BY JOHN LESURE, CPA

Today many factors can in-
fluence a budget. The more
financially aware a club man-
ager is, the easier economic
predictions become

Compared with commercial enter-
prises, golf clubs have greater diffi-
culty controlling or at least predict-
ing revenues. A business can adjust
prices, offer inducements and increase
its advertising; it can even introduce
new products. If it operates a dining
room, it can change the menu. Chang-
ing prices at a golf club is difficult.
The club depends on member support,
which may fail at times. All in all, pat-
terns of member support can be unpre-
dictable, which adds to the budgeting
problems of the club manager.

To generate income and cover their
expenses clubs rely mainly on dues,
assessments and initiation fees. Reve-
nues from fees and meals may cover
the costs of the individual depart-
ments or these departments will oper-
ate at a loss. Such revenues from all
sources, however, cannot be counted
on for more than a modest contribu-
tion towards meeting the club’s fixed
expenses.

Expenses also are far more intract-
able for the club manager than for his
counterpart in business. The club
manager is not free to make changes
in the services offered, nor in the qual-
ity of service. He must predict as ac-
curately as possible the costs of those
services into the future, so that there
will be a basis for the directors and the
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members to work out in advance ways
to raise funds to meet those expenses.

other problem areas that may be de-
veloping, whether anticipated or not.

Estimating costs

New tax regulations
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Cash forcast. To prepare a cash

forecast, set up weekly work sheets
for 10 weeks. Then set up enough
monthly worksheets (six months is

usually sufficient) to carry the club
through any seasonal lows.

Cash requirements should be re-
corded in the following order: 1) es-
timates carried forward from the pre-
vious forecast with all necessary ad-
figures transcribed from
fixed payment schedules for long-term
debt, rentals and property taxes; 3)
other recurrent or regular payments,
such as payrolls and payroll taxes; 4)
accounts payable, from a summary of
the bills on hand; 5) contractual ob-
ligations already entered into, for
which bills have not yet been received,
and 6) estimated expenses that will be
incurred.

When all estimates have been re-
corded and weekly and monthly re-
quirements totaled, the beginning cash
balance is entered on the worksheet,
followed by estimates of revenues. It
is at this point that shortages become
apparent, and ways must be found to
cover them. This is the basic purpose
of forcasting.

Break-even budgets. In preparing
operating budgets, record all the fixed
expenses of each activity first, then
calculate the volume and revenue level
required to break even. These calcula-
tions are simple and should be made
for all revenue-producing activities.
Break-even budgets of this type can
alert the club manager in advance to
potential problem spots: those acti-
vities that are not likely to achieve
their break-even volumes. In addi-
tion periodic reports of actual results
and variances from budgets will show

Tax exempt clubs are now subject to
new record-keeping rules and other
changes in the treatment of certain
types of income. Tax exempt status
itself is separate from the question of
taxable income. If gross receipts from
nonmember use exceed $2,500 or 5
per cent of total gross receipts, the
club’s exemption may be questioned.
For the purpose of this calculation,
gross receipts do not include invest-
ment income, initiation fees, capital
contributions or proceeds from the
sale of club assets.

Investment income and nonmem-
ber income are now taxable. Neverthe-
less, for most clubs it is still advanta-
geous to retain their tax exempt status
because of liquor license benefits, free-
dom from some state taxes, special
deductions and postponement of taxes
on property sales by reinvestment, in
addition to the tax shelter on profits
from members and their guests.

The new regulations have had sig-
nificant impact on investment income.
Accordingly, budgets and cash fore-
casts should include calculations of
taxes on interest, dividends and capi-
tal gains from securities, bank ac-
counts or other investments held by
the club.

At many clubs the impact on non-
member income has been less signifi-
cant, but if a banquet is going to be
held at your club by outsiders, then
the club must prepare to incur a tax
liability. To avoid paying taxes un-
necessarily on small parties, the club
must keep adequate records showing
how many people were in each party
and how many were members; what
part of the club income is from exempt
functions and what part is taxable,



and how the club allocates its expenses.

In estimating the tax bite the In-
ternal Revenue Service will get, look
out also for state tax laws that are
brought into conformity with Federal
regulations. There could be another
payment due to the state.

Technological developments

Electronic data processing is now
available to clubs in ways that are
within their means. Mini-computers
offer sophisticated capabilities in-
house at low cost. Time sharing facil-
ities may be rented for brief periods
of use outside. Furthermore, simula-
tion models are being programmed
and applied to business problems.
Similar models may become available
to clubs in the near future.

