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Introduction and Executive Summary

PURPOSE

National Golf Foundation Consulting, Inc. (“NGF Consulting” or “NGF”") was retained by the City
of Lincoln, Nebraska (“City” or “City of Lincoln”) to assist in evaluating the operational and
economic performance of the City’s five public-access golf facilities: Highlands Golf Course,
Pioneers Golf Course, Holmes Golf Course Mahoney Golf Course, and Jim Ager Memorial Golf
Course. City of Lincoln is seeking to have a full strategic review of the golf system and evaluate
the long term potential of each of these facilities and the system as a whole. The following NGF
report details findings and recommendations on the overall City of Lincoln golf system and each
individual facility. In addition, the NGF team has detailed the overall economic condition of the
City of Lincoln golf system and the market environment in which each facility operates, and has
provided a set of recommendations for each individual facility and the system in its entirety.

BACKGROUND

The City of Lincoln, Nebraska is operating five golf courses spread out over the City of Lincoln.
The system dates back to the original development of Pioneers Golf Course at Pioneers Park in
the 1930’s. Since that time, the City has completed several renovations and additions, the most
recent of which was the addition of the modern, links-style golf course at Highlands Golf Course
in 1992. Highlands was originally financed through the issuance of revenue bonds that were
fully paid off by 2013. In 2013, the City added a new clubhouse at the Holmes Golf Course,
financing the $1.5 million development cost through revenue bonds. As a result, the City is now
operating a widely diverse system of golf courses that offers “something for everyone,” from the
beginner all the way up to seasoned golf professionals.

In the last two years, the economic performance of the City golf system has declined, leading to
stress within the system in light of fiscal commitments within the City golf system. Each of the
five facilities has been experiencing decline, although it is clear that some are faring worse than
others. In reviewing the City of Lincoln Golf system, it is clear that these golf courses are
important to the City of Lincoln, and add value to the City’s overall park system.

The five golf facilities include four 18-hole “regulation” courses and a Par 3 course (Jim Ager
Memorial GC) originally dedicated to junior golf development. The four 18-hole City of Lincoln
Golf facilities are spread out in each quadrant of the City. Even so, there is considerable overlap
of clientele, competition, and market deficiencies. All but the newest Highlands GC sit on City
Park property and thus have limitations in use and conveyance (sale of lease). It appears as
though the system has experienced what can best be described as a “perfect storm” of events
in the last few years, including a national recession, increasing competition, 2012 drought and
challenging weather (e.g. snow in May 2013).

In 2013, the NGF was retained by the City to assist with evaluating the City of Lincoln golf
system and to make recommendations to help ensure the long-term viability of the golf program.
This includes a thorough review of the system on an ‘as-is’ basis, as well as a consideration of
other operating alternatives, including privatization options. It is expected that the results of this
NGF study will be used by the City as a guide for the future of the golf system, and to help
convey to outside constituents (citizens of the City of Lincoln, legislators, policy makers, etc.)
that the City will operate the golf system in the most efficient manner possible.
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The findings and recommendations presented by NGF in this report are based on NGF
Consulting experience, knowledge of golf industry best practices, and a review of each facility.
NGF completed tours and meetings with key personnel (at each property and administration) in
May and June of 2013.

NGF activities completed to date include meetings with the staff from the City of Lincoln Parks
and Recreation Department, Finance Department, several City Council Members and other
senior City staff. In addition, the NGF team had meetings and interviews with other City of
Lincoln Golf staff at each individual facility and members of the City’s Golf Advisory Committee,
as well as representatives of several special interest groups such as the Men’s Golf Association,
Senior Golf Association, and Ladies Golf Association. These meetings involved substantive
discussions about all key aspects of the City of Lincoln golf operations, as well as detailed
reviews of each subject golf course. Further, the NGF consultants completed seven separate in-
depth tours / inspections of each facility with complete interviews of each on-site manager and
golf superintendent.

