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semi-private course in the
Southeast changed hands
last fall, selling for more
than it was worth. The losing
bidder, according to a participant
in the negotiations, had large cash
reserves and solid business credentials. This bidder carefully studied
the course and its niche in the local
market, then presented a sevenfigure offer which the seller, eyeing
his exit, was set to take. At that
point another well-funded player
came along, made a cursory inspection of the facility, and plunked
down a substantially higher bid.
The seller naturally said yes and
the deal closed. Months later, this
new owner was complaining openly
about an array of repairs and upgrades that would soon require
large capital infusions.
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Someone bought a trophy, you could
say, without spotting the tarnish on it.
And as golf’s arduous recovery effort
rumbles on, distress selling continues,
and some of the so-called “passion buyers” have recently been acting as if course
prices won’t go any lower.
“A trend we’ve noticed lately is courses being acquired by somebody who has
never been in the industry and is making
their first golf course acquisition,” says
Chris Karamitsos, co-founder of National
Golf & Resort Properties Group, a unit
of commercial real estate giant Marcus
& Millichap. Under the right circumstances, those buyers are perfectly legitimate, according to Karamitsos, although
due diligence is vital. He and his NGRPG
co-founder, Steven Ekovich, emphasize
that phase of the buy/sell transaction,
encouraging would-be buyers to consider
brokers who can produce a business plan
and present a conservative pro forma for
any prospective buyer—including a capital expenditure plan.
That cap-ex factor is especially noteworthy these days, given how much infrastructure work America’s courses have

done without. According to the current
Society of Golf Appraisers’ (SGA) Annual Investor & Lender Survey, capital reserves/allowances (excluding equipment
leases) last year ranged from 2.0 percent
to 6.0 percent of gross income, averaging
3.0 percent, slightly lower than the 2012
average indicator of 3.3 percent. “Often,
the buyer we find will be a sophisticated
golf operator,” says Karamitsos, “but if
they aren’t, our presentation will document that the investment is viable at the
price being asked.”
Early in 2013, the NGRPG team
brokered the sale of two public courses
in the Columbus, Ohio, market with financing provided under the Small Business Administration (SBA) umbrella.
The buyer was a seasoned golf professional who already had an equity stake
in two area golf facilities. “The SBA loan
amount covered about 80 percent of
the total price,” Karamitsos says. “The
rest of the purchase funding came from
some high-net-worth individuals the
buyer brought in as angel investors.”
SBA-backed loans for golf courses are
seen by local bankers as a good opportu-

The Drip-Drop Process

of Deleveraging

MOST PEOPLE UNDERSTAND THAT LOANS AND CREDIT LINESDUHGLIÀFXOWWRVHFXUHZKHQFDVK
ÁRZ QHWRSHUDWLQJLQFRPHPLQXVGHEWVHUYLFH LVQ·WUREXVW2QHZD\WRÀ[WKDWLVWRGUDLQ
the system of its overall debt load. As the many tales of woe accumulate, that process
does generally occur.
“A lot of courses are in their death throes, to be frank about it,” says Arthur Abramowitz,
a bankruptcy attorney based in Cherry Hill, New Jersey, who has worked on many golf
course restructurings. “When the debt load is twice the value of the property, any agreement you can reach is a good one, in order to keep the course in a playable state.”
Ken Hopper recently watched as privately-owned Elkhorn Golf & Country Club went
bankrupt after 47 years and was turned over to the bank. Residents of the homes bordering
Elkhorn—which was a standalone property, not linked to the residences—quickly went into
panic mode as fairways grew to rough height. They formed a 65-member group to back
WKHJROIFRXUVHDVFRLQYHVWRUVZLWK6LHUUD*ROI0DQDJHPHQWDZHOOHVWDEOLVKHGÀUPLQWKH
Central Valley region that already managed seven golf facilities.
In short order, the former member-only club transitioned to a semi-private facility,
groomed and ready for public play with attractive green fees. It was a case of emergency
recapitalization, with a professional group to co-invest and manage, and a former owner
taking losses. To make all this happen, according to Hopper, the lender is content to let the
property go for a low price. In the process, an overall deleveraging takes place. “Maybe the
time will come when the valuations get knocked down so low that people don’t have much
debt service at all, and that’s your equilibrium in the marketplace,” muses Hopper. —D.G.

nity, according to Karamitsos. It’s the one
window of federal funding now available,
after Congress made golf courses and
other recreational businesses ineligible for
Department of Agriculture-backed loans.
A default on its note by a Georgia course
several years ago hastened that revision
of the USDA’s right to offer financial assistance beyond the core activity of farming.
Brokers, lenders and appraisers who
know their regional markets have lately
observed the pattern in which an unprofitable course passes from an owner who
can’t carry the debt service to one who
can. This second owner may not be setting the world on fire, but his effort to
secure financing will succeed, whereas his
predecessor’s wouldn’t.
“We see financing get approved when
the course demonstrates a strong and
lengthy record of profitability—that’s
the no-brainer version, although it’s not
all that common,” says Alan Pursley,
president of ASI Golf in Ft. Worth, Texas.
“The other approval scenario is an applicant who has a very sound relationship
with the bank based on personal financial
assets or other businesses that are profitable and successful.”
This applicant, according to Pursley, a
veteran appraiser of golf properties, may
have acquired his course through a post2008 distress sale. In approaching a lender, he would carry with him a turnaroundstyle business plan, focused on an amenity
to be added or a new membership configuration. “The lender is not going to be
all that motivated by the turnaround plan
or by the fact that someone already took a
$1 million loss on the asset,” Pursley says.
“Who’s to say there isn’t another $1 million in value that needs to come off?”
Banks hire companies like ASI Golf to
do check-up appraisals far in advance of
the point when a course owner’s note is
due and renewable. In Pursley’s case, he
has conducted midstream appraisals like
this on courses and generated valuations
lower than where they were at the point
when the note was created. But instances
of eroded value aren’t currently predominant. “There are also cases where the val-

uation remains stable, and then there are
appraisals where the number has come
in higher,” Pursley says. In his appraisals
that show market valuations going up,
the underlying cause is either sharper
management and/or reduced competition due to a shutdown of one of the rival
courses in the market.

