OPERATING UNDER THE

TAX REFORM LAW

By JACK P. JANETATOS and KENNETH EMERSON

This complex law has even the experts baffled. Until new regulations are issued,
private clubs will have to file returns without official guidance. The
authors give authoritative advice

EARLY all country clubs in the United States are

member-owned non-profit corporations; there-
fore, they have always been exempt from the Federal
income tax. Now, the much publicized Tax Reform Act
of 1969 has gone into effect, imposing on these clubs
for the first time an income tax. Hereafter, the manage-
ment of private clubs will have to provide for the pay-
ment of an income tax bill.

Complying with this new law, however, will not be
easy. The Tax Reform Act is so complex that many tax
counselors have called it a monster, because portions
of it puzzle even the experts.

In its most pertinent parts, the act amends the Inter-
nal Revenue Code to provide for a tax at regular corpo-
rate rates on the ‘‘unrelated business taxable income ”
of clubs. The new law defines unrelated business tax-
able income as “‘gross income.” It then goes on to
permit certain deductions.

The first and most important deduction is “‘exempt
function income,” defined as: *“Gross income from dues,
fees, charges or similar amounts paid by members of
the organization as consideration for providing such
members or their dependents or guests, goods, facili-
ties or services in furtherance of the purpose consti-
tuting the basis for the exemption of the organization
to which such income is paid.”

Next, clubs are permitted to take a deduction for all
the ordinary and necessary business expenses directly
connected with earning the gross income but not the
exempt function income. Since all exempt function in-
come is deductable it is not possible to deduct expenses
connected with it, because that would amount to taking
the same deduction twice.

Clubs may also deduct amounts of income set aside
for charitable purposes without limitation.

(Continued)
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Finally, clubs need not include certain capital gains
in income. Where property used directly in the perfor-
mance of a club’s exempt purposes is sold at a profit and
if the proceeds of the sale are reinvested in property to
be used for exempt purposes during a period beginning
one year before the sale and ending three years after the
sale, then gain on the sale is not recognized and will not
be included in gross income.

UITE clearly, the Tax Reform Act works a rev-

olution. Clubs which never paid income tax will
now have some tax obligation. It is difficult to imagine
a club not having at least some small amount of unrela-
ted business income. At the very least the tax will be ap-
plied to non-member income and investment income
and nearly all clubs have some of both.

The new law went into effect on January 1, 1970, but
the tax is applicable to clubs only for fiscal years com-
mencing after December 31, 1969. A club on a calen-
dar year accounting system became subject to tax on
January 1, 1970. A club on a June 30 fiscal year will
be taxed on income earned after July 1, 1970.

HE most obvious problems under the new law
revolve around the definition of exempt function
income. This is a lengthy and complex definition—per-
haps too lengthy; certainly too complex. There are four

parts to the definition; each raises other questions.
The income, to be excludible, must be paid by a mem-
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ber. If a member’s bill is paid by the member’s employer,
will the amount be taxable? No such ruling has been
made, but the possibility exists. Certainly, if the charge
is paid by a guest the tax would apply, and if in the case
of a group party, the group should pay or reimburse the
member, the same adverse result could occur. *

The seriousness of this suggestion should not be dis-
counted. One club currently under audit has been requir-
ed to provide the Internal Revenue Service with a list of
the employers of its members. These companies, in turn,
are being asked by the IRS to state whether, in fact,
they are paying the member’s dues and charges.

The amounts paid must be for dues, fees, charges or
similar purposes. Congress, it may be assumed, in-
tended to be all-inclusive with this wording, and it is
difficult to imagine any amounts paid to clubs which
would not be included by this language.

