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RESTRUCTURING
THE PRIVATE CLUB
HOW TO DEAL WITH REFUNDABLE
MEMBERSHIP LIABILITY
Tengberg

Private golf clubs are facing a tidal wave of
challenges, from the prolonged economic
downturn, to an aging population unable
to continue playing the game, to a general
decline in demand for golf, to financial
hardships facing many of their members.
Additionally, many private non-equity
golf clubs have on their books a relatively
large liability from refundable membership
deposits. In many cases, this liability
is an anchor that drags down the club
economically and causes it to be viewed
by potential members as tainted and
undesirable.
Historically, private non-equity clubs
structured membership initiation fees as
refundable deposits in order to attract
members and enjoy certain tax benefits.
However, refundable deposits now represent
an economic burden that most clubs and
buyers want to avoid. As a result, many
private non-equity clubs are exploring ways
to rid themselves of, or at least minimize,
this economic burden.
The following example illustrates the
problem that many clubs face:
Say five years ago that the membership
deposit was $50,000. At the end of 30 years,
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the member would receive back 80 percent
of the original deposit. If the member
resigned before the end of 30 years, the
membership would be placed on a seller’s
waiting list and sold on a 4-to-1 basis with
unsold golf membership held by the club.
Upon the resale that means the member
would get back 80 percent.
Fast-forward to today and the
membership deposit is only $10,000 and
the club is also forced to finance the deposit
for new members. This means that for every
fourth regular membership sold by the club,
it must come out of pocket in order to repay
the resigned member. Say there are also 150
members on the resigned list waiting for the
club to resell their membership.
In this example, the club is effectively
caught between a rock and a hard place.
Prospective members are reluctant to join
a club that has a substantial seller’s waiting
list, a significant economic liability on its
books and a deficit balance between the
selling price of new memberships and
the refund owed to former members.
Understandably, prospective buyers are not
willing to purchase a membership for any
sum.
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Most bought into the club with the
expectation that it would remain healthy
and viable and that they would receive
back their membership deposit when they
resigned. Existing members have different
concerns.
Unfortunately, now these members are
faced with the prospect that they will likely
never receive a refund. Moreover, as the
number of members declines, the dues paid
by the remaining members in most cases
continues to increase.
Finally, as this club explores ways to
stabilize operations, some members may
file lawsuits based on the club’s actions.
For example, if the club allows outside
daily fee play as a way to increase revenues,
members may sue claiming outside play is
prohibited. If the club plans to shut down
amenities to reduce costs, members may file
suite claiming the club is obligated to keep
all facilities open. Finally, if members are
completely dissatisfied, they may organize a
dues boycott and attempt to freeze-out club
ownership.
Even if the members are successful, these
actions still create an unhealthy situation
where everyone stands to lose.
In response, many non-equity private
clubs are exploring solutions to “cleanse
themselves of the liability associated with the
refundable membership deposit.” However,
as most private non-equity golf clubs are
realizing, there are no easy solutions. Here
are some of the alternatives:
A. Revise the Membership Program. The
most logical and practical approach is for
the club to revise its existing membership
program to accomplish one of the following:
t Eliminate the membership deposit
liability and provide that members are
only entitled to receive a certain portion

(e.g. 80%) of the actual selling price of the
membership.
t Retain the membership deposit liability,
but create and sell new categories of
memberships including, so-called nonrefundable memberships that have no
refund obligation associated with them
and that, upon sale and issuance, do not
trigger a refund obligation to the holders
of memberships with a refund obligation.
t Retain the membership deposit liability,
but allow members to resell their
memberships on the open market with
the buyer stepping into the shoes of the
member.
All options carry with them some degree
of potential exposure to the club and
some degree of economic downside to the
members.
B. Chapter 11 Reorganization. There
are times when the most viable option is
to restructure the membership program
and reorganize the club through a Chapter
11 bankruptcy. In prior years, there was a
negative stigma for clubs that went through
bankruptcy. Today, that is not the case. In
fact, many view a club that has gone through
the process as having been cleansed,
healthier and more economically viable.
In a Chapter 11 bankruptcy, the club, as
the debtor, files a petition seeking a formal
reorganization under applicable bankruptcy
law. While the procedures, obstacles, hurdles
and perils of Chapter 11 are significant,
there are two primary exit strategies:
