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INTRODUCTION

The Crystal Cove Historic District is a 12.3 acre parcel with beach cottages that lie along the Orange County Coast between Corona del Mar and Laguna Beach, and is a portion of Crystal Cove State Park.  Over the years, this popular vacation spot evolved into an enclave of beach cottages which typify a California beach community of the 1930’s and 1940’s. The district was listed on the National Register of Historic Places on June 15, 1979. A National Register District by definition possesses a significant concentration of buildings or structures united historically or aesthetically by plan or physical development.

It is the goal of the Department of Parks and Recreation to realize enough economic benefit from the Crystal Cove Historic District to operate the facility and make some contribution to the capital costs, but at the same time, keep the user costs to the public as affordable as possible. The renovation of the cottages will be undertaken in phases.

ENGAGEMENT BACKGROUND

Williams Kuebelbeck and Associates has been retained by the California Department of Parks and Recreation to prepare a preliminary fiscal and operations analysis for the Crystal Cove Historic District Historic Park. The purpose of this report is to assist in determining the long-term feasibility and fiscal implications of operating overnight accommodations at Crystal Cove, in accordance with the goals and objectives established by the DPR. 

SCOPE OF WORK

The specific Scope of Work for this assignment is outlined below.

Task 1: 
Meet with the Client to refine goals, obtain background information and obtain client input on the principal alternatives which should be evaluated. During this meeting the DPR provided the Consultant with parameters and direction regarding the overall goals and objectives of the Master Plan.

Task 2: 
Inspect the site and consider its advantages and disadvantages.

Task 3: 
Survey selected competitors in the area. 

Task 4: 
Interview selected persons with knowledge of the regional and local market including facility operators and local visitor bureaus.

Task 5: 
Review industry statistics relating to overnight accommodation operations of various types.

Task 6: 
Estimate a range of affordable room rates and occupancy rates for the accommodations.

Task 7: 
Prepare a proforma financial analysis of the proposed accommodations proposed for Phase I, utilizing all of the above inputs.

Task 8:
Estimate the impact of alternative room rate structures.

Task 9: 
Prepare a Draft Report.

Task 10: 
Based on comments from the Client, and consistent with the parameters and direction provided by the DPR in the kick-off meeting, Consultant will prepare the Final Feasibility Report.

Section 1:  MARKET OVERVIEW

This section of the report presents a market overview for overnight accommodations in the market area. The concept proposed for Crystal Cove Historic District (CCHD) is unique for several reason:

· The location directly on the beach in an undeveloped natural park is unduplicated on the California Coast.

· It is a historic district

· There are only a limited number of units in phase I

· The units will be a mix of large cottages and dorm-type accommodations

· The rate for the accommodations will be set at an “affordable’ rate.

· The accommodations will be located within a State Park

· The nature and location of the site will limit the amount of general tourist traffic to support food service and retail on the site.

· The maintenance of the surrounding property will be provided by Department of parks and Recreation.

For these and other reasons, there are no directly comparable resort accommodations in the State. However, it is still useful to review the experience of various types of lodging in the market area in order to better understand the potential for Crystal Cove accommodations. For this reason this report reviews the characteristics of resort accommodations in three categories;

· Lodging in other California State Parks

· Hostels Near the Coast

· Resort Hotels in the Local Market.

LODGING IN STATE PARKS

Table 1 summarizes the characteristics of the three lodging operations in California State Parks, and also for comparison shows two Parks with cabins. The Big Sur Lodge is perhaps the most similar to the proposed CCHD in that it contains 61 units and is in a park, but does not have water views. The financial information for this operation is integrated into summary information which includes the operation of a store, gift shop and ice cream stand, so the data is directly applicable to Crystal Cove. However, it is interesting to note that the room rates at Big Sur range from $99 to $229 depending on the units size and the season. 

