GUEST COMMENTARY

IRS gives managers of munis
a break on tax-exempt bonds

By PAUL H. JOHNSON

The Internal Revenue Service (IRS) has
solved the second-greatest problem fac-
ing companies which contract to manage
government-owned golf courses that are
financed with tax-exempt bonds.

Even the IRS is powerless to deal with
inclement weather, however, it has done
the next best thing by lengthening sig-
nificantly the permissible period that man-
agement contracts may cover without

the U.S. are owned by governmental units,
as well as approximately one in seven of
the courses now under construction. Al-
though precise numbers are not avail-
able, many are financed through issu-
ance of tax-exempt bonds by the
governmental course owner.

Since 1986, management contracts have
been severely constrained by the follow-
ing four requirements:

1) Compensation must be reasonable

jeopardizing the federal tax ex-
emption for interestincome that
investors earn on government-
issued bonds used to finance
the courses (the governmental
borrower typically insists on
maintaining the tax exemption
qualification because it lowers
by as much as a third the inter-
est expense for the project).
The new rules are effective for man-
agement contracts entered into, modi-
fied or extended on or after May 16, 1997.
Current contracts may be renegotiated to
reflect these more liberal provisions.
The National Golf Foundation estimates
that 2,541 of the 15,703 golf courses in
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and cannot be based upon net
income.

2) Variable compensation
cannot exceed half of the total
compensation.

3) The contract term, includ-
ing renewals, cannot exceed
five years.

4) The contract must be can-
celable, without cause or finan-
cial penalty to the owner, after three years.

These 3- and 5-year provisions have
forced management companies and course
owners into short-term thinking which nec-
essarily has led to higher fees and ineffi-
ciencies occasioned by having to change
managers at least every five years.

The new rules will be a hoon to owners
by fostering greater certainty for longer
Continued on page 11

Wall Street taking a serious interest
in management & learning center firms

By BUD LEEDOM

On an August day in 1993, an event took place that signaled a new era in the
golf real-estate industry. The event merged corporate involvement in golf real
estate with Wall Street capital. As the first few shares of National Golf Proper-
ties (NGP) crossed the ticker tape on the floor of the New York Stock Ex-
change, the golf real-estate market came of age.

Today golf real-estate investors have two developing segments within the
golf real-estate market to chose from: golf courses and golf practice centers.

Corporate involvement in courses and practice centers has grown in separate
and distinct stages. As of Oct. 5, 1996, the National Golf Foundation listed
15,447 existing U.S. courses, with 551 under construction. Within this growing
golf course market, corporate consolidators first made their presence known.

American Golf was already an established and successful course owner/
operator prior to spinning off its golf course holdings into National Golf
Properties in 1993. NGP has grown steadily from 47 courses in 1993 to 115
today. NGP purchases courses that are poorly managed and marketed. Although
acquisition deals are increasingly harder to come by, NGP purchased a record 34
courses in 1996, including 20 owned by then competitor, Golf Enterprises. NGP is
the largest publicly traded owner of courses and second overall to privately held
Club Corp. of America (CCA). CCA owns and operates 240 courses.

While NGP has successfully implemented its acquisition strategy and grabbed
the attention of institutional investors and market observers, it is the equally
dynamic management side within the business that has emerged more quietly.

Following the acquisition of a golf course, NGP immediately and almost exclu-
sively hands over management responsibilities to its former parent, American
Golf, through a triple net lease. This operational side of the course business is
where substantial growth has taken place in recent years and where many

Continued on page 10
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If you're a golf course superintendent,
then you probably do.

The fact is, water quality is an issue for most superintendents. The fresh
water you're pumping may still contain anything from Algae to Zebra
Mussels. Or local regulations might require that your course use effluent
as an irrigation water supply.

While effluent water is “safe” for irrigation it still contains a high level
of nutrients. Sitting in your irrigation pond this water can quickly explode
into an algae farm. If you're pumping unfiltered effluent, imagine having
to remove and clean every clogged sprinkler head on the course. Now
imagine doing it every month.

Proper filtration can remove these waterborne hazards before they start

to clog heads and congest irrigation lines. So the question is not “why” but
“when” will you need filtration.

