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Preamble

This Report highlights the financial difficulty the VCA finds itself in today. It could have
been written in a way to obfuscate these issues and carry on as usual. However, the
financial sustainability of the VCA is at stake. There are matters which must be dealt
with today. Before reading this Report and its Recommendations, first read through the
Attachments (analysis and supporting documents) and form your own views. The list of
Attachments is shown on page 2.

Introduction

On 24 February 2020 the VCA Council asked that | investigate how to pay for the ongoing
expenses of maintaining the Victorian Croquet Centre (VCC) “Cairnlea facility” in light of a
renovation expense of approximately $200,000 for the VCC building. This expense is over
and above annual outgoings and is well in excess of the total revenues generated from the
VCA’s several income streams.

Executive Summary

The VCA has been operating in the red (operating at a deficit) since at least April 2014.
Over the years, shortfalls have been covered by capital withdrawals from the VCA’s
Investment Portfolio and through annual increases in VCA Affiliation fees. Neither the
Investment Portfolio nor Affiliated Clubs can support this method of operating any longer.
Failure to act will deplete the Investment Portfolio and cause Victorian Clubs to disaffiliate,
when, as this analysis shows, Affiliation fees rise to $100 or more to cover VCA expenses.
The analysis undertaken shows that the Cairnlea facility was ill-conceived right from the
beginning, and has been and will continue to be a financial burden that for many reasons
cannot be rectified. This matter has assumed even greater urgency due to the coronavirus
pandemic, its effect on the economy and the dividend paying ability of companies in the
Investment Portfolio. We need to plan for a significant decline in income from the
Investment Portfolio as companies cut their dividends.

This report details how we got to the present situation and the hard decisions the VCA
Council will need to take if we are to meet our responsibility to the VCA membership as
good financial stewards.
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Attachments to this Report
This Report refers to the following documents:

0. Sale of 38 Warleigh Grove, Brighton North, 2020

VCA Investment Portfolio - Cash Drawdowns, 2020

JBWere Investment Portfolio - Original Capital Adjusted for CPI, 2020
JBWere Investment Portfolio - Recent Valuations, 2020

Business Plan Working Group (BPWG) Report to Council, June 2015

Business Plan Working Group (BPWG) Advice to Council, 2015

Analysis of VCA and Cairnlea Facility Operational Income and Expenses, 2020
Analysis of Court Utilisation at Cairnlea, 2020

Increase Income — Increase VCA Affiliation Fees, 2020
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Increase Income — Greens Cover Charge, 2020
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Direct Costs of Owning Cairnlea Facility, 2020
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Way Forward to Achieve Profitability, 2020
VCA Budget Papers, June 2015
About Cairnlea by George Latham, 2005
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Letter to Auditor re Income, 2014
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Letter from Auditor re Income, 2015
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Cost Analysis of Function Hires at the VCC, 2019
VCA Annual Financial Reports (2015, 2016, 2017, 2018, 2019)
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1 History
In plotting a course forward, it is necessary to briefly re-cap on the history of how the VCA has
reached the current financial predicament.

In 2005, the VCA sold its” Warleigh Grove, Brighton North headquarters as it was unable to fund
the maintenance of the clubhouse, courts and external structures.

It was the ‘dream’ of the then Secretary, George Latham, to build a world standard croquet
facility by selling the VCA’s high value property in Brighton. If there was a Business Plan, it is now
apparent that it had major flaws. Firstly, it was assumed that a $S3million investment would cover
VCA expenses and operations at Cairnlea. Secondly, it was assumed volunteer labour would carry
out many of the tasks at Cairnlea. Clearly, it was naive to assume volunteers could maintain such
extensive grounds, courts and a massive building, especially when members of other clubs are
already busy caring for their own local club.

It was George’s ‘dream’ for Victorian croquet members to fund and continue funding the second
biggest croquet facility in the world. Was the question asked and honestly answered whether it
was appropriate or necessary ?
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The VCA is now in a similar position to 2002, when it could no longer afford to maintain its’
headquarters and grounds and started the sale/move process. History repeated ?

RECOMMENDATION - do not perpetuate errors of the past. Do not let the ‘dreams’ of the few
become the ‘burden’ of the many. VCA Council needs to break the cycle which commenced
decades ago by owning a facility that could not be maintained. We have Cairnlea, not because
VCA need it, but because we had a facility before that, and Cairnlea was just its replacement.

2 VCA Council Focus

The VCA is one of the wealthiest croquet associations in the world, however, for more than 15
years the VCA Council has been ‘dogged’ by factions fighting over the utilisation of the Cairnlea
facility and the 100% deployment of JBWere Investment Portfolio funds to the facility.

Much energy and effort at the VCA over this time has been wasted. The divisions and fighting
have led to wasted opportunities “to correct past errors”.

The VCA Council’s lack of focus and cohesion has led to the VCA Council ‘taking its eye of the ball’
financially, and the consequent current financial problems.

RECOMMENDATION - the VCA Council should unify and focus on securing its financial future.
Factional fighting over other issues should be set aside.

3 Analysis of the JBWere Investment Portfolio
The JBWere Investment Portfolio has sustained the VCA’s operations for over 10 years. It was
hoped this would last in perpetuity.

The original $3,000,000 invested in 2005, adjusted for CPI has a current value of $4,200,000, see
Attachment 2.

In the last 5 years, the VCA has drawn down $919,000 from the Investment Portfolio, an average
of $183,000 per year. Since it was established, $1,859,000 has been withdrawn from the fund,
see Attachment 1.

Investment Portfolio valuation:

28 February 2020 $4,121,854 (small amount of capital eroded).
12 March 2020 $3,675,828 (significant amount of capital eroded).

At the 12 March 2020, the original capital plus CPl in the Investment Portfolio has been eroded
by $524,172 of (54,200,000 - $3,675,828= $524,172).

In March 2015, the Investment Portfolio had a valuation of $400,000 greater than original capital
plus CPI.
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In the 5 years from 2015 to 2020, this represents a negative change of circumstances for the
VCA’s financial position of $924,172. Had the VCA not been drawing down from the Investment
Portfolio to support everyday operations, then the past capital gains would still be in the fund
and the VCA could have comfortably ridden out these financially unstable times.

Therefore, the Investment Portfolio was already damaged* before the share market slide due to
the Coronavirus. However, since the adverse impact of the Coronavirus on the share market, it is
now in a very vulnerable position.

Undoubtably the share market will recover but the timeframe in unknown.

On the 12 March, JBWere advised that a small amount ($50,000) could be withdrawn from the
fixed interest component of the fund, but in the longer term the balance between fixed interest
and equities would need to be returned. The VCA does not generate surplus cash to invest,
therefore in the long term it will never be able to replace cash drawn down.

Therefore, in the current share market, any funds drawn have the potential to damage* the
Investment Portfolio irreparably. It is now well below original capital plus CPI. If shares are sold
at low prices then when the market goes back up, our Investment Portfolio will not recover as we
no longer have the shares.

* ‘damage’ is defined as the value of the Investment Portfolio being less than the original capital
invested plus CPI.

RECOMMENDATION - do not withdraw any funds from the Investment Portfolio until the share
market recovers.

4 Replacing Lost Capital

There are no “white knights in shining armour” coming to the VCA’s rescue.

The VCA has no ready way of replacing capital once it is lost.

The concept of future bequests is at best unreliable and may never happen.

The Australian Croquet Association (ACA) does not have enough funds to help.

Even if the ACA had the funds, it would be so slow to act the VCA would have already eroded its

capital position.

Most importantly, the VCA does not have a solid history of savings (quite the reverse), hence it
cannot replace the capital that it is withdrawn and spent (mostly on recurring expense items).

RECOMMENDATIONS:
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a) the VCA must move to an operational surplus and then to a net surplus. Profits can be
saved to fund future projects or replace capital eroded from the Investment Portfolio. The
VCA should hold enough operating funds in an operational bank.

b) The VCA should not view the Investment Portfolio as an operational bank account from
which funds can be withdrawn to cover ordinary operational expenses. The Investment
Portfolio should be treated as a capital Investment.

5 Analysis of Operational Expenses
The VCA Council must “live within its means” and this is defined by income being enough to cover
expenses.

In 2015, the VCA Council were aware of the problem of operational expenses exceeding
operational income. In the 2015-2016 Budget Papers, the VCA Council were advised that the
Investment Portfolio had $400,000 of growth beyond CPI, see Attachment 12. The BPWG Report
to VCA Council in June 2015 stated that the $400,000 would allow 4 years to address structural
financial issues, see Attachment 4. The BPWG set out four options, of which VCA Council chose
option 2 (reduce expenses and increase income), see Attachment 5.