[image: image1.wmf]Number 

Location

Type

Rooms/Units

Rate

Big Sur Lodge

Lodge

61

$99-229

na

Marconi  Center

Lodge

40

175-372

78%

(1)

    and meals

Asilomar

Lodge

317

114-165

85%

(2)

    included

Mt. Tamalpais

Cabins

10

27.00

$  

 

na

Big Basin Redwoods

Tent Cabin

35

49.00

$  

 

    shower, laudry nearby

(1) In 2002. Dropped to 60% in current year, ending June 2003.

(2) Only 20% of room revenues come from tourists.

na means not available.

Source: California Department of Parks and Recreation

2 double size platform beds

Higher prices include meeting space

Pool, some fireplaces, breakfast

Bed platform, no matress

    no running water

Occupancy

Amenities

Pool, sauna, some fireplaces

Restaurant, grocery, laundry nearby

Table 1

CHARACTERISTICS OF SELECTED LODGING

IN CALIFORNIA STATE PARKS

Annual


The Marconi Conference Center in Point Reyes Station is similar to CCHD in that it has a limited number of rooms and is in park setting. However, the facility is almost entirely dedicated to conference uses and thus has different operating characteristics than traditional lodging. Most of the usage at this facility is by groups who pay a conference rate which includes three meals and meeting space.

Asilomar is the largest of the lodging operation in State Parks. It too is heavily oriented toward conference business. Approximately 16% of its overnight business is from this segment. Overall its occupancy rate was 85% in 2001-2002.

It is difficult to state the room rates at these three facilities precisely because they vary by unit type, unit size, season, and type of user. However Table 2 presents a comparison of the room rates using similar criteria for these factors. As show, the tourist rate at Asilomar for a typical hotel room ranges from $141 to $165. The rate for the Guest Inn, which sleeps six, is $221. The tourist rate for a standard room with kitchenette at the Marconi Center is $175 and these rooms can only be reserved 3 days ahead. A room with a fireplace and kitchenette, at the Big Sur Lodge rents for $229 per night. These rates are indicators of the room rate range at other lodges in State Parks.

[image: image2.wmf]Rate

per room

Location

per Night

(1)

Room Type

Asilomar

141

$    

 

Tourist-standard room with fireplace, includes breakfast

165

$    

 

Tourist-suite

221

$    

 

Tourist-Guest Inn (sleeps 6)

202

$    

 

Conference rate standard room for two

425

$    

 

Conference rate, Guest Inn (sleeps 6)

Marconi

175

$    

 

Standard room with kitchenette (sleeps 2), includes breakfast

310

$    

 

Conference rate, standard room (for 2)

Big Sur Lodge

229

$    

 

Room with fireplace and kitchenette

259

$    

 

Two-bedrooms with fireplace and kitchenette

(1) Double Occupancy. Conference rates include meeting space and three meals.

Table 2

SELECTED ROOM RATES AT LODGES IN STATE PARKS


HOSTELS NEAR THE COAST

Table 3 presents the characteristics of hostels that are located near the coastal areas of California. All of these hostels are operated by Hostelling International, a non-profit organization which operates virtually all of the hostels in California. The typical rates at these are hostels  $16 to $22 (including linens), with the higher rates generally charged at the urban hostels. All of the hostels provide a kitchen and dining area. Almost all of them provide a self-serve laundry.
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Private

Location

Beds

Rate

Rooms

Rate

FY 01

FY 02

Linens

Kitchen

Laundry

Internet

café

Pigeon Pt (State Park)

42

16-19

4

47-53

69%

61%

x

x

Montara

35

15-18

5

47+

57%

53%

x

x

x

x

Redwood National Park

30

14-16

1

48%

49%

x

x

x

Fort Mason (S.F.)

