
Report on 2015/16 Budget Issues

During the early months of this year the Board of Directors, the FOSCC Finance
Committee, and most members were pleased with the financial results of the changes
made in the operation of the CC. Recently it became apparent that CC budget
projections were incorrect and that we are not on track to meet our goals. This news is
discouraging and disheartening for all concerned.

The CC Secretary/Treasurer has asked the Finance Committee to review recent financial
records to determine why we are unable to meet projections and to make
recommendations for what we need to do to avoid a similar problem in the coming years.
The report is in five parts:

1) What was the source of the problem?
2) What was the Board response?
3) How did the CC survive?
4) What is the effect on 15/16 finances?
5) What is the effect on the 16/17 budget process?

1. Who, What, andWhy?

The 2014/15 budget, on its face, projected a $25,000 deficit. It was prepared by then
General Manager Dave Belling and adopted by the Board. Unfortunately the budget
contained a substantial mistake that was totally missed by the General Manager, the
Board, and all other management employees. The budget for the restaurant assumed
that members and guests would spend about $250,000 for food (an increase from about
$230,000 in the prior year) but would in addition spend about $180,000 for the restaurant
minimum imposed in 2014/15. Because the restaurant minimum would not be payable
if a single member spent $360, and a couple $720, members attempted to spend the
required amount in the restaurant and most succeeded. The budget did not take this into
account with the effect that money spent in the restaurant was, for purposes of the budget,
counted twice, once when a member made a purchase, and again with the assumption that
all members would pay the minimum. Subtracting the mistake of doubling restaurant
sales moves the projected budget deficit from $25,000 to about $200,000. If this
mistake had been found, would the Board have adopted a budget showing a $200,000
deficit, even though the General Manager was complaining about being micromanaged?
We think not. As should have been projected, most members met their minimum
payment and rather than bringing in the budgeted amount of $181,404, income from the
minimums was $7,313. Overall the 14/15 budget projected a gain from the restaurant of
about $130,000. Actual results were a loss of $50,000, a difference of a negative
$180,000, leaving a deficit from which the CC was unable to recover. The lesson
learned here is check, double check, and triple check budget computations to ensure
accuracy and sound thinking.
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2. The Storm Hits

The former CC accountant, Teresa Kevane, alerted CC management to the budget
problems shortly after the budget was adopted. She attempted to adjust figures, but
warned the Board that they would likely not receive the revenue projected, and that the
CC cash balances could disappear. In December of 2014, then newly elected
Secretary/Treasurer Bonnie Williams appointed a Finance Committee. The Finance
Committee submitted a report to the Board explaining the problem and advising that it
appeared that the CC would exhaust its funds before the end of the 2014/15 year, unless
changes were made.

Also within the 2014/15 year, in what would become a perfect storm of occurrences, GM
Belling resigned, accountant Kevane resigned, Shalea Heather, the CC Administrative
Manager was gone, Marc Orlowski, the CC Director of Operations resigned, and two
board members, including the CC President, also resigned. By early summer, Shalea
Heather had not been replaced, financial reports were not prepared in a timely manner
and had disappeared entirely for three critical early summer months, and the Board
adjourned for the summer without addressing the budget issues.

In the absence of any alternatives, or Board direction, CC President Kathy Ervin and
Director of Operations Orlowski continued on the course set in the budget. By August
of 2015, operating funds were gone.

3. Survival

To understand how the CC handled the problem, it helps to review how the CC manages
its revenue. The CC currently utilizes a savings account for deposit of members dues
and fees. If a member pays dues with a credit card, the funds are paid directly into a
different CC account. Funds from the two dues accounts are transferred as needed to an
operating account (called 9577 from its account number). FOSCC bills are paid from
this operating account. The CC has three accounts where use of the funds is restricted -
a Lot account, an Emergency Assessment account, and a Reserve Account. There also
are various special purpose accounts (Donated funds, Can Am funds etc.) which are
established as needed. Balances in the Members Dues and Operating accounts as of the
dates indicated were as follows:
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As stated, in August of 2015 the operating account was depleted. A decision was made
to transfer $75,000 from one of the restricted use accounts (the Reserve account) to the
operating account. After completion of this transfer, at the end of August, funds in the
members and operating accounts were as follows:

