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TO:

Finance Committee

RE:

Final Proposed Operating Budget 2017-2018 vs. Actual Results 2016-2017
FROM:
David W. Breneman, President

Kathy Mardambek, Finance Director

DATE:

December 5, 2017 from 10 AM – 11:30 AM (report prepared 11-15-17)

2017-2018 Final Proposed Operating Budget: $483,786 Surplus*
(*page 4, reference A - Modified Basis of Reporting for Spending Rule & Capitalized Equipment)
Summary 
Total revenues of $8,202,264 are projected to be 1.4% less than last year’s revenues of $8,317,320 (page 1, reference B) due to an estimated decrease in other donations and corporate contributions in a gala year. This giving is sometimes redirected to underwrite the dinner dances instead of season programming. Total expenses of $7,736,978 are projected to be 3.6% more than the previous year (page 4, reference C). The largest increase is for employee costs of $334,698 (page 2, reference D). This increase is mostly due to a timing difference for staff discretionary bonuses.
Details – Revenue
Membership (no significant changes - page 1, reference E):
· The membership committee met and there are no significant changes expected.
Annual Giving Donations (no significant changes - page 1, reference F):
· The Chairman’s Forum – As of the date this report was prepared, there were 53 donors this season versus 52 donors last year.  Sometimes the dollars will exceed budget because of extra giving above and beyond the $25,000 minimum.  Only members can donate at the Chairman’s Forum level.
· Benefactors Council – Last season the Benefactors Council had 201 donors. This category of giving continues to grow each year. Only members can donate at the Benefactors Council level. 
· Giving Under $10,000 – This category of giving consists of the following levels: Four Arts Circle ($5,000-$9,999), Guardian ($2,500-$4,999), Patron ($1,000-$2,499), and Donor ($100-$999).  Both members and non-members can donate to any of these giving levels.
Other Giving ($189,368 decrease 23.1% - page 1, reference G):

· Town of Palm Beach Appropriation – ($9,758 increase 3.0%).  This appropriation helps cover library employee costs and has been raised 3% each year by the Town Council. The appropriation will continue during the library renovation. 
· Palm Beach County Cultural Council Grant – ($3,814 decrease 1.7%). The funding for this grant has been reduced across the board for all arts organizations due to budget cuts in Palm Beach County.
· Corporate Contributions – ($71,500 decrease 70.4%).  Corporate giving is projected to decrease due to donors switching their underwriting from season programming to the galas.

· Other Contributions – ($123,812 decrease 71.2%). This giving category includes gifts from members and non-members.  Last year there were two large special one-time gifts and there were a significant number of non-member gifts over $10,000. Non-members who give $10,000 or more to support the season’s operations are included in this category because the Benefactor and Chairman Forum participation is not available.  Their gift is recognized as a Generous Supporter.
Other Revenue ($23,379 decrease 2.6% - page 1, reference H): 
· Tickets-Programs for Lectures, Concerts, Films, COL – ($37,557 decrease 5.8%). Education ticket sales will decrease due fewer lectures this season in the Founding Fathers speaker series. There will only be four speakers versus five last season and the ticket package price was reduced from $250 to $200. However, there will be some offsetting increases in ticket sales due to more offerings in the concert series.  
· Tickets-MetOpera & Other Screened Events – ($12,954 increase 6.1%). There have been additional events added to the screened events series and the selected offerings should attract a wider audience.

Spending Rule ($94,157 increase 8.7% - page 1, reference I):

Spending Rule – The increase in revenues produced by the spending rule is the result of the increase in the market value of the Unitized Endowment.  The spending rule equalizes the spending from year to year in the Unitized endowment.  This moderates fluctuations in income for times of market volatility. One twelfth of the funds generated by the 4% spending rule is transferred each month to The Four Arts checking account and recorded in the operating budget.  A spending rule is not GAAP (generally accepted accounting principles).  The GAAP basis of investment income (earned dividend/interest and gains/losses) is shown on the audited financial statement. See calculation attached.
Details – Expenses
Employee Costs ($334,698 increase 11.6% - page 2):
· Salaries – ($135,659 increase 6.0% - page 2, reference J).  Total raises were 3.7% or $86,500. This is more than the 3.5% projected raise because two employees received a larger salary adjustment. Both of these employees were recognized for the additional responsibilities that have been assigned to their position over the last year.  Also, the Marketing and Development department replaced staff vacancies and one person was hired at a higher salary.  There was a timing difference for the Head of Music position, which didn’t start last season until October 2016.
· Bonuses – ($130,250 increase – page 2, reference K).  The timing of the discretionary bonus was changed to a calendar year end which means that last season’s bonus was deferred to this budget year.  This was to eliminate paying a bonus in advance of known results. If this bonus is approved by the board in December, it will be paid by December 31st.  
· Payroll Taxes – ($19,910 increase 11.9% - page 2, reference L).  Increase is due to higher payroll costs and the timing of the bonus.