To be excluded from the tax, the charges must be in-
curred by members, their dependents or their bona fide
guests. This part of the definition incorporates the long
standing question of who is a bona fide guest. (A rule of
thumb definition is someone whom the host pays for.)
Since the advent of Revenue Procedure 64-36 promul-

*The NCAn its newsletter has been urging clubs to accept only
personal checks in payment of members ' accounts. One Eastern club,
reportedly, issued a notice to its members which said: “Membership
in the club is held only by individuals. Payment of a member’s
account . . . other than by the member's personal check creates im-
proper inferences as to the status of the membership and also might
raise lax problems for the club.”



gating the Five Per Cent Rule, the IRS, however, has
never formulated a definition which would serve to iden-
tify a guest from a non-member paying customer. Per-
haps now this new law will impel the service to formu-
late some rules so that clubs will be able to compute their
taxes properly.

The goods, facilities and services for which the charges
are made must be within the exempt purposes of the
club. Several months ago a ban on package liquor sales
was imposed by the IRS. The reason for the ban was
that off-premises consumption of liquor was not social
and did not further a club’s exempt purposes. Any in-
come from this type of activity would be taxable even
when paid by a member.

IGNIFICANT problems exist also under the
deduction for the ordinary and necessary busi-
ness expenses directly connected with investment and
outside income. Determining the amount of allowable
deductions will be very difficult. Consider, for example,

a typical outside party of 100 non-members at a luncheon.

It seems clear that a club would be able to deduct its cost
for the food and beverages sold at the lunch and the sal-
aries of the personnel working at that party. But it can-
not now be determined whether the club will be per-
mitted to charge off any portion of depreciation on the
clubhouse or the capital equipment necessary to conduct

such luncheons. There is also a question whether any of
the salaries of the supervisory and administrative per-
sonnel would be deductible.

The Treasury Department will, perhaps in 1971, is-
sue regulations under the law which may clarify some of
the problems. Numerous articles will be appearing in
various trade and professional journals in the coming
months which will alleviate some confusion, and inquir-
ies can be mailed to the National Club Assn. in Wash-
ington, D.C. Nevertheless, a large number of clubs
will be forced to file tax returns and pay taxes before any
official guidance s issued.

Few observers fault Congress for its noble intention
of reforming the tax law. Even fewer would grant that
Congress did an adequate job of it. The new law, if it
has closed some loopholes, has nevertheless created addi-
tional complexity which may result in a protracted
course of litigation harmful to clubs and costly to the
Government. (]

Jack Janetatos is a partner in the law firm of Baker &
McKenzie, resident at Washington, D.C. He is the gen-
eral counsel of both the National Club Assn. and the
Club Managers Assn. of America.

Ken Emerson is the executive director of the National
Club Assn. and a columnist for GOLFDOM.

. GOLFDOM/1970 JULY ®

e e tii s o

abnh (L v

b o el

[



Developing a Golf Course?

.y —— 4 ,‘ ¥ ’ I & '-- >~
The Bergman Method is backed [ = # = -~ < @ AR . " b e -
by the experience gained from | . > . = - e . > A - 5 ! TR - Qe e 2
preparation of 110 golf courses | T P & ~.p o — AR - 'f . 2
in 17 states. Py 7 a2 2 7 - 5 2 ~ S S S e s
A -~ 4 Sy - 4 > e~ friend
A S SRR - I ~oe

“No field too stoney”

The Bergman Method of golf course preparation was
developed through the efforts of 2 generations
of the Bergman family.

The Bergman Method includes soil preparation,
pulverizing, aereating, stone and trash removal, and
seeding; resulting in the finest fairways and tees
available through mechanical means.

The Bergman Method can shorten your construction
period by several weeks saving you valuable
time and money.

Other Bergman Method Services include:

Development consulting services
Grading supervision
Irrigation layout & supervision

“We go anywhere”

WM. BERGMAN, JR.

e e 3 ; T 1335 M-15 Phone: Code 517
After Bergman stone removal equipment practically picks it clean. Reese, Mich. VO 8-9812

For more information circle number 208 on card



Great Drives
KFly Off Agrico Tees

That’s because golf superintendents rely on Agrico Country
Club Fertilizers for top-notch tees.

