TREASURER’S REPORT – SPECIAL REPORT

Addendum to Meeting Minutes

April 19, 2004

REVISIONS REQUIRED TO 2003 YEAR-END FINANCIAL STATEMENTS AND ON-GOING ACCOUNTING PROCEDURES

Prelude:  The Association currently has two bank accounts.  The Operating Account is the account into which all owner dues payments are initially deposited, is used for all disbursements including the payment of all normal operating expenses.  It is also the account from which the monthly reserve contribution check is written for deposit into the Reserve account.

The Reserve Account is used for the payment of reserve-related expenses.  Under normal circumstances, it is funded monthly via a check written from the Operating Account representing the budgeted reserve fund transfer amount.  There have been  times, due to a cash shortfall within the operating account to meet operating expenses, that the reserve contribution cannot be made timely (or even at all).

The current Treasurer of the Association, upon a detailed review of the 2003 financial statements, has raised a concern primarily relating to the lack of recognition on the balance sheet of the funds not transferred to the Reserve Account for budgeted  reserve contributions.  As the result, the Treasurer sought the opinion of the Association’s CPA.  The CPA confirmed that the Treasurer’s concerns were valid.  The Treasurer met with a partner of The Manor Association to discuss the required adjustments, and to review the new accounting procedures that require implementation.  The Manor Association is currently making these adjustments and revised financial statements are anticipated within ten days.  The Treasurer has contacted the Association’s CPA to defer the 2003 annual audit only until the corrections could be made by The Manor Association’s accounting department. 

The purpose of this report is to explain the Treasurer’s findings and the anticipated adjustments to the 2003 year-end financial statement, as well as 2004 year-to-date financial statements.  After revision, these financial statements will be reissued.

There are two accounts reported on the Association’s balance sheet which, together, are intended to report the amount of funds “due to” the Reserve account, as follows:

165
Due to Reserves

205
Due from Operating

These accounts were utilized by our previous management company, Massingham & Associates, to report the liability for funds due to the Reserve Account.  Although the timing of their accounting entries did not strictly correspond with each individual month for the first half of 2003, the ending balance in the Due to Reserves/Due from Operating accounts at June 2003 was correctly stated as $25,679.11, based upon the Treasurer’s detailed analysis.  

Upon the management takeover by The Manor Association, however, accounts 165 and 205 were no longer used to book amounts owed to the Reserve Account by the Operating account.  In plain terms this means that when deposits were not made to the Reserve Account as budgeted (due to valid cash flow problems), those amounts were not ever recorded as being “due” to the Reserve account (or “loaned” by the Operating account).  Civil Code 1365.5 (paraphrased here) allows the Board to authorize the temporary use of reserve funds to meet operating expenses, but in most cases requires the restoration of such reserve funds within a year.  (This is why the Special Assessment contained an estimate for the repayment of funds borrowed from the Reserve account)  Therefore, it is essential to have an accurate record of all funds owed to the Reserve account.

The original December 2003 financial statement reported that $25,679.11 was owed to the Reserve account.  As a matter of interest, approximately 67% of this total represents two reserve contribution checks from November and December, 2002 which were never actually deposited into the Reserve account and which Massingham voided in February, 2003.  Again, this total liability only represented the balance forward booked by The Manor Association from the Massingham mid-year accounting records.  This amount did not include five subsequent un-transferred reserve contributions for June, August, September, October, and December 2003 equaling $47,157.90 (5 months x $9,431.58 per month).  

The total of the adjustments required for the year-end 2003 financial statements was $47,157.90.  This results in a revised total amount owed to the Reserve account of $72,837.01 at 2003 year-end.  It should be noted that above-and-beyond the January 2004 scheduled reserve transfer, an additional total of $29,861.52 was repaid to reserves in January 2004. (This amount represented the original $25,679.11 liability reported in December and an over-transfer of $4,182.41 for the January 2004 contribution which was made by Manor’s accountant due to her having the wrong 2004 budget version.)  Therefore, by January’s end – the total amount owed to reserves was reduced down to $42,975.49.

WHAT DOES THIS MEAN?

It’s important to keep in mind that this issue does not involve any “missing” cash.  It’s simply a matter of accounting properly for where the cash is, or, in our case, where it would have been if our cash flow had allowed us to put it there.  The audit for 2003 has not yet been conducted, and the 2003 tax return has not yet been prepared.  Therefore, we can make these corrections retroactively without little direct consequence.

