
Chief Financial Officer’s additional comments on the Report of the Ad Hoc Operations

and Capital Budget Committee Report of Oct. 4, 2019.

These comments are in order and numbered to coincide with the report.  In some cases,

the same recommendation was made in more than one place.  I will only address my thoughts

once.

1.  HSV POA currently has a purchasing policy (Chapter One – Article 19) as well as a

detailed procedure that covers bidding, RFP’s, etc.  Due to the varied nature of our business, we

have different types of demplates, both for bids and contracts that can be lused based on the

nature of the project.

The committee did not have, nor requested, an in-depth discussion about our Purchasing

policy other than me noting that capital items had to be called out separately in the budget so that

the Board could approve them.

We can certainly look at incorporating procedures into the policy, but the policy would

become very lengthy.

Consideration should be given to whether labor allocations should be done or not.  The

process was discontinued several years back because total labor costs were clearly identifiable

and the process for allocation as not consistent or sufficient.  This will require an appropriate

process to be developed in order to implemment well.

2.  Reforecasting – I have no concerns about the recommendation itself, though the

committee did not consider that this is something I do each month in completing the cash-flow

forecasting page within the monthly financial report.  Once approved, each manager is

responsible for the specific budget areas.  It was not made clear to me what the intended benefit

of this recommendations is.

Revenue validations – The committee was very clear on this point and we had extensive

conversation.  The overall feeling was that strategically we should budget conservatively and

then work to beat those targets.

Our CEO shared different strategies and approaches with the Board during this budget

process, specifically towards growth and pushing to achieve more.  The budget presented

followed the strategic direction of the CEO and Board.

The Board also has concerns about the golf revenue and as part of this process can

certainly redirect staff to take a different strategic approach, either overall or with this particular

department.

Staff feel that budgeting for only what we have done in the past doesn’t ever help solve

some of the larger issues we are facing.  We have to stay focused on growth in every are and

push to achieve more.

2.  Capital budgeting – I am in full agreement for the need to develop a capitalization

policy and have some resources collected to begin doing so.  

The recommendation about ROI calculations should be considered by the Board in more

depth.  I’m not sure what the appropriate scope should be, whether a dollar amount is appropriate

or is it more the type of project.  I did ask the committee to consider community value as part of

this recommendation.



With the understanding that in our business model, one of a private community, ROI does

not always guide decision making.  For instance, our trails have no calculated ROI, but were

listed as one of the top amenities in our community and by other competing communities.

The CMP provided some amenity prioritization tools, which have been utilized.  Perhaps

there is another tool that should be developed vs. just utilizing an ROI approach.

3.  Delegation of Authority – I heard during one conversation, early on, that some

committee members thought the spending authority levels were too high and should be lowered. 

Based on their personal experience, $5,000 should be enough, though I would be interested to

know which organizations limit their CEOs to such a level.

I do believe the Board should always be reviewing policies and delegations of authority to

ensure they are appropriate, but a more in-depth evaluation should be done to determine what the

appropriate amount should be for Hot Springs Village operations and should include an

evaluation of our normal expenses and the volume and nature of those.

If set too low, the Board will be bogged down in approvals at each Board meeting and

operations will stall in some areas waiting for approval.

4.  Operating Budget/Forecasting – The committee’s thoughts that more formal and

consolidated budget parameters should be provided to all departments is not the option of current

management.

We encourage our department heads to take ownership of their budgets and ask them to

be able to justify their needs and think strategically.  If we limit them from the start, we may not

get their best ideas on plans as a recommendation.

It would be helpful if the Board could give a little more strategic guidance to the

organization overall from the onset and help us manage the personal agendas that creep into the

budget process.  We hear lots of individual opinions but not clear voice of consensus in some

areas until after the budget has been presented.

Our new budget policy gave us a better start this year and I believe this is an area that

together the Board and staff can refine and continue to improve.

The recommendation that the budget should be developed as a zero-based budget does

not fully recognize our current approach and is still imiting in many respects.

Traditional budgeting takes historical performance and modifies it for the future, while

zero-based budgeting creates a completely new budget from the ground up with no regard for

financial history.

Both approaches have their pros and cons, which is why we use a combined approach,

and in our opinion from a strategic, long-terem and nimble perspective often yields the best

results.

I would have appreciated the opportunity to explore with the committee why they felt

zero-based budgeting was the most appropriate method for HSV.

Payroll/Organization Structure – I understand the need to benchmark and this has been

an ongoing conversation with the Board.  I believe this recommendation falls outside the scope

of my responsibilities and should the Board choose to delve in further, that work should be done

with the CEO.

The committee also felt that 76 departments were too many and that we should



consolidate.  The committee gave no basis for this recommendation.  We installed a system

specifically for the purpose of getting more granular in our financial analysis.  To consolidate

reporting and discussions would take this strategy backwards to days where we were unable to

dissect financial matters.

I believe there are many other reasons that we have each of those departments and we do

consolidate or eliminate as needed.

Technology – I would like to see some additional forecasting software purchased and

have it in the budget for 2021 at this time.  When prioritizing our IT needs, there were other areas

that needed to be addressed first, that provide even more cost and labor savings across the

organization.

Even if additional funds were made available, we have limited resources to implement

new software applications and other major projects and focuses for 2020.  In both respects my

recommendation was to continue researching different solutions and look to purchase in 2021

and implement for the 2022 budget.

5.  No additional comments.

6.  As you all know, I welcome the addition of a finance committee.  It is still not clear to

me what the purpose of the committee should be.

As described by the committee it should assist the CFO.  Assisting and oveerseeing the

staff or even the Board are two very different goals.  When I asked the committee why they felt

the committee should report the the Board instead of function as a staff advisory committee, the

response was, that recommendation might not be adopted by management otherwise, and that if

it reports to staff, it is just reporting to the people you are reporting on.

This reiterates the concern of creating a dynamic for staff where they are asked to report

to a committee or directly to the Board and not to the CEO.  I believe consensus on the purpose

of the commitee, who it supports and in what way will the Board determine the appropriate

committee structure.  No committee should believe they are an extension of staff or the Board.

Thank you all for allowing me to share my additional thoughts on these

recommendations.

Liz Mathis, CFO