Agrico tees are thick, rich, colorful tees. The kind that builds
confidence at the start of each new hole. . . brings out the best in a
golfer. That helps keep your membership enthusiastic about your
course . . . a golf superintendent’s dream.

Write us about Agrico’s Custom-Tailored Golf Course Program.
Maybe we can make your dream come true.

AGRICO COUNTRY
CLUB FERTILIZERS

AGRICO Chemical Company, Memphis, Tenn. 38117
Division of Continental Oil Company « Phone (901) 682-1561
Sales Office: Carteret, N. J. 07008 « Phone (201) 541-5171

For more information circle number 204 on card






Fencing with
the Problem.....

Vandalism and burglaries are forcing more and more clubs to fence in their courses.
The cost can be enormous, but clubs feel the money is well spent

and a safe winched through a window that’s been
forced. Youngsters in a stolen car turn onto a club’s
access road, and with three police cars in pursuit, hurtle

IN the early morning a truck is backed up to a pro shop

across fairways and greens, rutting and tearing up turf
over several acres. Livestock from an adjoining farm gets
loose and spends the night grazing a course and damaging
soft greens with backhoe hoofs. Old stoves, refrigerators
and hot water tanks, which householders have trouble get-
ting hauled away, are disposed of behind a 14th green or a
16th tee—and with them maybe the week’s garbage.

These are only a few ways in which golf clubs are ha-
rassed and set upon. Almost every superintendent has a
few favorite stories, if not of depredation, then of how he
had night visitors, interlopers, people who stray onto the
acres in his custody as if they were in the public domain.

Golf courses long have been favorite trysting spots.
Nocturnal fishermen covertly troll their lakes and ponds
and in the winter ice skaters will take over if they aren’t
chased out. Knolls and hillocks offer tempting ski runs at
some courses. In the last few years the country club’s roll-
ing terrain has beckoned snowmobilists.

These are the more innocuous types of interlopers.
Clubs and superintendents might be inclined to suffer them
if they were sure their numbers could be controlled. But
they rarely are. If a few skaters or skiers are permitted to
use a course, ultimately they are followed by many more.
Severe damage to snow covered turf may result if there is
too much skiing. A club may become exposed to a lawsuit
if a mishap occurs as the result of people ice skating.

As for love-ins, the biggest drawback to them is that so
many take place in the spring. “If,”” as one superintendent
says, ‘“‘the trysters would stick to the blacktop and maca-
dam and not drive out on the course, we might tolerate
them. Probably we wouldn’t know that they paid us a
visit. But too many of them, looking for a secluded spot,
stray from the clubhouse grounds and damage the soft turf
on the course.”

Non-malicious trespassers easily outnumber those in-

tent on larceny or destruction. At first thought this is
good, but petty thievery by non-malicious types can cost a
club quite a bit of money. Mostly they are after flagsticks,
tee markers or signs, but sometimes they make off with
hoses, sprinkler heads and benches. It isn’t unheard of for
a club to have some of its shrubbery dug up and carried off.
Generally, these people come under the souvenir hunter
category or, at least, they aren’t felonious. But whatever
their classification it can’t be overlooked that a flagpole
costs $7 or $8, a sprinkler head is worth around $20 and
a bench from $25 to $50.

What causes golf clubs the most distress, of course, are
vandals and people intent on robbing pro shops, club-
houses and maintenance buildings. Whether they are more
of a menace now than ever before is open to question.
There has been a lot of vandalism and burglarizing of
country clubs going on for the last 15 to 20 years.
Speakers at two or three national Golf Course Superin-
tendents Assn. of America conventions have discussed
vandalism in recent years. For the most part it has been in
connection with the senseless damage done to greens. As
for burglaries, pro shops have been prime targets. Con-
signment stealing, dictated by hoodlums who fence stolen
goods, seems to break out somewhere every spring. Club-
houses and maintenance buildings haven’t escaped looting
on a rather large scale.