Over the last five years, the VCA Council has not been successful in addressing the structural
problem of expenses compared to income, see Attachment 6:

2015 2019
Operational Income $87,900 $112,052
Operational Expenses $285,484 $341,697

From 2015 to 2019, the amount of operational expenses has increased not reduced.
Consequently, during the period February 2015 to February 2020 the VCA Council has drawn
down $919,000 from the Investment Portfolio.

In the 2019 Financial Year, wages represented 45% of total Operational Expenses. The
Administrator and Caretaker wages totalled $108,064.

The Administrator and Caretaker wages, if eliminated, would make for a substantial saving of
operational expenses. Such a large saving is not possible with any other expenses.

Whilst the Coronavirus effect on the share market has brought the existing and structural
financial problems of the VCA into the spotlight, it has also brought a period of four plus months
when the VCA and most VCA affiliated clubs will not be operating fully. This lull in operations
creates the ideal time to terminate staff and allow volunteer labour to gradually pick up the tasks
in time to return to full operations later in the calendar year. There will be no better time to act.

The Cairnlea facility would still be operational after the wages expense reductions, however,
Cairnlea’s long-term future would still be in doubt as the VCA would still be in an operational
deficit, losing money every year and critically never being able to save money for the necessary
repairs and maintenance.
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Immediate expense reductions would reduce the drawdowns required from the Investment
Portfolio.

RECOMMENDATION - the VCA Council must act immediately to reduce as many expenses as
practical, including:

a) Terminate the Caretaker/Cleaner (casual position) to save approximately $48,000 per year

b) Terminate the Administrator (redundancy, permanent position) to save approximately
$64,000 per year

c) Eliminate all expenses that are not directly required for the VCA to continue indefinitely
and for Cairnlea to continue in the short-term, for example:

Under 21 Scholarships, reduce to $2,000 save $4,000 in 2020/2021 Budget

Marketing & Publicity, save $8,800 in 2020/2021 Budget

State Coordinator of Coaching, reduce to $2,000 save $6,900 in 2020/21 Budget

State Team financial support, save $10,000 in 2020/201 Budget (allow support if

covered by grant)

Directors Honorariums, save $3,000 in 2020/2021 Budget

Delay Financial Audit ($40,000) agreed at February Council, not added to

2020/2021 Budget as cannot be afforded

g. Delay Building works (5200,000) agreed at February Council, not added to
2020/2021 Budget as cannot be afforded. Only perform safety related work using
the existing maintenance budget of $25,000 in the 2020/2021 Budget.

o 0 T o

S o

If the above items were all adopted by VCA Council a total saving of $144,700 could be achieved
in the 2020/2021 Budget year.

Even with these savings, operational expenses will still exceed operational income.

Every saving will help preserve the Investment Portfolio for the future.

6 Realising Expense Savings — VCC Function Hires
In February, the VCA Council approved a motion to monitor the realisation of expense savings
from ceasing VCC Function Hires. The major expense in function hires is wages.

The VCA Council cannot on the one hand demand monitoring of savings, but on the other hand
refuse to approve the potential savings measures highlighted in the Report, see Attachment 16.

RECOMMENDATION - although difficult, the VCA Council must act in the best financial interests

of the VCA and approve the wages savings it demanded to be realised from ceasing function
hires.
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7 Analysis of Operational Income
The VCA has a very small operational income of approximately $120,000 per year, see
Attachment 6.

Over the last 5 years, the VCA has had operational expenses of roughly $300,000 per year, see
Attachment 6.

The shortfall of $180,000 per year of income to cover expenses has been made up from
drawdowns from the Investment Portfolio. A pattern over the last 5 years shows $919,000 has
been drawn down from February 2015 to February 2020 averaging $183,000 per year, see
attachment 1.

These drawdowns have primarily been to supplement every day running costs, i.e. ordinary
operations.

The structural problem with this model is that when times are financially tough (as at present)
then the high level of expenses are still being incurred, yet the Other Income from the Investment
Portfolio is ‘drying up’ or not available.

In 2014 and then in 2015, the VCA Auditor, Bruce Warlow, warned the VCA about the future
problems running an operational deficit could pose, see Attachment 14 and Attachment 15. The
VCA ignored the Auditor’s advice and continued to operate with small operational income levels
and high expenses levels. At this time, the VCA could fund the operational losses with the capital
gains in the share market (increase in the value of the Investment Portfolio).

RECOMMENDATION - the VCA needs to have an operational income to cover operational
expenses. The VCA currently has an over-reliance on other income from the Investment
Portfolio. This has led to poor management decisions and a structure of operations which do not
support themselves.

8 Asset Reduction

Spending money on the building will not increase the property value, as the building would most
likely be removed for a development if the site were sold. Therefore, transferring liquid assets
from the Investment Portfolio to the Cairnlea building will directly result in the VCA reducing its’
assets by the amount transferred.

If building works are to be undertaken the funds must be found from other sources (i.e. grants).

RECOMMENDATION - the building should not have any improvements or repairs except for
safety related items.

9 Solvency
The VCA has enough funds to meet its financial obligations as and when they fall due (only by
accessing funds in the JBWere Investment Portfolio). Therefore, in the short and medium term
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the VCA is not at risk of insolvency. However, in the longer term if the past and present
operational losses are continued, then the Investment Portfolio would be eroded to the point
where the VCA could no longer be guaranteed of meeting its financial commitments.

RECOMMENDATION - the VCA must eliminate operational losses to guarantee solvency in the
future.

10 2015 Business Plan Working Group

In 2015, the VCA Council appointed a Business Plan Working Group (Alan Notley, David Ross,
Brian Rowe) to report on the long-term financial sustainability of the VCA. At this time, it was
stated that the long-term financial viability was the VCA’s number one priority.

The Report (in PowerPoint) was presented to Council in June 2015. The Report stated that “With
no change, in 4 years the Investment Portfolio (Fund) performance beyond CPI will be used up,
and in subsequent years the initial capital will be eroded”, see Attachment 4.

In the same Report, see Attachment 5, options for VCA Council to address structural financial
issues were set out. However, at that time, with share prices strong the VCA Council decided to
adopt the approach set out in Option 2, a reduction of expenses and an increase income.

The reduction in expenses included significant reduction in caretaker/cleaner costs with the users
of the facility (mainly elite players) taking responsibility to clean up after themselves. At the time,
there was enormous push back from the facility users and the expense reduction was never
achieved. In fact, the caretaker/cleaner expenses have risen from $41,425 in 2015 to $48,106 in
2019.

The increase in income included higher VCA Affiliation fees (to increase $S4/year every year). The
VCA Council only approved a $2/year increase. The shortfall of the $2/year over 5 years is now
S10/year. An extra $10 x 3,000 members (approx.) is now a shortfall of $30,000 per year of lost
income.

RECOMMENDATION - review why planned actions in 2015 did not eventuate to avoid the same
mistakes and ensure expense reductions are achieved.

11 Soil Contamination

At the time of purchase the VCA knew the site was contaminated and that one meter of fill had
been placed over the top. There is the potential that new laws about contaminated sites may
adversely affect the VCA. The VCA may be responsible for the clean-up costs of removing the
contamination if the property were ever sold. This could be a significant expense and have a
major bearing on the approach the VCA takes to restructuring the VCA’s assets. VCA Directors
need full knowledge in order to evaluate and make the most appropriate decisions.
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RECOMMENDATION - engage a planning consultant to advise the VCA on its responsibilities in
relation to the soil contamination at Cairnlea. Further, the VCA requires the planning consultant
to advise the financial implications regarding dealing with the contamination.

12 Under Used and Under Utilised

What is the Right Size Tournament Facility for Victorian Member’s Needs ?

The “About Cairnlea” document by George Latham in 2005, sets out the need for a 12 court
facility, see Attachment 13. The old VCA site at Warleigh Grove, Brighton had 5 courts.

With the value of hindsight, we can see that VCA Tournaments do not require 12 courts, see
Attachment 7. In fact, even in that 2005 document, George was forecasting tournament use
which would mean the facility was under used and underutilised.

The Cairnlea facility has been operational for over 10 years and by now should be running at its
maximum capacity. An analysis of the 2019 year shows that Victorian run events used the
Cairnlea facility for just 42 days. Even more concerning is that even on the 42 days used, none of
the events required 12 courts, in fact, 6 courts would cover all events except for the Regional
Championships. The Regional Championships could easily be reorganised to run with less courts.

