National Golf Course Owners Association

Study of Golf Course Owner Responsibilities in Planning and Construction
By: Gary Stephenson, American Society of Golf Course Architects, Associate Member

As a golf course architect and land planner, I am frequently contacted by people who love the game of golf,
and want to either buy an existing course, or they want to build one from scratch. Sometimes, these calls
come from an experienced golf developer who has done their due diligence, and they simply want me to
help with land planning and golf course design. My reaction when called by experienced developers is to
ask basic questions such as, “Where is the project?” “Do you want to build a daily fee course, or will it be
private?” “Do you have enough land and water?” And, “Is the funding in place, and what is the budget?”
Once these questions are answered, we typically start the exchange of site analysis information,
topographic maps, key contacts, and we plan to meet at the site for initial “walk throughs.”

However, there are also calls that come in from people who are new to the golf business. They are
generally people who also love the game of golf, and have always wanted to build their own course. These
calls are always delicate to handle due to the fact that you want to do the work, but you must also find out if
the owner has any idea what they are getting in to. An inexperienced golf developer can lead to a
tremendous amount of additional work as the golf architect must do a bit of education along the way.

While owning your own course sounds exciting, one must also understand that the golf business is
extremely competitive, and is usually tied very closely to the economy as a golfers amount of play is
usually based on discretionary income. When the economy is good, the golf business is good. When the
economy is bad, the golf business can be very bad as people typically eliminate “entertainment dollars™
from their budgets during hard economic times. This was especially true after the events of September 11,
2001. Not only did the economy take a big hit for a few years, but the fact that people were afraid to travel
by air meant that many of the resorts and destination courses faced incredible financial difficulty. On the
other hand, this did mean that some local courses did a little bit better as golfers tended to stay home to
play rather than traveling to play. Fortunately today. the economy is strong and the entire golf industry is
showing a strong rebound.

As I talk to the “new developer,” I ask all of the basic questions that I ask the experienced developer, but I
also spend a large amount of time asking questions about finances and time. Understanding the time
required to plan, design, acquire permits, construct and grow-in the course, as well as having the funds to
start the project, build the course, endure the grow-in process, accrue all of the carrying costs, and then wait
several years to show any profit are, by far, the most misunderstood elements in building and owning a
course.

1. The Basic Idea of Owning a Golf Course

1. Feasibility of Project (Feasibility Study) — It is encouraged that a very thorough feasibility study
is done at the beginning of each project. Once hired, the feasibility company will take the location
of the project and work on 5 mile circles of radius (usually up to 15-20 miles) to determine: if
there is competition; what type of competition is present and/or planned: how the competition will
effect the viability of your project; what type of absorption you can expect. will the economy
support your project. recommended product type and price points, and should you change the
scope of your project or consider not doing a project at all. Once this feasibility report is
complete, you will need to determine if the projects viability, product types, schedules, and
financing options. The cost of the feasibility study depends on how much detail you desire. 1
have seen the price vary from $10,000 for a general report, to $55.000 for a very detailed report.
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Golf Not Tied to a Development - As with any business, the key to success is recovery of
expenses and creation of profit. If a golf course is not tied to a residential or commercial
development, the owner must be extremely confident that they can pay for the course with
membership fees or green fees. Depending on the local golf market, this can be easy or very
difficult. The owner must use good judgment, and not let emotion rule this decision.

As a rule of thumb, when building a daily fee golf course, the owner should use the 10/1 rule.
This means that the golf fees must be $10.00 for every $1,000.000 spent on construction. This
means that a $10,000,000 golf course needs to have green fees in the $100.00 range. If you cannot
meet that ratio, you would either need to rethink construction budgets, or know that you have an
additional source of income such as lot premium revenue to offset the costs.

Golf and Related Development Premiums — There is no question that having a well planned golf
course as part of a residential development will create additional income. The questions are, “how
will the income be used., and who will create the income?” As an owner of land, you may want to
build and own the golf course as part of the development. However, you might also not want to
own the golf course, but you want the course as a premium creator for lot sales.

a. Golf Lot Premiums to Pay for Golf — The Feasibility study will show what kind of
premiums can be expected with the inclusion of a golf course in your development. Not
only will lots that back up to the golf course be worth more, but every lot in the
development will have some level of value since it is part of a golf development. The
amount of increase will depend largely on the land plan and if people who own interior
lots get any views of the golf course while driving to their home. In this scenario, a
portion of the money that is created by the premiums is often used to pay for the golf
course. However, one must remember that the cost for building the golf course will
usually occur before a significant amount of premiums are created. In this case, the
owner must have sufficient financial resources to carry the cost until premium revenue is
in hand.

b. Donating Land to a Golf Developer — In many cases, a developer knows the added
value of a golf course, but they do not want to own a golf course. In this case, the
developer will donate the land to a golf developer who will be responsible for building
and operating the course. Depending on the market, the golf developer may also expect
to get a percentage of the premiums for the lot sales to aid in the construction of the golf
course. You may wonder why the developer would give up a percentage of lot sales if
they are already donating expensive land to the golf developer. The answer lies in the
amount of money that is generated by the golf course premiums.

I worked on a preliminary project where the land owner had just over 1,000 acres that
was valued at $30,000 per acre. The local city regulations required that 20% (or 200
acres) of the development be dedicated to open space. The land plan was finalized and
the cost/profit projections were completed. These projections showed that the golf course
would generate $42.000,000.00 in additional premiums.

