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Program Content

The non-profit governance landscape

- Responding to a decade of governance challenges
®  Governance roles & documents in the private club
Sustaining effective governance
= Succession planning through core values & due diligence
- Strategic planning for strategic management
Finding your club’s moral compass
- Code of Ethics vs. Code of Conduct
® Good stewardship
= Achieving strong financial oversight
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Today’s Presenters

Tammy Tassitano
National Director Club Services

« Certified Public Accountant
+ More than 20 years of experience serving private clubs

/ « Editor Florida Trends in Private Clubs, an annual
statistical review of more than 200 private clubs
throughout Florida

« Frequent speaker for HFTP, the Club Manager's
Association of America (CMAA), and the National Club
Association (NCA)

« Contributor to the joint CMAA publications
Understanding Club Finances and Managing the HOA
Residential Golf Community

+ Board Member of the National Club Association
Tammy.tassitano@mcgladrey.com Foundation.
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Today’s Presenters

Philip G. Newman
National Club Consulting Leader

« Certified Public Accountant and Certified Internal Auditor

« More than 20 years of experience serving private clubs

« Served on Global Board of Hospitality Financial and
Technology Professionals (HFTP)

« Frequent speaker for HFTP, the Club Manager’s
Association of America (CMAA), and the National Club
Association (NCA)

« Member of CPA sub-committee involved in preparation
of the Uniform System of Financial Reporting for Clubs

« Contributing editor to the NCA publication Club
Governance Guidelines: A Path to Organizational
Excellence

« Contributor to the joint HFTP and CMAA publication
titled Understanding Club Finances

Philip.newman@mcgladrey.com
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About McGladrey

® Brand name for RSM McGladrey and McGladrey &
Pullen

" Fifth largest provider of assurance, tax and consulting
services in the U.S.

® 7,000 professionals and associates in nearly 90 offices

| |

Leading national provider of professional services for
private clubs

®  Other industries include banking, financial services,
government, health care, manufacturing and distribution,
not-for-profit, private equity groups and real estate

www.mcgladrey.com/privateclubs

McGladrey

The non-profit governance landscape
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Club Governance — Ever Been Here...?
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A Decade of Governance Challenges:

The Sarbanes-Oxley Effect

® Cause: poor governance practices

= Emphasis on civic honor, social activity and fundraising
rather than fiduciary responsibility

- Board chair too entrenched with CEO

- Large boards leading to only informational board meetings

- Over-reliance on the executive committee

- Board committees run by staff rather than directors

- Minimal time for full deliberation of issues

- Too little attention to alternative courses of action on
proposals

- Inadequate board involvement in formulating corporate
strategic plans

- Weak internal control systems

- Lack of attention to conflicts of interest




A Decade of Governance Challenges:

The Sarbanes-Oxley Effect

® Response:

- 31% hired or appointed a chief governance
officer

- 42% engaged in additional board education

- 54% updated and promulgated their code of
ethics

- 45% developed an anti-fraud program

- 52% developed procedures for employees’
complaints about accounting, internal controls or
auditing matters

!I‘u‘::-
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A Decade of Governance Challenges

® The “intermediate sanctions” effect

- IRS and media focus on NFP executive
compensation

" The “Madoff” effect

- Development of investment committees and policies
to monitor investment risk and performance

® The “Form 990 update” effect

- Whistleblowers, conflict of interest, record-retention
policies; independent directors

" The “financial crisis” effect

- Reprioritization of services and goals; shorter term
strategic planning a more critical board activity

B nce
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Governance Trends

B Strategic planning focused on program/service
selection in the context of long term goals

® Development of risk management frameworks
addressing internal controls & fraud prevention

® |ncreased scrutiny of investment management
approaches and policy

Development of governance guidelines defining
the role of the board in oversight, such as 990’s

Creation of compensation committees or
compensation roles on the Board

VicGladrey u
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Governance Trends

“l don’t know what the profession will be like in 10
years, but what 2009 does show us is that we can’t
go about our business as normal...

...the golden days as we knew them are gone, and
that is a good thing because it causes you to be a
good manager. Complacency is a killer in any
industry, and the people who adapted and changed
in 2009 are going to be better managers, better
individuals, and their clubs are going to be better.
The clubs that come out of 2009 and 2010 in good
shape are going to be very sustainable businesses
in our communities.”