Victorian members under use, and underutilise the Cairnlea facility, but are expected to pay VCA
Affiliation fees to support courts that Victorian members do not need. See analysis in
Attachment 7.

The historical errors of the past are being endured by current fee-paying members state-wide. At
some point, the VCA will be forced to correct past errors in judging what Victorians needed and
had the capacity to pay for.

RECOMMENDATION — move to a ‘right size’ facility with reduced expenses for greenkeeper
labour, chemicals, fertilizer, Council rates, water rates, equipment.

13 Increase Income - Increase VCA Affiliation Fees
The VCA Council could increase operational income by increasing VCA Affiliation fees.

Option A — $60/member - VCA to Break Even, see calculations in Attachment 8.

The increase would need to generate $180,000 per year to cover the operational deficit and to
break even. By increasing VCA Affiliation Fees by $S60/year, from current $42/year to $102/year
the VCA would generate approximately $180,000. But this is just break even.

Option B — $100/member — Surplus, see calculations in Attachment 8.

The increase would need to generate $300,000 per year to provide a modest surplus of $120,000
per year. By increasing VCA Affiliation Fees by $100/year, from current $42/year to $142/year
the VCA would generate approximately $300,000. This additional $300,000 would cover the
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$180,000 operational deficit and provide a small surplus of $120,000 per year. In the scheme of
things $120,000 is quite a small surplus taking into consideration that the VCA has a $5.3 million
facility at Cairnlea to maintain. The $120,000 surplus could easily be used up by an unexpected
expense. It would provide for some savings, but not a lot.

The breakeven option or surplus option would alleviate the regular need to draw down from the
Investment Portfolio.

However, there are major problems with increasing the VCA Affiliation fees by such large
amounts. Firstly, there are already clubs who are not affiliated with VCA to reduce membership
charges. Alarge increase in the VCA Affiliation fees could see several clubs dis-affiliate to reduce
costs. Secondly, the whole of the large increase in VCA Affiliation fees, plus the existing amount
of VCA Affiliation fees, plus the earnings from the Investment Portfolio would all be directed to
keeping Cairnlea ‘in the style to which it has become accustomed’.

In short, despite massive increases in VCA Affiliation fees there would be no funds for anything
other than the Cairnlea facility. When considering the VCA utilisation of the Cairnlea facility, see
below, this seems an unwarranted path to take.

In 2005, the then VCA Secretary, George Latham, wrote to clubs promising that VCA Affiliation
fees would never need to go up as the VCA would have an Investment Fund after Warleigh Grove
was sold. Further, in the same document, George said there would be a financial return to clubs
from the Investment Fund. See Attachment 13.

Given the VCA usage of the Cairnlea facility, see Attachment 7, it is likely that the majority of VCA
members have rarely, if ever, visited the Cairnlea facility. These usage facts underline the
constant agitation which arises from ordinary members and ‘bubbles up’ as disharmony at VCA
Council meetings.

In 2005, the VCA made an error and wrongly forecast income and expenses at Cairnlea. The VCA

cannot expect ordinary members to pay ever increasing VCA fees and charges to prop up the
Cairnlea facility.

RECOMMENDATION - the VCA should not increase VCA Affiliation fees as it would likely lead to
some clubs and or players dis-affiliating.

14 Increase Income - User Pays — Cairnlea Greens Cover Charge
The Cairnlea courts are only used 42 days per year for VCA tournaments.

The cost of providing Cairnlea’s 12 courts in the 2019 Financial Year was $123,110, see
Attachment 9.
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The VCA could increase income by recovering the costs of providing the courts (excluding the
building and other costs) from those players that use them, i.e. user pays. To achieve this, the
VCA could implement a Greens Cover Charge, see Attachment 9.

Each day of a tournament would have to recover $2,931 to cover court costs only.

If there were 19 GC players in the tournament, they would each have to pay a Greens Cover
Charge of $309 per player for a 2-day tournament, see Attachment 9.

If there were 13 AC players in the tournament, they would each have to pay a Greens Cover
Charge of $451 per player for a 2-day tournament, see Attachment 9.

The Greens Cover Charge would be in addition to any other fees currently charged.

With the current charges for VCA run tournaments, GC and AC players pay the same entry fee.
However, because there are on average 50% more GC players than AC players in each
tournament (see Attachment 7) then GC players are paying more than AC players to hire the
Cairnlea facility.

With a Greens Cover Charge of $309 GC and $451 AC many current participants may choose not
to enter VCA tournaments at Cairnlea. Further, there may be players who could not afford to
enter VCA tournaments at these prices. These problems with the Greens Cover Charge are
exacerbated in the circumstances where players enter multiple VCA tournaments, and in some
cases enter both GC and AC tournaments. The costs over a whole year would be prohibitive.

The Greens Cover Charge is only recovering the costs of providing the courts, and there is an issue
of equity, in that, should the users of the Cairnlea facility expect non-users of Cairnlea to fund the
Building and Other costs of the facility.

Based on the costs for the courts only, a Greens Cover Charge would be prohibitive. Therefore, a

Greens Cover Charge could never be set high enough to recover courts, building and other costs.

RECOMMENDATION - the VCA should not implement a Cairnlea Greens Cover Charge as it
would discourage participation in VCA tournaments.

15 Increase Income — Rent part of the Facility
There have been numerous ideas over many years of renting the function room, holding events
on the lawns, partitioning off land for use as tennis courts etc.

These ideas can be described as ‘Pie in the Sky’ as they are unlikely to materialise any significant
net financial gain to the VCA. Firstly, this is because the VCA could not manage them sufficiently
well to be profitable, see Attachment 16. Secondly, if croquet customers are not willing to pay
sufficiently high enough prices to sustain the Cairnlea facility, what real belief is there that other
sporting customers would be prepared to pay higher prices than croquet players.
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The VCA has a poor track record in trying to be a manager of businesses, see Attachment 16 re
financial losses with VCC Function Hires.

The VCA has not been able to run its own financial affairs in such a way as to generate profits to
fund necessary running costs and maintenance. Indeed, this poor financial culture goes back
decades when the VCA could not afford to fund and maintain its facility at Warleigh Grove,
Brighton North.

On reflection, the VCA would have been better off, if in 2002 it had addressed the ‘core financial
problem’ of the VCA not being sufficiently profitable. The then VCA Directors could have
implemented a plan to move the VCA to reasonable profits each year. These profits could have
been accumulated to renovate the Warleigh Grove facility.

The issue with the VCA today is its lack of profitability, the same issue that lead to problems in
2002.

RECOMMENDATION - the VCA should not attempt to become a commercial business manager
as it has a very poor financial track record and the organisation is not staffed and focused to run a
commercial business. Further, the possible gains from alternate uses are unlikely to solve the
VCA’s operational losses.

16 Ignore Income - ‘Burn Up’ Investment Portfolio
The VCA Council has the right to decide how to use the funds held in the JBWere Investment
Portfolio.

In 2015 when the VCA Council elected to secure its financial future by reducing expenses and
increasing income, it effectively, by ‘de facto’ took the option of ‘burning’ capital from the
Investment Portfolio. This occurred as VCA Council failed to realise either the expense reductions
or income increases. The outcome was contrary to the VCA Council’s stated view that it did not
want to ‘burn’ capital. In the five years since 2015, $919,000 has been drawdowns, see
Attachment 1.

The VCA Council can take the decision to ‘burn up’ the capital in the Investment Portfolio to
support everyday operations. This could be sustained for several years, until eventually there
would be no more capital. Then the VCA Council would be forced to address the issue of
expenses exceeding income every year.

However, if the VCA Council were to make a conscience decision to ‘burn up’ the capital in the
Investment Portfolio to keep running the Cairnlea facility in the same expensive way it does now,
then perhaps the VCA Members, Clubs and Regions should be consulted. The decision to ‘burn
up’ capital is vitally important, as is not reversible. Once the capital is gone, it is gone.

RECOMMENDATION - If the VCA Council decides to drawdown capital for everyday operational
expenses, it should first consult with its members by engaging an electoral polling firm to
determine whether or not members support ‘burning’ capital’ for everyday operational expenses.
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17 Hire Courts for VCA Tournaments
Any facility the VCA owns will be under used, i.e. the VCA only runs tournaments on 42 days per
year, see Attachment 7.

The VCA could change its approach to running tournaments, perhaps more in line with other
state associations, the Australian Croquet Association (ACA) and worldwide. NOTE — Cairnlea is
unusual, in that, no other croquet association in the world maintains such an extensive facility
(apart from the National Croquet Center, West Palm Beach, Florida, USA).