The significance of these develop-
ments to the budgeting process is that
a budget is a mathematical model of
the operations of an organization.
Don’t let terminology get in the way
of understanding. Your budget can
be programmed for a computer to
gain two separate advantages. First,
you will be able to prepare and revise
a budget much more rapidly than ever
before. Second, in a real-time model,
you will be able to ask the computer
about the affects of proposed changes
in policy or antipated changes in ex-
ternal conditions; and the computer
will respond promptly.

Meeting responsibilities

Fundamentals. Along with an ac-
cumulation of experience and know-
ledge, a club manager should conscien-
tiously set about developing a finan-
cial awareness that will help him to
see his operation in its relation to the
larger economic picture in the commu-
nity and beyond. He should acquire
an understanding of how fluctuations
in the economic activity in his area af-
fect his club, because the spending pat-
terns of members and the entertaining
they do are influenced by their own
economic circumstances. These in
turn are influenced by local conditions.

Local business conditions reflect
national economic forces. When con-
struction throughout the country is
held down by tight money and high
interest rates, the effects are felt in lo-
cal communities. When a particular
industry is hurt nationally by strikes
or threats of strikes among its sup-
pliers or customers, the local econo-

my will be affected to the extent that
the industry is an important factor in
bringing money into the community.
Along with the perspective that fi-
nancial awareness provides, the club
manager must be able to recognize
and anticipate trends developing
within his club and to translate these
trends into financial requirements. If
labor is becoming scarce and wage
rates are on the rise in the area, it is
time to prepare for greater demands
on working capital. If property tax
rates and assessments are in an up-
ward trend, future increases should
likewise be anticipated.
Furthermore, management deci-
sions affect future operations and fi-
nancial requirements. Every time a
new activity is voted or an extension
of service, money will have to be made
available to pay the increased cost of
operations. An alert manager will for-
see such burdensome situations and
find ways to handle them before they
grow into serious problems.
Forecasting financial needs.
Awareness, however acute, is not
enough. Formal schedules and pro-

jections are indispensable planning

aids. Because prompt payment of ob-
ligations is the only way to maintain
a good credit rating, there must al-
ways be detailed plans for meeting
debts when they come due. In partic-
ular, long-term debts must be serviced
regularly and payments are often
heavy in relation to other payables. A
formal procedure, therefore, is appro-
priate for transferring individual pay-
ments due, from a complete schedule
for each long-term debt to a short-
term projection of cash requirements.
Similarly, schedules of real estate and

personal property taxes should be
maintained for transfer of payments
due to the cash projection that is used
in planning.

Many payments come due at dates
other than the first of the month. Pay-
rolls, for example, must be met week-
ly. Accordingly, cash projections
should be prepared on a weekly basis
to avoid embarrassment that could
result from a monthly plan that failed
to note a timing problem between re-
ceipts and disbursements.
Budgeting: standard concepts.
There are two ways to approach a
club budget. First, expenses may be
estimated for the operations that are
desired; sources of revenue are then
sought to cover the estimated expenses.
Second, anticipated revenues may be
totaled up first, so that resources may
then be allocated to various activities.
Whichever method is favored at a club,
certain forecasting techniques are help-
ful in preparing a budget.

One basic method of forecasting is
to extrapolate past trends. The use-
fulness of extrapolations can be ‘en-
hanced materially by analyzing reve-
nues into separate activities and de-
termining the trend for each one. Res-
taurant revenues should be estimated
separately from membership dues,
green fees from guests of members and
locker room charges. If there are dif-
ferent kinds of memberships, each
should be estimated separately.

Accuracy can be improved still fur-
ther by analyzing a revenue item into
its component parts and estimating
each component. For example, the in-
come from a service or rental is likely
to consist of a fee for use times the
number of people who use the service
and pay the fee. An estimate of the
number of people multiplied by an
estimate of the average fee will pro-
vide a more reliable forecast than a
simple extension of a trend line of
past receipts.

Historical records are valuable in
projecting seasonal patterns, a neces-
sary element in forecasting the short
range flow of cash. When annual pro-

jections of revenue are further broken

down into monthly segments, not on-
ly can all cash forecasts be related to
the annual budget, but the budget it-
self can be subjected to early and fre-
quent comparison with actual opera-
tions, so that variances can be ana-

lyzed and their causes investigated.
Accuracy in forecasting can be im-
(Continued on page 56)
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If your club is on the lookout for a pro,
you'll find just how tough a job it can be.