- Michael Leemhuis, Club Management January

2010

B McGladrey 2

Governance roles & documents in the private club
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Board Duties: Best Practices

® Organizational

- Establish club policies & rules (including Code of
Conduct) & ensure that they are followed

- Address disciplinary matters

- Ensure accurate records are maintained

- Do long-range planning

- Ensure that structure & practices of the board
provide for sound corporate governance

- Adopt & follow corporate governance guidelines

B McGladrey




Board Duties: Best Practices

» Board Composition:
> Choose directors & officers who have trust & confidence of
members & will provide true leadership

> Consider diversity on board (important to be representative
of membership?)
» Board orientations:
> Ensure that directors fully understand duties
& responsibilities
Good orientation begins with recruitment

!I‘u‘::-
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Board Duties: Best Practices

® Fiscal
- Approve & monitor budgets
- Setdues & fees
- Review financial controls
= Ensure proper use of club assets
® Fiduciary
- Oversee process to evaluate adequacy of:
 Internal controls
* Risk management
» Financial reporting

B nce
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Board Duties: Best Practices

® Fiduciary duties (cont)
- Ensure standards of conduct
- Establish & maintain code of ethics & conflict of
interest policy
- Maintain general standards of care

¢ Discharge duties in good faith

e Use care of “ordinarily prudent person”
e Actin best interest of club

¢ Avoid dealings of self-interest

o
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Board Duties: Best Practices

® General

= Communicate with members regarding activities
and concerns

- Identify and address emerging issues & trends

- Identify and develop future club leaders

- Support the club in word and deed

!I‘u‘::-
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Effective Boards: Best Practices

> Ways for boards to be effective:
Be educated -- and be aware -- about what's expected
and about what's going on
» Be familiar with major policy, legal & fiscal issues
facing club
» Offer guidance where appropriate
» Respect differences of opinion
» Be deliberate in decision-making
Be pro-active: especially when you see things that could
harm the club
Seek advice of outside experts when appropriate (be
sure they're independent)
Accept and publicly support board decisions, once made
(work together)
Bl
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Effective Boards: Governance Role Definitions

President

Vice-President

Treasurer

Secretary

Nominating Committee
Governance Committee
Long-Range Planning Committee
Membership Committee

Audit Committee

o
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Effective Boards: Building The Board

® Director Education
= Orientation
- Duties and role review
= History and document review
- Facilities tour
- Retreats
- Strategic Planning
® Succession Planning
- Candidate pool
- Candidate development

!I‘u‘::-
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Sustaining effective governance
Moving from strategic planning to strategic management
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Operational Perspective...

YOUVE SAID, NEXT |4
u:l{AoLkl)-B'omE WEEKFOR SEVEN WEEKS
WITHYOUR  ILLBE INAROW WHAT MAKES |,
PROJECT  DONE YOU THINK TM GOING |3 THE FIRST

TO BELIEVE IT THIS SIX TIMES?

Ditber com _ DibenCarsonst@gmal com
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Common Challenges to Strategic Planning

® Gaining consensus on key issues?
® Formulating a precise plan of action?
B Staying focused to get things done?

¥

2 McGladrey 2

Strategic Planning is Designed to:

® Form consensus on vision, mission and goals.
® Take effective, resolute actions.
® Stay focused on the plan long term.

® Organizations using strategic planning
outperform those that don’t.

B Strategic Planning = Succession Planning!

¥
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Strategic Planning Flaws

® Disenchantment with “traditional -
comprehensive” planning approaches:
- Too involved.
- Takes too long.
- Too expensive.
- Not executed.

® Unable to perpetuate the vision and mission
into the future.

1]
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Strategic Plan Methodology

Tactics
i lay

Realizing Our Vision

Without Compromising
Our Values \

03/24/2011

Our Future Outlook
What We Want to Achieve
What We Want To Be

Principles |
Beliefs |

B McGladrey E

The Power of Core Values & Vision

B Core Values: nui
- What we believe in. H "I ll
- The principles we hold dear.

- The standards we will not compromise
® vision - How we envision the Club Iu lnsl
in the near and longer term:

- Membership. SUCCESSFUL HABITS

- i OF VISIONARY
Amenlt_les. COMPANIES

- Operations. s

- Governance. “o JAMES . COILING

g McGladrey
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Pihat we watched, read and Istened to

The Power of Core Values & Vision

" Without agreed-upon core values and vision, decision-
making often occurs in a chaotic environment.
" No solid context for decision-making:
= Who can make the most compelling argument in favor of, or
against, a particular item or issue.
- Who can deliver the greatest number of vocal members for or
against an item.
- How effective a particular Board member is in gaining the
support of other members on a particular issue.
= How much dissonance a “vocal minority” of the members can
generate in support of, or against, a particular initiative.
® And an endless array of other factors — none of which have
much to do with what's necessarily best for the membership,
or in line with the membership’s shared values and vision.