There is no denying that golf clubs are at the mercy of
all kinds of predators, malicious or otherwise. Out in the
open, away from everything, as many of them are, they are
rather easy targets. Most have taken steps to protect their
properties, but because of their sprawling nature, it isn’t
easy. Various types of alarm systems, night watchmen,
the employment of private or public police services have
proved to be only partly adequate. Clubs are still looking
for better protection measures.

One of these is the fencing of properties. It wouldn’t be
accurate to say that this is a new idea, nor by any means
the full solution to the security problem. But in the last

(Continued)
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three or four years more and more clubs have been turning
to fencing. It provides not only greater interior security,
but protection for those who live or travel outside the
fence. People who live in homes immediately adjoining
courses are usually glad to see a club put up a fence, since it
gives their persons and properties added protection against
the hazard of flying golf balls. And, of course, the same
kind of protection is given where streets and highways run
parallel to courses.

One club manager recently said that he was greatly re-
lieved when his club finally realized that it should erect a
fence adjoining a busy highway. In his five years at the club
he had paid at least a dozen windshield claims. He was liv-
ing in fear of the day when a golf ball struck a car and
caused a really serious accident. It would have made the
club liable to a lawsuit that might have put it out of busi-
ness. He was able to convince the members of this serious
problem and an 18-foot fence was erected.

Installation of a fence, however, will not reduce the
club’s premium. But it could have an indirect affect. A
fence may reduce the club’s loss experience, which has a
substantial influence on the premium, according to a
spokesman for a major insurance firm.

A club has one other highly important responsibility
in protecting outsiders. Courts have ruled in several cases
that a country club grounds is an ‘“‘attractive nuisance’
and, therefore, children even though they may stray onto
a course, have to be protected from its hazards. Several
years ago, GOLFDOM reviewed a case in which a child
was injured while playing around machinery and the club
had to pay his medical and hospital bills. In another case, a
child was drowned in a lake on a course and the club was
held liable. In both instances the courts ruled that the
_clubs were negligent because they did not provide a fence
or similar barricade around these hazards.

As already mentioned, a fence doesn’t answer a club’s
security problem. Far from it. Joe Cuthbertson of the All-
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state Fence Company, Oak Lawn, Ill., whose company has
erected six-foot chain link fences, topped out with barb
wire, for several golf clubs in the Chicago area, quotes an
old fence proverb in speaking of his product: “Fences keep
out honest people.”” He goes on to say that a vandal, petty
thief or burglar can get through any fence if he has a little
resolve. All he has to do is climb it, in spite of barbs, go
under it or use a pair of three-eights-inch bolt cutters to go
through it.

So what good is a fence?

It serves as a deterrent. A man with vandalism or lar-
ceny in his heart more often than not is too lazy, doesn’t
have enough resolve, to climb or tunnel a fence. If he finds
one he probably won’t bother to probe it, but will go to the
next course and look for a walk-in.

A substantial six-foot fence, the kind surrounding golf
courses, parks or industrial properties is an expensive pro-
position. A chain link, such as a Cyclone fence, may cost
$3.50 a foot or more for the deluxe installation, which in-
cludes either concrete or tri-set bases and a two-inch top
bar around the complete circuit. Multiply this by 10,000
or 15,000 feet, the area you may wish to enclose, and the
cost is substantial. So substantial, in fact, that many clubs
have their fences installed in sections over a period of sev-
eral years.

Many clubs only fence off areas that face streets, high-
ways and adjoining properties, omitting fencing where the
property isn’t open to access roads or where there is only
light trespassing. Butterfield CC, Hinsdale, Ill., for exam-
ple, fenced in 9,000 of 12,000 feet when it had its installa-
tion made in 1968. Its neighbor across the highway, Mid-
west CC, closed in about 10,500 feet, two-thirds of its
course, when it erected its fence about a decade ago. Mid-
west, incidentally, made the installation over four years.