The key components and issues of this report include:

e Overall condition and operating structure of the City of Lincoln golf system as a
whole

o Areview of golf industry standards and norms of operation

e Status of the broader City of Lincoln Golf market, with focus on the balance between
demand and supply in the local public golf market

¢ A summary of NGF recommendations for the continued operation of City of Lincoln
golf facilities

e A survey of golfers who use Lincoln City Golf Courses
¢ An estimate of realistic economic potential of the City of Lincoln Golf system

e Benchmarking City of Lincoln golf operations with other regional municipal golf
operations

The NGF consulting engagement was managed by Richard B. Singer, Director of Consulting
Services for the NGF, with assistance from other NGF staff including: John Wait, Senior
Associate Consultant; Ed Getherall, Senior Project Director; Kevin McLendon, Survey Manager;
and Judy Cook, Consulting Administrator. In addition to meetings with City of Lincoln officials
and golf course personnel, the NGF consultants collected materials to aid in understanding the
local market area, weather data, other regional municipal golf operations, and golf operations in
general. The NGF also collects considerable information and data on the golf industry on an
ongoing basis as a regular part of our organization’s work, and much of this information and
data is presented throughout this report.
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SUMMARY OF FINDINGS AND RECOMMENDATIONS

The City of Lincoln is operating five separate golf facilities that clearly suffer from some
competitive disadvantages due to issues that are both controllable and uncontrollable within the
City of Lincoln structure. The NGF found six key specific areas of deficiency of
underperformance around which our core recommendations to the City focus:

1. Declining physical condition of golf facilities coupled with a lack of adequate ancillary
amenities (clubhouse, food, beverage, etc.);

2. Golf facilities with design features that are not attractive to women players;
Inadequate resources devoted to marketing and promoting the golf facilities;

4. Inefficient operational structure and antiquated technology that creates operating
inefficiencies, is detrimental to customer service and financial control;

5. Arrigid pricing schedule that lacks flexibility to be adjusted to varying levels of facility
guality and respond to changing market conditions; and

6. Uncontrollable factors such as recent recession and unfavorable weather conditions.

w

The NGF finds that action on the five controllable items noted above will result in the greatest
relief of economic stress to the system, although working to change the basic philosophy of the
system from providing a public accommodation to running a business in a competitive market
environment will also help to improve performance and ensure that the City of Lincoln golf
system remains viable to cover its expense obligations.

The NGF recognizes that in operating public golf facilities there are variables to the operation
that can be controlled by the owner (City) and variables that cannot be controlled.
Uncontrollable factors include the location of the facilities, the demand for golf, the market
competition, the condition of the national, local, and regional economy, and the weather. While
some of the key controllable factors were identified above, other controllable factors include the
condition of the subject golf facilities, the quality of services offered, and the extent to which the
facilities are appropriately operated and marketed. The review and NGF recommendations
contained in this report are designed to focus on the factors of the golf system that can be
controlled by the City and to form the foundation of a system-wide business plan for golf.

The bullet points that follow summarize our findings and recommendations for each individual
facility and the City of Lincoln Golf system as a whole. This executive summary is intended to
provide an “at-a-glance” review of the full NGF report. Additional detail on this summary can be
found in the full body of this report and its appendices.

Key Findings on Performance and External Factors

The NGF review of performance showed the challenges facing the City of Lincoln golf system.
The total rounds played at the golf courses all exceed national averages, while total golf
revenue tends to be below industry standards. Further, the structure in place at City golf
courses causes different sources of revenue to be treated differently, with green, cart and
membership fees going to the City and range, merchandise, food and beverage income going to
contracted golf professionals.
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Performance Findings

Rounds and Revenue. The City of Lincoln Golf system had produced a stable level
of rounds prior to 2009, with a steep decline (12%) in 2010 and 2011, and some
recovery in 2012. The declines in rounds and revenue are generally comparable to
the total U.S. average of 10% decline in golf course revenue over the same period.
Total City of Lincoln Golf net after sales tax revenue was $3.3 million in FY2012.

