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Finance Committee Meeting

November 17, 2006 9:00 a.m.  Kerckhoff Hall 152

PRESENT:
Richard Delia (ASUCLA Finance Director), Jared Fox , Dave Karlik, Dave Lowenstein, Jason Sorger (Chair), Robert Williams (ASUCLA Executive Director), and Jennifer Willis-Graves (Recording Secretary)

ABSENT:
Bob Naples 
GUESTS:
Rick Wentzel, Price Waterhouse Coopers (via telephone)
CALL TO ORDER

This meeting was called to order at 9:02 a.m.

APPROVAL OF MINUTES FROM FINANCE COMMITTEE MEETING
HELD ON OCTOBER 20, 2006

Mr. Karlik moved, seconded by Mr. Fox to approve minutes from the October 20, 2006 Finance Committee meeting. This motion passed by consent.
EXTERNAL AUDITOR’S REPORT

Mr. Wentzel offered his report to the committee via telephone. He reported that at the time of this meeting, the Price Waterhouse Coopers audit team had completed field work and was in the process of reviewing draft reports with ASUCLA management. He indicated that no significant issues had been found, and that the team would provide FY 05/06 Audited Financial Statements, Management Letter, and Required Communications as scheduled in January. 

EXECUTIVE DIRECTOR’S REPORT

Financial Overview

Mr. Williams reported that in October, the Association as a whole exceeded plan by $172,000 in terms of net income, thus increasing the positive variance in net income to $695,000 for the year. Again, he cautioned the committee that going forward, positive variances may be more challenging to achieve, given the strong performance of the latter part of the prior year, and the anticipated softening of Bearwear and textbook sales. 

Mr. Williams noted that the Computer Store continued to experience difficulty in obtaining Apple products, and suggested that this may be evidence of a shift in Apple’s commitment to its current, rather aggressive, academic pricing program. He indicated also that management had plans to meet with the Association’s Apple Regional Account Representative in an attempt to form short and mid-term strategies to overcome these product delivery issues.
Mr. Williams reported that the Restaurants Division as a whole exceeded plan both in terms of gross income (with a positive variance of $16,000) and in contribution (with a positive variance of $70,000). He called the committee’s attention to the $30,000 positive variance in advertising on the Restaurants Division Income Statement, and explained that this variance resulted from a change in expense reporting related to promotional coupons for ASUCLA Benefits U, rather than an actual decrease in expenditures.

A short discussion followed regarding the relative profitability of these coupons, wherein Mr. Williams explained that management’s primary objective with this program is to develop new customer habits, and that the best measure of a coupon program’s effectiveness is in customer counts compared with the prior year, rather than top-line sales. He indicated that management would undertake a brief analysis of this program and present results at the January Finance Committee meeting.

Capital Projects:

Restaurants Division Point of Sale System Upgrade: Mr. Williams indicated that the third party vendor facilitating this new point of sales system has reported several delays in the implementation of back-of-house upgrades required to enable credit card processing at ASUCLA Restaurants point of sales terminals. Given the ever increasing customer demand for this service, management recommends the rental of several credit card processing machines to be installed at select registers in each restaurant location. At a cost of roughly $7,500 over 9 months, the Association will offer credit card processing on a limited basis, until full installation of a new system can be implemented during the summer.
Greenhouse: Construction has been completed, including the relocation of the outer railing discussed at last month’s meeting. Management will communicate with Panda Express to ensure that line stanchions do not encroach upon this newly enlarged thoroughfare.  
Kauffman Coffee Cart: Mr. Williams reported that construction on this cart has been completed, however negotiations continue regarding the selection of seating.

Programs & Events
$100,000 Textbook Reward Program: Mr. Williams informed the committee about a potential promotional textbook program to be launched during winter quarter that is designed to be reflective of the Association’s philosophy of passing the benefits of positive financial performance on to students. For every $100 spent on textbooks during winter quarter, ASUCLA Benefits U members will receive a $5 discount card that may be used towards the purchase of spring quarter textbooks. This program will remain in effect until $100,000 (20,000 discount cards) has been distributed. The committee expressed its approval of this concept, but suggested that management emphasize the fact that these cards may only be used during spring quarter, and not applied to later purchases during the winter. 
FINANCE DIRECTOR’S REPORT

October Financial Statements 

As indicated in Mr. William’s report, the Association as a whole exceeded plan by $172,000 in terms of net income.
The Store reported a negative variance of $182,000 in terms of gross income due primarily to a $432,000 negative variance in the Computer Store resulting from the aforementioned Apple product supply issues. This variance was only partially offset by New Text, Bearwear, and Bookzone, which each exceeded budgeted gross income (by $126,000, $101,000, and $20,000 respectively). However, a $25,000 positive variance in wages and benefits allowed for a positive variance of $89,000 in terms of contribution.

