understood by a Board. Within this
article we will delve deeper into the
various ways to strengthen internal
controls and the warning signs that
should alert you that you need to
take action.
Did you know that approximately
70% of frauds are committed by first
time offenders? It is true. What this
means to you is that screening out
the persons that have committed a
past crime just isn’t enough. Modern
fraud theory includes the Fraud

Triangle Theory. The Fraud Triangle
theory reasons that when the
following three factors are present
the likelihood of a fraud being
committed are much greater.

1. Perceived Opportunity
2. Pressure
3. Rationalization
Opportunity occurs when there
are poor internal controls. Most
established management firms have
made a great effort to ensure that
your assets are well safeguarded. The
opportunity for fraud increases when
you have a small one person firm or
are self-managed. When there is only

a property manager with no one
supervising that manager there can
be a greater instance of perceived
opportunity. The reason that the risk
increases is that the internal controls
are more difficult to put in place.
Segregation of duties is much easier
if you have a greater number of
personnel. Controls can be set up but
they require more creative thinking.
If the property manager is recording
the financial transactions in the
books, has signature authority, and
reconciles the bank account, you
have a recipe for disaster. Self management can be a
way to save money, however, without
setting up proper controls, the
Association is risking the loss of
assets that could dwarf their savings.

Here are some ideas for strengthening internal
controls for self managed associations:
1. No matter how much you trust the manager, the
manager should not have signature authority unless:
a. you have an independent company performing the
bookkeeping, (the books should not be onsite) and
b. all invoices over a specific amount are approved
by a Board member.
2. The onsite manager and any board member should
not be related in any manner. This would be an inherent
conflict of interest and could lead to collusion between
the Board member and the onsite manager.
3. Credit cards of a property manager are an area of
abuse. If your manager needs a credit card to buy
items at hardware stores, see if you can open a
company account. Never sign checks without proper
documentation attached. If there are invoices missing,
this is a red flag. Never pay a bill from a monthly
statement. Always insist on having the actual invoice.
If you cannot pay off the credit card and need to keep
a balance, then always pay for individual charges, not
round dollar amounts against the balance.
4. Always have the following included in your Board
monthly financial statement package:
a. A Balance Sheet, (Statement of Assets and
Liabilities and Fund Balances).
b. A Bank Reconciliation and a bank statement,
(compare the book balance to the monthly balance
sheet checking account amount). Inquire what the
reconciling items are unless they are current deposits
in transit or current outstanding checks.
c. A Budget to Actual income and expense summary
that includes the current month and year-to-date
figures. Make sure the year-to-date net income over
expenses agrees with the net income shown in the
fund balance section on the Balance Sheet.
d. Review the listing of owners that are past due and
compare that figure to the due from unit owner
figure on the Balance Sheet. Any large delinquent
balances should be investigated. Make sure, if the
Association is on the modified cash basis, that the
assessments are close to the same figure shown in
the Budget.
5. Here are some additional steps that a Board member
can perform to reduce a perception of opportunity:
a. On occasion, review the cancelled checks,
specifically the endorsements for endorsing to
another person and the payee to look for alterations.

b. Review the general ledger and look for unusual
entries.
c. Review the check register for unusual payees and
occasionally compare these to the cancelled checks.
d. Be aware of financial pressure that the employee
may have. Be careful of situations where you do not
give raises to your employees. This could lead to
rationalizing a fraud to increase their pay.
e. Obviously a big gambler or drug user, even if it
doesn’t affect their performance, could cause an
undue financial burden that may lead to a fraud to
be perpetrated.

Having good internal controls will help
the Board Members protect their Ass…ets.
Listed below are my top Nine Financial Mistakes a
Board can make:
9. Trust your developer implicitly because they always
have your best interest in mind;
8. Give the manager signature authority and bookkeeping
responsibilities;
7. Be a hero to the unit owners and keep the assessments
at the same level for many years, because reserve
funds are not really that important are they?
6. Think that reserve funds are for younger owners,
after all, who knows how long you will be living at
this place anyway;
5. Save money by not hiring a professional to do
collection work when you have delinquencies because
you have retired board members that can be very
persistent;
4. Cut services instead of increasing assessments
because you are not going anywhere, so who cares
about market value;
3. When you pass a Special Assessment, give the unit
owners nine different ways to pay it, monthly, quarterly,
lump-sum, accelerating and various other ingenious
methods and see how they are recorded by your
management company over the next nine years when
you have changed management companies 15 times;
2. Give your manager a credit card and let them sign the
checks to pay them;
1. Hire the Board member’s daughter when she has no
experience and ask the Board member to sign the
checks that are prepared by the daughter.
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