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Introduction 

Liquidity:

Today we live in a society that gives us the 
opportunity to seemingly get information 
and feedback almost instantly.  Most golf 
clubs rely on Profit and Loss as well as 
Balance Sheets and these reports give a 
snapshot of how the club was doing at an 

historical point, they do not give a current 
view of the health of the club.  Ratios help 
keep clubs on the right path as well as helping 
measure financial performance and correct 
operational weaknesses. 

Case Study - Determining the Financial Health of your Golf Club

According to Philip Newman, who wrote in the Club Director in 2012, clubs should be asking 
themselves four key questions.  Each of these questions links to a different ratio type.  They are as 
follows:

Liquidity ratios measure the ability to meet the short-term obligations and focus on the sufficiency 
and flexibility of financial resources.  Two of the most important ratios for liquidity are the current 
ratio and the operating cash flow ratio. 

Current Ratio (Current Assets/Current Liability = Current Ratio) 
This ratio measures working capital, and anything above 1.0 is considered acceptable.  Anything 
lower than 1.0 shows that the current assets will not cover the current liabilities.  This is a working 
capital deficit.  If the club is in a working capital deficit then the club should have a look at what the 
cause is and then work on improving the situation. 

Operating Cash Flow Ratio (Cash Flow From Operations/Current Liabilities=Operating  
Cash Flow Ratio) 
The operating cash flow ratio measures how well cash flow generated from operations covers current 
liabilities.  This ratio can give the club an idea of how liquid the club is in the short term.  Cash flow 
can be a better indication of liquidity compared to income due to the simple fact that most bills are 
paid in cash.  This ratio can be used to see if clubs need to get members dues quicker to pay vendors.  
Many vendors will offer discounts if the account is paid early, this should not be accepted if it 
adversely affects the clubs overall cash flow.

Question: Ration Type:

Are financial resources sufficient to support the 
club’s mission?

Liquidity

What financial resources are available to support 
the clubs mission?

Solvency

How are the existing financial resources being 
used to support the club’s mission?

Activity

Are financial resources being applied efficiently 
to support the club’s mission?

Profitability



If you look back at the four questions at the start you will see that every question relates 
back to the mission of the club.  Ratios, and the financial aspect of the club, should not 
be seen as independent from this.  Budgeting should suit the mission and the mission 
should not be changed to suit the budget.  The ratios are a tool to keep clubs in line 
with this philosophy.

To see more in-depth discussion on financial ratios for golf clubs see the article in the 
Club Director Magazine, Fall 2012 edition or get in touch with one of your Regional 
Support Managers at New Zealand Golf.

Conclusion

Solvency Ratios:

Activity Ratios:

Profitability Ratios:

Solvency ratios illustrate the ability to meet long-term obligations.  

Debt to Equity Ratio (Total Liabilities/Members Equity=Solvency Ratio) 
The solvency ratio is a measure of how much suppliers, lenders, and creditors have committed to 
the golf club versus how much the members have committed.  If the ratio begins to fall the clubs’ 
committee or board should be able to understand why.  Has the club taken on debt that was used on 
operations that should have been reinvested into the clubs facilities?  Is the club losing equity due to 
operating loses or a lack of new joining fees? 

Capitalisation Ratio (Total Debt/Total Capital=Capitalisation Ratio) 
This ratio measures the debt component of capital structure.  A low level of debt and high level of 
equity ae usually viewed as good financial fitness.  To improve a clubs capitalisation ratio Golf Clubs 
should see if they can retire debt using cash reserves that would be earning less in interest then they 
are paying in debt.

Activity ratio focus on the allocation of scarce resources.  

Payroll Ratios:
Two of the most popular ratios are overtime burden (Overtime Costs/Total Hourly Labour) and hourly 
labour burden (Hourly Labour/Operating Revenue).  Many clubs monitor the hourly labour burden on 
a daily, weekly, and monthly basis over the major departments to ensure correct staffing levels.

These ratios are used to see the clubs ability to generate earnings compared to expenses or other 
relevant costs during a specific period.  Most clubs want to have a higher value then compared to a 
previous period or against the industry benchmark.
 
For golf clubs three profitability ratios are the most common: Profit margin (Net Income/Total 
Revenue), Return on Assets (Net Income/Average Total Assets), and Operating Efficiency (Income 
Before Fixed Costs/Total Revenues). 