1. Approved Plan of Reorganization.
One of the objectives of a Chapter 11
filing is to secure approval of a plan of
reorganization. This may take on a variety
of forms and seek to achieve a multitude
of objectives, including the following:
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t " DPNQMFUF SFTUSVDUVSF PG UIF DMVCT
NFNCFSTIJQ QSPHSBN  JODMVEJOH UIF
FMJNJOBUJPOPGUIFNFNCFSTIJQEFQPTJU
MJBCJMJUZ XJUI FYJTUJOH DMVC PXOFSTIJQ
SFNBJOJOHTVCTUBOUJBMMZJOUBDUPS
t "TBMFPGBMMPSQBSUPGUIFDMVCTBTTFUT
UP FJUIFS B UIJSEQBSUZ QVSDIBTFS PS
UP BO BďMJBUF PG UIF DMVC  XJUI UIF
FMJNJOBUJPO PG UIF DMVCT NFNCFSTIJQ
EFQPTJUMJBCJMJUZBOEBSFTUSVDUVSJOHPG
UIFNFNCFSTIJQQSPHSBN
 Section 363 Sale. ćF TBMF CZ UIF DMVC
PG JUT BTTFUT UP B CPOBĕEF UIJSE QBSUZ
BOE UIF FMJNJOBUJPO PG JUT NFNCFSTIJQ
EFQPTJUMJBCJMJUZ
ćJT UZQF PG USBOTBDUJPO JT UZQJDBMMZ
SFGFSSFE UP BT B 4FDUJPO  TBMF  OBNFE
BęFSUIFBQQMJDBCMFQSPWJTJPOJOUIFGFEFSBM
CBOLSVQUDZ DPEF " 4FDUJPO  TBMF
HFOFSBMMZ JOWPMWFT B GPSNBM BVDUJPO PG UIF
DMVCćFTBMFNBZJOWPMWFBiTUBMLJOHIPSTFw
CJEEFS XIP NBZ CF FOUJUMFE UP SFDFJWF B
iCSFBLVQGFFwJGJUJTOPUUIFXJOOJOHCJEEFS
ćFTVDDFTTGVMCJEEFSJTBCMFUPQVSDIBTF
UIFEFTJSFEBTTFUTPGUIFDMVCBOEFMJNJOBUF
UIF VOEFTJSBCMF BOE VOXBOUFE MJBCJMJUJFT 
JODMVEJOHUIFNFNCFSTIJQEFQPTJUMJBCJMJUZ
ćF DMVC EFUFSNJOFT UIF UFSNT PG UIF TBMF 
TVCKFDUUPBQQSPWBMCZUIFCBOLSVQUDZCPVSU
8IBU IBQQFOT UP UIF NFNCFST JO
UIFTF DJSDVNTUBODFT  *O NPTU DBTFT  NPTU
QVSDIBTFSTBSFSFMVDUBOUUPGBMMJOUPUIFTBNF
USBQ BOE HSBOU GPSNFS NFNCFST UIF BCJMJUZ
UP SFDPWFS UIF NFNCFSTIJQ EFQPTJU .PSF
PęFO UIBO OPU  NFNCFST DBO SFKPJO UIF
DMVC VOEFS EJČFSFOU UFSNT BOE DPOEJUJPOT 
XIJDI HFOFSBMMZ BSF NPSF GBWPSBCMF UIBO
UIF UFSNT BOE DPOEJUJPOT PČFSFE UP OFX
NFNCFST 'PSNFS NFNCFST BSF BMMPXFE
UP SFKPJO GPS B NPEFTU OPOSFGVOEBCMF GFF
BOE UIF BHSFFNFOU UP QBZ SFHVMBS EVFT
GPS B EFTJHOBUFE UJNF JO UIF GVUVSF *O UIJT
NBOOFS  BMUIPVHI UIFZ IBWF GPSGFJUFE UIFJS
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NFNCFSTIJQEFQPTJUT GPSNFSNFNCFSTDBO
DPOUJOVF UP QMBZ HPMG BOE FOKPZ UIF DMVC
GBDJMJUJFT BOE BNFOJUJFT GPS B NPEFTU GFF
BOEUIFQBZNFOUPGOPSNBMBOEDVTUPNBSZ
BOOVBM PS PUIFS QFSJPEJD EVFT 4JNJMBSMZ 
UIFOFXPXOFSDSFBUFTBEFHSFFPGHPPEXJMM
XJUIUIFGPSNFSNFNCFSTBOEFOTVSFTUIFSF
BSFBEFRVBUFNFNCFSTUPPQFSBUFUIFDMVC
ćF CBOLSVQUDZ QSPDFTT IBT DPVOUMFTT
QJUGBMMTBOEPCTUBDMFT JODMVEJOHQPUFOUJBMUBY
MJBCJMJUJFTBTTPDJBUFEXJUIUIFFMJNJOBUJPOPG
UIFNFNCFSTIJQEFQPTJUMJBCJMJUZ.PSFPWFS 
UIF CBOLSVQUDZ QSPDFTT JT UJNF DPOTVNJOH
BOE QPUFOUJBMMZ WFSZ FYQFOTJWF ćF
BNPVOUPGMFHBMGFFTJOWPMWFEJOJOTUJUVUJOH 
NBJOUBJOJOH BOE TVDDFTTGVMMZ DPODMVEJOH
B CBOLSVQUDZ DBO CF TUBHHFSJOH  FTQFDJBMMZ
JGUIFSFBSFMFHBMEJTQVUFTCFUXFFOUIFDMVC
BOEJUTNFNCFST"TBSFTVMU GPSUIFTFBOE
PUIFS SFBTPOT  FYUSFNF DBVUJPO BOE DBSF
TIPVME CF UBLFO CFGPSF FNCBSLJOH PO B
CBOLSVQUDZĕMJOH
ćF EVSBUJPO PG UIJT FDPOPNJD DSJTJT IBT
DBVTFE NBOZ UP DPODMVEF UIBU UIJT JT OPU B
TIPSUUFSNQIFOPNFOPOćFHPMGJOEVTUSZ
IBT CFFO IJU FTQFDJBMMZ IBSE BOE QSJWBUF
DMVCTBSFOPUJNNVOFGSPNUIFDSJTJT
8IJMF NBOZ QSJWBUF HPMG DMVCT BSF
NBLJOH NJOPS BEKVTUNFOUT BOE IPQJOH
UIJT FDPOPNJD DSJTJT JT TIPSUMJWFE  PUIFST
BSF UBLJOH JNNFEJBUF BOE EFDJTJWF TUFQT
UP NBLF GVOEBNFOUBM DIBOHFT JO DBTF
UIJOHT EP OPU HFU CFUUFS "MNPTU FWFSZPOF
SFDPHOJ[FTUIBUTPNFDIBOHFTBSFOFDFTTBSZ
ćF DIPJDF PG UIF DPSSFDU QBUI UP GPMMPX
GPS FBDI DMVC DBO POMZ CF NBEF BęFS BO
FYIBVTUJWF BOBMZTJT PG BMM PG UIF GBDUT BOE
DJSDVNTUBODFT BOE XFJHIJOH UIF QSPT BOE
DPOTPGFBDIBMUFSOBUJWF
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