MONEY MATTERS

by Mark Cantey, CPA and Aleka Ernst, Cantey Associates

It's Budget Time Again!

Do you dread this time of year, when the entire buzz is about the budget? It's
okay to admit it-some of us just aren’t “numbers people” and dealing with a
budget is on the Not Top 10 List of things to do along with going to the dentist.
Whether you're a community manager or board member, it definitely adds to
the mix of everything else going on and makes the task all the more daunting.
But wait, it doesn’t have to be. Let’s break it down and talk basics, so maybe,

budget time next year (or even this year), will be FUN!

Who's Responsible?

First and foremost, with all this talk about
budgets, we need to know who's actually respon-
sible for this budget. Well, that would be the
board of directors and not your community man-
ager. Remember, your community manager acts
on behalf of the board of directors and they are
there to help set a preliminary budget and help
the board gather data. However, the ultimate
responsibility rests with the Board, as they fulfill
their fiduciary roles. Accordingly, collaboration
between the community manager and the board
is essential, because this budget actually becomes
a legal document, in which to create an assess-
ment stream.

So now that we know whose budget it really
is, let's come up with a strategy for this budget.
You need to ask yourself the following;

- Do we have a current reserve study?

+ How did we do last year? Up or down?
+ What's our situation today?

One must consider long-term planning in the
budgeting process. Are you setting aside funds
that coincide with the reserve study? Hopefully,
you're saying “Yes”. This makes the community a
better place for the homeowners, knowing that
when it's time for those capital improvements,
they won't get a “special assessment”. These two
words don't fare well in the community manage-
ment world. Taking it one step further, are the bids
for this project current and in line with the costs in
the reserve study?

Okay, so we've got long-term planning in the
strategy, what next? Well, if you're not a new com-
munity, you've got some history that will help
project out the next strategy for this budget.
Operational expenses are where the fun begins.
It's best to go back 3 years of financials to see how
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the expenses played out. Don't forget to look at
your current contracts or service agreements with
vendors. Most importantly, look at where your last
year ended. Were you up or down? The following
are things to consider;
Be sure to break out the budget into 2 cate-
gories; operating and reserve.
- Work on the biggest budget items first.
- Consider a line item for contingencies.
Yes, they may happen.
- For the large projects, it may be best to work
on one per year.

- For the contracts and services agreements with
vendors, decide if you need to get competitive
bids before putting together the budget

- Layout budgeted items in the
month they will occur.

- Be sure to incorporate the prior year’s deficit
or surplus by checking your governing docu-
ments to see if they have any clauses
regarding treatment of deficits/overages

- Zero-based budgeting is a must. All expenses
+ Reserve contribution = annual assessment.

Consider the Economy

So there you have it in a large nutshell, right?
Well... Let’s discuss where we are in the economy
and how it’s affecting our home front. Many might
say, things are getting better, but we're still not out
of this storm and we need to make sure our
budget is factoring in this reality. Not all associa-
tions are in this situation, but for those that are,
not considering an allowance for uncollectible
assessments in your budget is a big NO, NO. You
may not be able to pay your bills if you ignore it.

Budgeting for bad debt expense can be diffi-
cult, but if you leave it out of the budget, the asso-
ciation could be in a cash shortfall for the year.
Manage conservatively; means estimate more bad
debt than less. If the association collects more,
then it can be adjusted in the following year’s
budget.

So, there it is. That wasn't so bad, was it?
Although we just went over the basics, you're off to
a good start if this is new to you.

Even if you don't create or maintain the
budget, since your community manager may, this
will be a good exercise to go through to better
understand your association’s budget.

In closing, remember that the budget is an
estimate and a tool. Communication is key, so
keep the collaboration between the community
manager, board members and homeowners going
atall times. =
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