WATER HAZARDS

The waterborne hazards your irrigation system might face depend on factors such
as geography, climate and water quality. Once inside your irrigation system, these
potential obstructions can be difficult and expensive to remove.

A partial list includes:

Zebra Mussels - Can colonize and close-off pipes. Adults can plug nozzles and
valves.

Fresh Water Clams - Same dangers as Zebra Mussels, but take longer to colonize.
Algae with Silt - Sticky dark-green mixture coagulates into small sprinkler head-
clogging clumps.

Fresh Water Snails - Can breed inside the system. Adults can plug nozzles.
Sand - Can plug small valve ports and cause wear inside nozzles, distorting

application rates.
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Phillips comment

Continued from page 8

Osborne, another Ciba veteran.

In Vegas, Hintze was asked whether
the merger of two such enormous
companies had resulted in any product
redundancy. “None whatsoever,” he
explained, adding that Banner, Subdue,
Sentinel, Primo and Barricade are
perfectly complementary and account
for 70 percent of Novartis turf and
ornamental sales. All of these products

leedom comment

Continued from page 9
independent owners have sought
professional managers to run
their courses. American Golf, the
largest operator of golf courses,
leases approximately 250 golf
courses nationally and is respon-
sible for the daily operations and
maintenance of each facility. NGP
and American Golf constitute an
example of closely tied firms with
a clear division in course owner-
ship and operation activities.

Many of the younger manage-
ment companies are regional op-
erators specializing in particular
locations to achieve economies of
scale. This market clustering has
firmly established some compa-
nies in specific regions. In addi-
tion to institutional funding, com-
panies such as CCA are actually
providing seed capital to new man-
agement ventures to establish a
foothold in a particular region.

The coming years will see the
continued emergence of regional
operators and the initial stages
of consolidation between the
operators themselves. These
“super-regionals” will attract the
attention of larger investors and
eventually the public markets.
Newcomer, Meadowbrook Golf
[ GCNVNovember 1996] , publicly
traded on the lowly Bulletin
Boards, has already begun such
a strategy by purchasing man-
agement companies on both the
East and West coasts asregional
operating divisions. Though
Meadowbrook remains under-
capitalized, this concept will
likely provide a blueprint for fur-
ther industry consolidation.

Alliances between manage-
ment companies and large home
builders is a relatively new con-
cept. Management companies
have established these ties to
add business in newly con-
structed golf communities.
Arnold Palmer Golf Manage-
ment has allied with Toll Broth-
ers on the East coast and West-
ern Properties recently teamed
with U.S. Homes following
completion of the Heritage
Palms golf community in Palm
Springs, Calif.

0.B. Sports [GCN July 1996]
of Portland, Ore., has differenti-
ated itself by creating unique in-
novations in course manage-
ment. On one 36-hole facility the

Continued on page 68
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will be available for 1997 with full
service and support, he said.

As for new product development,
Hintze said to expect Novartis’ first
packaging innovation in August and six
new products over the next four years.
Medallion, a contact fungicide for
ornamental use, will launch this year,
he said.
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Though not all the players were
represented in Las Vegas, the various
GPS cart-tracking companies garnered
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It Is The Most Cost-Effective
Way To Manage Turf Stress.

a great deal of attention. Currently,
there are five manufacturers of these
systems, which allow cart-renting
golfers to measure their distances to
the pin while also allowing course
operators to know the exact where-
abouts and pace of a particular cart.

The competition among these five
manufacturers has been fierce. Indeed,
at least two are in court claiming patent
infringement.

However, talking to various insiders,
look for the following developments: 1)

ABOUT NEW CHIPCO

.

Yes,

ALIETTE

There will be a winnowing of manufac-
turers from five to three; 2) Patents
mean nothing, so the various legal
proceedings will only drain those
parties of capital; and 3) These devices
will really take off — and soon.
According to one course operator who
has a system already installed, “anybody
charging more than $70 per round can’t
afford not to have these things.” Why?
Because people will pay the extra $10 to
use the system, and they cost the
operator half that amount per round.

SIGNATURE.

/

.

It Gives You More Tankmix

‘Options Than Ever.

Nothing is perfect. But new CHIPCO® ALIETTE® SIGNATURE™ fungicide is the perfect choice when it comes to

enhancing turf vigor and quality during those peak stress periods.