Expenses. The $3.27 million in operating expenses (including admin) have
increased about 22% since 2008. The expenses to maintain City of Lincoln golf
facilities are lower than golf course maintenance expense averages for standard
public golf courses in the nation, and we note that labor expenses tend to be in
proper proportion (50% at City of Lincoln compared to a “standard” of 50%). Still,
when City administrative and depreciation expenses are added in, the maintenance
expenses become much higher than is standard for the industry.

Survey

NGF completed a survey of golfers at each of the five Lincoln City golf courses. The NGF
collected a total of 1,350 surveys, with about half coming from those with direct affiliation
(members, passports, leagues, etc.). The six most significant findings showed that golfers at the
City courses:

Show varying levels of satisfaction between facilities, with the highest satisfaction for
Pioneers and the lowest satisfaction at Holmes. These golfers are very concerned
about the golf course conditions at Holmes GC.

Rate the golf staff highly

Are concerned about the quality and amenities associated with the food and
beverage service

Want to see improvement in the courses’ use of technology and pace of play
See City of Lincoln Golf Courses GC as a good overall value

Are concerned that the courses are not “women-friendly” in both design and
operation.

External Factor Findings

The external (uncontrollable) factors that affect the City’s ability to sell golf service to the public
tend to be mixed in the period of this 2013 review. The national and City economies appear to

be recovering from a recent recession, competition is still strong, demographics are changing,

and the weather is unpredictable. Other findings:

NGF has documented a general decline in spending on golf from consumers and a
rapid inflation in expenses to operate golf facilities nationwide.

The moderate incomes along with the presence of the State Capitol and University in
the greater Lincoln area typically translate to higher-than-average golf activity.
Negative attributes include a generally short golf season and significant internal
competition between the City golf courses for golf activity.

Tourists and visitors to Lincoln could represent a sizable market opportunity for golf
activity, especially for the Highlands Golf Course. The data shows over 11 million
visitors in Lincoln each year, offering a potentially large market for the City of Lincoln
golf courses. The tourist and visitor market is one that should be actively targeted
with a wide range of promotional activities, including taking advantage of other City-
wide efforts to grow tourist activity in Lincoln.
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o Atotal of 9.0 new 18-hole courses have been added to the Lancaster County area
since 1991. The overall ratio of households to golf courses is generally unfavorable
in all of the City of Lincoln golf sub-markets.

o The weather clearly has an impact on the overall potential for golf rounds in this City.
Data shows that the golf season tends to be short (six months), but can be
lengthened from time-to-time resulting in better performance for these golf courses
(like in FY2012).

¢ NGF has observed that the Lincoln City golf courses have numerous competitors
that have been identified. In general, our review showed that the City of Lincoln golf
courses generally compare favorably to their immediate competition with lower fees
and acceptable quality. The market review suggests that Lincoln City courses are
hosting many more rounds than their competitors, and that there is room to create a
segmentation of fees in the market.

Overall System Findings and Recommendations

The NGF has reviewed the operation and management of the City Golf System, along with
alternate options for governance. It is the opinion of the NGF consultants that the present
system should be modified into a more streamlined system with one single entity, either the City
or a private management firm, operating AND maintaining the City’s golf courses. This structure,
along with the adoption of other NGF operational recommendations, should allow for the most
efficient management structure for the City’s golf courses and provide the maximum economic
benefit. Some of the NGF observations regarding the City’s golf system structure:

e The overall operating system in place with separate operations for pro shop and
maintenance and the treating of certain income streams separately (green/cart fees
to City and range, merchandise, food and beverage to golf pro) is highly inefficient
for the golf operation. This inefficiency is affecting the economics both directly
through increased costs, and indirectly through ineffective management. The City
would likely improve performance with a modified system that pooled all revenue
together before providing a split between the City and concessionaire.

e The outright sale of one or more of these golf courses would be difficult to complete.
Four of the five facilities (Pioneers, Jim Ager, Holmes, and Mahoney) sit on City Park
property and cannot be sold or leased without City referendum. Highlands GC has
no such restrictions and could be sold, although no such sale should be sought
unless the City can earn a minimum of $65,000 per acre. The sale of the five-acre
site adjacent to the Highlands GC could provide needed funds to complete some
upgrades proposed for the golf system and Highlands GC in particular.