LV

:Gladrey 3

The Power of Core Values & Vision

Strategic Planning is expressly designed to
work against such chaos by:

1. Providing a meaningful framework for effective
decision-making — by the Board, Committees and
Management.

2. Gaining membership-wide agreement on the core
values and vision (through the focus groups and the
survey).

3. Using those core values and vision to govern and
“constrain” the decision-making process.

B ol
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Strategic Succession Planning: Build a Team

®  Select the Planning Team:

e Current and former Board members.
Influential members of the Club.
* Broad cross section of membership —
member category, gender, age and
interests.
Includes the Club’'s GM and CFO

!P.u‘::
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Strategic Succession Planning: Build a Team

®  Conduct a Preliminary Meeting:
- Review documents.
«  Last 18 months financial statements.
Last 18 months of Board meeting minutes.
Last 18 months of key committee meeting minutes.
Bylaws.
Recent membership survey results.
New member & Board member orientation documents.
Other documents important to your Club.

- Gather Key Strategic Information:
SWOT analysis.

Core Values analysis.

Future Vision analysis.

Key Goals/Issues analysis.

Value Proposition analysis.

Club Personality analysis.

LV
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Strategic Succession Planning: Mission vs. Vision

® AMission Statement
- Defines the club's purpose and primary objectives.
= Prime function is internal — to define the key measure or
measures of the club’s success
- Prime audience is the leadership team and members

® Vision Statements

- Define the organizations purpose, but in terms of the
organization’s values rather than bottom line measures

= Values are guiding beliefs about how things should be done.

- Communicates both the purpose and values of the
organization.

- For employees, it gives direction about how they are expected
to behave and inspires them to give their best.

= Shared with members, it shapes their understanding of why
they should belong to the club

B ol
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ur Club’s Mission Statement

® Describe what the club does, with whom or
for whom it does it, and, in broad terms, how
it does it.

® A typical mission statement will have four
components:
= What the club is;
= What the club aims to do or achieve;
- Who the work is aimed at (the target group)

- How it does its work — in broad terms, what
methods it uses.

!I‘u‘::-
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Mission & Vision

® Our Mission Statement
- “We provide our members and their families the premier
accommodation, dining, fitness and social experience -
unmatched in personal service.”

® Qur Vision Statement
- “We will be a club that preserves its natural assets,
maintains its amenities and infrastructure at high quality
levels, provides a safe and friendly environment for its
members, operates with honesty and integrity, and
manages the club’s financial assets responsibly.”

- ‘“Get it there by 10am”
- “Be perfect for 12 weeks”

B nce
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Strategic Succession Planning: SWOT

® Strengths and Weaknesses are
internal factors

® Opportunities and Threats are
external factors

o
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Simple SWOT Rules

® Be realistic about the strengths and
weaknesses of your club

B Analysis should distinguish between where
your club is today, and where it could be in
the future

® Be specific, avoid grey areas
® Always analyze in context to your
competition

B Keep your SWOT short and simple
® SWOT is subjective

B ol
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Strategic Succession Planning: SWOT

Strengths Weaknesses

Location of your club. Lack of marketing expertise

Facilities. Undifferentiated services (i.e. in relation to your
A new innovative service. competitors)

Quality processes and procedures. Location of your club

Your specialist marketing expertise. Damaged reputation

Any other aspect of your club that adds value to | Facilities

your services

Opportunities Threats

Opportunity to define the future and mission of Competition / Overbuilding of Clubs

the club Inflated cost structure of city

More open communications with members City economy weak and no longer promoting a strong
Increase number of members using the club marketing plan

Development of a general marketing strategy Cost impact of new legislation

Unity of purpose between the members Resignation list

General Improvements to Club Facilities

Appropriate balance of exclusivity and value

proposition

Strategic Succession Planning: Focus Groups

- THEY DON'T LIKE US, RELEASE
Hg%a;c*‘g;f&ﬁ THEYRE PLOTTING TO THE CHAIR!
STORM OUR OBSER— SLEEPING

ALONG? VATION ROOM,

GAS. H/
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Strategic Succession Planning: Focus Groups

!I‘u‘::-

Representative sampling of the membership.
Designed to gather information about:

* Values.
* Expectations.
* Vision.