IGNATURE l You already know how effective CHIPCO ALIETTE is when used in

] tankmix combination with FORE® or CHIPCO® 26019 fungicides. CHIPCO

ALIETTE SIGNATURE now lets you apply a tankmix of DACONIL

*Q=BEST TURF

ULTREX® or generic mancozeb as well. It's designed to give you

Rhéne-Poulenc Ag Company, 2 T.W. Alexander Drive, Research Triangle Park, NC 27709. CHIPCO and ALIETTE are registered trade-
marks of Rhéne-Poulenc. Signature is a trademark of Rhéne-Poulenc. Fore and Dithane are registered trademarks of Rohm & Haas.




CALENDAR

March

6 — USGA Green Section Regional Seminar in
Dallas. Contact 908-234-2300.

6-7 — GCSAA Seminar on Plant Nutrition and
Fertilizers in Farmington, Conn. *

10 — GCSAA Seminar on Maximizing Turjgrass
Disease Control in Cleveland. *

11 — USGA Green Section Regional Seminar in
Rochester, N.¥.. Contact 908-234-2300.

11 — USGA Green Section Regional Seminar in
Ladue, Mo. Contact 908-234-2300.

11— GCSAA Seminaron Lake and Aquatic Plant
Management in Minneapolis. *

11— GCSAA Seminar on Irrigation System Sched-
uling, Repair and Management in York, Pa.*

12 — USGA Green Section Regional Seminar in
Lawrence, Kan. Contact 908-234-2300.

12 — GCSAA Seminar on Turigrass Stress Man-
agement in Minneapolis. ™

12-13 — Reinders 13th Turf Conference in Wankesha,
Wis. Contact Ed Devinger at 414-786-3301.

13-14 — GCSAA Seminar on The Assistant Super-
intendent: Managing People and Jobs in St. Louis. *

18 — USGA Green Section Regional Seminar in
Hauppauge, N.¥. Contact 908-234-2300.

18 — GCSAA Seminar on lrrigation System Op-
eration and Principles of Design in Washington,
D

18 — GCSAA Seminar on Turfgrass Ecology in
Syracuse, N.Y. *

19 — GCSAA Seminar on lrrigation Water Qual-
ity in Philadelphia. *

20 — USGA Green Section Regional Seminar in
Lacey, Wash. Contact 908-234-2300.

20 — GCSAA Seminar on Drainage Systems in
FPhoenix. *

20 — GCSAA Seminar on Turfgrass Stress Man-
agement in Cincinnats. *

20 — USGA Green Section Regional Seminar in
Baltimore. Contact 908-234-2300.

25 — USGA Green Section Regional Seminar in
Lakewood, Colo. Contact 908-234-2300.

25 — USGA Green Section Regional Seminar in
Kohler, Wis. Contact 908-234-2300.

25 — USGA Green Section Regional Seminar in
Charlotte, N.C. Contact 908-234-2300.

27 — USGA Green Section Regional Seminar in
Indianapolis. Contact 908-234-2300.

31 — USGA Green Section Regional Seminar in
Industry, Calif: Contact 908-234-2300.

April

1 USGA Green Section Regional Seminar in
Des Moines, lowa. Contact 908-234-2300.

1 — USGA Green Section Regional Seminar in
Las Vegas. Contact 908-234-2300.

2 — USGA Green Section Regional Seminar in
Pleasanton, Califr Contact 908-234-2300.

3 — USGA Green Section Regiona! Seminar in
Phoenix, Ariz. Contact 908-234-2300.

7 — USGA Green Section Regional Seminar in
Honolulu. Contact 908-234-2300.

14 — USGA Green Section Regional Seminar in
Orlando, Fla. Contact 908-234-2300.

17 — USGA Green Section Regional Seminar in
Orlando, Fla. Contact 908-234-2300.

22 — USGA Green Section Regional Seminar in
Nashville, Tenn. Contact 908-234-2300.

30 — GCSAA Seminar on Turfgrass Ecology in
San Diego. *

May

1 — GCSAA Seminaron Turfgrass Stress Manage-
ment in San Diego. *

57— 51st Annual Southeastern Turjgrass Confer-
ence in Tifton, Ga. Contact Dr. Wayne Hanna at 912-
386-3360.