· Insurance - Health – ($18,357 increase 12.3% - page 2, reference M).  The increase is due to a 5.4% rise in the insurance premium and a timing difference by adding new people to the plan this season.  One person who was always eligible for the plan decided to join at the open enrollment.

· Workers Comp – ($8,792 increase 49.4% - page 2, reference YY).  The increase is due to a combination of a larger payroll and the state of Florida raising the rates.  

· Pension 401(k) Match – ($21,344 increase 9.9% - page 2, reference N).  The Four Arts raised its discretionary match from 50% to 100% last season but kept the cap in place of $10,000 per employee.  Employees have raised their own plan contribution to receive this 100% match.

· Pension 457(b) Contribution – (no change – page 2, reference O).  The Four Arts has a second pension plan offered only to the president and the eight department directors.  This is a deferred compensation plan which is also known as an unqualified pension plan.  It remains an asset of The Four Arts until distribution at employee termination. This plan is only for the highly compensated positions. 
Maintenance ($269,069 decrease 26.7% - page 2):
· Buildings & Grounds – ($1,207 increase .5% - page 2, reference P).  It was anticipated that there would be a savings due to the cancellation of some routine maintenance costs in the library building while under construction.  However, there have been some unexpected one-time maintenance expenditures for 1) extensive termite treatment in the education building auditorium, 2) re-insulation of the outside generators, and 3) repairs to the botanical garden Madonna Fountain.  
· Lawn & Gardening – ($1,854 increase 1.1% - page 2, reference Q). Gardening costs would have been less if not for the hurricane cleanup of over $10,000. One Royal Palm tree was removed and will be replaced when a local tree becomes available for the cost of the crane and installation.
· Art Conservation – ($41,673 decrease 64.2%, page 2, reference UU).  Last year this number was larger due to the cost of salvaging a portion of the original library murals, which are being saved for possible future use. 

· Operating Improvements – ($230,456 decrease 43.9% - page 2, reference R). Last year over $407,000 was spent on the parking lot expansion project.  This year the capitalized improvements include 1) lighting for the parking lot expansion project, 2) expansion/remodel the kitchen for the Director of Buildings/Grounds apartment, 3) renovate the new office space for the Director of Technology Services (this was formerly the Curator’s apartment), 4) upgrade the sound, lighting, and electrical in the auditorium, and 5) upgrade the Rovensky building AC.
Utilities ($7,659 decrease 2.0% - page 2)
· Electric & Natural Gas – ($2,896 decrease 1.5% – page 2, reference ZZ).  This slight decrease is due to less electricity usage forecasted in the library while it’s under renovation.
· Water – ($8,188 decrease 8.8% - page 2, reference S). Decrease due to last season included heavy watering for the new plantings in the expanded parking lot. There were several water leaks outside the gallery building. This season there will be less water used in the library while it’s under construction. 
Insurance ($39,483 increase 33.2% - page 2)
· Buildings Insurance – ($34,268 increase 38.2% - page 2, reference T).  Increase due to adding a builder’s risk and liability policy for the library building during its 18 month construction. See Appraisal Memo attached.
· Flood Insurance – ($5,227 increase 30.1% - page 2, reference U). The increase is due to a combination of a rate increase of 15% and adding coverage for the library books, which are being stored offsite on the first floor of a warehouse.
Printing, Signs & Photography ($79,884 decrease 28.9% - page 3):
· General Printing-Administration – ($47,908 decrease 80.1% - page 2, reference V).  The decrease is due to last season included a one-time expense for The Four Arts History Book.  This is a publication that is traditionally printed only every twenty years.

· Schedules/Calendar/Folio – ($18,875 decrease 14.7% - page 2, reference W).  The marketing department decreased the number of Schedule of Events printed due to reducing the size of the mailing list for non-members. The mailing list was reduced from 18,000 to 10,000 names. The names kept on the mailing list were chosen based on a combination of program attendance and donations made over the past three years.

· Development – ($15,058 decrease 100% - page 3, reference X). This was a one-time expense last year for the library capital campaign.