How many participants?
Control meeting length

Staff focus group meeting includes all key
individuals, with at least one representative from
each club department included.

Gladrey
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Strategic Succession Planning: Surveys

B nce

®  Targeted Member Survey:

Survey questions based on core values, vision and
issues identified in focus group meetings and by
planning team.

Also includes specific questions from the planning
team.

Requests basic demographics (member category,
age, gender, frequency of dining, etc.).

Separate copy of survey sent for member and
spouse.

:Gladrey

Strategic Succession Planning: Distill

Review information gathered.
*  Planning Team preliminary meeting results.
«  Focus group results.
*  Survey results.
Agree on Core Values and Vision.
«  Based primarily upon focus group and survey information
gathered.
«  Posted for reference throughout the planning sessions.
Identify and prioritize key issues
«  Generate master list of issues.
«  Prioritize the issues.
* Choose the “key issues”.
* Address each “key issue” individually:
1. Brainstorm solutions.
2. Choose best solution.
3. Confirm that solution fits with Core Values and Vision.

McGladrey
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Strategic Succession Planning: Revisit

- Repeat the planning process every 2 to 3 years.
* One-day Board Retreat during off years to regroup and
focus.
- Keep the core values, vision and action plans front
and center — “top of mind”.
« Status reports at all Board meetings.
- Use “strategic thinking” throughout.
« For all decisions, check against the plan and the core
values/vision.

B McGladrey s
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Executing Strategy

B \icGladrey w0

Executing Strategy — Measuring
The Hard Stuff...

DOGBERT CONGALTS

1| THAT kY YOuLL e [
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KEY METRIGS COMPANY POLITICS.

& cott Adams, Ine JDIsL by UFS, Inc.
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Why Do Organizations Struggle So
Hard With Strategy?

Fortune Magazine, 1998

Malcolm Baldrige CEO Survey, 2002

o,

MicGladrey

Strategy Development or Strategy Execution?

Organizations Need Bo

Strategic success requires going beyond successful strategy formulation to
successful strategy execution

-
2
§ Missed Strategic
é Opportunity Success
3
£
2
% 8
g3
& Doomed From
At Risk
The Start
Flawed Sound

Strategy Execution
Source: esecuton: The Disipine of Geting Things Dne, by Larry Bossdy, 2002

]
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Make Strategy A Continual Process

The Problem:
The Strategic Management Process Is Missing in Most Organizations

_ | smrateay -

\
wpdote the 1 test the
strategy ! pypotheses

60% of organizations don't
link strategy & budgets

85% of management teams
spend less than one hour per
month on strategy issues

! Strategic Learing Loop

8% of organizations lock
budgets toan annual cycle

funding Management Control Loop

|
Input. Initiatives & Programs Output
(Resources) (Results)

92% of organizations do not
report on lead indicators

20% of organizations take
ore than 16 weeks to
Mepare a budget

]
=

McGladrey
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Strategy Execution Challenge

There are generally accepted tools to manage finances, customers, processes,
and people. But what about strategy?

The Balanced Scorecard is the vehicle that fills the Strategy Management Gap
§ McGladrey

The Balanced Scorecard

B A mix of past, present and future N
measures
® Broad range of metrics
® Integrated system of measures
® Focus on a few key measures
® Measure and change with strategic
goals Paul R. Niven
B McGladrey o

Balanced Scorecard Organizations Are Achieving Breakthrough
REIIS

N BREAKTHROUGH RESULTS
Private Sector

Public Sector
! Sarehlder
Mobil Value SMDC Health System
S M

Mobil iowess SWDC - vty upsaim

Semeee e CustomerSatisaction 1

N =

Profitable
Growth City of Charlotte
International N\
+ Mk Cap$25 > $ab. ~ mumieen  Customer Satisfaction =
+ Stock rice up 75% - %
Customer + Public Offcial Award
Satisfaction

Wendy's

Bl

ups Duke Children’s Hospital

ey =
[ DUKL - Gstomer swisacon 1
R « Netincome 3% t Organisationaf VEALT L comjcase 3% 4
Algnment
Hilton Hotels Defense Logistics Agency
i « Cusomertoyaty 5% 1 « $130MM in Svingsin Y2002
AL comDa margins 3% z
o margins % sbove average * Processed 2.8 more requiitions for
Hillon e e E
Cost Reduction =