e A pure site lease arrangement may be problematic for this system due to four of the
five facilities being located on park property and the debt service associated with the
new clubhouse at Holmes GC.

e The simple closing of one (or more) of the 18-hole golf courses as a means to
reduce expense is not recommended by NGF even though our economic review of
the option suggests the Golf Fund could improve with the closure of Mahoney GC.
The reasoning for our recommendation is that the City has not exhausted all of its
options for improving performance, the high cost of passive park maintenance, the
reality that only 1/3 of rounds will be recovered at the remaining City courses and
that City overhead charged to the golf fund will not be reduced.

¢ A management company likely will charge between $157,000 and $290,000 per year
in management fees (3% to 6% of gross), thus requiring the system to improve by
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$140,000 to $250,000 in net revenue just to retain its present position. However,
private sector operators are often able to reduce direct expenses on golf operations.

o The 5-facility City of Lincoln golf system has advantages stemming from the variety
of offerings and geographic distribution. Any break-up of this system will result in a
spin-off of better-performing facilities and a possible situation of internal competition.
It is the NGF recommendation that the system remain as one single group of
facilities, with the possible exception of Jim Ager moving out of the Enterprise.

Recommendations on Basic Structure

The basic oversight and structure of the City of Lincoln golf system needs to change to become
more entrepreneurial and allow the golf system to be run more like a business and less like a
public accommodation. This means new and improved emphasis on marketing and promotion,
especially to markets beyond the residents of the City of Lincoln. This will also mean
enhancements to facilities and systems (spend money to make money), and that management
will have to react quickly to changes in market characteristics.

The NGF recommends that the City of Lincoln change its golf system operating structure
to a single-source management agreement for the four 18-hole courses. This would mean
that operation of the City’s 18-hole golf courses would be contracted to a single entity that would
have full control of the day-to-day operations, including the pro shops, food and beverage
operations, and maintenance. This structure, if properly implemented, is believed by NGF to
offer the City of Lincoln the greatest opportunity for improvement in both revenues and
expenses, and allow for a streamlined operation with appropriate alignment of interests. The Jim
Ager Golf Course should be absorbed back into the City’s Recreation Department to be covered
from General Fund, and removed from the Golf Enterprise Fund.

The NGF recommends that this system be implemented with:

e A single “Golf Administrator” as a business-oriented position to facilitate contract
compliance and provide a business perspective to the issues of marketing, green fee
rates, programs, capital needs, etc.

e Improvement in the technology systems used to operate, market, and otherwise
promote the four 18-hole golf facilities.

e Some physical upgrade to individual facilities to keep the product appealing and
desirable among golfers.

Operational Recommendations

o Repositioning — The City should work to create market segmentation within the City
golf system, thus broadening its appeal and increasing revenue potential. The NGF
recommendation calls for Mahoney to be repositioned as a “value” facility and serve
as a “bridge” between Ager and the other courses. Highlands would be repositioned
to be more attractive to travelers and out-of-area golfers, particularly those living in
Omabha.

o Physical Upgrades - The NGF team has made specific recommendations for
physical upgrades at each location, with each upgrade expected to add revenue or
reduce expense at the facility, although the exact net benefit is not always fully
guantified. These upgrades were presented by NGF in order of recommended
priority and total some $3.0 million through 2017, of which $1.5 million to be invested
in Pioneers GC. The NGF recommended upgrade list includes items to be completed
at all four 18-hole facilities:
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Cart path upgrades at all facilities
New forward tee positions at all facilities

Upgrade on-course (restrooms, drinking stations) at all facilities

AP w DN PRE

Switch to a self-service, electronic (token-less) range ball dispensing system

As well as items for each individual facility:
1. lIrrigation and Dredging program at Pioneers

