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I. BACKGROUND

The owners of the Thunderbird Lodge, Justin's, Inc., have advised
the Southwest Regional Office (SWRO) that they wish to sell their opera-
tion. Prior to issuing a prospectus, the SWRO has requested the Denver
Service Center (DSC) Concessions Branch to update the 1981 Economic
Feasibility Study prepared for this concession. This update is to

include a determination of continued economic viability, taking into
consideration the revised construction program identified in a recently
approved Development Concept Plan (DCP) and the acquisition of existing
facilities

.

Over and above the sales price, the buyer must also finance
development as outlined in the General Management Plan/Development
Concept Plan (GMP/DCP). These developments are:

1. Construct 39 new overnight units.
2. Raze 4 structures including 3 guest units.
3. Erect a separate office/lobby building of approximately

800 sq ft.

4. Renovate existing office as an addition to the gift shop.
5. Provide landscaping (approximately $22,000).
6. Include permanent housing for employees (9) and develop second

pro forma without employee housing.



II. ASSUMPTIONS

Most of the assumptions used in the original study (Page 4, "Cost
Analysis") will be continued in this report, with some updating. For

the purpose of this study, it is assumed that the additions will be

financed at 15% interest for 20 years.

Construction costs have been updated to reflect current building
costs, and changes in proposed development:

Rooms (39 additional, 300 sq ft each, @ $70 sq ft)

Increase registration area (800 sq ft @ $60 sq ft)

Raze 4 buildings
Renovate existing office
Provide staging area for tours
Provide landscaping (approximate)
Permanent housing for employees (9 people)

(provide 5 multiple units - 2 employees per unit)
Contingency, architectural and engineering,

DSC plan approval, etc. (10%)

819,000
48,000
20,000
20,000
5,000
22,000

105,000

112,000

Less: Employee housing
Contingency

TOTAL $1,151,000

105,000
10,500

TOTAL $1,035,500

Based on these assumptions, the amount of interest and principal
for the total development listed above would be $3,637,500, payable in

240 monthly payments of $15,156.25. Without employee housing, the above
amounts would be reduced to $3,272,486 or $13,635.36 per month.

Rooms ,

There are presently 22 modern motel rooms and iBf older, stone lodge
units. Three of the older units will be removed from service, and

39 new rooms built. Rentable overnight units will then number:

New: 61 (22 +39); ($40 single + $2 each additional person)

Old: 11 (14 - 3); ($34 single + $2 each additional person)

In 1980 the concessioner experienced a 70% year-round occupancy
rate. He estimates 81% for both 1981 and 1982. For the purposes of
this study, a 60% occupancy rate is used, and at current room rates,
assuming 2i people per room, this would average $45 per room.



services

There is no accurate method of determining how much the 21,353
additional overnight guests will spend on food, gifts, or jeep tours.

Using 1982 visitation figures and depending on whether total visitation
or only overnight stays were used to calculate per person expenditures,
estimated cafeteria, gift shop, and jeep tour per/person expenditures
were as follows:

Cafeteria Sales (1982) $468,838
Total visitation 373,526
Overnight stays 18,672
Expenditure per person, total visitation $1.26
Expenditure per person, overnight $25.11

Indian Curios Sales (1982) $114,122
Total visitation 373,526
Overnight stays 18,672
Expenditure per person, total visitation $.31
Expenditure per person, overnight $6.11

Gift Shop Sales (1982) $79,144
Total visitation 373,526
Overnight stays 18,672
Expenditure per person, total visitation $.21
Expenditure per person, overnight $4.24

Jeep Tours Sales (1982) $326,961
Total visitation 373,526
Overnight stays 18,672
Expenditure per person, total visitation $.88
Expenditure per person, overnight $17.51
Actual jeep tour users 18,677
Actual expenditure average $17.51

Realistically, with the exception of the jeep tours, neither total
visitation expenditures or overnight expenditures give us a solid base
for projecting future sales in these departments that can be directly
attributable to the proposed overnight units. We have, therefore,
assigned expenditures per person as follows:

Cafeteria
Since dining facilities outside the park are limited, we will

assume that 90% of the overnight stays will eat two meals at the
cafeteria and they probably will be breakfast and dinner. Prices of
these meals are projected to be $2.50 for breakfast and $5 for the
second meal (assuming some will be lunch instead of dinner), or a total
of $7.50 per day. Thus, additional cafeteria sales will be:

21,353 guests x .90 x $7.50 = $144,133



Indian Curios
This is very difficult and is very subjective, however, using the

assumption that $10 per day per person would appear reasonable to spend
on food and gifts, we have arbitrarily assigned $1 to gift sales
and $1.50 to Indian curios. Therefore, sales of Indian curios attrib-
utable to proposed overnight units is:

21,353 guests x .90 x $1.50 = $28,827

Gift Shop
As explained above, sales of gift shop items attributable to the

new additions is:

21,353 guests x .90 x $1 = $19,218

Jeep Tours
A conducted tour of the Canyon is expensive. For 2.5 people,

assuming 2 adults and 1 child, the fee would be: for the half-day trip,

$18 per adult, $14 per child, or $43; the full-day trip would be

$30 each (child or adult) or $75. We therefore will assume that 50% of
the overnight guests will avail themselves of the Canyon tour. We will
also use the 1982 averages of $17.51 per person or:

21,353 guests x .50 x $17.51 = $186,946



III. ANALYSIS

From these assumptions, we have developed a pro forma (see
Appendix A). On this schedule, we have projected sales and expenses
for the new development, consolidated that with the concessioner's
1982 Income and Expense Statement, then projected the development
without employees' quarters. All expenses for the new development were
arrived at by using the percentage ratios as they applied to the
1982 Income Statement, with the exception of payroll and repair and
maintenance. We used 3% of total sales for repair and maintenance and
based payroll on anticipated needs. See Appendix B.

The Annual Financial Report (AFR) pro forma and consolidation
(Appendix A) illustrates several important items:

1. Merchandise costs for food, Indian curios, and gifts are
10 to 15% high.* On a consolidated basis, this could amount
to $100,000 in additional profits before taxes. For the
year 1982, this could have amounted to $80,000 or more,
increasing pre-tax profits to $168,000. This would have had a

profound effect on establishing an appropriate sales price for
the concessions facilities.

*Trends, 1982, Pannell Kerr Forster

2. Payroll, according to Trends , 1982, was 4 to 6% high.

3. Interest expense in the development portion is high
($171,989). We have considered 100% financing for the new
development as a strong possibility because the new conces-
sioner would have recently purchased the existing operation.
This could change should the new concessioner be a large
financially sound corporation with sufficient cash available
to purchase the concession as well as construct the proposed
development. For this reason, on the bottom of the pro forma
we have shown what the profit would be without financing.
Also shown in this same section is a cash flow figure assuming
no interest.

4. Finally, we removed the owner's wages, merely to illustrate
cash that could be available from all sources. It is not
practical to assume that all of the "what ifs" (listed below
the double line on Appendixes A and B) could happen, partic-
ularly owner's wages. The reader can pick and choose as he
sees fit.



IV. SALE VALUE OF OPERATION

The concessioner's desire to sell presents another financial
dilemma. A rule of thumb in the hospitality industry that governs how
much you can pay for a going business is:

4 to 6 x pre-tax profits or 6 to 8 x post-tax profits

In this case, post-tax dollars are $62,966. This amount times
eight would be $503,728. If the purchase were made at this price and
were the operating figures to remain the same, the new owner would
experience a return on his investment of 12.5%. In today's economy,
this is still not that good, but not all bad either. To reduce the
multiple to seven would increase the return on investment (ROI) to

14.3%, or much better than the 12.5%. Using the pre-tax profits of
$88,226 and using a 6 multiple, the pre-tax ROI would be 16.7%.

Other considerations must be made:

Will the purchaser be a large corporation or an individual?

A. An individual would likely have to borrow much more capital
than a corporation, thus increasing the cost of operation
(interest). The risk factor of not surviving economically
increases significantly.

B. Although the present owners pay themselves well, they take a

very active working role in the business. Unless the new owner
had similar talents and stamina, he would have to hire auto
mechanics and skilled repairmen to do the work presently done
by the LaFonts.

C. If a corporation purchases the operation, they must hire all

personnel, including a manager, and will assess the operation a

management fee of 4% or more as well.

We should not get confused by some "for sale" ads which propose a

price in multiples of gross sales, usually between two-to-four times

gross sales. We do not know of any motels that were actually sold this

way. These ads often offer owner financing at a lower than commercial
rate. The properties offered are on private land, thus the buyer
actually owns something (as long as he can make the payments). Enter-
prising real estate people devise many offers which on the surface
appear to be excellent deals, but the sophisticated operator knows that

a good investment is one that minimizes risk and not only has the capa-
bility of handling debt service, but to offer a return on the investment
of at least what the money would attract on the bond market or savings
plans offered for long-term deposits, plus enough extra points to com-
pensate him for the extra responsibilities and risk involved. On
today's market, this is usually tied to the T-Bill market plus five or

more points. It must be remembered that these are rules of thumb and
that each case should be treated separately.