Sges

§ McGladrey
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How Did They Do It? They Created “Strategy-Focused
Organizations”

STRATEGY:
They made strategy the central
organization agenda

FOCUSED:
They created incredible focus on the
strategy

ORGANIZATION:

They mobilized their employees to act in
fundamentally different ways, guided by
the strategy

Process

The Balanced Scorecard Is a Performance Management Program That
Puts Strategy at the Center of the Process

THE BALANCED SCORECARD

To achieve our vision,
what member needs must
we serve?

what financial & regulatory
objectives must
we accomplish?

ptakeholders, in which business
processes must we excel?

LEARNING & GROWTH
To achieve our goals, how
must we learn, communicate
and grow?

THE BALANCED SCORECARD

satisfaction Gap Analysis
(satisfaction vs. Level of Importance);
satisfaction Distribution

o RevPar;
oCapital reserve levels;
oPayroll as a % of revenue;

(% of each area scored
oBudget

oworkload and Employee Utilization
o Ratio of members per employee;

oErrors of Rework

1

LEARNING & GROWTH
oEmployee Satisfaction
o Retention and Turnover

o Training Hours and Resources

o Technology Investment

03/24/2011
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...Reflecting a “Natural Cause and Effect Logic”
of Business Performance

7 2 Financial

And Realize
the Vision

To Drive Financial
M‘ v : i Results - Success...
Member
Benefits

=

=

Needed to Deliver Unique
Sets of Benefits to Members...

=»

Internal
To Build the Strategic Capabilities..

(2

Knoilledge, Skills, Systems, and Tools

=»

Equip our People...

5 McGladray
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Targets

®  Targets need to be set for all measures
®  Should have a “solid basis”
®  Give personnel something for which to aim

®  |f achieved will transform the club

B careful not to develop measures/targets in a fragmented
approach:

i.e. Asking people to increase member satisfaction has to be
backed up with the knowledge, tools, and means to
achieve that target.

! MeG

Gladrey

Initiatives

Once measures and targets are established, it
is the responsibility of management to
determine HOW the club will achieve its
goals.

Measures are used to determine the
effectiveness of strategic initiatives.

B McGladrey
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The Balanced Scorecard Should Tell the Story of the Strategy

Illlustrative Example: Southwest Airlines

Strategic Theme:
Operating Efficiency
Financial
Vore What will drive operating efficiency?”
* More customers on fewer planes
Customer

lcwelﬂ How will we do that?
o Attract targeted customer segments who value price

and on time arrivals

Flight
Is on time.

Internal l

What must the internal focus be?

fastground « Fast turnaround

turnaround,

V4

Learning
Will our people do that?
Ground "
o « Educate and compensate ground crew regarding how
they contribute to the firm’s success
* Employee stockholder program
B McGladrey

Let's Take a Minute to Agree Upon Some Common
\ocabula

Diagram of the cause and effect
relationships between strategic

Statement of
what strategy
must achieve  How success in

objectives (Slralegyi Map) and what's achievingthe ~ The level of Key action
- ; critical toits  strategy willbe Performance  programs
Euateeil el success. measured and O rate of required to
Operating Efficiency. ‘
Financial CS.F tracked improvement  achjeve
K.PI needed objectives

More
customer:
Customer
Lowest
prices

Objectives Measurement | Target Initiative
Internal
Fast ground © Fast ground ©0n Ground Time 30 Minutes | ®Cycle time
turnaround turnaround *0n-Time *90% optimization
/ Departure
Learning

Ground crew
alignment

Bm
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The Hilton Hotels Balanced Scorecard

cues Team
Mo | gy | feom | mewax | (0 o |ty | s
Hotel e * Cards Survey 1oPP: omplian
in om0 s e s . e 0%
wotetn o |smm o o ™ - pryes =
Hotel C $11,622 $148.02 103.8 6.30 6.04 70% 89.8% 90%
Hotel D $16,252 $93.59 105.1 573 5.10 69% 85.3% 100%
Hotel E $3,055 $68.17 94.0 6.08 5.68 67% 88.7% 100%
8 Common Measures Used for Each Property
B McGladrey o
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Employee Orientation at Tapatio Cliffs

o
YTAPATI® CLIFFS ‘COMMENT CARDS
2001 BALANCED sy suoseen
BEEEReEE EBITDA
Ohar Viniem b h_: e Tinnie Perfeck, Every Comt,.
e el MEANING: Earnings Before Interest, Taxes,
preen s pusrmen? | tkon Phich Corpestion Depreciation and Amortization. In other

d words, the money we make.

e Semrrnand
Tight Ve Detvene sn PR b e e st
et mraseare fhtr “wabun * The Bight Vales
Tinfresm sochiate gt srvis s ftare HOW CAN YOU HELP?

