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The Course That Got Away

By KRISTINA SHEVORY

KAY AND SAM GARDALI spent so much time playing golf and visiting friends at a golf community outside Modesto, Calif., that the couple decided it would be better to buy a home there than to keep visiting their friends on weekends.

Two years ago, they bought a three-bedroom house at the Diablo Grande Winery & Resort, a new luxury golf development in Patterson, Calif., a bit more than an hour and a half east of San Francisco. For $500,000, they got a home set on one of the resort’s two golf courses. Although the development was only about 45 minutes away from their main residence in the town of Turlock, they considered it a good investment and toyed with the idea of buying an additional house to rent out.

It was good they didn’t. Over the last year, the winery shut, the two golf courses closed, if only temporarily, and home construction ground to a halt. The developer filed for bankruptcy and the development was sold at a court sale in October, leaving homeowners unsure about what would happen to their property values and membership fees.

“We don’t know if the money we’ve paid to belong to the golf club will be honored or not,” Mrs. Gardali said. The couple paid $25,000, on top of the house price, to join.

Many people have bought second and third homes in golf developments for the high-end courses designed by well-known professional golfers, the tight-knit community and the plush clubhouses. But now a number of owners across the country are finding closed clubhouses and courses, lost membership fees and a direct hit to their home values as developers file for bankruptcy and can no longer maintain their courses.

Of course, the same problems that have pummeled the real estate business generally — recession, tight credit and plunging prices — have hurt the market in golf communities, leaving many developers unable to meet payments on their loans. The collapse last September of Lehman Brothers, a major investor in real estate deals and a backer of many golf communities, reduced the pool of buyers, according to Jeff Woolson, managing director and senior vice president for the golf and resort properties group at CB Richard Ellis in Carlsbad, Calif. In California alone, Lehman sank $2.5 billion into projects with the SunCal Companies, a community developer, many of which are now in bankruptcy proceedings.

And institutional investors that would have bought an ailing golf course when the economy was good are no longer interested.

“I’m spending hours a day speaking to appraisers, lenders, people who can’t make money and have to sell their course,” said Mr. Woolson, who once did roughly two golf course deals a year but now has at least seven listings on his books.

The new owner at Diablo Grande, World International, a group of real estate investors, is still working on its official plan for the property but said this week that it expected to make some announcements soon. World International said it would probably maintain the original developer’s goal of 1,600 new houses — probably over five to seven years — in addition to the 400 or so that have already been completed. Golf memberships would somehow be grandfathered in, and plans for a hotel, possibly in a different location, would still be included. A name change is in the works, along with a long-term water-quality project.

In Bonita Springs, Fla., the Ronto Group shut the golf course at the Palmira Golf and Country Club in late September because it could no longer pay for its upkeep.

“It’s really a victim of the current climate. You can’t find any equity,” said Anthony Solomon, a vice president at Ronto, based in Naples, Fla. Ronto sent Palmira homeowners a letter in late September that said the course would be closed. Bernard Poirier, who owns a second home at Palmira, didn’t even get the letter and found out about the closing from friends who live there. The course had always been well managed, he said, and the developer never dropped any hints that it was having financial problems.

Given the deep housing problems in Florida, with drooping prices and a glut of homes on the market, homeowners couldn’t afford to lose the 27-hole course. “If the golf course goes, my property value will drop even more than it already has,” said Mr. Poirier, a tax accountant in Warwick, R.I., who estimates that the value of his Palmira house has shrunk by 20 percent in the last two years.

A group of homeowners is now fighting to save the course and has raised enough money to run it temporarily. They have negotiated a deal to buy the course outright from GMAC Financial Services and have lined up outside financing for an undisclosed amount. A deal should be signed by the end of the month, said one of the homeowners who helped negotiate the agreement.

During the housing boom, golf courses were a well-tested way to sell homes at a hefty premium. Buyers would pay up to 25 percent more for a lot at a golf course community than for those at typical subdivisions, Mr. Woolson said. Golf also provided additional benefits: it allowed developers to use the courses to meet municipal drainage and open-space requirements, rather than simply having undeveloped land that does not produce revenue.

“People are attracted to golf because it’s an embodiment of a lifestyle they want to live of fun,” said Henry DeLozier, a Phoenix-based principal at the consulting firm Global Golf Advisors. “Golf in America seems to have aspirational qualities that seem to affirm status achieved. Why else would someone pay a premium for the same house?”

“They didn’t care how much they spent on the golf course because they were making so much money on lot sales,” said Michael Allan Wolf, a professor at the University of Florida Levin College of Law in Gainesville and a specialist in golf course property conversions.

Many builders carved out space for golf courses and clubhouses even if they knew nothing about the sport. A course generally costs about $5.2 million to build, double if a clubhouse, restaurant and pro shop are included, according to a 2005 study by GOLF 20/20, a coalition of equipment manufacturers, course operators and golfing associations managed by the World Golf Foundation, a group founded 15 years ago to promote interest in golf. But courses aren’t cheap to operate, with maintenance costing $800,000 to $1.2 million a year.

The National Golf Foundation, a separate industry group, says there are some 16,000 golf courses of every type in the United States, including more than 3,200 that are linked to residential real estate developments. Over 50 residential courses have closed since 2006.

Even high-end fractionals, partial-ownership properties that generally attract wealthier buyers, have not been immune to the housing fallout. Last fall, Wasserman Real Estate Capital mothballed its project overlooking the Old Course at St. Andrews in Scotland, one of golf’s most famous sites, when it did not sell enough units. Only a third of the residences, priced at $1.8 million to $3.7 million, were sold. This year, the real estate group plans to remarket the residences as full-ownership units.

“Many people wanted what I had, but they couldn’t pay what I was asking. Others wanted the entire units,” said David Wasserman, principal of the firm, based in Providence, R.I.

Outside Las Vegas, developers are looking to abandon a golf course at a luxury resort development so they can stop losing millions on its upkeep. The Falls golf course, at the entrance to Lake Las Vegas, a luxury resort development with three golf courses, multimillion-dollar homes and upscale hotels, may be abandoned this month if a bankruptcy judge agrees. According to court filings, the championship course was expected to lose $1.9 million last year and $2.9 million in 2009.

“We want the golf course to stay open because it helps the project. But we can’t afford to put down money on a course that’s not making money,” said Frederick Chin, president of the Nevada-based Atalon Group, which bought the resort after the original owner defaulted last year.

A hearing next week may decide whether the course will be abandoned. If it goes into foreclosure, the creditor would gain ownership.

“It’s extremely upsetting,” said Jerry McFarland, a real estate agent in San Diego who owns a home on the course. “Not only could our homes be worth less, but our golf club memberships of $21,000 would become worthless.”