The Restaurants Division reported strong results in October, exceeding plan by $16,000 in terms of gross income due to:

1. increased sales from the Cooperage, which was $22,000 ahead of plan;
2. increased sales from the North Campus Student Center, which was $21,000 ahead of plan;
3. increased sales from Catering, which was $15,000 ahead of plan; 

4. increased sales from the Kerckhoff Coffee House, which was $11,000 ahead of plan; and 
5. increased sales from Concessions, which was $8,000 ahead of plan.

Combined, these positive variances served to offset the $56,000 negative variance resulting from delays in opening the Greenhouse. When added to a $30,000 positive variance in wages and benefits and a $30,000 positive variance in advertising, these results allowed for a $70,000 positive variance in terms of contribution. 

The $32,000 positive variance in gross income from the Services Division that resulted from increased foreign and domestic licensing payments served to compensate for a small negative variance in wages and benefits ($4,000), and a significant negative variance in controllable expenses ($11,000). This allowed for a positive variance of $18,000 in terms of contribution.
Contribution from the Student Union Division was $16,000 off plan due to a negative variance of $4,000 in terms of gross income, a negative variance of $2,000 in wages and benefits, and a negative variance of $9,000 in other controllable expenses. 
Mr. Delia drew the committee’s attention to the $37,000 negative variance in Administrative & Support Services, and explained that this resulted partially from timing of Employee of the Year payments. This variance was partially offset by savings in maintenance expenses ($22,000 positive variance), depreciation ($17,000 positive variance) and utilities ($3,000 positive variance).

In October, cash flow was negative $268,000 due to the payment for inventory purchases required for Fall Rush. This allowed for a book balance of $15,173,000 at month end, $10,312,000 of which was committed to capital projects, leaving $4,861,000 in reserve, which was $769,000 in excess of the $4,092,000 Board Required Cash Reserve.
Mr. Delia reported that, per the October report, capital expenditures were anticipated to be $393,800 less than plan by year end.  

Past Due Accounts Receivable increased slightly from $80,000 in September to just below $82,000 in October, however this figure remains only 3% of the total amount due. 

Inventory levels decreased in October, due to Fall Rush sales, and inventory turns rose accordingly, from roughly 5.3 in September, to just below 5.4 in October.

November Month to Date Preliminary Sales

To date in November, Store sales were $271,078 off plan due primarily to:
1. a $23,677 negative variance in Apparel;

2. a $230,630 negative variance in the Supply Division (of which $213,229 resulted from decreased sales in the Computer Store); and

3. a $40,447 negative variance in Ackerman Academic Support (of which $15,000 resulted from decreased sales of New Text).

These results were partially offset by strong performance from:

1. LuValle Commons, which was $19,631 ahead of plan (due primarily to a $21,072 positive variance in Academic Support);

2. Health Sciences Store, which was $14,227 ahead of plan (despite a $17,609 negative variance in Academic Support, which was offset by a $29,663 positive variance in the Medical Supply department); and

3. Hilltop Shop, which was $14,546 ahead of plan.

Based upon these results, current estimates suggest a negative variance of $49,700 in gross margin by month end.

Conversely, sales in the Restaurants Division were $10,906 ahead of plan to date in November due primarily to strong third party sales:

1. Jamba Juice was $21,786 ahead of plan;

2. Sbarro was $11,581 ahead of plan; and 

3. Rubio’s Baja Grill was $11,199 ahead of plan.

Several ASUCLA operations also performed well: 
1. sales in North Campus were $6,761 ahead of plan; 
2. sales in the Cooperage were $5,506 ahead of plan; 
3. sales in the Kerckhoff Coffee House were $3,732 ahead of plan, and 
4. Concessions sales were $3,257 ahead of plan. 
Mr. Williams also highlighted the fact that although customer counts were 4,754 off plan, they were 9,197 ahead of the prior year.
ACTION & DISCUSSION ITEMS

A short discussion followed summarizing the impending increase in California’s minimum wage, effective January 1, 2007, and the consequent impact upon ASUCLA’s student wage scale.

At this point, Mr. Karlik moved, seconded by Mr. Fox to move this meeting into Executive Session.
Upon exiting Executive Session, Mr. Fox moved, seconded by Mr. Karlik to approve all actions taken by the committee in Executive Session.

The Finance Committee Meeting adjourned at 10:36 a.m.
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