For example, the ACA does not incur permanent ongoing costs for facilities on days it is not
running tournaments. It hires facilities as required. It only pays for what it uses. This model is
more widely adopted around the world, perhaps because it is cost effective and it works!

If the VCA were to sell its Cairnlea facility and invest the money in its Investment Portfolio, then
then VCA would have a substantial annual income with very little Fixed Expenses.

The VCA could then afford to offer Regional Clubs significant fees to hire facilities for VCA
tournaments.

The VCA hires the Cairnlea facility to the ACA for a very small amount, $30 per court per day.

The direct cost to the VCA of owning the Cairnlea facility is $330,726 per year, see Attachment
10.

The VCA could hire courts from Victorian clubs for its events at a far lower cost that paying for
Cairnlea each year.

Local clubs generally run ‘lean and mean’ with volunteer labour for greens maintenance, garden
maintenance, repairs, cleaning and catering. They do not employ staff, and certainly do not
employ staff to manage contract service firms as happens at Cairnlea. Local clubs are also more
efficient as they have courts which are more highly used and more highly utilised.

For example, if the VCA paid $250 per court per day (51,000 per day for a 4-court facility) it would
only cost the VCA $42,000 per year to hire 4 courts for each of its tournaments.

The direct cost of owning the Cairnlea facility is $330,726.
The cost to hire the courts (at generous rates) would be $42,000.

Hiring courts from clubs would reduce VCA expenses by $288,726 per year.

Victorian clubs would gain $42,000 per year.

This is a significant saving for the VCA and should not be ignored.
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This approach would be extremely beneficial to regional areas, as $42,000 per year would be
transferred from the VCA to regional clubs. This would help bolster the finances of regional clubs.

The VCA tournaments would run with enthusiastic volunteers from regional clubs happy to
receive the funding. In this way, the VCA could more easily and effectively return to volunteer
run events at volunteer maintained facilities. This approach for events would further reduce
expenses as the VCA would not need to employ caretakers, cleaners, lunch contractors.

The overall savings to the VCA would be immense, and the benefit to regional areas would be
equally significant.

There would be other benefits:
- easier to drive to regional clubs
- greater number of cost-effective accommodation options in regional areas
- increase in entries for VCA events

Country club tournaments usually fill very quickly and have waiting lists. The VCA tournaments
usually require a ring around to rally enough players. VCA would most likely have an increase in
participation if its events we held at different regional centres around the state.

It would also allow more country club players to participate in VCA events. It would reduce their
costs, simplify travel and accommodation by moving most events out of metropolitan Melbourne.

Examples of Victorian regional clubs with a 4-court facility are:

Bairnsdale, Traralgon, Shepparton, Horsham, Ballarat Alexandra

There are a myriad of other clubs with suitable facilities for VCA events as they have access to
bowls greens and tennis greens near their croquet courts.

Example 1 - Charlton has two croquet courts beside two bowls lawns. The croquet club use the
bowls courts for regional tournaments. This would make an excellent 4-court facility.

Example 2 - Twin City Albury shares with lawn tennis and has up to 12 croquet courts available.

Where events are in two sections, even two metropolitan clubs could be used, i.e. Essendon and
Brunswick are very close, less than 10 minutes apart.

Court quality — there is no problem with the quality of courts in most regional clubs. The ground
at Cairnlea is unstable and maintaining the surface over the years ahead will require significant
work and materials (cost).

This decentralised approach to VCA events would mean that the VCA would need to put in more

effort to sort the Fixture and book the courts with clubs.
However, this relatively small effort yields a significant expense reduction for VCA.
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IMPORTANT - there are significant financial gains for regional clubs and significant expense
reductions for the VCA. This is a win-win outcome.

RECOMMENDATION - the VCA should cease to use the Cairnlea facility for VCA events as it is
too expensive. The VCA should hire the courts it requires for VCA events from Victorian clubs.
The VCA should ensure that VCA events are moved fairly around all regional areas. The VCA
should ask for expressions of interest from Victorian clubs willing to hire courts at $250 per court
per day, specifying when the courts would be required.

18 SUMMARY

History shows that many errors were made in planning the move to Cairnlea.

The VCA could not properly afford the operational expenses of maintaining its 5-court facility in
Warleigh Grove, so embarked on plan to build the Cairnlea facility with 12 courts, spacious
grounds and gardens and an enormous clubhouse. There was no adequate (accurate) planning
on how to afford this much larger facility in the long term.

It will be very difficult for the VCA to become financially viable because of the ‘drag’ from the
Cairnlea facility.

The problem is that one person’s dream predictably became a financial disaster.

It also seems that the Cairnlea facility was built on the cheap as repairs and maintenance are a
problem.

With extensive repairs required on the building, the share market down and no cash held for a
‘rainy day’, it is time for VCA Council to make decisions to address the errors of the past.

It is recommended that the VCA take immediate action to drastically reduce expenses to
minimise the losses and subsequent capital drawdowns from the Investment Portfolio in the
2020/2021 year. This needs to be the VCA’s number one priority.

It is also recommended that the VCA focus its energy and planning into reorganising its approach
to running Victorian championship events. There are more cost-effective ways to run these
events than using the Cairnlea facility. Cost-effective reorganisation will minimise entry fees for
competitors and minimise Affiliation fees for all members. This needs to be the VCA’s equal
number one priority.

The quicker the VCA acts, the greater the amount of capital that will be preserved for funding its
future.

Brian Rowe

Victorian Croquet Association
Honorary Treasurer
29/03/2020

Acknowledgements:
Thank you to David Ross, Alan Notley and Andre Daniel-Dreyfus.
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SUMMARY OF RECOMMENDATIONS

1 RECOMMENDATION - do not perpetuate errors of the past. Do not let the ‘dreams’ of
the few become the ‘burden’ of the many. VCA Council needs to break the cycle which
commenced decades ago by owning a facility that could not be maintained. We have Cairnlea,
not because VCA need it, but because we had a facility before that, and Cairnlea was just its
replacement.

2 RECOMMENDATION - the VCA Council should unify and focus on securing its financial
future. Factional fighting over other issues should be set aside.

3 RECOMMENDATION - do not withdraw any funds from the Investment Portfolio until
the share market recovers.

4 RECOMMENDATIONS:
a) the VCA must move to an operational surplus and then to a net surplus. Profits can be
saved to fund future projects or replace capital eroded from the Investment Portfolio. The
VCA should hold enough operating funds in an operational bank.
b) The VCA should not view the Investment Portfolio as an operational bank account from
which funds can be withdrawn to cover ordinary operational expenses. The Investment
Portfolio should be treated as a capital Investment.

5 RECOMMENDATION - the VCA Council must act immediately to reduce as many
expenses as practical, including:

a) Terminate the Caretaker/Cleaner (casual position) to save approximately $48,000 per year

b) Terminate the Administrator (redundancy, permanent position) to save approximately
$64,000 per year

c) Eliminate all expenses that are not directly required for the VCA to continue indefinitely
and for Cairnlea to continue in the short-term, for example:

Under 21 Scholarships, reduce to $2,000 save $4,000 in 2020/2021 Budget

Marketing & Publicity, save $8,800 in 2020/2021 Budget

State Coordinator of Coaching, reduce to $2,000 save $6,900 in 2020/21 Budget

State Team financial support, save $10,000 in 2020/201 Budget (allow support if

covered by grant)

e. Directors Honorariums, save $3,000 in 2020/2021 Budget

Delay Financial Audit ($40,000) agreed at February Council, not added to

2020/2021 Budget as cannot be afforded

g. Delay Building works (5200,000) agreed at February Council, not added to
2020/2021 Budget as cannot be afforded. Only perform safety related work using
the existing maintenance budget of $25,000 in the 2020/2021 Budget.

Q0 T o
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If the above items were all adopted by VCA Council a total saving of $144,700 could be achieved
in the 2020/2021 Budget year.

Even with these savings, operational expenses will still exceed operational income.

Every saving will help preserve the Investment Portfolio for the future.

6 RECOMMENDATION - although difficult, the VCA Council must act in the best financial
interests of the VCA and approve the wages savings it demanded to be realised from ceasing
function hires.

7 RECOMMENDATION - the VCA needs to have an operational income to cover
operational expenses. The VCA currently has an over-reliance on other income from the
Investment Portfolio. This has led to poor management decisions and a structure of operations
which do not support themselves.