Member Fees Savings 4,581
Member Fees Credit Card 1,787
Operating Account (Reserve Funds ) 66,526
Total $72,894

Use of the Reserve Account did not solve the problem, as at that point all operating funds
were spent, the remaining reserve was less than $3,500 and September and October bills
had yet to be paid. In response, President Ervin and Director of Operations Orlowski
prepared, and sent, a letter asking members to pay their 15/16 dues in September, instead
of October, and offering a chance for a reward to those who would do so. The response
was good and dues were paid in advance. Some of the dues were used to pay 14/15 year
bills, with the remainder placed in the Members Dues and Credit Card accounts. The
balances in the accounts at the end of the 14/15 year are shown above on page 2.

The final tally of the damage done by the 14/15 budget was shown on the October 2015
Monthly Financial Report:

4. Who Pays the Bill?

The October 31, 2015 financial report also indicated that as of the end of October,
members had paid golf membership dues and certificate fees totaling $534,081. All of
these funds should have been deposited in one of the three accounts discussed above.
The total in the accounts on October 31, 2015 according to the same report, was $340,517,
which is substantially ($193,564) less than the total that is reported as having been
received. A chart illustrating the percentages follows:
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How 36% of dues disappeared before the first day of the CC current year, is difficult to
comprehend. Based upon our review, it appears that all dues were accounted for and
properly deposited. However, our financial records from these periods may not be
accurate. Assigning account numbers to receipts and expenses was not consistent as many
individuals worked in the CC office during the summer. Our CPAKate Spiegal has stated
that some of our figures from that period are “nonsensical.”

In addition, the transfer of 2015/16 dues to pay 2014/15 bills had a major effect. We
reviewed CC records and were able to reconstruct transfers from the membership
accounts to the operating account. Bank statements for September and October of 2015
show:

Date Beg Balance Receipts Checks
Electronic
Withdrawal Fees End Balance

Sept 2015 83,171 55,416 97,383 16,403 95 24,706
Oct 2015 24,706 107,100 85,426 23,089 27 23,263

During these two months there were transfers from the incoming dues accounts to the
operating account as follows:

9/24/2015 20,000
9/30/2015 21,000
10/6/2015 20,000
10/12/2105 25,000
10/21/2015 28,000
10/28/2015 30,000

144,000

Subtracting these 15/16 dues from receipts leaves the following:

Date Beg Balance 14/15 Receipts Checks
Electronic
Withdrawal Fees End Balance

Sept 2015 83,171 14,416 97,383 16,403 95 (16,294)
Oct 2015 (16,294) 4,100 85,426 23,089 27 (120,737)
Uncleared 508 18,395 (138,624)



5

The conclusion reached by the Finance Committee is that $144,000 was transferred to the
operating account from dues collected to pay 15/16 bills, and at least $138,624 of that
money, was actually used to pay 14/15 bills.

The 2015/16 budget was initially prepared by the Finance Committee. All Board
members were asked for information and their input. Only one responded. A draft budget
was released to the Board and members and was much discussed on the CC website. In
August, the Board adopted a budget submitted by unidentified members of an Ad Hoc
Committee. In November, the Board approved a final budget which had been prepared by
Bill Etter and Jerry Berg, which had been reviewed by them with the Finance Committee
and which was accepted by all who reviewed it. At no point prior to adoption of the
budget, were any of the members working on the budget advised that $75,000 from the
Reserve Fund had been spent and that $144,000 had been transferred to the operating
account in September and October, to pay 14/15 expenses.

The 15/16 final budget estimated total income of $909,055 and expenses of $906,900.

(As an aside, the 14/15 income from community member and non-member green fees
was a little over $130,000. The 15/16 income from green fees is already approaching
$260,000. If the CC had not opened to public play, it could have been short an
additional $100,000 and this report would have been an explanation of why the CC was
required to make an assessment.)