L

arge sums of money have been
made during America’s so-called
jobless economic recovery, which
dates back to the end of 2009. Real estate companies big and small that buy,
operate and sell rental housing have

prospered mightily. So, too, have many
commercial real estate developers and
brokers. For its part, the golf course
market has been dragged down by weak
demand for rounds and memberships.
But while a person can choose not to
play golf, having shelter is a necessity.
Commercial real estate being so cyclical,
successful firms are accustomed to buying assets when prices are depressed,
improving them, and leasing or renting
them, meanwhile watching their values
climb. If there’s an asset class whose
valuations aren’t rising with the tide, at
some point these companies will sense a

oppo
buying opportunity.
This is particularly
true once al
all the office buildings, strip
ap
malls and apartment
complexes they’ve
acquiri become too inflated in
been acquiring
w
price to be worth
chasing.
or
“These organizations
tend to look at
opportunitie and patterns over the long
opportunities
term ” says John
J
term,”
Evans, senior appraisal
specialist with GE Capital Real Estate.
“They also keep an eye on the spectrum
of asset types and they’re used to seeing
a ripple effect.”
Evans has operated his own business, The Golf Consulting Group, during a four-year hiatus from GE Capital,
which he recently rejoined to work on its
golf portfolio. “Right now, we’re hearing
about a renewed interest in golf lending,” he says. “Primarily, that would be
because lenders and opportunistic buyers believe the worst of the contraction
has already happened or else it won’t
continue for much longer.”
The thinking goes like this: Even if the
overall golf market is going to bump along
at the bottom of its curve for several years
to come, that’s a considerably better situation than having no floor underneath it.
“There are people who always wanted to
own a golf course, who have capital and
who understand that the chance to buy
at the bottom of the market doesn’t last
forever,” Evans says. If they’re migrating
in from other sectors of commercial real
estate, they’re able, in effect, to drag the
credit-worthiness of those sectors into
golf, at least selectively.
In the halcyon days of debt financing
for golf, GE Capital was a mainstay. Alongside it at the top of the pyramid was Textron Financial, which soured on lending
to courses years ago. Recently, however, a
team of executives led by Ray Muñoz, former division president of Textron Financial Golf Finance, is back in action as Leisure Financial Group, LLC. The firm bills
itself as “a new financial services company
to focus on mortgage lending and loan administration services for high-quality U.S.
golf properties and coastal marinas.”
So, perhaps the length of time it takes
to get the wherewithal for a golf course

purchase will continue
con
ntinue to shorten. The current Society of Golf
Appraisers’ (SGA) investor-lender
survey reveals that golf properties
up for sale sat on the market for an
average of 12.2 months in 2012, down
from the 2011 average marketing
period of 14.5 months. That’s an
indicator that absorption of the
properties whose
owners want or
need to exit is
happening more
efficiently.
Moreover, the survey states that “going in” capitalization rates averaged 11.1
percent last year. That means if you want
to sell your golf facility for $1 million, it
should be posting net annual operating income of $111,000. That same
survey found that the average
management fee for an outside group was 3.6 percent of
the facility’s gross income.

T

here are still defaults
and foreclosures on golf
courses and most likely will be
for years to come. Lenders had trouble
understanding how the golf business
works when it was on the upswing and
they don’t seem to understand it any
better in the downturn.
Ken Hopper, of Fresno, Californiabased Real Property Analysts, no longer scans the horizon looking for a
large-scale provider of debt financing
for golf course operations. “There aren’t
any new courses being built, which is a
good thing for the golf market overall,”
he notes. “But when there is absolutely
nothing coming out of the ground, why
would a big player want to set up shop
doing golf course financing?”

Hirsch says. “The ones that
th
hat
have tried to survive by cutting costs and cutting rates
aren’t doing well.”
A new wrinkle in the way
brokers, lenders and appraisers
currently discuss their market
is the frequent mention

Larry Hirsch, principal in Golf
Property Analysts of Conshohocken,
Pennsylvania, tries to take a glass-halffull attitude. He points to the roundsand-revenue boost that came with the
excellent weather of 2012, the recent
spike in consumer confidence to a sixyear high, rising house prices and other underlying factors. Offsetting those
glimmers of optimism is a 30,000-foot
view that says the oversupply scenario
isn’t fixed yet—there are still lots of
winners and losers to be identified in
the shakeout.
“One positive I could cite is that
all the clubs providing good value to
their golfers seem to be doing well,”

of grassroots demand and enthusiasm.
Spotting more of these “passion buyers” in the market for a golf course tells
them that even a slight strengthening of
the participation numbers would add
inherent value to the nation’s inventory of courses.
“The track we’re currently on
would indicate more years of contraction are needed in order for
sale prices to really firm up,” Hirsch
says. “The other kind of solution, if we
could achieve it, is for the game of golf
to find more ways to appeal to a broader
customer base.”
The finance and liquidity squeeze
of the industry’s current oversupplied market will likely be complete
within a few years. Between now and
then the loan workouts, distress sales,
turnarounds, haircuts and write-offs
continue. And yes, as Hirsch points
out, any help at all on the demand side
would make a positive and very welcome difference for everyone in the
golf business.
David Gould is a Connecticut-based freelance
writer and frequent contributor to Golf Business.

