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Introduction

As a committee member, you are a representative of the Home Owners Association. (HOA) As a representative of the HOA, you have the ability to negotiate contracts, solicit work proposals, and incur expenses on behalf of the HOA. These responsibilities have fiscal implications on the entire community and must be administered in a professional and consistent fashion.

The intent of this document is to familiarize you with the HOA fiscal guidelines, and where necessary, review basic accounting principles. When you are done reviewing this document you should be able to understand and implement best practices in your committee proceedings. Topics that will be covered include; budgeting, expenses, fundraising, solicitation, what constitutes a community program and appropriate approval processes. This is by no means a definitive or all-inclusive document; the HOA covenants and guidelines overrule this document on all topics, and you will need additional information outside the fiscal arena to operate a committee at peak efficiency.

If you have any questions, please contact the HOA management company, or the Board of Directors Treasurer, as identified on the Charleston Village website. The treasurer will be happy to explain any material, and answer any questions on the fiscal practices of the HOA.

Basic Accounting

What is accounting. Accounting is the art of measuring, describing, and interpreting economic activity. While that sounds flashy, don’t get frightened. You use accounting practices every time you make a budget, balance a checkbook, or fill out your income tax return. Armed with some very basic knowledge, you will understand how the CV HOA takes advantage of these practices to efficiently and effectively finance our communities operation.

The CV HOA is run on a calendar fiscal year. This means that our accounting periods begin January first, and end on December 31st of each calendar year. All funds received during this period are recorded as income (assessments, late fees, fines, fundraisers, etc.) and placed into the HOA operating accounts. During the same year, all payments (maintenance contracts, supplies, management fees) are made from the same operating accounts.

The CV HOA is a non-profit organization. This means that any funds collected and not used to make payments in a given year are transferred to our Reserve Account. Funds in the reserve account can be accessed by a special vote of the Board of Directors (BOD), but otherwise is not available for normal HOA operations.

The “accrual” method of accounting is used. This means that a “liability” (the need to make a payment, such as a bill, or debt) is incurred when it is agreed to, not when the payment is actually made. This way, the HOA can track the payments that it has made, and also the payments that it is going to have to make. This is a practice that is outlined in Generally Accepted Accounting Principles (GAAP). GAAP is a set of “ground rules” that have been developed over a long span of time by the accounting profession. 

The important thing to understand is that a “liability” is different than an “expense”. An expense is the ACTUAL payment of funds. In other words, a liability is an agreement to have an expense.

While there is much more detail to the accounting process, the intent here is to give you just enough working knowledge to function appropriately as a representative of the HOA. The Board of Directors (BOD) uses Balance Sheets and Income and Expense Statements (generated monthly) to monitor the fiscal activity of the HOA. This information is available to you as a member of the community, and can be obtained from the management firm. With this background in mind, we can now discuss how this impacts committee members.

Community Program
A community program is any event/function/service that is funded by the HOA. A committee can organize a program, and it does not become a community program until HOA funds are used to support it. This can be as simple as incurring expenses for advertising, or for funding the entire program.

Any community program must be available to all association members in good standing. This extends to their resident families as well. HOA funds can not be used to support exclusionary activities without prior special request and approval by the BOD.

Budgeting
Each year, the committee chairperson is responsible for submitting an annual budget to the Board of Directors. On most committee’s, the chairperson has a treasurer prepare the budget for submission. These budgets need to be submitted by the end of August.

First and foremost, budgeting is a planning tool. It is NOT a checkbook. The intention of a budget is to communicate the income and liability your committee is planning to incur. If it helps, instead of calling it a budget, think of it as SPENDING PLAN, at least from an expense perspective.

Your budget may also include “income” if you plan on doing any fundraising or solicitation. This also needs to be reported so that the BOD can plan the community’s finances appropriately.

Prepare your budget by following these basic steps.

1. Identify all projects/programs the committee expects to perform

2. Estimate the income these activities will generate by project/program

3. Estimate the liability you will create (expenses you will incur) by project/program

4. Report this information to the management company using the HOA budget form.

The BOD Treasurer will compile all committee budgets, and advise you if the amount you have requested will fit inside the full budget (planned income and liabilities) of the entire community. If it does not, they will give you guidance on an appropriate budget target.

You can reach this target by controlling or reducing your liabilities (expenses you intend to incur – reducing the amount you spend on individual programs/projects), or by increasing your income through fundraising or solicitation. Keep in mind that the Board of Directors must approve all solicitation/fundraising activity.

Once all of the committees have submitted their budgets, the BOD Treasurer prepares the HOA budget. This budget is presented at the Annual meeting (Usually September) and then the BOD votes to approve the budget prior to the close of the previous period.

If you have any questions about how to prepare your committee budgets, please do not hesitate to contact the management team, or the BOD Treasurer.

Solicitation
Solicitation can either be internal (residents of Charleston Village) or external (local business owners). The board of directors MUST approve both forms of solicitation. Fundraising is another word for internal solicitation. If approved, homeowners can be charged to attend a community function/service. If there is a charge, it must be clearly communicated to the community prior to the function/service, and be included on all advertising (flyers, entrance signage, newsletters, etc.). All funds collected by the committee must be made out to the Charleston Village Home Owners Association, and be submitted within 30 days of collection to the management company.

If the solicitation is to take the external form, once approved by the BOD, the committee may request payments in return for advertising or sponsorship of a function/service. The committee may not agree to terms other than advertising or signage without approval from the BOD. All funds collected by the committee must be made out to the Charleston Village Home Owners Association, and be submitted within 30 days of collection to the management company.

Fundraising
Fundraising can be done with prior approval from the BOD. Fundraising may take the form of, but is not limited to, a carwash, bake sale, or cookie sale. These efforts fall under the same guidelines as requiring payment for participation in a community program. For additional information, see internal solicitation.

