
Sound investments 
with planned finance 

No machine works bet ter or harder for you because you paid cash for it. Using 
planned f inance to spread the cost of capi ta l investments over periods more 
closely m a t c h e d to their work ing life can help ease the pressure on cash f low. 

Exhibit ions such as Sal tex and BTME provide an exce l lent opportunity for golf 
clubs to plan a rep lacement schedule and budget for the key machines on the 
course. 

Budgeting for future course 
machinery purchases is one 

of the most difficult tasks faced by 
any golf club. 

Although it is comparatively 
straightforward to compile a 
shopping list of new equipment 
that one might like to acquire 
over the coming years, unex-
pected breakdowns, failures or 
other pressing course require-
ments can disrupt even the best-
laid plans. 

By the time the specified item 
has reached the top of the list, 
needs may have changed or the 
machine may have been super-
seded by a new model. Result? 
Insufficient money is available for 
the purchase, leading to a frus-
trating delay for another year or 
so. 

Although many clubs still feel 
most comfortable with the cash 
purchase, there is a growing reali-
sation that the investment of a 
large sum of money at one time 
in a single item of machinery is 
not the most effective use of. 
available funds. It may avoid the 
payment of finance interest 
charges, but it can also seriously 
affect cash flow. Paying cash to 
buy a machine outright also 
means that one has purchased a 
depreciating asset using today's 
money 

Many successful businesses 
have failed not because they were 
unprofitable but simply because 
they ran out of cash. There has 
long been a trend in Britain for 
smaller companies to use short-
term funding - usually cash or the 
overdraft - to invest in items 
which have a medium to long-
term working life. 

This is madness. Whoever 
heard of a machine which worked 
harder for you because you paid 
cash for it? The most sensible way 
to take the pressure off cash flow 
is to spread the cost of capital 
investments over periods more 
closely matched to their working 
life. 

This argument is reinforced by 
the fact that many finance 
schemes are currently available at 
a low, fixed rate of interest -
reflecting the lowest UK bank rate 
for more than 20 years. One can 
also take advantage of manufac-
turer-subsidised finance offering 
zero and low cost finance over a 
realistic period of time. 

Cash or the overdraft are much 
better used to fund the day-to-day 
running of the club and to pay for 
variable inputs such as fertiliser, 
seed, chemicals, fuel and wages. 
If surplus cash is available, then it 
should be directed initially to 
reducing any short-term borrow-
ings, such as the overdraft. Liq-
uidity is valuable and should not 
be discarded lightly. 

When planning a replacement 
machinery programme, golf clubs 
should first estimate the value of 
its principal equipment fleet and 
any additional seasonal items 
such as specialist aerators, a hol-
low tiner or drainage machine. 

Assuming a core equipment val-
uation of £90,000 to £100,000, it 
would not be unreasonable to set 
up a five year replacement pro-
gramme to ensure that the key 

items of machinery are kept up to 
date and maintenance costs are 
kept in check. 

"The most budget-friendly way 
of achieving this would be 
through a five-year rolling finance 
scheme equating to a finance 
requirement of about £25,000 in 
each of the five years," com-
mented John Westrope of leading 
golf course equipment finance 
company, FAF. 

"Although many machines are 
needed daily throughout the year, 
certain items are used solely on a 
seasonal basis. It could be more 
cost-effective to hire these in 
when needed or arrange to share 
them with a neighbouring club." 

When looking at a club's overall 
machinery budget and ways to 
optimise cash flow, certain 
finance options are more 

favourable than others. The prin-
cipal consideration at the outset is 
whether one wishes to own the 
equipment. If the answer is yes, 
then other than cash from exist-
ing funds, the two standard fund-
ing methods are a bank loan or 
hire purchase. 

Mr Westrope points out that a 
bank loan can leave one vulnera-
ble to rising interest rates and can 
be called in at any time if one has 
difficulty in meeting payments. 
Furthermore, the equipment is 
not regarded as security for the 
loan putting pressure on the 
assets of the club. 

Hire purchase involves a 
deposit (normally between 10 
and 20 per cent of the amount 
financed) and a series of fixed 
repayments over an agreed 
period. The deposit can often be 
covered by the value in any trade-
in machine. 

Once the final instalment has 
been made, title passes to the user, 
with depreciation being shown on 
the club's accounts. Clubs run as 
businesses or with an annual 
expenditure of about £44,000 or 
less can normally reclaim the VAT, 
which is paid in one lump at the 
start of the agreement. 

Methods of acquiring equip-
ment which do not involve own-
ership have gained rapid ground 
in recent years due to the appreci-
ation that it is not necessary to 
actually own something to derive 
maximum benefit from it. 

