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Cause and Effect: The Link Between Governance and Financial Success
by Joe Abely & Dave Duval

In our 2023 Club Governance Survey Report, we noted gaps in board education and alignment across
the industry. For clubs that did not embrace comprehensive board education, the result was inconsistent
practices and understanding in such key areas as strategic planning, long-term financial planning, and
management of debt. A total of more than 1,200 individuals responded to the survey, representing 801
clubs from across North America.

More than half of all survey respondents (50%) indicated that succession planning for board members and
officers was not considered effective. The risks for a private club not having effective succession planning,
especially given the relatively short terms of board members and officers, are that strategic plans may be
shelved; short-term thinking replaces strategic thinking; boards pursue projects versus cohesive long-term
plans; personal agendas creep into governance activities; and inconsistent planning and implementation
results. None of these benefit the long-term viability of a club.

With the goal of quantifying the correlation between governance and financial results, we analyzed
available financial data from 412 responding clubs to calculate key financial performance metrics such as
net worth, debt-to-equity ratio, debt-to-dues ratio, and capital dues relative to depreciation. As an example,
Chart 1 below groups the clubs into quartiles based on net worth, ranging from most favorable to least
favorable results.


https://www.clubbenchmarking.com/blog/author/joe-abely-dave-duval
https://218224.fs1.hubspotusercontent-na1.net/hubfs/218224/2023%20Club%20Governance%20Survey%20Report.pdf

Chart 1:

Key Financial Performance Metrics (412 responding clubs)

e e BT | W | oEE | maes | e | e [oman
1 $34,828,251 14% $2,952,768 $8,997.220 49.17% 853 $10,936 65%
2 $15,016,633 31% $1,233,710 | $3,480,906 48.66% 640 $7,994 60%
3 $7,683,608 56%% $653.869 $2,203,172 43.58% 479 $7.525 59%
4 $2,801,868 91% $262,503 | $1,374,765 38.28% 381 $6,071 43%

The next step was to break out the percentage of “yes” answers to key governance questions in the survey,
with “yes” being the most positive response:

» Does the club have a strategic plan?

» Does the club have effective succession planning for the board?
« Is the board representative of the club's demographics?

« Does the club conduct an annual orientation for the board?

» Does the board have an annual agenda?

» Does the club have a long-term financial plan?

» Does the club prepare an annual budget?

« Is the club current on capital replacement spending?

» Does the club fully fund depreciation and debt service?

Those answers were then correlated with financial data from clubs in each quartile. What we found was
that in general, clubs in the first quartile for net worth had the greatest number of “yes” answers for key
governance questions. The number of “yes” answers declined moving from the 1st quartile to the 4th, and
the number of respondents answering “not sure” increased. A compelling case can be made that clubs
adhering to governance best practices achieve better financial performance and greater overall success.

In Chart 1 above, we see that clubs with higher net worth tend to have lower debt-to-equity ratios and
higher initiation fees, cash & equivalents, full member equivalents and dues. They also tend to have more
up-to-date facilities as evidenced by higher net-to-gross property plant & equipment. In addition, a higher
percentage of clubs in the 1st quartile have a waitlist. As net worth decreased, there was a higher reliance
on the use of debt relative to equity and lower initiation fees, cash, FME’s and dues. Clubs, particularly in
the 4th quartile, were not keeping their facilities up to date as indicated by the net to gross property plant &
equivalent ratios. A lower percentage of clubs in that quartile have wait lists.
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Chart 2: Percentage of “Yes” Survey Responses by Quartile

Yes Responses to "Does Your Club Have or Do the Following?"
Board Fully Fund
Qunttes| ot |0 | sucession | "o | oo |t || peoien | | pecamans| 2eer
"9 | pemographics Sl Service
1 |$34.828251 | 645% | 54.4% 75.0% 83.4% 42.5% 76.9% 827% | 59.3% 55.4%
2 | $15016,633 | 49.1% | 56.0% 73.6% 64.8% 29.6% 62.9% 73.4% | 46.7% 51.0%
3 | 87,683,608 | 57.2% | 521% 79.3% 62.1% 31.0% 56.7% 76.4% | 48.3% 61.5%
4 | 52,801,868 | 325% | 35.1% 61.1% 47.9% 27.9% 51.7% 64.6% | 37.8% 47.9%

In each category, the number of clubs with “yes” answers declined as net worth decreased. Additionally, for
responses related to issues such as effective succession planning, funding of depreciation and debt service
and existence of an annual budget, the percentage of “not sure” answers increased from the 1st quartile to

the 4th quartile.

Chart 3: Use of Debt

Quartile 1 Quartile 2 Quartile 3 Quartile 4
Net Worth: $34.828,251 | Net Worth: $15,016,633 | Net Worth: $7,683,608 | Net Worth; $2,801,868

When we have debt we tend to pay it off

quickly (10 years or less). 3.k 453 2355k S

When we have debt we tend to pay it off

over periods greater than 10 years and/or 12.3% 24.8% 24.7% 28.8%

employ balloon payments.

We can't ever get debt to zero and we are A o.006 15 7% —

constantly refinancing andfor adding debt. ; : s :

We tend to shy away from debt and are

pr—— 17.8% 19.3% 9.20% 9.20%

Clubs in the 1st quartile employed better practices of managing debt than clubs in the other quatrtiles,

particularly the 3rd and 4th.

We also have advocated for boards to spend 65% to 70% of their time on forward-looking planning and
strategy versus operational issues such as F&B results. In our survey, more than 50% of respondents
indicated that they understand F&B is an amenity and rarely discuss it in board meetings. Approximately
12% responded that F&B is discussed often, and the club aims to generate a surplus in F&B.
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Chart 4: Financial Results Based on the Club’s Approach to F&B

Full
F&B Debt-to-Equity | Initiation Cash & |Net-to-Gross Dues per
MNet Worth Member Waitlist
Subsidy Ratio Fees | Equivalents | PP&ERatio | . Lot | FME
We understand F&B is
an amenity and rarely | 11.3% |$16,048,805 2505 $1,443,187| $4,211,398 |  46.0% 627 $8,500 550
discuss it.
We discuss F&B often
and aimto generate a | 3305 | $8,162,900 43% $424,978 | $1,592,268 |  40.9% 471 $6,849 | 47%
surplus in F&B.

For clubs where focus was on discussing F&B and aiming to generate a profit, financial results were not
as favorable. It should come as no surprise that clubs in the upper quartiles of financial performance
recognize F&B as an amenity and spend less time discussing it.

Our conclusion based on this analysis is that good governance practices yield better financial results.
Clubs following best practices in club governance have stronger balance sheets, higher initiation fees to
fuel capital spending, more up-to-date facilities, higher dues, and more members. Good governance
requires board education to ensure solid understanding of all aspects of the club and the industry.
Strong, effective boards follow a strategic plan with a long-term capital plan that fully funds future
obligations including capital spending and debt service, and they embrace succession planning to get
the right people in place now and in the future.

To receive a copy of the 2023 Governance Survey Report and/or a complete copy of the survey results,
or to discuss the option of using the survey as a board self-evaluation at your club, please don'’t hesitate
to reach out.

Joe Abely at jabely@clubbenchmarking.com or call 781-953-9333
Dave Duval at dduval@clubbenchmarking.com or call 617-519-6281
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