8 RECOMMENDATION - the building should not have any improvements or repairs except
for safety related items.

9 RECOMMENDATION - the VCA must eliminate operational losses to guarantee solvency
in the future.

10 RECOMMENDATION - review why planned actions in 2015 did not eventuate to avoid
the same mistakes and ensure expense reductions are achieved.

11 RECOMMENDATION - engage a planning consultant to advise the VCA on its
responsibilities in relation to the soil contamination at Cairnlea. Further, the VCA requires the
planning consultant to advise the financial implications regarding dealing with the contamination.

12 RECOMMENDATION — move to a ‘right size’ facility with reduced expenses for
greenkeeper labour, chemicals, fertilizer, Council rates, water rates, equipment.

13 RECOMMENDATION - the VCA should not increase VCA Affiliation fees as it would likely
lead to some clubs and or players dis-affiliating.

14 RECOMMENDATION - the VCA should not implement a Cairnlea Greens Cover Charge as
it would discourage participation in VCA tournaments.

15 RECOMMENDATION - the VCA should not attempt to become a commercial business
manager as it has a very poor financial track record and the organisation is not staffed and
focused to run a commercial business. Further, the possible gains from alternate uses are
unlikely to solve the VCA’s operational losses.

16 RECOMMENDATION - If the VCA Council decides to draw down capital for everyday
operational expenses, it should first consult with its members by engaging an electoral polling
2020 03 06 Report_Funding Options for Budget Deficit 29/03/2020 Page 17 of 18



REPORT on
Funding Options for
Budget Deficit 2020/2021

Author: Brian Rowe

firm to determine whether or not members support ‘burning’ capital’ for everyday operational
expenses.

17 RECOMMENDATION - the VCA should cease to use the Cairnlea facility for VCA events as
it is too expensive. The VCA should hire the courts it requires for VCA events from Victorian
clubs. The VCA should ensure that VCA events are moved fairly around all regional areas. The
VCA should ask for expressions of interest from Victorian clubs willing to hire courts at $250 per
court per day, specifying when the courts would be required.
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Sale of 38 Warleigh Grove, Brighton North

Brian Rowe, March 2020

2005 Warleigh Sale Value $7,855,131 plus GST (10%=5785,513) = $8,640,644
2005 Cairnlea Land Cost $1,150,000
2005 Cairnlea Building Cost $3,074,000

2005 JBWere Investment Portfolio $3,000,000

See COM Minutes of Meeting, 2004 6" July:

1. sold for greater than S7million minimum set
2. full deposit to be received between 14-21% July

See COM Minutes of Meeting, 7" September 2004:

1. Request balance of money to be paid 14 December 2004
2. President Valerie reported that the VicUrban Liaison Committee recommended that
VCA approve the tender of:
a. $3,074,000 by Buildcorp Commercial Pty Ltd for construction of Cairnlea.
b. The Site Development Committee will meet with Project Manager Tony
Hewson and
c. Architects Hayball Leonard Stent on Friday September 18 to finalise details of
plans

See COM Minutes of Meeting, 5" January 2005:

1. Sale of Headquarters. Completed. $7,855,131 plus GST plus $14,177.76 interest from
the deposit is in the bank earning Approx $1,100 per day.

2. CV can occupy Nth Brighton rent and rate free to carry on business as usual including
hiring the premises.

3. Insurance broker Steven Hill recommended we renew the insurance on the building
and contents as the new owner will probably not. Insurance renewed.

4. Cairnlea Croquet Centre Update: President Valerie reported that CV’s Valuer
represented us well in negotiations with the Valuer General. As a result the cost of
the land looks like being $1.15M. Contract of Sale: 10% deposit with balance due
about Sept.2005. Moved: J Gerrard, Seconded: V Lefel “That Secretary approach
solicitor lan Cunliffe a member of Essendon CC to handle the conveyancing and any
negotiating with VicUrban”. Carried.

5. Croquet Victoria Business Plan & Detailed BP for use of proceeds of HQ Sale.
Treasurer Ron Angwin reported that the Finance Committee has narrowed down the
number of financial institutions to invest the approx $3M Capital investment. The
Finance Committee will be working on the Business Plan prior to the next COM
meeting.
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VCA Investment Portfolio
Cash Drawdowns

Brian Rowe, March 2020

$3,000,000 initial deposit for Portfolio made 17 June 2005.

DATE of Transfer AMOUNT CUMULATIVE
WITHDRAWN

30-May-2006 $ 100,000 $ 100,000
01-June-2006 $ 200,000 $ 300,000
03-December-2007 $ 300,000 $ 600,000
26-September-2011 $ 120,000 $ 720,000
23-May-2013 $ 120,000 $ 840,000
15-May-2014 $ 100,000 $ 940,000
03-February-2015 $ 60,000 $ 1,000,000
11-May-2015 $ 130,000 $ 1,130,000
10-November-2015 $ 60,000 $ 1,190,000
24-December-2015 $ 68,000 $ 1,258,000
27-May-2016 $ 120,000 $ 1,378,000
28-0October-2016 $ 121,000 $ 1,499,000
16-June-2017 $ 40,000 $ 1,539,000
05-March-2018 $ 30,000 $ 1,569,000
03-May-2018 $ 130,000 $ 1,699,000
24-June-2019 $ 110,000 $ 1,809,000
03-March-2020 $ 50,000 $ 1,859,000

Total Draw downs from May 2006 to March 2020 $ 1,859,000

Summary for February 2015 to February 2020 $ 919,000

Note 1 - original list created by David Ross, April 2015
Note 2 - updated by Brian Rowe, March 2020
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Brian Rowe, March 2020

JBWere Investment Portfolio - Original Capital Adjusted for CPI

2005 S 3,000,000 Original Capital in Investment Portfolio (JBWere)

83.0 CPI June 2005
106.4 CPI March 2015
23.4 Increase in CPI
0.28 % Increase 2005 to 2015

2015 S 3,845,783 Original Capital Adjusted for CPI as at March 2015

83.0 CPIJune 2005
116.2 CPl January 2020
33.2 Increase in CPI
0.40 % Increase 2005 to 2015

2020 S 4,200,000 Original Capital Adjusted for CPI as at January 2020

*** NOTE source of CPI Index, Australian Bureau of Statistics
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Brian Rowe, March 2020

Increase Income - Increase VCA Affliation Fees

Option A - VCA to Break Even

Increase VCA Affiliations just enough to cover operation loss

Operational Loss (approximately) S 180,000
Number VCA Members (approximately) 3,000
Extra amount all VCA members to pay for break even S 60
Add Existing VCA Affiliation fee S 4?2

VCA Affiliation Fees for Break Even $ 102

Option B - VCA to make Modest Surplus

Increase VCA Affiliations such that a modest Surplus achieved

Operational Loss (approximately) S 180,000
Modest Surplus of $120,000 $ 120,000
Total amount VCA members need to cover S 300,000

Number VCA Members (approximately) 3,000
Extra amount all VCA members to pay for break even S 100
Add Existing VCA Affiliation fee S 42

VCA Affiliation Fees for Modest Surplus $ 142

*** NOTE This calculation assumes annual operation loss of $180,000
*** NOTE This calculation assumes a round number of 3,000 VCA members

*** NOTE A modest Surplus of $120,000 could easily be negated by an unexpected expense. Consider
VCA is maintaining a $5.3million facility so expenses are much larger than for a small local club

*** NOTE How many members, clubs or regions would support such high increases in fees ?
*** NOTE How many members would support 100% of such large fee increases going to support
Cairnlea when it has such low usage and such low utilisation (few Victorians would benefit) ?
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Brian Rowe, March 2020

Increase Income - Greens Cover Charge

Cost of Maintaining Greens at Cairnlea

Greenkeepers Wage S 45,983
Courts Costs (Chemicals, Fertilizer, Machinery etc) S 49,642
Water Rates (estimate 90% of $18,314 for courts) S 16,483
Council Rates (estimate 85% of $12,944 for courts) S 11,002

Total Courts Costs S 123,110
Days Cairnlea Used for VCA Tournaments 42

Greens Cost per Day for each Tournament $ 2,931

Cairnlea Users to Pay
The Users of Cairnlea to pay for the cost of maintaining greens

Scenario 1 - GC Tournament with 19 Players 19
Players to share per day cost of S 2,931 S 154
Weekend tournament 2 days S 309

Greens Cover Charge per GC Player per 2 Day Tournament S 309

Scenario 2 - AC Tournament with 13 Players 13
Players to share per day cost of S 2,931 S 225
Weekend tournament 2 days S 451