July

29 — Midwest Regional Turf Field Day in West
Lafayette, Ind. Contact Midwest Regional Turf Foun-
dation at 317-494-8039.

* For more information contact the GCSAA Edu-
cation Office at 800-472-7878.
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company alternates play on its two courses
between private members and public-fee golf-
ers. New course development interest is also
coming from resort operations that seek to off-
set the seasonality of such sports as skiing.

Among publicly-traded companies, NGP led
in 1996 with a solid 38-percent gain in share
price in addition to its 6-percent dividend yield.
Golf Trust of America recently completed its
own public stock offering and has become the
second golf course real estate investment trust
on the market. The company owns 10 courses
scattered throughout the Southeast.

The recent hoopla in the golf real-estate
sector has involved practice centers. The stun-
ning success of Family Golf Centers [GCV
September 1996], both business-wise and in
the stock market led to the emergence of a
host of competitors. Family Golf, the leader in
golf practice center ownership with 33 facili-
ties, has focused the attention of Wall Street
into what has generally been an outer-fringe
of the golf real estate market. The firm's re-
fined strategy of bringing a consistent experi-
ence to the practice center business has made
Family Golf the envy of the industry amidst
the race to consolidate.

Several factors have given rise to the recent
practice-center growth, such as the resurgence
in the number of golfers to over 25 million as
reported by the NGF; time constraints placed
on many golfers; higher green fees; tighter golf
course availability; and, most important, the
growth potential of only 1,600 golf practice fa-
cilities compared to over 15,000 golf courses.

Another factor is access. Many observers
feel the future of golf will rest on the ability of
golf center operators to actually bring the
game to the golfer. While business profes-
sionals do not have the time to play a round of
golf during the week, a well situated golf
practice center may entice a business golfer
to spend an hour at the driving range. Look
for operators to seek out these new locations
in future practice center development.

Among the three publicly-traded practice-
center operators, two completed public offer-
ings in 1996. Golden Bear Golf, Inc., which
completed its public offering in August 1996,
is clearly going head-to-head with Family Golf.
Family Golf was originally a licensee of the
Golden Bear trade name to establish familiarity
for its ‘Golden Bear’ Golf Centers. However,
Golden Bear Golf, Inc. legally took back its
rights to the Golden Bear name in order to use
it for its own practice-center acquisition strat-
egy. Golden Bear owns 12 practice centers and
plans to acquire an additional 10 in 1997.

Family Golf completed a large secondary fi-
nancing in 1996 that will enable the company to
rapidly accelerate its acquisition activities. The
smallest member of the group, MetroGolf, com-
pleted its public offering in October 1996.
MetroGolf owns five golf facilities and plans a
more restrained acquisition strategy. Senior
Tour Players Development entered this market
with its purchase of the Las Vegas Golf Center
in November 1996. The practice center seg-
ment should remain the most active part of the
golf real estate market in 1997. Lower costs of
entry and largely untapped potential will dra-
matically increased activity in the years ahead.

NGP’s stellar share price performance has
keptinterest high on Wall Street as evidenced
by the successful launch of Golf Trust of
America. Growing corporate involvement in the
race to consolidate courses and practice cen-
ters, coupled with this ready pool of eager capi-
tal, will resultin dramatic growth in the golfreal-
estate market over the next several years.

Golf Course

Marketplace
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Keep Your Divot Seed Mixture
Where It Is Used ...

... in Divot Seed & Soil tee
buckets next to the tee markers.
Available in Cedar or Redwood
slats and with companion
Trash’M debris buckets.

Ask Your Golf Course Distributor for

INNOVATIVE MAINTENANCE PRODUCTS
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o SandComb™ o,

NOW - EASILY REMOVE STONES AND DEBRIS
FROM YOUR SAND BUNKERS!!!

THE CATCH

The mesh automatically sifts and
separates debris. Three different
mesh sizes are quickly inter- 5
changable to meet your needs. A ;

i)

//,."

PATENTED

THE EDGE

The secret is the patented double-edge

£ A double-angle design that easily lifts,
S “ny Separates debris from the sand’s surface.

TO ORDER CALL 1-800-253-2112
FOR MORE INFORMATION OR TO RECEIVE A FREE CATALOG,
CALL 313-429-9571 OR FAX 313-429-3985
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