163

22-29

93%

79%

x

x

x

x

x

Marin Headlands

80

15-18

7

45

64%

55%

x

x

x

Point Reyes

44

14-16

51%

47%

x

x

Point Loma, SD

58

16-17

5

38-44

54%

63%

x

x

x

x

Gaslamp Quarter

171

19-22

17

45-55

52%

49%

x

x

x

x

x

LA/Santa Monica

228

24

9

59

88%

71%

x

x

x

x

x

San Pedro

54

15-17

6

37

51%

43%

x

x

x

x

Monterey

45

18-22

2

54-88

41%

49%

x

x

x

Santa Cruz

40

18-20

3

46-80

66%

55%

x

x

x

x

(1) FY is October 1 through September 30.

Source: Hosteling International

Table 3

CHARACTERISTICS OF SELECTED HOSTELS ON OR NEAR THE WATERFRONT

Occupancy Rate (1)

Facilities


The occupancy rates at these facilities vary widely depending on the location. In general, occupancy rates are a few percent lower in 2002 because of the effects of September 11 and the general slow down in the travel industry. In 2002, occupancy at the Fort Mason (San Francisco) hotel was 79% and at the Santa Monica hostel it was 71%. Occupancy rates at the other facilities generally ranged from 50% to 70%.

RESORTS IN THE LOCAL MARKET

Table 4 presents summary data for hotels in Orange County and Laguna Beach. The overall occupancy rate for hotels in Orange County in 2002 was 67%. The hotels in Laguna Beach on average do somewhat better. In particular the hotels on the waterfront, which currently represent about half of the rooms in the city, have an annual occupancy rate of approximately 75%. In the period of June through September these rooms are approximately 90% occupied. (July and August are virtually 100%.)

[image: image4.wmf]Rooms

Occupancy %

ADR

Orange County

Rooms-Total

50,000

 

 

By Number of Rooms

Over 501

68%

130.57

$   

 

300-500

67%

77.44

$     

 

200-299

51%

65.71

$     

 

100-199

73%

74.07

$     

 

under 100

65%

69.04

$     

 

Overall

67%

91.96

$     

 

Laguna Beach

Rooms-Total

1,500

  

 

Waterfront-Properties

784

     

 

(1)

June-Sept

90%

October to May

68%

Annual Average

75%

Non-Waterfront-Properties

716

     

 

June to Sept

80%

October to May

66%

Annual Average

70%

(1) Includes recently opened Montage Resort and Spa with 264 rooms

Source: Orange County Convention and Visitors Bureau

and Laguna Beach Visitors Bureau.

Table 4

OCCUPANCY RATES AND ROOM RATES

FOR ORANGE COUNTY HOTELS


There is also a considerable difference in the room rates at the hotels on the waterfront in along the coast of Orange County including Laguna Beach. As shown the waterfront rooms in these hotels in the peak season ranges from $225 to $695, depending on the view and the general level of quality of the property. The midrange for these rooms in the summer (excluding the luxury resort properties) is $350 to $490.

[image: image5.wmf]Number 

AAA

City

Hotel

Location

Rooms

Rating

Waterview

Garden/Pool

Huntington Beach

Waterfront Hilton

waterview

300

4 diamond

289

$         

 

229

$         

 

Hyatt Regency *

waterview

517

275

$         

 

Newport Beach

Hyatt Newporter

bayfront

403

3 diamond

210

$         

 

180

$         

 

Balboa Bay Club *

bayfront

160

375

$         

 

  $     225-295

Doryman's Inn

waterfront

11

3 diamond

  $    225-380

Laguna Beach

Montage Resort

waterview

264

$      485-620

Surf and Sands

waterfront

150

4 diamond

490

$         

 

(2)

305

$         

 

Vacation Village

waterfront

150

   $     240-346

112

$         

 

Inn at Laguna Beach

waterfront

70

3 diamond

$      349-489

$      169-229

Hotel Laguna

waterfront

70

2 diamond

225

$         

 

175

$         

 

Capri Laguna

waterfront

40

2 diamond

247

$         

 

 $    112-175

Laguna Riviera

waterfront

65

2 diamond

230

$         

 

110

$         

 

Dana Point

Ritz Carlton

waterfront

341

5 diamond

595

$         

 

395

$         

 

St. Regis

waterview

400

695

$         

 

545

$         

 

Laguna Cliffs Marriott

waterview

346

3 diamond

269

$         

 

229

$         

 

(1) Two people, high season.

