By Mark Leslie

Developers may be better advised to buy
existing courses rather than build new ones,
considering the many facilities on the market,
according to golf industry finance experts.

“There are more people out there selling
than buying,” said Tom Powers, executive
vice president of Goodkin Research Corp., a
real-estate research and marketing firmbased
in Lauderdale-By-The-Sea, Fla.

“There are probably opportunities for ac-
quisitions all over the country,” said John
Johnson IV, a partner in the national ac-
counting and consulting firm of Laventhal &
Horvath in West Palm Beach, Fla. “The in-
terest in acquisitions seems to be in existing
facilities. The money is usually prearranged
— particularly in parties from Japan.”

Powers said the only buyers he is dealing
with are from the Pacific Basin. “Two years
ago there was a very healthy mix of ethnic
types. It would have been 50-50,” he said.

DEVELOPMENT

Investigate buying rather than building — experts

Why build new when you can buy existing stock and upgrade it for
less than the cost of construction?’
— John Johnson IV, partner
Laventhal & Horvath

Powers said that from 1985 to 1987 most
developers were Americans whose plan was
to “build a course, run it for a year or a year
and a half, take the equity out of it and go to
course number two, repeat that and go to
course number three. At the end offive or six
years, they’d have five golf courses.

“But the financing environment fell apart
and the vast majority ofthose guysare sitting
out there now with one or two golf courses
and they are very, very heavily positioned to
sell.”

He said heis seeing more foreigninvestors
in that particular market.

James McLoughlin of The McLoughlin
Group in Pleasantville, N.Y., said Japanese
and Asian groups don’t want to take the time
to plan and build.

“They just want existing properties,” he
said.

McLoughlin said that whereas in the past
Japanese and Asians usually wanted to buy a
golf facility to operate it and sell tradable
memberships back home, nowadays half
are buying properties solely asinvestments.

Johnson said historically golf course buy-
ing has been characterized by “surges of
interest in regions.”

Pacific Rim and Sunbeltcourseshave been
the most sought-after this year, he said.

“Pacific Rim buyers are concentrating in
Hawaii and the West Coast, Johnson said.
“The interest in Florida is from both domes-
ticand foreign investors. There isasense the
Texas markets are coming back, that there
are some good buys there. Also, the South-
east in general. The season is longer, there-
fore more rounds are played, and operation
can be more productive.”

McLoughlin added that they are also in-
terested in New York and Arizona.

“Why build new when you can buy exist-
ing stock and upgrade it forless than the cost
of construction?” Johnson asked. “Also, per-
mitting is getting more and more difficult,
which gives the advantage to the existing
course.

“The downside to existing courses is that
alot wasn’t built right or without technology
that’savailable today. You have to be careful.”

Tight money putting squeeze on optimistic developers
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Saddam Hussein to remove his Iraqi troops
from Kuwait.

“Wehave signed six significant golfcourse
design agreements in that time period,”
Applegate said. “However, the caveat is that
we see very little change in the ability to
finance these projects.”

Applegate said the six coursesare all stand-
alone facilities, not dependent on residential
components.

“That’s a huge change in the industry,
because three years ago golf courses and
architects were hired to do courses inside
housing developments. We see a 180-degree
change in that now.”

John Johnson IV, a partner in Laventhal &
Horvath, a national accounting and consult-
ing firm that specializes in the real-estate and
leisure-time industries, said: “There’s cer-
tainly optimism in the marketplace, and the
design firms are going to get it first because
they are going to do the routing plans...
Developers need routing plans and concep-
tual materials for a package to present to
investors and financing sources.

“Also, developers of a number of projects
that were conceived in 1990 were hesitant to
commit to significant further progress until
they felt better about the economy.”

Golf course architect Gerald Matthews of
Lansing, Mich., said the optimism is hard to
measure, but “my sense is, yes, it’s there.
Thereiscertainly reliefabout the war. People
are smiling and talking about projects.”

Frederick D. Jarvis, a principal of LDR
International, Inc., planners and landscape
architects based in Columbia, Md., said
consumer confidence is certainly returning,
but“most are saying it will take another six to

12 months to turn around. The primary
constraint is that development clients are
still unable to get funding.”

James McLoughlin of The McLoughlin
Group in Pleasantville, N.Y. said the uncer-
tain economic atmosphere reveals “the real
versus the marginal players... In the past, out
of five calls we got (from potential develop-
ers), two or three would know where the
money was coming from. Now it's one of
five.”

Robert Frame, senior vice president for
GATX Golf Capital in San Francisco, said his
customers never stopped looking for acqui-
sition and development opportunities.

“As a financer of golf course and manage-
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ment companies, we haven’t changed our
lending criteria at all, because we believe the
underlying fundamentals of the growth of
golf are long-term,” Frame said. “Attractive
acquisitions and development projects con-
tinue to be there and were there even during
the recession and war. So, consequently, we
haven’t changed our posture toward the in-
dustry or financing our customers.

“The process of developing or acquiring a
golf course takes time... And you don’t turn it
on or off like a spigot.”

Yet, despite high hopes and optimism, the
marketplace is dampened by the continuing
difficulty in finding financing in a volatile
economy marked by high unemployment.