Clubhouse upgrades at Highlands GC
Bunker / Tee improvements at Highlands GC
Clubhouse upgrades at Pioneers

Pavilion at Pioneers

Driving Range netting at Mahoney

Irrigation system at Holmes GC

Pavilion at Mahoney GC

© © N o g bk wDd

Improve hitting bays at Jim Ager
10. Irrigation at Jim Ager

o Marketing. The NGF review of City of Lincoln Golf marketing shows some
deficiencies in system marketing. The NGF recommended changes to the golf
system marketing, including:

= Upgrading the golf system websites (including individual courses) to a more
“golf-oriented” look and feel, as opposed to a “park system” look and feel with
more information golfers seek;

» Linking the facilities together in a unified marketing strategy, focusing on
variety and “something for everyone.”

= Maintaining a budget of at least $75,000 (2% of revenue) for the golf system.
* Improving signage to the golf courses.

»= Adding a golf-specific social media component to marketing (Facebook /
Twitter, etc.).

» Expanding direct selling of tournaments and outings.

» Enhancing advertising in magazines, billboards, newspapers, etc.

Pricing Recommendations
NGF has recommended some change in the pricing structure at Lincoln City golf courses. The
key focus of NGF recommended changes includes:

¢ Creating segmentation between the City golf facilities, rather than have “one-size-
fits-all” approach; and

¢ Improving yield management — increasing fees at peak demand times and
decreasing fees when demand is reduced.

To achieve these goals, the NGF has prepared a recommended schedule of fees to be
incorporated into the Lincoln City golf system. This new schedule of fees assumes that NGF
recommended physical changes will be implemented, particularly the upgrades recommended
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for Highlands GC. In general, the new schedule would place Highlands GC at the high end of
the scale, Pioneers and Holmes in the middle and Mahoney at the lower end. Some of the main
proposed changes:

¢ Adding a non-resident rate

e Gradually increasing the age for seniors to 62 by increasing the age limit one year
each year

e Adding twilight times during non-league days
e Adding super-twilight rates during the summer
e Adding $0.50 to the second nine rate at Jim Ager

The proposed new Lincoln City golf fees are shown in the text of this report. In general, the
highest peak weekend green fee will range from a low of $23.00 at Mahoney to a high of $41.50
for non-residents at Highlands GC. Of course, the new structure would include numerous
discounts off these peak rates, including weekday, senior, junior twilight, and super-twilight.

Pioneers Golf Course Summary

o Pioneers GC is the flagship facility for the City of Lincoln golf system, producing the
highest level of rounds, total revenue, and net revenue after expense. The course
appears to be the most popular in the system and showed the highest level of loyalty
in the NGF survey.

o Pioneers is an aging golf course with significant infrastructure needs, both to the golf
course playing area and the clubhouse:

= On the golf course, the facility needs to upgrade its cart paths, irrigation, and
on-course services (restrooms, drinking fountains, etc.).

» The clubhouse is both deficient in space and lacks any kitchen or grill
facilities. In addition, the restrooms are poor and the roof is in need of repair.

= The driving range is small but functional, and includes lights that are not
presently in use.

e A possible key driver of revenue for this facility is its potential to become a popular
site for tournaments and outings, provided the facility could expand and upgrade its
clubhouse facility to host large gatherings. The addition of an outdoor, open-air
pavilion could be an addition to help in this market segment.

¢ NGF recommendations for Pioneers center on making new investment in the facility
to help grow revenue, and enhancing the marketing to promote the outstanding value
of the facility in relation to its price. The City should also be planning for future facility
upgrades, as noted above, that are high on the NGF recommended list of priorities
for the Lincoln City golf courses.

