Affiliations, Acquisitions and Mergers
Will Country Club Drive Go the Way of Wall Street?

by Frank Vain
President

The challenges faced by private clubs were well documented prior to the U.S. economy
entering into the Great Recession of 2008 — 2009. Many clubs were already unable to
attract and retain membership levels sufficient to sustain their operating and capital
requirements due to lifestyle changes among their existing and prospective members. The
declines in home values, stock portfolios and employment these last two years has only
served to make a bad situation worse for many clubs.

As aresult of these changes, there are simply too many private clubs in many marketplaces.
A recent McMahon Group survey found that about 15% of private clubs describe their
financial strength as “not adequate,” while slightly less than half (47%) describe their
position as “strong.” Extrapolated across America’s 4,800 or so private clubs, you have
over 700 troubled clubs and another 1,800 or so that are on the bubble between troubled
and strong. As a result, we estimate that the national club market is over-supplied by some
20% to 25%.

In the recent past, the most common outcome for a troubled private club has been to
transition to a public facility. In their 1998 study entitled “The Future of Private Golf
Clubs in America,” the National Golf Foundation reported that of the 426 private clubs
that failed during the period from 1999 to 2008, only 39 closed while 387 went public. The
death of a private club is a real blow to the remaining members and other stakeholders.
A pillar of the community is gone, rich history erased, jobs lost and neighborhoods
changed.

Have
Questions?

Be sure to register
for our free webinar about this
article on October 9, 2009 at
11 AM CDT.

Contact Alison McMahon Duffy at
aduffy@mcmahongroup.com to
register. Hurry. Limited spots
available.
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Due primarily to differences in culture, the most difficult task to
accomplish in the club world has typically been some form of alliance
or merger. This is changing rapidly as the challenging environment
faced by so many clubs is beginning to break down the barriers
that prevented these potential marriages from getting past the first
date. In prior times, when a club considered any sort of affiliation or
merger, it was rejected out of hand as the board saw it as their chief
responsibility to have their club continue in some form, even if it
meant that it would still fall short of financial viability. This often
meant hunkering down by foregoing capital expenditures and selling
memberships any way it could in order to generate enough revenue to
keep the doors open. In most cases, this only served to further erode
the club’s image and asset base to the point that outright failure was
the only option.

There are a number of benefits to affiliations and mergers over the
alternatives of outright closure, going public or continuing to limp
along as an undercapitalized and struggling club. These include:

» Scale: If two or three clubs combine they can offer a membership
experience that has value. A small 200 to 300 member club can’t
provide the broad range of programs and facilities that drives the
21% century membership experience such as high-quality golf
courses and practice areas, upscale and casual dining, fitness,
child care, adult and family social programs and a modern pool
complex. A network of affiliated clubs or a merged club of 600
or 900 members can. With scale also comes operating synergies
and purchasing power that can improve financial performance.

» Legacy: A merged club is not a failed club. Its history and
traditions will be maintained in the new entity. It will remain part
of a membership organization that can perpetuate time-honored
traditions and enrich its community.

» Management: Among the biggest changes to occur in private
clubs over the past 25 years has been the fact that operational
management by volunteer boards and committees has been
replaced by certified professional club managers. These
individuals have the skill sets and leadership capabilities to effect
positive change in the clubs they serve. Unfortunately, small
clubs that could benefit the most from this leadership are not in
the position to afford top talent. The larger club that results from
a merger can attract a true leader that can assist the board in the
formulation of the club’s strategy, prepare the operating plan to
support it and above all, execute.

» Revenue Generation: In order to protect member access,
even failing clubs will adhere to policies and practices that
limit revenue. With a combined club, a single site or a flexible
combination of the sites could be used in a way to generate
sorely needed revenue from golf outings, banquets or the sale
of excess land.

» Location: A key component of membership value is convenient
access. The primary market area for a private club is typically
only 15 to 20 minutes from the front door. Offering multiple
locations expands the primary market area substantially, greatly
increasing membership and revenue opportunities.
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Thinking of Forming Alliances or Merging?
Let McMahon Help.

We can provide the experienced leadership you need to:

» Evaluate the Opportunity

» Complete Competitive
Analysis

+ Identify Demand Factors

* Prepare the Strategic Plan

* Prepare Financial Forecasts

« Communicate and Test the
Concept with the Members

Blending club cultures and overcoming the emotions that often let
these opportunities slip away are big challenges. McMahon Group
can help you navigate these issues and determine if partnering with

others is in the best interests of the parties.

The merger process is very difficult, however, and most clubs
will need to begin with alliances before they can expect to reach
agreement on a formal merger. Some will find this the better
alternative in the long run as it provides many of the benefits of
a merger without the headaches. Alliances work best when the
blended offering provides access to distinctly different experiences.
The reciprocal access between the Country Club of St. Albans, in
St. Albans, Missouri and The Saint Louis Club in Clayton provides
these memberships access to the best dining club in the city and two
of the areas top golf courses. Due to a recent alliance, the members
at Bellingham Golf and Country Club have access to the equipment,
programs and trainers offered at the Bellingham Athletic Club in
Washington.

An alliance can give the parties time to develop the tenets of a
successful merger, such as a clear strategic rationale, a workable
membership plan and a blending of assets. One of the more
publicized and successful mergers in the private club world has
been the joining of Mayfield Country Club and Sand Ridge Golf
Club in the Cleveland area. Mayfield Sand Ridge Club, now in
its fourth year, is weathering the strong headwinds of the rust belt
economy pretty well. The new club offers the traditions and charm
of one of Cleveland’s old-line clubs and access to the best golf
course in the region.

Whereas an alliance is about creating value through scale, in
order for a merger to work there almost certainly needs to be true
consolidation. If emotions are allowed to get in the way and prevent
the closure of some parts of the facilities or reductions in duplicative
staff positions, there will be few benefits to combining the clubs.
This is where the situation can get sticky. If a partnership model that
the boards can support emerges from this process, it has a chance to
pass muster when it is communicated to the memberships.

Unfortunately, many clubs find themselves in dire straits these
days and without the capital, operational leadership and marketing
plans affordable to larger clubs, they face extinction. As such, smart
alliances or well-planned and executed mergers may be their best
option. 4