Greens Cover Charge per AC Player per 2 Day Tournament S 451

**% NOTE In these scenarios users of Cairnlea ONLY paying for Greens (excludes Building & Other costs)
*** NOTE The usage days and number of players based on data for 2019 calendar year

*** NOTE Financial figures from the 2019 Annual Financial Report

*** NOTE See Attachement "Analysis of Court Usage at Cairnlea"

*** NOTE How many players could afford to enter one or more tournaments at Cairnlea ?

*** NOTE How many players would enter tournaments at Cairnlea if they had to pay for Greens ?

*** NOTE In the 2018-2019 Fixture year AC and GC fees the same and range from $25 to $35 entry

*** NOTE As AC has much lower participation in tournaments, the current apportionment of equal fees for
GC & AC means that GC players are subsiding AC players
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Direct Costs of Owning Cairnlea Facility ~ Brian Rowe, March 2020

Cairnlea WAGES 2019
Administrator S 59,958
Bar Staff S 7,404
Caretaker S 48,107
Greenkeeper S 45,984
Superannuation S 15,077
Total Wages Costs S 176,530
Cairnlea BUILDING
Alarm S 1,065
Cleaning Materials S 2,806
Cleaning/Carpets/Windows S 1,653
Fire Extinguishers S 58
Gardens S 3,250
Insurance - Cairnlea S 8,582
Regns. Subs. Licences S 1,031
Electricity S 8,887
Gas S 1,143
Rates - Council/65 S 12,944
Rates - Council/65A S 1,354
Water Rates S 18,315
Repairs & Maintenance S 19,504
Lights S 5,256
Building S 12,605
Sanitary Bins S 300
Waste Disposal S 5,801
Sundry/Equipment S -
Total Building Costs S 104,554
Cairnlea COURTS
Court Consulting S 140
Fuel Mower S 702
Chemicals S 4,102
Fertiliser S 14,071
Line Paint Only S 277
Renovation Scarify Top Dress S 3,160
Turf Machinery Repairs S 1,087
VCC Courts Contingency S 1,560
Laser Top Dress S4k per court S 24,544
Total Cairnlea Courts S 49,643

Annual Direct Expense of Owing Cairnlea Facility S 330,726

*** NOTE Figures from VCA 2019 Annual Financial Report

*** NOTE In wages, the bar staff figures are irrelevant now VCA no longer has function hires

*** NOTE Court Lasering is on rotation with a few courts each year, however years may vary

*** NOTE VCA office bearers could perform Admin tasks if there was no building to manage as the project tasks and related
financial transactions would be eliminated (eg managing contractors for window cleaning, gardening, waste removal, kitchen
cleaning, general cleaning, carpet steaming, toilet paper deliveries etc etc)
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Victorian Croguet Association

Way Forward to Achieve Profitability

VCA No 1 Priority — Financial Sustainability in the Long Term
This cannot be achieved whilst the organisation operates in loss

VCA -Step 1 VCA - Step 2 VCA - Step 3 VCA - Step 4
NOW to 30 April 2020 1 to 3 Months 3 to 12 Months 12 to 24 Months
Reduce Expenses Croquet Suspended with Coronavirus Ready Cairnlea Property for Sale Focus on Sport rather than Facility
Minimise Capital Drawdowns * VCA Secretary take up admin tasks * Sell property, estimate realise * Add proceeds of property sale to
* Biggest saving staff costs, e.g. $100k * VCA Treasurer take up finance tasks $3,500,000 (contamination?) Investment Portfolio
* Terminate Admin and Caretaker * Engage Planning Consultant re Site * Clearing sale of equipment ($3.5m+53.5m = $7.0m Investment)
* Cancel services where possible Contamination — find out VCA’s * Terminate Greenkeeper after sale * Increase in Income from larger
* Reduce VCA budgets, see Report options * Hire storage unit (cheap) to store investment
* Defer all works unless for safety items to be held, such as archive * Reduced expenses without Cairnlea
* No capital works at Cairnlea property, information and trophies * Dividends and interest only to be
money would only be lost when sold * VCA to plan 2021 VCA tournaments transferred to VCA bank account —
at courts hired from clubs no access to capital drawdowns
* VCA to produce strategic plan for * Income Affiliation est. $120k
‘life after Cairnlea’ —a new * Income Dividends est. $280k
approach to catering equally for * Total Income est. $400K
Social and Competitive members * Expense to Hire Courts for VCA
(fair distribution of resources) Events $42k
* Other expenses to run VCA, say
VCA to plan the most productive ways of using its Surplus to have more people, playing Admin $35k, Committees $6k, Travel
more croquet on highly used, highly utilised croquet facilities distributed around the state $6k — Total Other = $47k

* Total Expenses est. $89k

Brian Rowe, March 2020
* Annual Surplus est. $311k
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CROQUET VICTORIA

65 Nobel Banks Drive Cairnlea 3023

Tel 03 8361 8887 Fax 03 8361 7778

Email: secretary@croquetvic.asn.au

Victorian Croquet Association Inc AO001560E ABN 91 903 271 264

Budget Papers

1 April 2015 to 31 March 2016

CONTENTS

1. Background
2. Forecast P&L for 20152016 Year:

a. Actual 2014/2015 (pre Audit)
b. Budget 20142015
c. Budget 20152016

Prepared for the VCA AGM 16 June 2015
Brian Rowe (Treasurer) 18 May 2015
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Designed with brick, glass and colourbond, polished stone, carpet & vinyl flooring,
Cairnlea clubhouse is as economical as Shepparton CC and pavilions erected by
Melbourne City Council in Royal Park and Albert Park. The floating slab is more
expensive but necessary because of soil movement in the area.

Cairnlea has disabled access, showers & lockers in locker rooms, all round viewing,
more office space, controlled air-conditioning/heating the building is player-friendly.

A new building with all-round view of courts is much more attractive to outsiders who
might want to join or to hire the premises for meetings and conferences. If Brighton can
attract local businesses and at least two city firms, so can Cairnlea next to major arterial
roads. The surrounding suburbs do have schools, a University Campus, houses,
churches, shopping centres, service organisations, businesses, community
organisations and sporting clubs that will be a source for participation and hiring
purposes. The nearby satellite city of Melton is a large untapped resource — attract
players from there and we may have the basis to establish a club there. Only inaction
will prevent the Association from earning revenue towards maintaining Cairnlea.
The Cairnlea clubhouse has a ground level room to seat 150 (Shepparton 100 at a
squeeze). An operable wall converts this to two rooms - a clubhouse area and a
dining/meeting area so a tournament and a meeting can take place at the same time
without interference. Upstairs there is a smaller meeting room for a third activity. There
is also provision for a caretaker flat, which, if fitted out, would allow the cost
effectiveness of having a caretaker/manager on site as a trade off for wages.

The kitchen is a commercial kitchen with dishwasher that will make catering much
easier for tournaments and other hosted gatherings. 2 entrances and more room than
HQ.

The bar doubles as a servery for meals. Croquet Victoria will maintain a restricted liquor
licence.

8. A Croquet Club At Cairnlea? Why not?
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Given the benefit of hindsight (Warleigh CC hired courts 4 & 5 at Nth Brighton before
fizzling out and clashed with major events) a club at Cairnlea would only work if, from
Day One, it was formed around the core croquet activities at Cairnlea. With 12 courts,
day in, day out, there would be two courts available and in the evenings after work, the
lights would give the flexibility for a local club to have a possible 4-5 nights available.
The area between Essendon and Williamstown now has no croquet club with Seddon
and Sunshine closing. Nothing out at Melton with the opportunity to entice enough
Meltonians to take up croquet and eventually become the foundation members at a new
Melton CC. So there is a huge population in the area to tap into for GC, AC and
Gateball.

Attracting members to a Cairnlea CC has financial and maybe caretaker advantages in
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9. In Summary

George Latham
Secretary

Croquet Victoria, with $3M invested and accumulating in the bank, can afford the
proposed croquet clubhouse that will fully service the Association’s 21
tournaments, 10 events and 37 meetings per year while the administration
continues its improvement and clubs continue to grow using government funded
programs that can be used more.

The Association has the capacity to use the new facility to generate revenue to
assist maintaining it.

In the future there will extra funds for further projects and services that will give
even more assistance to clubs.
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CROQUET VICTORIA

65 Nobel Banks Drive Cairnlea 3023

Tel 03 8361 8887 Fax 03 8361 7778

Email: secretary@croquetvic.asn.au

Victorian Croquet Association Inc A0001560E ABN 91 903 271 264

18t August 2014

Bruce Warlow

BMR Financial Group

PO Box 163,

Essendon North, VIC 3041

Dear Bruce

Your letter dated 27" May 2014 was tabled and considered at the bi-monthly meeting of the
Croquet Victoria Committee of Management meeting held yesterday, 15" July 2014. The
Committee directed that | thank you for your observations and reply to your concerns and
suggestions.