HUGE EQUITY BEING REQUIRED

Applegatesaid: “Thereisacontinuance, ifnot
agrowth, inforeign money coming tothe rescue
of American developerswho wantto go forward,
because our banking system is so locked up. I
don't know what it’s going to take to get our
banking systemaroundtothe pointwherethey’ll
lend money on good projects... 'm not so sure
banks understand the business of golf.”

Applegate said banks are requiring large
cash equity to make deals.

“Unless you are in the neighborhood of 75
percent cash equity in a deal, banks just don’t
seem like they want to participate,” he said.

Frame said: “Whether it’s 50 or 75 percent,
banksarerequiringanawfullotofequityinorder
to make this investment. That's consistent.”

Tom Powers, executive vice president of
Goodkin Research Corp. in Lauderdale-By-
The-Sea, Fla., an internationally known real
estate research and marketing firm, said de-
velopment of golf courses “is increasingly
getting out of reach for the vast majority of
developers. You can call it a credit crunch,
liquidity crisis, whatever... The bottom line s,
there are not enough equity dollars out there
for golf and, consequently, you’re not seeing
more golfinvestment. You're actually seeing
somewhat less.”

Powers said lenders for all types of real
estate — whether it's a home, office building
or golf course — are requiring increasing
amounts of equity. While there could be
some loosening of cash for residential, real
estate, or other “traditional products, I don’t
see it for golf,” he said.

Applegate feels banks are handcuffed by
dictates of the federal banking system. And
Johnson asserted that the lending commu-
nity in the United States “does not have a real

cohesive golf lending track record.”

“Most conventional lenders, like banks,
have to balance their investment portfolio,”
he explained.

Donald W. Carson, executive vice presi-
dent of Barnett Bank of Palm Beach County
in West Palm Beach, Fla., said, “Banks have
gotten tight on (development) projects that
are two or three years in nature because of
the potential regulator risks.”

Projects that include a course are gener-
allylarge, encompassing 500 or more lots, he
said.

“In that case, even in a strong economy,
that number of lots would probably take two,
three, perhaps four years for a projected sell-
out. So the regulator risk is that if that project
doesn’t march along with your original pro-
jection, one or two years out, the regulators
could force you to downgrade that project or
that loan,” Carson said.

He said stand-alone courses “have always
been difficult for banks to finance because
they’re admittedly single-purpose in nature.
And banks, even in good times, shy away
from special-purpose projects...

“Their support requires discretionary in-
come by the users. That being the case,
during a downturn in the economy, we see
that support as not being there as much as
during a strong economy.”

He said Barnett Bank’s last loan on a resi-
dential course was made a year ago, and it
hasnotmade any recentloans on stand-alone
courses.

FEWER RESIDENTIAL COMPONENTS

Golf courses that are winning financial
support are more often daily-fee or munici-
pal.

Applegate said, unlike the past few years,
banks are reluctant to lend on projects involv-
ing housing or when “they view the course as
an amenity rather than as a profit center... If
itis justa course being run as a profit center,
I think they will support it.”

Frame said residential courses got a “bad
rap” from failures in the early 1970s, but he
added GATX “has never funded agolf course
that was dependent on a residential commu-
nity to make it work. We've been involved
with courses that were part of developments,
butwe don’t wantany course we finance to he
dependent on residential developments.

“Foralong while it has been difficult to find
financing for residential developments. Resi-

dential developers were the first victims of
tightened credit.”

Frame said a number of developers are con-
sidering splitting the course from the residential
development and financing it separately.

The experts agree public, semi-private and
municipal courses will be the wave of the
future.

Johnson said: “Most of the development in
the 1980s was in planned communities. Very
little was developed in the form of pure daily
fee. The downturn in the residential markets
suggests there was ample supply of housing-
related golf, but there was ... a market oppor-
tunity for daily-fee and municipal courses.”

Powers said: “We don’t need any more
equity courses. There’s no doubt about that.
Semi-private is the way to go. Creative financ-
ing is definitely where most golf dollars are
going to come from. You'll see limited part-
nership financing, mortgage refinancing,
pensions, that kind of entity.”

Powers said capital will be injected into the
industry, “but it will be more difficult to attract it
in the coming five years than the last five.”

Municipal courses are the major excep-
tion, according to Powers, noting he had
contracted out three municipal courses in
Florida during the last month.

“Municipalities are beginning to look at
golf as, one, you're providing contingencies
for recreation, etc., and, two, you can make
some money on it,” he said. “Plus, their in-
terest rates or bond issues are generally less
than market rates, and they often have tax-
free land to use.”

LDR International’s Jarvis said even local
governments are often “so strapped (for
money) they can’t build courses.” In some
cases, such as Howard County in Maryland,
where there is a heavy need for municipal
facilities, developersare building coursesand
handing them over to the county or commu-
nity in 20 years, he said

Applegate said lending institutions will free
up their money when they realize the profit-
ability of golf courses — “through their track
record, through proof.”

“For example,” he said, “our golf course in
Myrtle Beach was built as a daily-fee resort
course, and there is some housing that will
eventually go in around it. The entire project
was profitable from Day One based on just
the course... Once you can demonstrate that
kind of profitability, lending institutions will
start backing those courses.”
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