Fencing is a job for specialists and is almost always
done on contract. If a superintendent and his crew were to
attempt it, installation time probably would cost more
than if a contracting company were to do it, and the latter
would probably have to come in and shore up the job. A
three-man, experienced fence crew can install about 100
yards a day. Poles are set 10 feet apart, top bars are con-
nected to them and the fence is hung from the top bars
with the aid of a three-fourths to 1 %2-ton hoist. The chain
link is then stretched at the bottom with a cable pull and
the entire fence is secured to the poles. Where the ground
is firm, concrete is used as a base in the post holes. When it
is swampy, tri-set anchors are set in the holes and the up-
right poles bolted to them.

Usually, the course maintenance crew prepares the
right-of-way along the fence line. Ideally, this calls for the
removal of trees, bushes and brush and a 10-foot swath
cleared so that there is maneuvering room for the concrete
truck and other equipment used on the job. Some superin-
tendents, however, prefer to have bushes abreast the fence,
making it necessary for the fencing crew to work around
them. Usually it can be arranged, but at an additional cost

(Continued on page 63)



IDEAS

Signs of golf

If compliments could be converted
to dollars the city of Walnut Creek,
Calif., would be rich already from
the directional signs it put up when
its municipal course opened for
play in April, 1969.

The silhouette of a golfer, a di-
rectional arrow and the words
“Walnut Creek golf’”’ are in white
on a greenish blue background.
The entire sign is made with re-
flectorized paint by the silk screen
process in the city’s own sign shop
at a cost of $5.40 each, according
to city manager Ralph Snyder.
About three dozen have been in-
stalled at all access roads leading
to the city.

Snyder explained that the signs
comply with state highway depart-
ment restrictions by being direc-
tional in nature, without advertis-
ing the course by name or calling
attention to other facilities offered.

Design of the signs was the work
of an architectural student named
Darrell Quasnick, employed tem-
porarily by the city as a draftsman.
Several designs were submitted by
Quasnick, and a golf advisory com-
mittee selected this one.

“Response has been excellent,”
Snyder says. Best of all, the signs
are not copyrighted, and Snyder
said anybody who wants to copy
the design is welcome to do so.

Just like new

This spring when Bud Welch, the
head professional at Pine Valley
CC, Wilmington, N.C., greeted
his members in the golf shop, they
saw something new.

During the winter, Bud and his
assistants, Harold Dozier and

Tom Plankers, decided that a ““new
look,” centering around an antique
theme would be nice, so they pro-
ceeded to do just that.

They used wagon wheels as a
slacks rack. A buggy wheel on top
is made to revolve. It’s powered by
a small electric motor which can be
installed to turn this wheel to dis-
play items featured that week in
the shop. Wagon wheels also dis-
play clubs. From an old black
cooking pot members can now get
their tees. Wooden stumps and
trees help to display small items.

These are only a few ideas that
a golf professional and his staff can
come up with during the cold days.
This change was very inexpensive
(less than $100), but it has stimu-
lated interest and conversation
among Pine Valley’s members.

GOLFDOM will pay $25 for
each idea, accepted for publi-
cation, that will help make su-
perintendents’, managers’ or
professionals’ jobs easier. If
your idea saves time or money,
write it down on your club sta-
tionery and send it to Idea Ed-
itor, GOLFDOM, 235 East 45th
St., New York, N.Y. 10017.

COMING
EVENTS

Club Managers Assn. of Amer-
ica Workshop in Outdoor
Recreation Administration,
University of Houston, Hous-
ton, Tex., July 19-22.

CMAA Workshop in Advanced
Management Techniques,
University of Houston, Hous-
ton, Tex., July 23-26.

CMAA Workshop in Executive
Development, Executive Park
Motel, Atlanta, Ga., July 27-30.

CMAA Workshop in Market-
ing Management, Executive
Park Motel, Atlanta, Ga., July
28-31.

CMAA Workshop in Outdoor
Recreation Administration,
Cornell University, Ithaca,
N.Y., August 10-13.