The comments below are in the same order as presented in your letter.

Thank you for selecting me as the auditor and a special thanks to Sandra and Lorraine for making
me feel welcome on my visits.

[ like to give an impartial view i.e. from a new pair of eyes or an outsider's point of view.

On this point I believe there are a number of areas that require or need to be brought to your
attention (in any order):
L. I undertake a number of audits of similar organisation i.e. composed of volunteers in or
on committees. In doing these audits the committees take a very conservative
approach with their money and or investments. I feel it is my duty to

inform you that the JB Were investments is of high risk and the return, after
management fee of $23,000, is lower than if you had of invested it in a term deposit.
Now we have just experienced a very good return year in the sector you have invested
in so I am confused as to how this can happen. But beside that comment it is a very
risky investment. A risk profile should have been conducted by the finance committee's
to allocate your investment style and then a decision made on the investment path.
VCA, when looking to invest $3M after the sale of its Brighton HQ and construction of
the facility at Cairnlea, was conscious of two things:

e There would be an annual shortfall of some $120,000 in income over
expenditure in maintaining the Cairnlea complex and employing a full-time
administration officer; and

e The investment should not be allowed to erode, in real terms.

Supported by
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Therefore, it was decided that the funds should be invested to secure a return of CPI (to
ensure that the investment did not erode over time) plus 4% to provide for the estimated
$120K shortfall in income. After investigation and due diligence being carried out, it was
decided that JB Were offered the best terms.

Looking at the results of the investment over the past two years only:

e during 2012-13 the value of the investment increased by 10% (well above CPI)
and VCA received $157,996 in interest & dividends (which is a 4.65% return).

e similarly in 2013-14, the investment value increased by 7% and provided a
4.06% return in interest and dividends.

While it is possible that interest paid on bank term deposits in the past would match the
4% to 5% (and current rates are more in the order of 3% — 3 %) received in interest &
dividends, those interest rates are such that either the investment would inevitably erode
in real terms over time or that funds would not be available to offset the $120K p.a.
shortfall.

Note that over the years since this investment was commenced, the value has
increased to $3,978,124 (as at 30" June 2014) which is a 32% increase over the eight
years of the investment, but VCA has also withdrawn $910,000 from it (which is 30% of
the original invested amount).

Another aspect of this investment portfolio is that, during the GFC, despite a heavy
component in stock, the value of the portfolio dropped only about 20%, while the
market indices dropped around 50%. This was clearly to the credit of the managers.

VCA acknowledges that it should carry out periodic risk assessments of its investments
and investigate other options.

In seeing the above it was also disappointing that the franking credits are not able to be
refunded back to the Association - what a waste?
Agreed, but that is the penalty for being a tax-exempt, not-for-profit association.

Any organisation must approach remaining in business about generating cash flow
and profit to remain in business. Although you have a very good investment ways of
further increasing your revenue need to be investigated. This maybe beyond the
present committee's expertise, I don't know the experience here, but looking at your
current situation you are losing money and I can't see anything on the horizon to combat
this situation. Most clubs are facing similar problems e.g. bowls — attracting
new/younger members and the general public i.e. bear foot bowls etc. You have
a wonderful facility I just don't know whether you are

maximising its benefits i.e. hospitality and the profits this can make.

VCA is endeavoring to increase the hiring of its facilities. Unfortunately the price
that we can charge is, of course, set by the charges of comparative facilities in the
surrounding suburbs, most of which are licensed premises, operating for extended
hours, six or seven days a week. Our hire fees cover staff wages and utilities costs
with profit coming from bar sales. That said, the hiring of the premises is increasing,
due to word of mouth advertising by hirers and the work of our Administrator,
Sandra Kastanaras. Marketing to corporates has been tried and met with little
success.



The authorisation of all payments i.e. bank transfers and bills should be co-signed by
Sandra, Treasurer and a committee member. These people must be available to
undertake this task, this is why it can be very difficult to get people involved but it is
standard practice that the in-house accountant should not take the responsibility of
making these payments — although very capable and trust worthy — you need two
other people who are prepared to call in and be available to authorise all payments.
Certainly Sandra can have a threshold before she needs to consult and this threshold
should be reasonable so as not to impair her in doing her job.

All payments are authorised by two out of three of the President, Secretary and
Treasurer (preferably the Treasurer plus one). Nearly all payments are electronic, with
Sandra setting up the transactions and then notifying the authorisors by email (and
attaching relevant invoices, etc. to the email). Sandra herself does not authorise any
payments. It is an unfortunate facet of the Bendigo Bank electronic payment system
that the person that sets up a payment (Sandra) is deemed to be a signatory (actual
and electronic), so in the case of VCA, all payments through Bendigo Bank require
three signatures, Sandra’s and two of the three mentioned above (or all three if Sandra
is unavailable).

I noted that passwords and log-ins are perhaps not secure and this leads to having one
person having this power. If that person was incapacitated then the system stops. A
secure spot for holding log-ins and passwords should be considered e.g. offsite.

Agreed - in the case of Sandra’s incapacitation, payments can be set up and
authorised by the President, Secretary and Treasurer but a password is required to
access Sandra’s computer and the MYOB data contained in it. In the medium term
— by Sep/Oct 14 - we hope to be employing a part time assistant administrator to
take some of the load from Sandra and to stand in for her when she is on annual
leave, sick leave, etc. In the short term, we will ensure that the necessary
passwords are held, offsite, by a responsible person.

I requested to look at procedure manuals for the Association and was informed that
this is being undertaken by Sandra and a Committee member. This is a very important
area and needs to be handled by someone with HR qualifications.

[ also noted that you have a live in caretaker and I'm concerned about the adequacy
of Occupational Health and Safety requirements surrounded with this person being on
the property. I consider it necessary to have a live in caretaker bearing in mind a few
break-ins. These issues again being sourced by Sandra and a Committee Member
should be handled by HR person.

Quotes are being obtained for a suitably qualified person to write/assist in the
preparation of necessary manuals and procedures.

Lastly there has been much discussion over the depreciation of the grass and I have
tried to get a definite answer to this question and have been advised by three different
colleagues' two different answers. In my opinion based on some of those enquires I
consider it should not of been shown on the depreciation schedule and claimed in the
year it was incurred.

VCA, as an income tax exempt entity, cannot “claim” the expenses associated with

the renovation of courts 8, 9 & 10 either in the year of the expenditure or as
depreciation over several years.

This raises, of course, the whole question of having a depreciation schedule, other
than for the assets in the Balance Sheet. Of more interest is an appreciation
schedule which would trigger changes in insurance and replacement values.



The role of both accountant and treasurer is not an easy task and in my line of work I see a
variety of people take this on. In this particular case the standard of records and the manner in
which they have been kept has been exceptional and it has been one of my best and most pleasant
experiences in working with Sandra and Lorraine and 1 look forward to working with these people
in the next year.

Thank you for your comments on the standard and keeping of records which accords with our
satisfaction in Sandra’s work.

Yours truly

// W

Jim Clement
Honorary Secretary



12! May 2015

Victorian Croquet Association Inc.
65 Nobel Banks Drive
Cairnlea Vic 3023

To the Management Committee,
Thank you once again for selecting me as the auditor and a special thanks to Sandra for

making me feel welcome on my visits,
I like to once again give my opinion on the running of the association:

[. Last year | made a referral to the investment strategy that is currently undertaken
by the association and [ would just like to repeat that there should be an
investment strategy and a risk profile completed.

2. Although you are very fortunate in having the investment as a business you must
also have alternative income streams besides this one and members fees. To
develop this alternative income stream will not happen overnight and | would
suggest you have a 3 — 5 year plan on this concept.

[ haven’t made as many recommendations this year, which doesn’t mean all the others
have been resolved, it simply means from my book they have been noted.

The standard of record keeping is very high and with Brian on board as the treasurer the
system will remain in very good hands.

Yours faithfully,

Bruce Warlow



REPORT on
Profitability Analysis of
VCC Functions

BACKGROUND

1. COM Request - on the 17/09/2019 the VCA Committee of Management (COM) requested that |
investigate the profit or loss of functions held at the Victorian Croquet Centre (VCC).

2. Draft Report - on the 30/09/2019 the Draft Cost Analysis of Function Hires at the VCC, along with
supporting documents, was submitted to COM.