(2) Ocean front suites are $1000.

*=Newly opened.

Source: California AAA Tourbook; various local visitor bureaus; and hotel marketing representatives.

Room Rates (1)

Table 5

CHARACTERISTICS OF SELECTED LOCAL LODGING

ON OR NEAR THE WATERFRONT


Table 6 shows that cottages and villas near the water are also very expensive. Cottages within a block of the beach and with two bedrooms range from $200 to $275. Luxury apartments with two bedrooms range from $600 to $650 per night.

[image: image6.wmf]Bedrooms

Studio

150

1 BR

150

-

185

274

-

359

2 BR

200

-

275

617

-

659

3 BR

285

-

350

588

-

890

Source: Survey of Vacation Rentals in Laguna Beach, May 2003.

Table 6

PRICING FOR LAGUNA BEACH COTTAGES AND VILLAS

NEAR THE WATER

Villas/Condos

Oceanfront

Cottages in Town

Price Per Day (1)

(1) Peak season: June to September.


Off-season discounts are offered. Hotels offer 5% to 15% discounts in the shoulder months and 15% to 30% discounts in the winter (November to March). Overall the discounts are approximately 18% to 20%.

While the accommodations at Crystal Cove will not exactly like any of these other properties, these room rates are an indicator of the very high prices that are commanded for ocean view and oceanfront accommodations in the local market area.

Section 2:  PROGRAM GUIDELINES

PROPOSED ACCOMMODATIONS

The current plan for overnight accommodations at Crystal Cove focuses on a Phase I Program. This phase includes several structures which will be used for an office public meetings and a museum. In addition there are a total of thirteen structures that will be converted to overnight accommodations.

Table 7 outlines the features of each of the structures that will be used for  overnight accommodations. As shown there are ten buildings ranging in size from 552 square feet to 1362 square feet that will be rented as cottages. These units will accommodate up to 60 people. In addition, three other buildings will be used for dorm type of accommodations, which will accommodate up to 40 people, for a total capacity in Phase I of 100 overnight guests.

[image: image7.wmf]Table 7

PROPOSED ACCOMMODATIONS BY TYPE

Unit

Number

Square

Guest

Bldg. #

Type

of  BR

Feet

Capacity (1)

Location

24

Cottage

1

576

        

 

4

bluff top

1

Cottage

2

700

        

 

6

beach

2

Cottage

2

998

        

 

6

bluff top

18

Cottage

2

*

722

        

 

6

bluff top

16

Cottage

2

930

        

 

6

beach

17

Cottage

2

1,121

     

 

6

beach

27

Cottage

2

672

        

 

6

bluff top

32

Cottage

2

1,178

     

 

6

beach

33

Cottage

2

*

552

        

 

6

bluff top

19

Cottage

3

1,362

     

 

8

beach

Subtotal

60

29

Dorms

1,201

     

 

10

bluff top

38

Dorms

1,950

     

 

20

bluff top

39

Dorms

1,295

     

 

10

bluff top

Subtotal

40

Total

100

* These units have a family room which can be used as a second bedroom.

(1)All units have a living room which is assumed to sleep two.

(2) BF=Beachfront; OV=Ocean View; CW=Creek/Woods

Source: California Department of Parks and Recreation


PRICING STRUCTURE

This report evaluates the economic potential of the lodging facilities at CCHD using three different base room rates for the cottages: $100; $125; and $150. Based on the review of comparable prices for lodging in State Parks and for hotels in the local market, each of these room rates is considered to be below market rate.