· Photography – ($2,120 increase 25.6% - page 3, reference Y).  Increase due to more objects to be photographed in the exhibitions this season versus last season.  
Office, Supplies & Advertising ($83,176 increase 17.2% - page 3):
· Supplies: Office – ($13,369 increase 35.2% - page 3, reference Z).  Increase due to updating the office printers and copiers for the staff and purchasing furniture for the IT director’s new office. The stock of Four Arts promotional material was replenished such as note pads for the libraries.
· Supplies: Computer/Software – ($4,447 increase 10.2% - page 3, reference AA).  Increase is due to adding more handheld technology equipment.  For example, one of the art shows will require iPads to be stationed throughout the exhibition.   
· Supplies: Audio/Visual/Maintenance – ($4,803 increase 32.5% - page 3, reference BB).  The audio visual maintenance increase is due to recalibration for the sound system upgrades.
· Leased Equipment Maintenance/Supplies/Rental Space – ($21,154 increase 51.5% - page 3, reference CC).  This includes the monthly charge for the rental of warehouse space for the library books. This will continue until the library renovation is complete.
· Advertising – ($35,076 increase 14.6% - page 3, reference V V).  Increase due to adding more marketing services for social media and ad design.  The Four Arts is going to bring back This Week at the Four Arts ads in the Palm Beach Daily News as a useful tool for the patrons. 
Events: Catering, Meals, & Decor ($34,001 increase 14.9% - page 3):
· Programs/Administration – ($17,975 increase 13.6% - page 3, reference DD).  The increase is due to adding more promotional events. For example, the Head of Music will be speaking about the music program to donors and patrons.  
· Benefactor & Chairman Dinners – ($9,343 increase 17.4% - page 3, reference EE).  The increase is due to planning for higher attendance at these dinners and updating the menu and décor.

· Capital Campaign – ($5,520 decrease 100.0% - page 3, reference WW).  This decrease is due to a one-time expense last year for the library renovation ground breaking ceremony.

· Contemporaries – ($12,203 increase 33.2% – page 3, reference FF).  The increase is due to adding a full bar to events held in the gallery this season.  All the events will be programming related. 
Professional Fees ($20,808 increase 4.0% - page 4):
· Unitized Endowment Fees – ($11,282 increase 6.2% - page 3, reference GG).  This is an estimate based on market timing.  Fees are based on endowment market performance.

· Pension Fees & Consulting – ($6,979 increase 35.7% - page 4, reference AAA).  This increase is due to hiring a fiduciary consultant to disburse the required 401(k) participant notifications. 

· Computer Consulting – ($15,922 increase 12.5% - page 3, reference XX).  The increase in computer consulting is due to hiring an accounting software consultant to solve connectivity issues within the IT network.  There continue to be intermittent processing issues in many accounting software programs.  This consultant is also well versed in PCI compliance and will work with the Four Arts staff to help with outstanding compliance issues.  

· Legal – ($28,043 decrease 48.3% - page 4, reference HH).  The decrease in legal fees is due to spending extra money last year on foreign speaker research.  For example, the Tuesday speaker Jim Carter required a specific visa for travel to the United States. 

· Consultant – Other – ($12,000 increase – page 4, reference II).  This expenditure includes the cost of the building appraisals and possibly a future appraisal of the library books.  See Appraisal Memo attached.
Sponsored Activities – ($111,206 increase 7.3% - page 4):
· Programs & Shipping Fees – ($89,256 increase 8.9% - page 4, reference JJ).  The increase is due to more concerts and higher fees for Tuesday lectures. 
· Production & Staging On-Site – ($16,495 increase 24.5% - page 4, reference KK).  The increase is due to various concert staging costs, which include 1) bringing in a tent for one of the evening concerts so the dance performers can change their costumes and 2) hiring an expert tuner for the Steinway piano.
· Production & Staging Off-Site – ($33,416 decrease 89.3% - page 4, reference LL).  The decrease is due last season included the expense to move the library books to the offsite storage facility. 
· License Fee-Screened Events – ($6,156 increase 5.8% - page 4, reference MM).  The increase is due to higher tickets sales budgeted. The screened event fee is 50% of sales.  

· Transportation: Artist, Vendor, Groups – ($21,585 increase 51.6% - page 4, reference NN).  The increase is due more artists flying in from overseas. For example, the owners of the Fashioning Art from Paper art exhibit are coming from Brussels to the grand opening.  One speaker for a Campus-on-the-Lake program is coming from England. 

· Hotels: Artist, Vendor, Groups – ($37,078 increase 128.6% - page 4, reference OO). The increase is due to more concert performers required hotel accommodations as part of their contract.  
· Security Guards – ($14,524 decrease 15.2% - page 4, reference PP).  The decrease is due to last year one of the art exhibits required round the clock guard service.

· Police & Paramedics – ($6,050 decrease 64.0% - page 4, reference QQ).  The decrease is due cancelling the paramedics at all programming events because they are rarely used and there have been only minor occurrences.  Many of The Four Arts staff volunteered to take training in CPR, AED, and other medical emergency procedures offered by The Town of Palm Beach. However, the staff will always call 911 first and the Town paramedics are quick to respond.  

· Library Programs/Supplies – ($5,071 increase 42.5% - page 4, reference RR). The increase is due to the Children’s Library.  They have additional performances and will pay more in busing fees for schools to attend the events. 
· Library Books, CDs, DVDs – ($5,785 decrease 8.2% - page 4, reference SS).  The library will spend less on book purchases due to limited space while being temporarily housed in the Rovensky building.

· Library Supplies & Electronic Catalog Equipment – ($2,985 decrease 33.2% - page 4, reference TT).  The library will spend less on supplies due to limited space while being temporarily housed in the Rovensky building.
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