Highlands Golf Course Summary

o Highlands is the premier facility in the City of Lincoln golf system in terms of quality,
although total rounds and revenue have lagged behind Pioneers.

e Given its relative quality and newness, Highlands is probably underpriced, especially
for tourists and visitors. The lower price may be contributing to the perception of low
quality to out-of-City golfers that are less familiar with Highlands’ quality.
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¢ Highlands GC features a links-style golf course that is unique and marketable, and
could become a popular regional draw. While the facility does have the potential to
be re-positioned as a higher end facility, to be successful other changes (besides
price) would also have to be made:

» Upgrade the clubhouse to match the golf course with new furnishings,
upgraded restrooms and improved electric system

= Add a grill and/or kitchen
= Add a bar

= Improve the golf course with new expanded cart paths, bunker renovations
and improved on-course services (restrooms, drinking stations, etc.)

¢ The City should expect that Highlands GC will have the highest operating and
maintenance expenses of the City courses, especially if it is to be re-positioned as a
higher fee, destination golf course.

o NGF recommendations for Highlands include upgrading the facility and re-branding
the golf course as a premier, destination property. The City should adopt a
segmented market strategy with Highlands serving as the highest priced golf course
in the City system. However, to complete such a change properly, some upgrades to
the facility will have to be made as noted by NGF. The City should also upgrade the
direct marketing of the facility, especially improving the course’s website - either as a
page in the City of Lincoln system website or as a separate Highlands website.

Holmes Golf Course Summary

¢ Holmes GC offers a high quality golf layout with interesting topography and even
scenic views into downtown Lincoln. With its good quality layout, new clubhouse, and
modest fees, Holmes has the potential to be a much stronger performer. However,
the NGF found very poor maintenance conditions in early 2013 and a high level of
dissatisfaction among Holmes’ golfers, leading to poor performance.

¢ The new clubhouse added at Holmes in 2013 affords opportunities for the golf facility
to increase its performance, but the quality of the golf course must match the quality
of the new clubhouse. Further, the new clubhouse itself has deficiencies identified by
NGF, including the lack of kitchen, lack of partitions and a primary rear entry. This
new clubhouse was financed through a bond issue, resulting in limitations on
contract options for pro shop management and supporting the concept of a fee-for-
service management agreement as recommended by NGF for the whole system.

o Despite the new clubhouse, this facility would benefit from the addition of a full
kitchen or grill. This would allow the site to host large events and banquets, related to
golf (tournaments, outings, etc.) or non-golf events (weddings, luncheons, etc.).

¢ Holmes GC has one of the best driving ranges in the Lincoln system, which should
be promoted for increased use.

e The most significant recommendation for Holmes involves improvement to golf
course maintenance to match the quality of the clubhouse. Other items such as cart
path and on-course restroom upgrades are also recommended.
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Mahoney Golf Course Summary

e Mahoney is one of the lesser-quality 18-hole courses in the Lincoln system, but with
surprisingly good performance in rounds, revenue and customer satisfaction. If the
City were to adopt a segmented market strategy, Mahoney GC would be the logical
choice to fill the role as the lowest priced golf course in the City system.

e The basic clubhouse design and function is not efficient at Mahoney, particularly as it
relates to restrooms, available space, and the adjacent cart storage shed.

¢ Overall, Mahoney offers many options for reconfiguration of the golf course and
clubhouse, potentially leading to enhanced rounds and revenue. Options include:

= Reconfiguration of the cart storage area into expanded food and beverage, or
banquet space.

» Reversing the 9's so what is now holes 10-18 would become 1-9 and vice-
versa. This would probably help with pace of play and help enhance
increased sales of F & B at the turn.

= Expand the driving range.
= Add a new covered deck or pavilion adjacent to the clubhouse

e The City should expect that Mahoney will have the lowest operating and
maintenance expenses of the City courses, especially if it is to be re-positioned as
the lowest fee 18-hole course in the system.

e Mahoney GC does not have a lot of urgent capital needs, thus the NGF
recommendations for Mahoney involve the City undertaking one or more of the
above reconfiguration options if capital becomes available. Anything that can be
done to enhance the gathering space at Mahoney will make the property more
appealing for tournaments and outings, which should lead to increased revenue.