Room rates typically vary by season and room size and features. However, because the rates used here are below market, they are not reduced even further to reflect seasonality. Thus, a party of two staying in a 550 square foot bluff top cottage in December will pay the same rate as a party of six staying in a 1,200 square foot cottage on the beach in the summer season. Table 8, which presents the alternative rate structures, indicates that the smallest cottage would be charged slightly less and the largest cottage slightly more.

[image: image8.wmf]Table 8

RENTAL RATE GUIDELINES

Unit

Number

Guest

Bldg. #

Type

of  BR

Capacity

24

Cottage

1

4

100

125

125

$     

 

1

Cottage

2

6

100

125

150

$     

 

2

Cottage

2

6

100

125

150

$     

 

16

Cottage

2

6

100

125

150

$     

 

17

Cottage

2

6

100

125

150

$     

 

18

Cottage

2

6

100

125

150

$     

 

27

Cottage

2

6

100

125

150

$     

 

32

Cottage

2

6

100

125

150

$     

 

33

Cottage

2

6

100

125

150

$     

 

19

Cottage

3

8

175

175

175

$     

 

Subtotal

60

29

Dorms

10

25

$        

 

25

$        

 

25

$       

 

38

Dorms

20

25

$        

 

25

$        

 

25

$       

 

39

Dorms

10

25

$        

 

25

$        

 

25

$       

 

Subtotal

40

Total

100

(1)Dorms rates are per person.

(1) BF=Beachfront; OV=Ocean View; CW=Creek/Woods

Source: California Department of Parks and Recreation

Alternatives (1)

Room Rate


Based on the survey of hostels near the California Coast, the price for a dorm bed is set at $25 per night. This is slightly above the rate at the hostels, but the location and setting and amenities at crystal Cove justify this. Thus a family of four in the dorms would pay the same as a family of four in a two-bedroom cottage.

PROJECTED OCCUPANCY RATES

The projected occupancy rates at Crystal cove are based on consideration of the experience of the comparables reviewed earlier in this report and the unique character of the site. As reported the annual occupancy for waterfront accommodations in Laguna Beach is approximately 75%. 

It is anticipated that there will be a limit on the number of days that each party can stay at the overnight accommodations, which will require more parties to achieve the same occupancy rates. However, because of the small number of units and the relatively low price structure, we estimate that the Crystal Cove cottages will achieve an annual occupancy of approximately 82%. This rate will be achieved by the third year of operation and continue at this level thereafter. Based on the experience of the local market, these units will be virtually full from June through September, but will experience a lower occupancy during the shoulder and winter seasons.

Occupancy rates at the hostels on the California coast ranged from 50% to 70% with the exception of Fort Mason located adjacent to San Francisco Bay. Given this experience and the availability of 40 beds at Crystal Cove, the occupancy rate for the dorms is estimated at 75% on an annual basis. 

Table 9 presents these estimated occupancy rates by type of unit. Because all of the three rate structures evaluated are considered to be below market, it is not expected that these occupancies will change appreciably no matter which of these rates is adopted.

[image: image9.wmf]Table 9

RENTAL RATE GUIDELINES

Average

Annual

Unit

Number

Guest

Occupancy

Bldg. #

Type

of  BR

Capacity

Rate

24

Cottage

1

4

82%

1

Cottage

2

6

82%

2

Cottage

2

6

82%

16

Cottage

2

6

82%

17

Cottage

2

6

82%

18

Cottage

2

6

82%

27

Cottage

2

6

82%

32

Cottage

2

6

82%

33

Cottage

2

6

82%

19

Cottage

3

8

82%

Subtotal

60

29

Dorms

10

75%

38

Dorms

20

75%

39

Dorms

10

75%

Subtotal

40

Total

100

Source: Williams-Kuebelbeck & Associates, Inc.


