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The Body Corporate and Fidelity Cover 
 
 
Notwithstanding that the managing agent has a Fidelity Fund Certificate (FFC) issued by the Estate Agents 
Affairs Board (EAAB), the Community Schemes Ombud Services (CSOS) Act Regulations and prescribed 
management rules require that the body corporate purchase a minimum amount of fidelity cover, plus more 
if decided upon, based on a formula.  
  
The CSOS regulation 15 and STSM Act Regulation prescribed management rule (PMR 23.(7)), read 
together, also requires that the body corporate should purchase cover against fraud or dishonesty by 
trustees, employees and managing agents.  
  
The Estate Agents Affairs Board’s Fidelity Fund Certificate is not purchased by the body corporate, but 
rather the managing agent, and only covers funds held in trust by the managing agent and pertains to the 
particular managing agent covered. Most standard buildings policies include a “Fidelity Section” however, 
this cover is usually very limited and traditionally excludes dishonesty / fraud by the managing agent.  
 
Thus, more recent legislation makes the community scheme take control of its fidelity risks and the 

regulations and rule provide the guidance. Simply put, all community schemes, including Bodies corporate, 

HOAs, share block schemes, informal HOA associations, retirement villages etc. are all compelled to 

arrange such cover to a minimum amount which is stipulated as the total of: 

(a) the community scheme's investments and reserves at the end of its last financial year; and 

(b) 25 per cent of the community scheme's operational budget for its current financial year. 

In other words, the intention is clearly: 

The amount of cash and savings and liquid assets the scheme has + 25% of its annual expenses. 

Sub regulation 4 under Regulation 15 states that 

The insurance cover referred to in sub-regulation (1) must- 

(a) provide for payment of a loss by the insurer to the community scheme within a reasonable period 

after reasonably satisfactory proof of the loss has been furnished to the insurer; and 

(b) not require that criminal or civil proceedings be taken or completed against the insured person 

before payment is made under the insurance policy. 

This means that the Fidelity cover cannot depend on the offending party to be proven guilty or having to 

wait for enough evidence to institute criminal charges against the perpetrator. 

Presently, Sub regulation 5 alludes to an alternative cover arrangement; however, this is an error in the 

regulation in our view and should be ignored as an option. We have recommended to the authorities / 

CSOS board that this sub regulation be deleted. This option exposes community schemes to great risk. 

Bodies Corporate also need to consider prescribed Management Rule 23.7 which states; 

A body corporate must take out insurance for an amount determined by members in general meeting to 

cover the risk of loss of funds belonging to the body corporate or for which it is responsible, sustained as a 

result of any act of fraud or dishonesty committed by a trustee, managing agent, employee or other agent 

of the body corporate. 



 

 

So, reading CSOS regulation 15 in conjunction with PMR 23.7, there is no doubt that bodies corporate 

need to ensure that: 

a) A certain minimum amount of fidelity cover is in place according to the formula 

b) The AGM then decides whether or not that minimum amount is adequate and directs the trustees 

accordingly 

 

There are various ways in which this aspect of cover can be dealt with but most importantly is to ensure 

that the body corporate / community scheme is receiving the correct advice and obtained the most 

appropriate and reasonably priced premium for the cover offered. 

We are recommending products which includes an element of computer crime cover. Great care should be 

taken and written advice from the advisor / broker is important. 

 
 
 
Read more about Fidelity and Sectional Title in the latest Sectional Title Insurance Guide 
 