You've got to get just the right match of
age, temperament, personality, ability
and experience. The human chemistry
has to work with your club’s special
needs and desires or it's no good.

You can search out, interview and in-
vestigate candidate after candidate to
find your man.

Or you can let us do it for you.

Golf Professional Selection Service, Inc.
has access to a wide range of the most
qualified pros in the country. We find
out exactly the sort of pro you want,
then, with the help of our Advisory Staff
experts like Johnny Farrell and Ray
Daley, we find him for you. Thoroughly
researched and investigated, perfectly
matched to your needs.

Let our professionals find your profes-
sional. Quickly, Carefully. Confiden-
tially. Ask us:

Golf
Professional
Selection
Service .

P.0O. Box 506
Palm Beach, Florida 33480
A Division of Seaton-Wade & Company

Note to golf pros: Your inquiry is welcomed.

No cost or obligation, of course.
For more information circle number 205 on card
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proved further by reviewing economic
conditions and the factors underlying
the figures. How do the new members
differ from the old? Their average age
may be lower. They may have differ-
ent interests, life styles, income levels
and spending patterns. Careful analy-
sis of changes in membership may
point the way to marked improve-
ments in forecasting. What is the out-
look for local business and how will
this affect the membership rolls and
spending levels? As much information
as it is possible to gather economical-
ly should be made use of in budgeting.

In estimating expenses the basic
distinction to be made is between fixed
and variable costs. Fixed costs are
those that remain constant regardless
of the level of operations. Property
taxes may be higher this year than
last, but they are set for the year no
matter how many new members join
or old ones leave. They are properly
regarded as fixed expenses. Food con-
sumption in the dining room will vary
with the number of people who come
in to order meals. Because food costs
vary with food sales, they are variable
expenses. Labor is a fixed expense,
because a staff must be hired and kept
on almost without regard to volume
of activity.

The factors that cause increases in
fixed costs from one year to the next
are increases in tax rates, insurance

rates and wage rates as well as changes
in the property the club owns through
new acquisition or construction. In-
creased valuation may result also from
re-assessment or inflationary trends.

The principal variable cost item,
food, is subject to long-term inflation-
ary trends, also. In addition seasonal
and short-term fluctuations are char-
acteristic of food prices, making pre-
diction hazardous. Nevertheless, pre-
dictions of published sources are avail-
able, based on crop conditions, quan-
tities in storage, export requirements
and other relevant factors. They can
be helpful.

Estimates of expenses will prove to

be more realistic when department
heads and responsible employees are
involved in the budget process. Not
only are their estimates based on fa-
miliarity with their own operations,
but they are likely also to try to make
good their own projections.

Another technique to improve bud-
gets is to methodically review the
feedback from operations under pre-
vious budgets. This feedback is cus-
tomarily studied from the standpoint
of operational control; it is necessary
to consider also the possibility that
the formulas and parameters of the
earlier budget are themselves in need
of adjustment or modification.
Control. Although planning is one
principal purpose of budgeting and
the purpose that dominates in the ear-
ly phases, control is the purpose that
dominates the operational phase. The
budget is the plan and control is a
matter of adhering to it.

Adherence to budget is fostered by
regularly comparing actual results
with budgeted figures and investigat-
ing variances in a search for causes
that can be remedied. Promptness in
reporting variances is essential to
prompt action in correcting problems
before they become serious. A system
for prompt, regular reporting of vari-
ances is essential, but is not enough.
Key employees should know also how
to make effective use of budget data
and variance calculations.

Feedback should be sought from all
those who work with the budget, par-
ticularly from department heads and
committee chairmen. Their reactions
to the budget and their opinions of its
effectiveness in operation should be
routinely obtained and recorded as a
basis for improving both budgets and
operations in the future.

The swift changes in economic con-
ditions that characterize our age make
financial management more difficult
and at the same time more important.
Expert knowledge is essential for suc-
cess in this area, plus an awareness
of current developments. Moreover,
these attributes must be applied to
regular methodical financial planning.

Club members and directors must
also be reminded of the influence of
policies on financial results. Manage-
ment decisions affecting the club’s
operations and its finances must be
considered in the light of the club’s fi-
nancial capabilities before they are
adopted. Sound financial management
depends on timely information in the
hands of decision makers. O