Saving money where you can - turn off lights
“and P when you leave a room, utilize only the
‘amount of product needed to complete a
task, order only what you need, submit ideas
to the D.A.D.S. program, upsell to guests,
refer your family and friends to the resort,
restaurants, golf, salon and retail outlets.

2001 Goal: $XXX,000 |

McGladrey

The Payoff at Tapatio Cliffs

Maps tiewy S

Web image

Google maps o= Soaich|

e N P m—te—
Pointe Hilton Tapatio Cliffs Resort

111110 bt Tth Stewet. Phicens, AT (000

D) TS0 -

byt ey o whes paopl
n . Bawath b
“Mate
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Club Dining Room Department Scorecard?

Measu ent Weighted
Score

Learning D.H to conduct 2 training 75 =25%x 75 18.75
sessions a month for servers
on order taking and

placement
Internal No more than 5 void orders 80 =25% x 80 20
Process amonth
Member Member survey score on 90 =25% x 100 25
score F&B of more than 90%
Financial Cost of food sales 45% 90 =25% x 100 25

Total 83.75

DH scored 83.75 out of possible and so earns 83.75% of bonus potential

22
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Good stewardship
Finding your club’s moral compass

g McGladrey [——
THE COMPANY HAS 1F YOU HAVE ANY THATS FINE, AS
HIRED AN ETHICS ETHICS QUESTIONS, LONG AS YOU GET
MANAGER, CALL THE HOTLINE. RID OF THE CENTAL

EVIDENCE.

s e

B McGladrey
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Governance — The Control Environment

Integrity and ethical values

Commitment to competence

Board of governors or audit committee participation
Management’s philosophy and operating style
Organizational structure

Assignment of authority/responsibility

Human resource policies and practices

“Of two evils, choose neither.”
- Charles Spurgeon

McGladrey 69

Governance - Ethics

® Do the right thing?
= “Not wholly-right or wholly-wrong”
® Fundamental ground rules
® Moral compass for complex dilemmas
® CMAA “Test of Compliance”

¥

2 McGladrey 70

Ethics - CMAA Test of Compliance

® When facing an ethical conflict, answer

these three questions:

- Could | announce my decision to the
membership at the club’s annual meeting?

= Could | announce my decision to other club
managers at the World Conference?

= Would my decision meet with the approval of
business professionals?

McGladrey n

03/24/2011
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Mapping Your Ethical Landscape

B Code of ethics — a definitive list of the ethical
rules of the club

® Code of conduct — specific actions in the
workplace to implement the code of ethics

B Ethics (audit) committee with well defined
charters

® Policy & Procedure manuals

!I‘u‘::-

Gladrey 72

Codes of Ethics

No stone tablets from the mountain...
Benefit from process of design

Involve board & key staff

Clear vision of integrity

Align reward system — no mixed signals

Ethical dimensions to every significant
management decision

:Gladrey 73
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Ethics: How do you stack up?

® Do you have an audit committee?

® Does the audit committee have a written
charter clearly defining responsibilities and
duties?

" Are you satisfied that there is transparency
in your club’s financial reporting to you, to
the board, and to the membership?

® Are adequate resources devoted to
achieving such transparency?

o

Gladrey 7
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Ethics: How do you stack up?

B Are your competitive bidding processes
properly conducted to ensure quality as well
as price is taken into account for all the club
product and service purchases?

® Do your employees believe a cost/benefit
analysis is being applied to ethical issues (a
little theft is ok!)?

B McGladrey s

Ethics: How do you stack up?

® Have decision-makers on the board and committees
disclosed all conflicts of interest or potential
conflicts?

® Have such decisions-makers excused themselves
from the bidding process when their close friend,
colleague, or business associate is applying for the
contract?

®  Are your hiring practices free from bias of any kind,
including nepotism?

®  What are you doing to ensure adherence to your
club’s code of ethics?