The land owner was to give the 200 acres valued at $6.600,000.00 to a very experienced
golf developer. He also asked that the golf developer build a first class, expensive private
golf club that would match the quality of the custom homes that would be built around
the course. The preliminary costs for the golf course came in at approximately
$15,000,000.00. That number would have been $21.600,000 if the golf developer had to
buy the land, which would have made a stand alone golf course project completely
unrealistic. As the golf market in this area was not real strong at the time, the golf
developer knew that it would be difficult to recover $15,000,000 in a timely manner. As
a result, the residential developer committed to donate an additional 10% ($4.,200,000) of
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golf lot premiums to the cost of the golf course. The golf developer now needs to only
recover $10,800,000, which made the project feasible in the local golf market.

The residential developer was to donate $6.600,000 worth of land that was not going to
be used anyway. He was also to donate an additional $4,200,000 to the golf course. As a
result, his final golf premium profit to came to $37.800,000 and he could concentrate on
the residential aspect as he did not have to worry about building or owning a golf course.

Types of golf Course Projects — A good feasibility study and knowledge of the local
golf market will give the golf owner an indication of what type of golf course should be
built.

i. Stand Alone Daily Fee — Golf Course that allows for daily play with no
memberships. Usually has a spike in green fees on Friday, Saturday and
Sunday.

ii. Stand Alone Semiprivate — Golf course that has a mixture of daily play and
memberships. This situation is common with a private course that is tied to a
hotel where guests at the hotel are allowed to play for a fee. Members typically
have preferred tee times. The problem with this type of course is the members
disliking of guests playing “their” course and not taking care of ball marks, divot
repair, and displaying general etiquette

iii. Stand Alone Private — Golf Course that allows only for member play. or paying
guest play with a member. Maintenance and services are provided based on
monthly dues paid by members.

Golf as the Centerpiece of a Development — Many times a developer will use the
construction of a golf course as a catalyst for selling adjacent real estate. A well planned
and enjoyable golf course will draw many people to the site, and will create tremendous
lot premiums. However, if the golf course is not planned well, and if golfers do not enjoy
playing it, this can have a negative impact on the total real estate development. That is
why it is imperative that a qualified golf course architect and a land planner work
together to create the best “golf development™ that the land and budgets will allow.

Demand for Product Types — While studying local developments and competition, the
feasibility study will give you an indication of product types that would be attractive to
the potential buyer. This portion of the feasibility study is valuable to the developer as it
gives a clear indication whether you will be looking at a development with large custom
lots, or small lots that are suited for a tract home builder. The knowledge of product
types will also help the golf architect understand safety setbacks and creation of views
into the golf course.

Price Range — Be realistic and understand that every place is not North Scottsdale. Egos
must be put aside when trying to determine green fees or membership fees. I cannot tell
you the number of times I have looked at golf projects and the owner tells me what they
think they can get for green fees, and they know they are high but they are “going to do it
right.” T look at those numbers and see no reason at all to think that the owner can get
that money in a particular market. The golf owner must set green fees at a price that will
be attractive to golfers and allow you to recover your cost within five to seven years.
Again, a good feasibility study will give you a good indication of price points.

The feasibility study will also give you a indication of price points for housing as well.
This is important information to have when deciding what type of course to build. In
most areas, it would make little sense to build a $20,000,000 golf course in the middle of
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$95.000 homes. Conversely, a person spending $1,000,000+ on a custom home will
expect a very nice and well maintained golf course to be built outside their back door.

Absorption Rates — This is probably the most important element in golf and/or
residential development. How quickly will the product be sold, and how quickly will
investments be covered and profit realized? If you are building a private golf club, you
will want to know exactly what price points will create demand and selling of
memberships. It is very important when deciding on a price that you do not start too high
and have to drop prices. This not only upsets people who bought at high prices, but it
also makes you look like you are failing and while panicking you are trying to unload
something that is not worth the money.

s

Most golf developers will set a graduated increase in the fees. For example, if you want
350 memberships sold at an average of $50,000 ($17.500,000), you might start with a
“Founders Group” of fifty memberships priced at $42.000 ($2.100,000). This initial
influx of money will not only get the ball rolling with notoriety about your course, but it
will also get some cash in your hands for expenditures. Then, you can sell the next one
hundred memberships at $47.000 ($4.700.000). The next one hundred memberships are
sold for $52.000 (5,200,000). The final one hundred are sold for $57.,000 ($5.700,000).
This brings the total income to $17,700,000.

If you have fees priced correctly, by selling on this graduated scale, you will be able to
get people in the door quickly which means you will also get the monthly dues rolling in.
You will also be able to see what kind of demand you have for the memberships, which
can tell you if you need to keep fees at the lower price for a while longer, or if you can
raise the fees quicker with higher demand.

The key is getting people in your development, on your course, and having them
spending money.

This graduated scale is also true with the housing. This will be discussed in detail in
Section 2: Planning under Selling Lots.

4. Project Funding
a. Types of Funding
i. Loans — Typical way to proceed with projects. You find land and come up with
an idea for a development. Create a very detailed Performa. Take it in to a bank
and see if they will loan you the money for the project. The key here is interest
rates and timing on when the loan will be paid back. Remember that the
majority of the money is made on the back end of the project.

ii. Imvestors — This is where a group of people is looking for some way to invest,
save, or hide money for future use. Usually there is a point man that is running
the project, and he/she will get a group of investors together to either come up
with all of the money, or get the project funding to a point that a bank will come
in with majority financing. The key here is to find a point man that is
trustworthy.

iii. Cash in Hand — very rare for large projects. This is where an individual has
enough money on hand to finance the entire project. Rare because most people
with money, do not want to put their own money at risk. As I have been told by
many developers, “It is always better to spend someone else’s money.”
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