Golf Course Superintendents
Field Day, University of Rhode
Island, Kingston, R.I., August
26.

Law and Utility Turf Field
Day, University of Rhode Is-
land, Kingston, R.1., August 27.

Michigan State University
Turfgrass Field Day, Traverse
City CC, Traverse City, Mich.,

September 9.
Third Annual Professional
Golfers’ Assn. West Coast

Merchandise Show, Oakland-
Almeda County Coliseum, Oak-
land, Calif., September 27-29.

Annual Hardware Show, Coli-
seum, New York City, October
12-15.

Central Plains Turfgrass Foun-
dation Conference, Ramada
Inn and Kansas State Univer-
sity, Manhattan, Kan., October
21-23.

44th Annual Club Managers
Assn. of America Confer-
ence, Grosvenor House Hotel,
London, Eng., January 17-24,
1971. (Registration starts two
days before the conference.)
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BANK BAGKUP

GOLFDOM interviews two officers of Chemacal Bank
about banking aids to the professional and the
introduction of bank credit cards in the pro shop

Wrestling with financial matters in the operation of a shop has
by now become a traditional burden for the professional. Keep-
ing a good credit rating, paying bills within the stipulated time
for a discount, keeping track of accounts receiwvable—these are
just a few of the headaches that many pros feel they must live
with as long as they are in business. But for many pros there
may be some relief. Banks in recent years have broadened the
scope of their services, and it is worth the professional’s time to
consult with his bank on aids which may be suited to his needs.

Realizing the possibilities of banking aids for the pro,

GOLFDOM interviewed Thomas McCullough, vice presi-
dent, Chemical Bank, and A.V. Canino, assistant
vice president, Chemical Bank. Both were well received

at a recent educational forum of the Professional
Golfers’ Assn. Metropolitan Section.

GOLFDOM: In general, what are
some of the banking services avail-
able to the professional to aid him
in keeping his finances in order?

McCullough: One thing that
comes most immediately to mind,
outside of normal checking ac-
counts, is the overdraft banking
plan offered by a number of banks.
Ours is called Privilege Checking.
Basically, it is an arrangement
whereby the checking account be-
comes a loan account if you write a
check that overdraws your account.
The bank sets a limit on the ac-
count, which might be $5,000,
$10,000 or perhaps $15,000. I
think this would be useful to the
professional if he wanted to buy
some merchandise and didn’t have
enough money in his account to
cover it. He would write the check
to pay for the merchandise, and the
check would be good. Also the pro-
fessional would not lose out on the
supplier’s discount for payment
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within a stipulated time period.

The professional then would
have the merchandise in his shop,
and with part of the proceeds from
his sales, repay the loan.

GOLFDOM: What would this
service cost the professional?

McCullough: I believe the cost is
usually 1 per cent a month on
the balance outstanding. This isn’t
much more than any other type of
financing—it would have the same
rate on it. However, with a regular
loan, he has the inconvenience of
going to the bank and arranging
for the loan. For instance, the tra-
ditional loan is a 90-day note
whereby the pro goes to his bank
and explains that he needs a cer-
tain amount of money for a period
of time. The bank approves and
they agree on what collateral he
leaves with the bank—either stock
exchange collateral or perhaps a
savings passbook. The loan could

be unsecured too, of course. The

pro executes the note, leaves it with
the bank and they pay the money
into his checking account. After the
lapse of 90 days, the bank expects
him to repay the full loan. Now if
the merchant had occasion to re-
pay the loan before the 90 days, he
would pay the money to his bank
and go in and explain that he was
repaying the loan before the 90
days had expired, and they would
probably re-compute the interest
and charge him, let’s say, for 40
days instead of 90.

The Privilege Checking type of
loan is all automatic. He’s arranged
it beforehand and he has the free-
dom to purchase merchandise on
the spot.

Canino: With a bank credit card
relationship, such as Master
Charge, I think the probability of
the professional’s having to borrow
would be cut down considerably.
When he makes a credit card sale,