We will need to use more of the special assessment funds to “repay” this loan back to the Reserve account in 2004.  Please note that this does not mean that those funds will be unavailable for use toward the repairs anticipated in the special assessment.  We will still have the cash we anticipated to pay the special assessment project(s) expense – and we can pay those expenses from either the Special Assessment checking account or the on-going Reserve Account as is required.  Until the Treasurer has the adjusted and recent financial statements available, no recommendation will be offered in terms of how much of the outstanding obligation due to reserves should be paid at this time.  At minimum, it is expected that the balance reported through 2003 should be repaid. 

GOING FORWARD

The Manor Association will be modifying their monthly accounting procedures to ensure that the proper balance sheet accounts are used going forward to record any funds owed to Reserves on a monthly basis.  There is a way to utilize a recurring journal entry to report the liability for the monthly reserve fund transfers which is largely foolproof.  I have been assured by one of the management company owners that he will personally supervise the required adjustments, and will ensure that the practices are put into place going forward to properly state these balance sheet accounts.

The Treasurer will request that a written copy of this report be attached to this evening’s meeting minutes as an addendum.  Additionally, I have provided a copy of the detailed accounting analysis to all Board members, and will also make it available to any owner’s who request it.  Finally, this material will also be provided to our CPA, prior to commencement of the 2003 audit.

OTHER INFORMATION

The total of the loan related to the Special Assessment from Kislak National Bank is $203, 000.80 with 25 participating owners.  Loan documentation has been reviewed by our legal counsel, the Board President and Board Treasurer, and we will execute the revised documents upon their receipt from Kislak.  The determination of the fixed interest rate will be published when it can be determined approximately three days prior to funding.  All loan participants will then be provided with monthly payment amounts and detailed remittance instructions.  There will be certain administrative duties related to the loan on an ongoing basis which the Treasurer will document for current Board members, future Board members, and our management company.  Some of these items include reporting owner delinquencies in excess of 60 days, reporting any change in the composition of individual Board members, and disclosing owner bankruptcy actions.

New bank accounts have been established for the administration of the proceeds of the Special Assessment.  These include a depository (money market) account which will earn interest on funds until used, and a checking account for disbursements.  The Special Assessment accounts will be administered with the same scrutiny as the existing Reserve account in terms of signature authority.  Two board member signatures will be required upon the face of any check issued.  The management company will continue to prepare the checks and record them in the Association’s financial records, but will not be signatories on these accounts.  Once the majority of the special assessment cash payments have been received from owners, and once the loan from Kislak National Bank has funded (estimated at month’s end), the amount of $60,000 will be used to purchase a Certificate of Deposit (CD) and will be earmarked for the remaining roof replacement.  

Invoices for the Special Assessment were mailed to all owners on April 6, 2004 and the payment due date is April 27, 2004.  The Manor Association has been instructed in terms of the accounting procedures for the special assessment and has been provided with all opening entries and new accounts required to book these transactions, a copy of which I have provided to the Board.  The Manor Association will further be provided with recurring billing amounts for loan participants shortly after the interest rate has been fixed and the proper entries can be generated.

At this time, it is not possible to review March 2004 financial statements as they cannot be competed until all of the adjusting accounting entries dating back to December 2003 are implemented.  The Board, upon the Treasurer’s recommendation, has not yet approved financial statements for January or February 2004, pending these adjustments.

As Treasurer I have two motions to submit for Board approval:

1)
Move to “Un-approve” the original December 2003 financial statements until such time as they have been modified by The Manor Association and can be submitted for review and a new vote for approval.  (Board to consider motion)

2)
Move to approve the Corporate Resolutions of the Board of Directors of Pacific Point Homeowner’s Association submitted by Kislak National Bank, pursuant to the Special Assessment loan – including authorization by the Board to borrow the sum of $203,000.80 on behalf of the Association, and to sign a Secured Promissory Note for such loan, and to accept and abide by the contents and conditions of the Corporate Resolutions previously distributed for review (Board to consider motion).

Submitted by:

Jennifer Borland, Treasurer

Pacific Point Homeowner’s Association