Based on the three-year average exhibited on Appendix B of this

report, with average profits of $67,460 post tax, a good sale price
would be $540,000. This is $157,288 more than the total equity shown on
the concessioner's 1982 Balance Sheet. Multiplying all of the average
available cash (Column 6, Row 82, on Appendix B) by 8 results in a sales
price of about $1,500,000. With a 20% down payment, the yearly debt

service would be $189,618 (15%, 20-year loan), thereby exceeding all
available cash by $7,477 (Appendix B). This is too high, for it would
leave no cash for refurbishment, additional debt service, management
fees, equity, etc. The sales price obviously must be between the two

prices above, and probably more realistically between the $540,000 and
$1 million. A price of $1 million, with $300,000 down, would cost the
buyer $110,616 a year in debt service at a 15% loan. This would equal
the three-year average cash flow (profit + depreciation) of $109,141,
but would leave the owner's salary intact.

Unless it can be exhibited that there is more money in this opera-
tion than is shown on the AFRs , the above price ranges must prevail.

Appendix D is a debt service schedule.



V. CONCLUSIONS AND RECOMMENDATIONS

A. Conclusions

1. The new development would be economically feasible provided
equity capital would be available or a much less expensive cost of
construction could be found.

2. Costs of present operations appear to be much higher than
national averages in two areas:

a. Merchandise costs, 10 to 15%

b. Payroll costs, 4 to 6%

On a consolidated basis, this could amount to $100,000 in additional
profits before taxes.

3. Based on present operations, a selling price of between
$500,000 and $1,000,000 would be an acceptable range economically. A
price of $1,000,000, with $300,000 down, would cost the buyer the three-
year average cash flow (profit + depreciation), but would leave the

owner's salary intact. A price of $1,500,000, with a 20% down payment,
would result in a debt service exceeding all available cash.

B. Recommendat ions

1. Unless it can be exhibited that there is more money in this

operation than is shown on the AFRs , the selling price should not exceed
$1,000,000.

2. Before a deal is consumated for the sale of this conces-
sion, a thorough study should be made of the proposed buyer's financial
capabilities.
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PAYROLL - NEW CONSTRUCTION

Rooms
2 Maids

2
Cafeteria"

2 Utility Workers

Gifts
3

1 Employee

4
Jeep Tours

1 Employee

Fringe 15%

TOTAL

TOTAL

$19,564

19,564

13,140

12,782

$65,050

9,758

$74,808

1. It was determined that an average of 22 rooms per day would be

occupied as a result of the new construction. This translated into

two additional maids. (2 x 8 x 365 x $3.35)

2. Based on our projection, 51 additional guests for two meals per day
is anticipated. Cafeteria employment should be at a plateau that

could absorb this increase. However, an additional two general
utility workers were added. (2 x 8 x 365 x $3.35)

3. Because of the restricted space the current gift shop occupies, one

additional employee may be ambitious. There is a possibility of

expanding the gift shop area at which time another employee should
be employed to expand sales. This employee was given a pay scale
of $4.50 per hour. (8 x 365 $4.50)

4. Jeep tour determined at two trips per day at $17.51 per trip or

$35.02 per day. (2 x 365 x $17.51)

18



APPENDIX D

19



SALES PRICE CALCULATIONS

SALES PRICE*

$540,000 $1,000,000 $1,500,000 $2,200,000

Year 1 Interest $ 35,862 $ 104,598 $ 179,310 $ 283,908
Principal 2,061 6,013 10,308 16,320

Total Debt Service $ 37,923 $ 110,611 $ 189,618 $ 300,228

Year 2 Interest $ 35,531 $ 103,632 $ 177,654 $ 281,285
Principal 2,392 6,979 11,964 18,943

Total Debt Service $ 37,923 $ 110,611 $ 189,618 $ 300,228

Year 3 Interest $ 35,146 $ 102,509 $ 175,730 $ 278,239
Principal 2,777 8,102 13,888 21,989

Total Debt Service $ 37,923

$ 34,700
3,223

$ 37,923

$

$

$

$

$

110,611

101,207
9,404

110,611

99,965
10,646

110,611

$

$

$

$

$

189,618

173,498
16,120

189,618

170,906
18,712

189,618

$ 300,228

Year 4 Interest
Principal

Total Debt Service

$

$

$

$

274,704
25,524

300,228

Year 5 Interest
Principal

Total Debt Service

$

$

34,181
3,742

37,923

270,602
29,626

300,228

Year 6 Interest $ 33,580 $ 97,941 $ 167,899 $ 265,839
Principal 4,343 12,670 21,719 34,389

Total Debt Service $ 37,923 $ 110,611 $ 189,618 $ 300,228

Year 7 Interest $ 32,881 $ 95,904 $ 164,407 $ 260,311
Principal 5,042 1 4,707 25 ,211 39,917

Total Debt Service $ 37,923 $ 110,611 $ 189,618 $ 300,228

Year 8 Interest $ 32,070 $ 93,540 $ 160,354 $ 253,894
Principal 5,85 3 17,071 29,264 46,334

Total Debt Service $ 37,923 $ 110,611 $ 189,618 $ 300,228

*Assuming $300,000 down; balance, 20 years at 15%;
payments (only first 8 years shown)
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