Section 3:  PROJECTED OPERATIONS

PROPOSED MANAGEMENT APPROACH

The Marconi Conference Center is operated by non-profit organizations and a similar approach is proposed for the Crystal Cove accommodations. This could be done through a concession agreement with a non-profit group. The advantages of operation by a non-profit organization include lower operating costs due to:

· No franchise fee is paid

· No corporate overhead is charged

· Operating profits can be directed back into the property rather than to shareholders.

However, the non-profit organization would need to retain professional management for the property. It will also be important to establish performance criteria to assure that a reasonable target for operating surplus is achieved. 

For purposes of this analysis, this non-profit approach to the management of the property is assumed. 

The financial analysis focuses on the operation of the overnight accommodations and the related food service. The Department of Parks and Recreation will operate a museum and interpretive program. The other activities on the site will include:

· Shake Shack concession

· Weddings

· Parking Fees

· A small store.

These activities will generate revenues that could be used to support the lodging operation, if necessary, or to contribute to future phases of structural renovation. However, for purposes of the financial analysis, they are considered separately from the lodging operations.

OPERATING REVENUES

As noted earlier in this report, the accommodations at Crystal Cove will be a unique type of operation for various reasons. Thus, there is no one specific financial operations model which can be applied directly. After reviewing the operations of various type of lodging, we developed a model that incorporates the elements of a small resort with the unique features of the Crystal Cove operation.

Because there is a range of pricing alternatives under consideration, this analysis first projects the operating results for the alternative that charges $150 per night for a cottage. Based on sensitivity testing it was determined that this model provided the minimum level of operating budget necessary for staffing and other costs. At the end of this section, there is a summary table that shows the effects of charging lower rates for the cottages.

Based on the room rates of $150 for a cottage and $25 for a bed in the dorm, and the occupancy rates presented earlier in this report, the estimated room revenues for Crystal Cove would be $722, 700.

Food and beverage (F&B) expenditures are typically estimates as a percent of total revenues. For a typical small resort, food and beverage will be approximately 30% of total revenues. On the one hand, the guests staying in the dorms might spend less on food and beverage on average than the other guest. On the other hand, because of the nature of the site and the limited length of stay, it is expected that the guests will eat most of their meals at the café on the site.

Based on the experience of similar accommodations, other revenues are estimated to be 13% of total revenues. Other revenues could include deposit forfeitures, souvenirs, meeting fees, valet service, interest income, miscellaneous rentals, and so forth.

OPERATING EXPENSES

Table 10 presents a summary of the projected operating expenses for the overnight accommodations, under the $150 rate structure.

[image: image10.wmf]2BR Cottage Rate= $

150

Occupancy=

82%

Hostel Rate= $

25

Occupancy=

75%

Dollars

Percent

Revenues

Rooms

722,700

$       

 

56.5%

F&B

383,289

$       

 

29.7%

Phone

11,615

$         

 

0.9%

Other

167,770

$       

 

13.0%

Total

1,290,536

$    

 

100.1%

Department Expenses

Rooms

201,633

$       

 

27.9%

F&B

315,830

$       

 

82.4%

Phone

9,025

$          

 

77.7%

Other

99,320

$         

 

59.2%

Total

625,808

$       

 

48.5%

Undistributed Expenses

Admin & Gen.

113,567

$       

 

8.8%

Marketing

25,811

$         

 

2.0%

Energy

63,236

$         

 

4.9%

Maint. & Operat.