Jim Ager Memorial Golf Course Summary

e Jim Ager Memorial Golf Course is the short, par-3 “junior” course in the City golf
system. While this facility was designed to appeal to the junior segment, it has
developed a broader appeal to many segments of golfers of all skill levels.

o The key to future operation of this facility is to actively promote the learning center
aspect of the facility, to introduce new players to the game of golf at all ages,
genders and backgrounds. As such, Jim Ager can serve as a “feeder” facility to grow
golf in Lincoln and attract new players to the game that can become customers for
the other 18-hole courses.

¢ In addition, the facility may have even broader appeal to non-golfers as a source of
fun and recreation, if it were to be modified for nighttime use (adding lights). This
would open the facility up to a new segment of participants. Lighted par-3 golf
courses are especially popular in the U.S. in college/university towns like Lincoln with
large and athletically active student populations.

e The physical condition of Jim Ager is generally good, but the irrigation system is
antiquated and poor and requires additional labor and other expenses to run
properly. As such, the course would benefit in future cost savings from upgrades to
the system. However, given the low revenue at this golf course, the City may find
that other capital needs in the golf system will have to take higher priority.
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¢ In all, the City of Lincoln may find that this facility will work better as a tax-supported,
City recreation amenity that is outside of the Golf Enterprise. If Jim Ager is held to an
enterprise standard, it is likely to fall short which may lead to cuts in expenses,
leading to reductions in use. This could be problematic given Ager’s role as a feeder
facility for the other courses in the system.

Financial Overview Summary

NGF Consulting has created a cash flow model for the continued operation of the City of Lincoln
Golf system assuming a continuation of the current system of operation, and in consideration of
a change to a single-source contract management for all facets of the facilities. The primary
assumptions that drive the NGF Consulting financial projections are: (1) the completion of
several key physical improvements to the golf courses; (2) changes to the pricing structure with
facility segmentation and the addition of new resident and twilight discounts; and (3) that the
City will commit to make the technology and marketing improvements identified by NGF — the
most significant of which involve upgrading the golf courses’ point of sale systems (POS).

Summary of Performance

The results of the NGF analysis show that even with NGF recommendations and the modest
growth of rounds and revenues projected by NGF, we still expect the City of Lincoln Golf system
to see challenges in the next few years. A summary of findings from the NGF analysis:

e The City of Lincoln Golf Enterprises is viable to cover its basic operating expenses,
but not capable of covering all of its obligations such as internal City charges, debt
service and depreciation. Increases in revenue will be required to keep the system
viable for the future.

o However, without these “below the line” expenses it appears as though this golf
system is capable of generating revenue sufficient to cover operating expenses and
set aside money for some capital upgrades. This status is common in about 50% of
municipal golf courses nationwide, while only about 20% of public sector golf courses
are able to cover all expenses, depreciation, and debt.

o The NGF projections assume historical inflation in expenses and some inflation in
fees charged for golf facilities. The City of Lincoln Golf Enterprise will have to commit
to at least 2% increases in fees every year to meet these projections.

City of Lincoln Golf Courses
Projected Economic Performance
with NGF Recommendations

2013 2014 2015 2016 2017
Total System Revenue $3,157,800  $3,427,500 $3,654,500 $3,859,600 $3,947,400
Less:
System Operating Expense $3,069,000  $3,142,900 $3,270,300 $3,403,100 $3,541,900
Total Capital $38,500 $481,000 $381,000 $198,000 $16,000
Net Before Other $50,300 ($196,400) $3,200 $258,500 $389,500
Other Services/ City Overhead $156,000 $159,900 $163,900 $168,000 $172,200
Total Depreciation $560,000 $557,200  $554,400  $551,600  $548,800
City of Lincoln Golf Net Income ($665,700) ($913,500) ($715,100) ($461,100) ($331,500)
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City of Lincoln Golf under Management Company Operation
NGF has estimated the performance of the City golf system under the implementation of a
management contract, using a 5% of revenue estimate for management fee. The result of this
review shows that the City will be adding a new $254,000+ expense line to the City of Lincoln
golf system, in exchange for a golf management company that specializes in municipal golf
operations and has a track record of increasing revenue and reducing expenses through golf
management expertise and technology systems that are in place within these organizations. In
this projection, to be conservative the NGF has assumed the same level of revenue as in the
estimate above, even though private management companies will often increase revenue in golf
systems such as this, while at the same time reducing expenses. The result of a move to a
single-source management contract is expected to produce improved performance, even if the
revenues are not improved:

City of Lincoln Golf Enterprise
Projected Economic Performance
Under Management Company Operation

System FY2013 FY2014 FY2015 FY2016 FY2017
Green, Cart, Membership Rev. $3,157,800 $3,427,500 $3,654,500 $3,859,600 $3,947,400
Pro Shop Revenue $0 $1,644,600 $1,677,500 $1,711,100 $1,745,300
Total Revenue $3,157,800 $5,072,100 $5,332,000 $5,570,700 $5,692,700
Less:

Direct Cost of Sales $0 $654,200 $667,300 $680,700 $694,300
Pro Shop Operating Expense 0 $850,000 $871,300 $893,100 $915,400
Maintenance Expense 3,069,000 $2,514,300 $2,616,200 $2,722,500 $2,833,500
Management Fee 0 $254,000 $267,000 $279,000 $285,000
Net Before Other Iltems $388,800 $799,600 $910,200 $995,400 $964,500
Capital $38,500 $481,000 $381,000 $198,000 $16,000
City overhead $156,000 $80,000 $82,000 $84,000 $86,100
Depreciation $560,000 $557,200 $554,400 $551,600 $548,800
Lincoln City Golf Net Income ($665,700) ($318,600) ($107,200) $161,800 $313,600

*Includes the assumption of all pro shop revenue (merchandise, lessons, range, food, beverage) and all pro shop
expenses, including direct cost of goods sold.
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Summary Conclusion

It is our opinion that the City’s golf operation is at a very critical point in its history. Declining
performance has not only created stress within the system, but has resulted in a lack of
reinvestment in the system in terms of major capital repairs. The position the City is in is a
familiar one to us. If immediate action to correct the problems are not taken, the golf program is
likely to engage in a “death spiral” where declining performance leads to continued budget cut-
backs. These cut-backs, in turn, affect the performance of the facility and usually end up
reducing revenue by more than the cost savings, thereby accelerating the decline.

Yet, there is a lot of reason for optimism as well. The five golf facilities have layouts ranging
from good to excellent. The current rounds performance for the courses, while declining over
time, still exceeds national standards and greatly exceeds other are facilities. Further, we find
that most of the issues that led to declining financial performance are correctable.

In summary, our findings are that the City of Lincoln is operating popular golf facilities with
amenities that are good enough to generate close to $3.3 million in net (after sales tax) green,
cart and membership revenue, plus an additional $1.6 million in ancillary revenue earned by
contracted golf professionals (and used to pay pro shop operating expenses). The NGF found
six key specific areas that we feel are the most significant contributors to the recent declines in
economic performance of City of Lincoln Golf Courses:

Inefficient operational structure and inadequate technology

Declining conditions at City golf facilities, especially Holmes GC

A need to improve marketing to include both passive and active marketing efforts
High City overhead and utilities expense structure

Inadequate service to female golfers

Unpredictable and unfavorable weather, coupled with a declining interest in golf
nationwide and regionally

R e A

In review of the Lincoln golf system, NGF finds that action on these above items will
provide the greatest relief of economic stress to the system, although working to
consolidate the system under a single operator will also help to relieve some economic
stress. Assuming it is in the best interest of the City of Lincoln for the golf system to
remain viable, it is expected that these changes will provide some economic relief to the
City of Lincoln Golf Fund.

The most important NGF recommendations for Lincoln Golf include:

Upgrade the physical condition of the golf courses and clubhouses
Modify the operational structure

Improve technology and marketing

Enhance food and beverage service at all facilities

Create a more segmented system, with lower fee and higher fee facilities

o g bk w b

Make all the golf courses more “women-friendly”
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