Although green fee income has been beyond expectations, most income areas of the
budget have been as predicted or slightly less than predicted, so our best guess as to what
we will actually receive in revenue, taking into account the transfer of $144,000 and as
discussed below $100,000 placed in Reserve, is $760,000.

As of July 1, 2016, expenses are running about 97% of budget projections. If that
percentage continues to hold, our expenses for the year will total $880,000. To date we
have spent about $550,000, so if our total spending is $880,000 we will need $330,000 to
make it to 10/31/16.

As of July 1, 2016, we have almost $73,000 in the members dues savings, $7,000 in the
members credit card account and $22,000 in the operating account. We should take in
about $35,000 in the remainder of the year. Here is the math to illustrate funding of the
$330,000 cash required:

Members Savings 73,000
Members C Card 7,000
Operating 22,000
Total Cash 102,000
Income 35,000
Available 137,000

This leaves a shortage of $193,000.
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In November of 2015, the Board used 15/16 dues money to replace $50,000 of the
$75,000 from the Reserve Account that had been spent on 14/15 operating expenses, and
in the glow of optimism that accompanied the increase in green fees that the CC was
experiencing, added another $50,000, a month or so later. This additional $100,000
brought the total fees and dues not used as planned in the budget to $238,624.

It is the recommendation of the Finance Committee:

A. That the CC take whatever action is necessary to transfer $80,000 of the July 1, 2015
remaining balance of the Reserve Account ($84,609) to the operating account,
leaving $4,609 in reserve.

B. The 15/16 budget projected $30,000 of 15/16 dues would be added to the Reserve
Account. It is the recommendation of the Finance Committee that the CC take
whatever action is necessary to not add this sum to the Reserve Account in 15/16.

C. These actions would reduce the cash shortage to $83,000. Reducing this amount to
zero would require a nearly 30% reduction in expenses in the remainder of the year.
It is the final recommendation of the Finance Committee that the CC take whatever
action is necessary to reduce spending from July through October to the extent
possible, but only if it can be done without causing long term damage to the CC.

5. Next Year Budget Lessons

The CC, for years, has been “borrowing” from next year to make it through the current
year. The borrowing can only be paid back out of future year profits and profits have
been minimal. The 14/15 loss was so large that the borrowing used a large percentage
of 15/16 dues and fees, and may well require borrowing from 16/17 dues to save 15/16.

We must learn from our mistakes so we will not repeat them.

1. This year we must estimate how much we are “borrowing” and add that amount to the
revenue that will be required to be raised in 16/17.

2. This year we must build in a contingency. Next year’s Board will encounter an
unbudgeted need and will spend the money required to meet the need.

3. This year we must estimate our expenditures and only then set dues and fees at a rate
that will raise enough revenue to match the expenditures, ignoring what we feel will be
the consequences to membership numbers.

4. We need to immediately fix our financial records to make them understandable by
including a monthly bank reconciliation, a cash flow report, and providing a separate
funding account for CC special funds.
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Conclusions

It is possible to avoid all of the above problems by deferring expenditures, delaying bill
payment, and using the remainder of the three reserve accounts to fund the CC through
October 31, 2016. By November 1st the CC should receive $500,000 or so in revenue
and will not have financial issues until the summer of 2017. The temptation to delay the
inevitable has been irresistible to Boards in the past. It is the belief of the Finance
Committee that the CC should address the problem now and take action to eliminate the
necessity of borrowing in the future, with the knowledge that this means raising
members’ fees and dues.

In a perfect world, if $138,000 had not been borrowed, and everything else remained the
same, the $83,000 shortage we need to cover, would have turned into a $55,000 surplus
that would have allowed the $30,000 budgeted addition to the reserve to have been
funded and left $25,000 to be used as the Board determined. If the Finance Committee
recommendations are followed, the Board spends within budget guidelines, and members
step up to meet this challenge, a year from now we should be in an enviable position.
With some current pain and sacrifice, there can be light at the end of our tunnel.

Respectfully Submitted,
Fountain of the Sun Finance Committee
Bob Golphenee - Secretary/Treasurer
Nancy Nacu
Jerry Berg
Mike Sebastian