A finance lease is one option 
which allows full use of a 
machine without giving final 
ownership. 

In principal, the business uses 
and maintains the machine for a 
given period in return for a fixed 
monthly "rental", enabling easy 
budget forecasting. At the end of 
the period, the item can be 
traded-in and the club shares in 
the sale proceeds. 

Following the new VAT regula-
tions of 1994, FAF recommends a 
finance lease as the best option 
for non-profit making members' 
clubs. Because the VAT element is 
spread across the whole period of 
the lease, this method reduces 
pressure on cash flow for those 
clubs unable to reclaim all the 
VAT at the outset. 

An alternative to the finance 
lease is the operating lease, also 
known as contract hire. This is 



equivalent to a long term hire and 
can include all maintenance and 
servicing costs. Unlike a finance 
lease, where the lessee and lessor 
share in the risks and rewards 
associated with ownership, an 
operating lease agreement 
reflects solely the operating costs 
of the machine over a fixed "hire" 
period. 

Neither the equipment nor any 
maintenance charges appear on 
the accounts as a capital asset, an 
important consideration for those 
clubs run as businesses. 

At the end of the period, the 
item is simply returned to the 
contract hire company, leaving 
the user free to start a new agree-
ment. Beware, however, hidden 
extras such as charges for excess 
hours and damage or wear and 
tear to the paintwork and main 
components. 

Whichever finance option 
selected, John Westrope points 
out that FAF is happy to structure 

Using a f inance lease, Coventry Golf Club has acquired new equipment valued at more than £ 2 0 0 , 0 0 0 at lower outlay than 
that required previously e a c h year to hire in special ist machines and to replace, repair and mainta in the club's exist ing 
equipment f leet . 

repayments to suit each club's 
income and cash flow. 

A members' club, for example, 
may prefer to pay annual instal-
ments in the month following 
subscription renewals. A pay and 
play course will normally wish to 
arrange monthly or quarterly 
repayments. The length of agree-
ment period can also be tailored 
according to the machine's level 

of use and its importance on the 
course. 

While highlighting the flexibil-
ity offered by medium to longer-
term finance schemes, John 
Westrope stresses the importance 
of seeking professional advice 
before making the final decision. 

The expression 'act in haste, 
repent at leisure' could well have 
been coined as a warning to those 

who make important financial 
decisions without considering all 
of the options or the long-term 
consequences. 
• Thanks to John Westrope of 
FAF for assistance in the prepara-
tion of this article. For further 
information or to discuss a 
finance quotation, call the FAF 
Free Phone Help Line on 0800 
225567. 

Gear Drives That G o The Distance 
N O W AVAILABLE F R O M THE F O L L O W I N G A U T H O R I S E D DEALERS: 

Autoflow Systems Ltd 
Norfolk 
Tel: 01603 759701 

British Overhead Irrigation 
Ltd 
Middlesex 
Tel: 01932 788301 

Clearwater Ltd 
Portmarnock, Dubl in 
Tel: 1 8 4 6 1 0 2 5 

Flanderblade Irrigation 
West Sussex 
Tel: 01903 724545 

ISS Aquaturf 
Systems 
Wil tsh i re 
Tel: 0 1 7 2 2 4 1 2 5 1 0 

KIEM 
Shropshire 
Tel: 0831 665244 

Misc Ltd 
Hampshire 
Tel: 01425 474614 

North Staffs Irrigation Co 
Staffordshire 
Tel: 01785 812706 

City Irrigation Ltd 
Kent 
Tel: 0181 462 4630 

Evenproducts Ltd 
Evesham 
Tel: 01386 41212 

Glen Heat & Irrigation 
Ltd 
Lincolnshire 
Tel: 01775 722327 

Irrigation Control 
Cheshire 
Tel: 01606 558 927 

Midland Irrigation Co 
Birmingham 
Tel: 0121 358 1246 

Northern Irrigation 
Yorkshire 
Tel: 01757 248792 

Rainmaker Irrigation Ltd 
Sussex 
Tel: 01243 824440 

Sports Turf 
Services 
Edinburgh 
Tel: 0 1 3 1 3 3 3 2 3 4 5 

Hortech Systems Ltd 
Lincolnshire 
Tel: 01406 426513 

T&G Turf Irrigation 
North Yorkshire 
Tel: 01423 864963 

Irrigation Technical Services 
Dorset 
Tel: 01202 874216 

SJS Irrigation 
Milton Keynes 
Tel: 01908 669287 

Sports Ground Irrigation Co 
Distributor, UK and Ireland, Tel: 0 1 8 5 8 4 6 3 1 5 3 