! MeG

Gladrey 76

Good stewardship
Achieving strong financial oversight

! McGladrey [——
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Achieving strong financial oversight

WALLY, TNEED YOU HYPOTHETICALLY,
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1T SHOULD TAKE ABOUT IF T JUST MADE UP
THE NUMBERS?
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Achieving strong financial oversight

1. How quickly can you measure changes in your cash flow and financial position?

2. Are you accurately forecasting cash receipts, expenses and labor costs?

3. Have you reviewed your pricing structure to optimize it?

4. Have you reviewed your service/amenity offerings to identify inappropriate
cost/member benefit items?

5. Does the club have capital il ing debt and equity?

6.  Areclubi diversified to minimize losses?

7. Does the club have a process for i ifying, ing and ing to risks
of fraud?

8. Is the club subject to any new or anticipated accounting, statutory or regulatory

requirements that could have a significant impact on the financial stability
and/or profitability of the club?

9. Has the club an to ine any exp to unpaid
federal or state income taxes, or state and local taxes (i.e. sales tax)?

Achieving strong financial oversight

1. How quickly can you measure changes in your cash flow and
financial position?
> Are weekly financial flash reports prepared (actual vs. budget in
key areas)?
» Are you using financial and non-financial key performance
indicators (KPI's)?
» Are you communicating key measurements to department heads
on aregular basis?
Are you taking immediate action when KPI's are not acceptable?

03/24/2011
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Achieving strong financial oversight

Are you accurately forecasting cash receipts, expenses
and labor costs?

» Do you have arolling 18-month cash forecast?

» Areyou using “lead measurements” that help predict
near-term financial performance (event cancellations,
rounds of golf vs. anticipated covers, member
dissatisfaction in specific areas)?

» Have you reached the point where your annual
budget is no longer valid?

Are you heading toward a financial “circuit breaker

Have you reviewed your pricing structure to optimize it?
» Menu prices, menu mix and/or portion sizes

» Activity fees

=

03/24/2011

Achieving strong financial oversight

4. Have you reviewed your service/amenity
offerings to identify inappropriate
cost/member benefit items?

» Costly venues that are rarely used
» Costly gratis items that can be reduced

» Extended hours of operation with minimal
usage

Achieving strong financial oversight

5. Does the club have adequate capital resources, including debt and equity?

»  Does the club have adequate borrowing capacity on its line of credit and adequate cushion on
any loan covenants?

»  Have you evaluated the club’s debt to equity ratio? Debt per member?

Does the club need to reevaluate its debt tolerance?
Does the club need capital infusions of either debt or equity to survive?

» Do you know what your off-balance sheet debts are, and what the committed cash flow is?

Operating leases
Deferred compensation agreements
Defined benefit plans

»  Have you evaluated the financial impact of leases that are nearing their expiration?
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Achieving strong financial oversight

» Are significant capital investments needed within the next 1-
3 years to maintain operations?

» Does the club have the ability to adequately fund reserves
for future major repairs and replacements, in compliance
with applicable state statutes?

> Has the club considered refinancing to potentially reduce
}?terest rates or extend the life of debt to conserve cash

ow?

» Do you fully understand the cash flow and financial
statement impact of entering into an interest rate swap
agreement?

» Have you considered internal borrowing from designated
funds to reduce interest expense and/or additional external
borrowm ?

ec ub con tant unicating, with na financi n
X

S
e ender: bers [0 ensure F¥‘ erstan e
LISII'IESS COI’] 1on, business p an an ancing needs or

ources,
current,
issues?
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Achieving strong financial oversight

6. Are club investments adequately diversified to
minimize losses in an economic downturn?

» Does the club have significant cash concentration
exposure? Are such risks hedged?

»> Does the club have a formal investment policy?

e |Is there a procedure in place to monitor the
investment values (weekly review)?

Should the policy be modified in light of economic
changes?

Achieving strong financial oversight

7. Does the club have a process for identifying,
assessing and responding to risks of fraud?

Has the club reviewed its internal control
policies and procedures, and their
effectiveness?

» Does the club reconcile cash daily?
» Are receivables reviewed weekly for non-
collection issues?
» Is the club’s collection policy strict enough?
» Is the club following the collection rules?
B MicGladre w

29



Achieving strong financial oversight

® Financial Misstatements
- Bogus revenues
- Concealed liabilities & expenses
= Improper disclosures
- Improper valuations
® Non-Financial
- Employment credentials
= Internal documents
- External documents

McGladrey 87
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Achieving strong financial oversigh

Non-shareable Financial
Problem/ Pressure
Rationalization

Opportunity

“There is far more opportunity than there is ability.”
- Thomas A. Edison

Achieving strong financial oversight

Setting Expectations

®  Itis expected that every manager and employee will:

- Know the fraud related in their areas of r

- Know the symptoms or indicators of fraud.