101,952

$       

 

7.9%

Total

304,566

$       

 

23.6%

Total Expenses

930,374

$       

 

72%

Gross Operat. Profit

360,161

$       

 

28%

Fixed Charges

FF&E Reserve

38,716

          

 

3.0%

Insurance

12,905

          

 

1.0%

licenses

-

               

 

Total

51,621

          

 

4.0%

Gross Operat. Income

308,540

$       

 

24%

Table 10

PROFORMA OPERATING STATEMENT FOR

OVERNIGHT ACCOMMODATIONS


Gross Operating Profit

Operating expenses are projected based on industry standards for small resorts, with some adjustments to reflect the unique characteristics of the Crystal Cove accommodations. For example marketing expense was reduced from 7% at the typical small resort to 2% at Crystal Cove to reflect the marketing value of being located in a State Park. On the other hand, department expenses were slightly higher because the high margin non-room revenues were lower than at other resorts. Maintenance and operation  expenses will be lower because the Department of Parks and Recreation will maintain the grounds and utilities; however, the proportion of revenues estimated for this category is increased in order to reflect the age of the buildings. Overall the Gross Operating Profit will be 28% of revenues, about the same as the typical small resort.

It is important to note that these figures include all personnel costs, which typically represent 35% to 40% of revenues, depending on the size and efficiency of the operation. In order to evaluate the adequacy of the estimated operating budgets, a preliminary staffing plan was prepared for the available staffing budget.

Table 11 presents a prototype staffing plan for the overnight accommodations. As shown there would be a total of 19 employees for the operation, with a total labor budget of $505,000. This represents 39% of the revenues using the $150 rate alternative. This staffing plan is considered to be the minimum number of employees required to operate the facilities effectively. 
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Salaries

Department

Position

Number

Each

Total

Rooms

Housekeeper

1

30,000

    

 

30,000

    

 

Cleaner

2

20,000

    

 

40,000

    

 

F&B

Cashier

1

25,000

    

 

25,000

    

 

Cooks

2

25,000

    

 

50,000

    

 

Waitperson

4

20,000

    

 

80,000

    

 

Dishwasher

1

14,000

    

 

14,000

    

 

Busboy

2

10,000

    

 

20,000

    

 

Administration

General Manager

1

60,000

    

 

60,000

    

 

Assist./Human Res.

1

30,000

    

 

30,000

    

 

Desk Clerk

1

20,000

    

 

20,000

    

 

Bookkeeper

1

20,000

    

 

20,000

    

 

Facility Operations

Maintenance person

1

35,000

    

 

35,000

    

 

Night Security 

1

25,000

    

 

25,000

    

 

Subtotal

19

394,000

  

 

Payroll Taxes and Benefits (at 22% of total comp.)

111,128

  

 

Total Labor Costs

505,128

  

 

Percent of Total Revenues (at $150 rate)

39%

Table 11

PROTOTYPE STAFFING PLAN


Gross Operating Income (After Fixed Charges)

Certain fixed charges will not apply to this property. There will be no property tax because it is owned by the State. There will be no management fee (corporate overhead) because it will be operated by a non-profit organization. There will be no rent to the State because any operating surplus will be used to finance future renovations. The FF&E Replacement Reserve is 3% of revenues, which is normal for this type of property.

Insurance is estimated at 1.2% of revenues.

Given these circumstances, the fixed charges will total 4.0% of revenues.  Gross Operating Income will be 24% of revenues, which is consistent with other small resort operations. For the alternative shown in Table 10, this will result in an annual operating surplus of $309,000.

OPERATING PERFORMANCE WITH ALTERATIVE RATES

All of the above analysis was prepared for the $150 rate alternative. The effect of charging lower rates was evaluated under the following assumptions:

1. The room revenues are calculated using the lower rates

2. All other revenues remain at the same level.

3. All operating expenses remain at the same level as in the analysis presented above, because these expenses would not be reduced as a result of charging lower rates for the rooms, and the expenses estimated above are at or near the minimum required to operate the facilities.