3. COM Request - on the 23/11/2019 the COM requested that | undertake additional analysis going back
a further two years, to ensure the one year analysis was not an anomaly.

4. Draft Report - on the 24/11/2019 the Draft Cost Analysis of Function Hires at VCC, along with
supporting documents, was submitted to COM.

ATTACHMENTS TO THIS REPORT
Attached to this Report are the Draft Cost Analysis of Function Hires at the VCC for the financial years;
2016/2017,2017/2018 and 2018/2019.

FINDINGS

The Cost Analysis is based on the audited results for each of the financial years.

The analysis contains various assumptions (shown as percentages) and these were discussed at COM.
COM accepted the assumptions as being a best judgement on the apportionment of the costs. Even if
some percentages were varied slightly, it will not significantly affect the outcome, i.e. there is always a
significant loss in each of the three financial years.

The estimated losses incurred from running function hires at the VCC over 3 years are:
2016/2017 Financial Year Loss S 28,299
2017/2018 Financial Year Loss S 34,632
2018/2019 Financial Year Loss $ 26,334
TOTAL LOSSES $ 89,265

When the VCC was planned and constructed there was a vision for the VCA to run a business in function
hire to generate funds to support croquet in Victoria. Unfortunately the design of the building means it is
not possible to run major tournaments and functions at the same time. The financial results show the
VCA is not a good manager of a functions hire business. In hindsight, it is easy to see that the VCA Council
is focused on running the sport of croquet in Victoria and therefore does not have the professional staff,
focus, ambition and funding to be successful in the function hire business. It is not the VCA’s raison d'étre.

SUMMARY

The magnitude of the losses are significant to the VCA and the cost is unsustainable in the long term.

In hindsight, the VCA would now be in a stronger financial position had it invested the money spent on
the function hire business in its JBWere Investment Portfolio. The magnitude of the costs in building a
function room, equipping the kitchen, equipping the function room, hiring and training staff could be the
subject of another report. There is significant lost financial opportunity for the VCA in it’s ill fated attempt
to run a function hire business.

It is recommended that the VCA cease Function Hires as soon as practical and seek to realise the savings
available.

Brian Rowe

Director
25/1/2020
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Analysis of Profitability of VCC Function Hires DRAFT for Discussion and

for the Financial Year Ending 31 March 2017 Refinement by COM before

Actual PROFIT i X
Functions - Bar Profitability circulating
Income from Bar Sales (estimate 95% functions) S 19,956 95% S 18,958 assume 5% bar sales for tournaments
Direct Costs
Alcohol Expenses (markup 100% on SBlES) S 18,958 50% S 9,479 assume cost of sales = 50% of sales
Bar Staff Wages S 5,007 100% S 5,007
Direct Profit The Bar S 4,472
Functions - Premises Hire Profitability
Income Premises Hire S 14,703 100% S 14,703
Direct Costs
Cleaning - done by Caretaker see Indirect Costs
Building Access - done by Caretaker see Indirect Costs
Electricity (estimate 50% for aircon, kitchen, lights) S 7,382 50% S 3,691 major use of aircon, kitchen, lights
CIeaning Materials (estimate 50%) S 2,822 50% S 1,411 major cause for cleaning
Carpet & Window Cleaning (estimate 75%) S 3,755 75% S 2,816 major cause for window & carpet cleaning (3 out of 4)
Waste Disposal (estimate 50%) S 5,893 50% S 2,947 croquet tournaments would only need normal rubbish bins
Direct Profit from Premises Hire S 3,838
Functions - Indirect Costs
Administrator Wages (estimate 20%) S 56,196 20.00% S 11,239 calls, showing, organising staff, payroll, accounts, followup
Administrator Wages (SU per @ 9.2%) S 11,239 9.20% S 1,034 assume Administrator 1 day / week on functions
Caretaker Wages (see Calcs below for % on fu nctions) S 46,736 47.68% S 22,286 based on allocated hours per task see 2014 Annual Review
Caretaker Wages (SU per @ 9.2%) S 22,286 9.20% S 2,050 see page 2 for calculation of caretaker hrs for functions
Total Indirect Costs| S 36,610
LOSS on Function Premises Hire for Year -$ 28,299
Cost per VCA member per year to subsidise external function hires -$10
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Analysis of Profitability of VCC Function Hires DRAFT for Discussion and

for the Financial Year Ending 31 March 2018 Refinement by COM before

Actual PROFIT i X
Functions - Bar Profitability circulating
Income from Bar Sales (estimate 95% functions) S 12,548 95% S 11,921 assume 5% bar sales for tournaments
Direct Costs
Alcohol Expenses (markup 100% on SBlES) S 11,921 50% S 5,960 assume cost of sales = 50% of sales
Bar Staff Wages S 3,050 100% S 3,050
Direct Profit The Bar S 2,910
Functions - Premises Hire Profitability
Income Premises Hire S 6,095 100% S 6,095
Direct Costs
Cleaning - done by Caretaker see Indirect Costs
Building Access - done by Caretaker see Indirect Costs
Electricity (estimate 50% for aircon, kitchen, lights) S 7,558 50% S 3,779 major use of aircon, kitchen, lights
CIeaning Materials (estimate 50%) S 2,284 50% S 1,142 major cause for cleaning
Carpet & Window Cleaning (estimate 75%) S 1,680 75% S 1,260 major cause for window & carpet cleaning (3 out of 4)
Waste Disposal (estimate 50%) S 5,619 50% S 2,8 10 croquet tournaments would only need normal rubbish bins
Direct Profit from Premises Hire -$ 2,896
Functions - Indirect Costs
Administrator Wages (estimate 20%) S 58,102 20.00% S 11,620 calls, showing, organising staff, payroll, accounts, followup
Administrator Wages (SU per @ 9.2%) S 11,620 9.20% S 1,069 assume Administrator 1 day / week on functions
Caretaker Wages (see Calcs below for % on fu nctions) S 44,557 45.13% S 20,107 based on allocated hours per task see 2014 Annual Review
Caretaker Wages (SU per @ 9.2%) S 20,107 9.20% S 1,850 see page 2 for calculation of caretaker hrs for functions
Total Indirect Costs| S 34,646
LOSS on Function Premises Hire for Year -S 34,632
Cost per VCA member per year to subsidise external function hires -$12
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Analysis of Profitability of VCC Function Hires DRAFT for Discussion and

for the Financial Year Ending 31 March 2019 Refinement by COM before

Actual PROFIT i X
Functions - Bar Profitability circulating
Income from Bar Sales (estimate 95% functions) S 24,888 95% S 23,644 assume 5% bar sales for tournaments
Direct Costs
Alcohol Expenses (markup 100% on SBlES) S 23,644 50% S 11,822 assume cost of sales = 50% of sales
Bar Staff Wages S 7,403 100% S 7,403
Direct Profit The Bar S 4,419

Functions - Premises Hire Profitability
Income Premises Hire S 18,159 100% S 18,159
Direct Costs
Cleaning - done by Caretaker see Indirect Costs
Building Access - done by Caretaker see Indirect Costs
Electricity (estimate 50% for aircon, kitchen, lights) S 8,886 50% S 4,443 major use of aircon, kitchen, lights
CIeaning Materials (estimate 50%) S 2,805 50% S 1,403 major cause for cleaning
Carpet & Window Cleaning (estimate 75%) S 1,652 75% S 1,239 major cause for window & carpet cleaning (3 out of 4)
Waste Disposal (estimate 50%) S 5,801 50% S 2,901 croquet tournaments would only need normal rubbish bins

Direct Profit from Premises Hire S 8,174
Functions - Indirect Costs
Administrator Wages (estimate 20%) S 59,958 20.00% S 11,992 calls, showing, organising staff, payroll, accounts, followup
Administrator Wages (SU per @ 9.2%) S 11,992 9.20% S 1,103 assume Administrator 1 day / week on functions
Caretaker Wages (see Calcs below for % on fu nctions) S 48,106 49.17% S 23,656 based on allocated hours per task see 2014 Annual Review
Caretaker Wages (SU per @ 9.2%) S 23,656 9.20% S 2,176 see page 2 for calculation of caretaker hrs for functions

Total Indirect Costs| S 38,927
LOSS on Function Premises Hire for Year -S 26,334
Cost per VCA member per year to subsidise external function hires -$9
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VCA Annual Financial Reports

The VCA Annual Financial Reports for the years referenced in the is Report
(2015 to 2019) are available for download from the VCA website.

https://croquetvic.asn.au/minutes.php

17 2020 03 06 VCA Annual Financial Reports