- Put in place methods to identify wrongdoing.

- Make sure the transactions they personally approve are not fraudulent.

- Personally monitor for those frauds that only they are in a position to detect.

- Question and challenge the unusual.

- Set an example of honest and ethical behavior by personal example and by not
tolerating dishonest or unethical behavior in others.

- Strive to prevent fraud by minimizing the exposures and reducing the opportunities
and temptation.

- Never inappropriately the needs of the ization to their own needs.

- Recognize and respond to the new or increased exposures

- Not seek to achieve goals through dishonest or unethical means. Do not tolerate
such behavior in subordinates.

- refer to Internal Audit or Security for
investigation.

- Do the right thing!

McGladrey 89
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Achieving strong financial oversight

Setting Expectations

POLICY ON SUSPECTED MISCONDUCT AND DISHONESTY
Purpose
Definition of Misconduct and Dishonesty
Policy and Responsibilities

Reporting

Additional Responsibilities of Supervisors

Responsibility and Authority for Follow Up and Investigation
Reported Incident Follow Up Procedure
Acknowledgment
My signature signifies that | have read this policy and that | understand my
responsibilities related to the prevention, detection and reporting of suspected
misconduct and dishonesty.

| further acknowledge that | am not aware of any activity that would require
disclosure under this or other existing company policy or procedure statements.

Signature:
Print Name:
Date signed:

McGladrey %

Achieving strong financial oversight

Setting Expectations

Functional Area:

Fraud Risk:

Fraud Risk Description Possible Indicators Detection step

Achieving strong financial oversight

How to Approve an Invoice!!

®  How well do | know this vendor or contractor? Do | have first
hand knowledge that they even exist?

® Do | know that they actually provided the goods or services
identified in the invoice or other billing statement?

® Do | know that they are using the correct amounts for price
(including unit prices used), sales tax, freight, and other
variables that make up the amount invoiced?

®  Onwhat basis do | know that the prices are reasonable in the
first place? What standard have | used in determining that the
price charged is fair?

®  How do | know that the quantities make sense? On what basis
have we agreed to purchase the stated quantities?

® How do I know that the invoice and other documents are
mathematically correct?

® Do | know that this invoice has not already been paid?

McGladrey 92
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Achieving strong financial oversight

It's All About the Keys

® Real World or Virtual
= Who has access?

McGladrey 9

Is the club factoring projected non-collection of receivables

Achieving strong financial oversight

into the cash flow projections and future budgets?
Does the club perform credit checks on new members
and employees?

Is pro shop inventory growing faster than sales?

® |f so, is there a plan to modify purchasing to reduce
inventory levels? Inventory turnover ratio (COS/avg
inventory)

® Can pending orders be reduced or cancelled?

® Can purchasing be done on a consignment basis?

Does the club have obsolete or slow moving retail

inventory that should be considered for discounting to

convert to cash?

Has the club contacted suppliers_to negotiate extended

payment terms? Are invoices paid at the latest possible

date? Anal)(]zmg early pay discounts v. preserving

critical cas

¥
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Achieving strong financial oversight

8. Is the club subject to any new or anticipated
accounting, statutory or regulatory requirements that
could have a significant impact on the financial
stability and/or profitability of the club? LEASES

> State or local income tax rates?
Sales tax rates?
Real estate/property tax valuations?
Environmental regulations?
» FUTA/SUTA rates?
9. Has the club undergone an assessment to determine

any exposure to unpaid federal or state income
taxes, or state and local taxes (i.e. sales tax)?

McGladrey 95
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Someone reminded me | once said "Greed
is good". Now it seems it's legal. Because
everyone is drinking the same Kool Aid.

Gordon Gekko, 1987/2010

WALL STREE

ladney %

Thank You for Attending

Contact Information
800.966.0428

McGladrey
1230 Peachtree Street,
Suite 1700
Atlanta, GA 303009

Visit Us Online
www.mcgladrey.com/privateclubs

Find Us on LinkedIn
McGladrey Club World

Tammy.tassitano@mcgladrey.com
hilip.newman@mcgladrey.com
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