Using these assumptions, Table 12 presents the effects of charging $100 and $125 for the cottages. (The rate for dorm beds remains at $25 in all of the alternatives.) As expected, with revenues reduced and expenses remaining constant, the operating income is reduced when lower rates are charged. Charging $125 for the cottages reduces the Operating Income to $202,000 per year. Charging $100 for the cottages reduces the Operating Income to $82,000.
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Operating Revenues

1,290,536

    

 

1,183,643

  

 

1,063,388

    

 

Total Expenses

930,374

       

 

930,374

     

 

930,374

      

 

Gross Operating Profit

360,161

       

 

253,269

     

 

133,014

      

 

Fixed Charges

51,621

        

 

51,621

      

 

51,621

        

 

Gross Operating Income

308,540

       

 

201,648

     

 

81,393

        

 

Source: Williams-Kuebelbeck & Associates, Inc.

Table 12

SUMMARY OF OPERATING PERFORMANCE

WITH THREE DIFFERENT RATES


Section 4:  USE OF OPERATING SURPLUSES

LODGING SURPLUS USES

Obviously the amount of operating surplus from the lodging operations will depend on the base rate that is charged for the cottages. If all of the surpluses estimated above were reserved for future renovations, they would support the future capital investments shown in Table 13.

[image: image13.wmf]Base Rate 

Annual

Supportable 

for Cottages

Surplus

10 Years

15 Years

Debt (2)

$150

308,540

      

 

4,186,887.64

  

 

7,389,533

   

 

4,861,194

      

 

$125

201,648

      

 

2,736,359.32

  

 

4,829,462

   

 

3,177,055

      

 

$100

81,393

       

 

1,104,498.97

  

 

1,949,355

   

 

1,282,381

      

 

(1) Assuming interest earned at the rate of 6% per annum.

(2) If borrow at 5% interest for 30 years.

Source: Williams-Kuebelbeck & Associates, Inc.

Cumulative Value In: (1)

Table 13

POTENTIAL FISCAL EFFECTS

FROM LODGING SURPLUS


As can be seen, if the base rate for cottages is $150, then in 15 years the surpluses will accumulate to $7.4 million. If the base room rate is $100, then the surpluses will accumulate to $1.9 million in 15 years.

Alternatively the surplus from the $150 rate alternative could be used to amortize $4.9 million in debt issued today, compared to $1.3 million in debt from the $100 rate alternative.

The operating surpluses that were estimated in the previous section of this report would normally be used to cover the capital costs of a project. However, because the initial capital costs for CCHD are being provided by other sources (State of California Park Bonds funds and Coastal Commission funding), these operating surpluses can be used for other purposes. In order to determine the total surpluses available for use within CCHD, the overall revenues and expenses of the parks operations need to be compared.

OVERALL PARK OPERATIONS

Table 14 presents estimates of the overall annual revenues and expenses from park operations. The potential revenue sources include:

· Store

· Day Use Fee

· Special Events

· Shake Shack concession.

[image: image14.wmf]Park Revenues

Store (net) (1)

17,500

          

 

Day Use Fee (2)

250,000

        

 

Special Events (3)

84,000

          

 

Shake Shack (4)

57,300

          

 

Total

408,800

        

 

Park Expenses 

Interpretive Program

35,000

          

 

Maintenance

235,000

        

 

Aquatic safety

51,000

          

 

Public safety

240,000

        

 

Shuttle

44,000

          

 

Total

605,000

        

 

Park Shortfall

(196,200)

       

 

(1) 700 square feet with sales of $70,000; net operating income of 25%.

(2) Projection.

(3) Estimated at 42 events per year @ $2,000 each.

(4) Based on current concession agreement.($321,000 sales and 18% rent.)

Source: California Department of Parks and Recreation

PROJECTED REVENUES AND EXPENSES FOR PARK OPERATIONS

Table 14


The major potential operating expenses for CCHD include:

· The Interpretive Program

· A museum

· Grounds maintenance

· Park security.

As shown in Table 14, based on preliminary estimates, the operating shortfall from these activities will be approximately $196,200 annually. Thus there will be no additional funds available from the park operations to support the overnight accommodations.

Prepared by:

Williams-Kuebelbeck & Associates, Inc.


650-552-9488


