How to value
your marina

by Gerard H. MeDonough, MAT

The valuntion of marinas is a very complex task hecause no two marinas are alike. Marinas
vary in land ares, wet and dry storage capacity, improvements, equipment and location. As
a result, the major challenges facing appraisers on a global basis are the varying physical

characteristics and the type of use.

Marinas range from smatll, family-owned
facifities to large, lull service operations,
The small or limited secvice facility typicolly
consists of wet slips and upland indogr and
autdoor boat storsge with fuel services. In
addition o the wet slips, upland stomge and
fue] serviees. the foll service marina typically
includes a hoat maintenance and repair
component that is gither operated by the owner
of the marins or leased o a third-party, The
lutter option 5 becoming increasingly more
popularn wday’s markerplace.

Within these maring types, marinas exist
with different characteristics such as Wi-Ii
capabilities. ship’s store., hundry and shivwer
facilities, restaurants and so fortlh. Due to
the unigue characteristics. of these marinas,
professionals who are very familiar with the
property typeand the nuances associated with
the maring business should appraise them

A professional approach

The first step in the valudgtion of smarisa is Lo

determine what inferest is being appraised:

» Fee simple; absolute ownership.

* Lussed Nee: rnghts leased to others.

» Leaschold: land is leased. In the United
States this type of interest is very common
it marinas located on lakes owned by
power companics or the LIS Army Corps
of Engineers. Although the lease terms are
tvpically 20vears, the majority are renewed.
[n Central America, for example, marinas
dre operated under 4 concession agreement
which typically has terms of 20 to 25 years
and if the governmental agency does nol
renew the lease, they must reimburse the
lessee Tor the value of the business, In
Australia, scabeds are leased Tor similar
time: frames. However, the lessor is not
reguired to reimburse the lessee for the value
af thie business i the lease is nol renewed,
The capitalisution rates and discount rates
that are selected in the development of
the leasehold value vary depending on the
length of the lease termy as well as renewal
probabiliny.

* (oing concern value: real estate s an
integral part of the ongoing business. The
capitalismion rates wsed in developing the
going concern are higher than the rates that
arg used o the valuation of the income that
15 only generated from passive real estate
TCOTE:

In quanttying the durability of @ maring
factlity's income sourees, the appriser must
understand the subjeet’s position from a local,

regional and national perspective, while wl
the same lime theroughly addressing the
existing and potential competition from ether
AT NAs:

The site inspection
The site inspection s an important componRent
of the maring analysis because without a
thorough understanding of the physical
charactenstics of the marina, the appraiser can
reach a misleading conclusion.

When inspecting the upland and basin arcas,
the appraiser should consider a significant
number of items Some of the primary ones
are a5 follows.

Upland

Access: wre there bridges or other off-site
features, soch as normow streets and power
lines, which will ultimately restrict the
trapsportation of hoats o and from the site?
Configuration: is the shape of the site
functionally adeguate or i% the utility
compromised by an iregular configuration?
Contamination: what is the environmental
status?

Fuel tanks: are they sbove or below ground,
double or single wall? What 15 the status
regarding permits?

Travel Jift well and boal ramp: width,
capacity, wirter depth at mean low tide mm the
traved 1ifl basin,

Easements of encroachments; are there any
pcverse restrictions or fdghts of way runnisg
through the site?

Lonming: is the cuntenl use as a arina a
permitted use? If not, expunsion potential will
be restricted and neighbours could always
be an issue in the profitable operation of the
facility,

Wetlands/usable land area: how much land
15 actually usable?

Pump-out facility: is there an adeguate system
on site?

Drystack buildings: in enginger’s repart on
the structural integnity and capacity of the racks
and building compoenents should be reviewed,
Rust dripping from older rack systems can be
an isste for boats on lower levels.

Parking: 15 there adeguate land area 10
aecommedate the required parking?

Basin area

Prevailing wind/fetch: what is the direction
of the prevailing wind and the distunce of open
water of fetch? A large open area between the
basin and the closet land misss could warrant
the need for wave altenuation.
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Grevard MeDoneaneh

Attenpation: 15 the
basin aren protected
frovm extranrdinary
wiwe action oF is wiave
attenuation reguired
If 50, is it Anancilly feasible o solve amy
potential wave action issues? Always try to
inspect the maring during inclement weather
and be sure to check damage reports with the
local building inspector's office. aswell as the
owier’s Insurance carrier,

Depth: what is the aversge depth at mean low
tide? Owners can charge more for ships that can
secomunodate deeper draft boats,

Dredeing: when was the last time that the
maring was dredged and are permits in place
for maimtenance dredgipe? How difficult is
it to obtain dredge permits and what is the
removal cast per cubic yard? Silution 15 a
serious and very costly expense that must be
addressed very carefully since i1 could have a
very significant effect on capital réserves.
Ixpansion possibilities: does the dock
configuration take full advantage of the basin
area o is there room for expansion? 1f 5o, what
is the permit status?

Boam: what is the typical width of ships in the
basin area? Since the beam or width of hoats
is increasing. make certain that vour overall
design is not obsolete beoause reconfiguring
the basin arca could be & major expense.
Fairway: the typical fairway or distance
hetween boats in the access aisle 1o the slips
should be o mingmiun of 1.5 times the length
of the boat,

Dok Hotation: is the lotation environmentally
aceeptable or 15 there exposed Aotation that
needs to be encapsulated?

Electrical: are there sufficient powerheads as
well as adequate power?

Fire preventinn: is there adequate fire
protection, particularly in the case of covercd
slips?

Bulkhend: what is the remaining life of the
bulkhead? This can be a significant ¢ost since
the price per linear foot of & steel bulkhead can
run heeween USS1.000 to 51,200 per linear
foot for normal depths and up o $2,800 tor
extraordinary depths.

Permit status/violations: are all permits
in place for the operation of the facility as
currently improved? Confirmation should
be obtained from all regulatory agencies
regarding any vielations, existing permits and
potential expansion,

Seabed or submerged land: who owas the
tand under the water in the basin area?

The highest and best use of the marina
property 15 st the core of the financial analysis,
und the appraiser must determine what s
the most profiteble, financially feasible and
highest and best use. Let's look a1 a specific
example

A residentially zoned site can compromise
the marina analysis. This issue is very
prevalent in today's marketplace. particularly
inareas where public access o the waterfront
is disappearing quickly because waterfront
properiies are worth more as residential
developments than as marinas.

In areas where marinas are being lost

41




to residential development and shp space
is rapidly disappearing. the demand for
ownership of both in-waier slips and drystack
slots must be considered when developing
the most proftable and financially feasible
pue of § marina,

Dockeminum or long term lese ownershap,
orgmally conceived in the lute 1980s, is once
AEAIT POTHLED 10 Areas where shps wee in strong
demane. 1a Florida, a significant number of

ships have been converted from rental to privine
ownership with prices ranging from 33,500
fo S TOMON0 per Tinear Toot InoAusiralia, long
term slip ownership is gaining in pepularity.
particulurly whong the Gold Coast in the
Brishane area. where mesidential developrents
are pronmting individual slip ownership with
ane development offering more than | 200
slips for sate. Individeal shpownership s alse
popular in the Caribbean and in Costa Rica
where there are currently thice lurge marnss
under construetion.

Traditional approaches
In the valuation of real esiate, Appraisers
traditionally use the eost. sales comparison
and income approaches

Im the valuation of marinas, e cost approsch
15 not typically developed due 1o a lack of land
transactions that were purchased with permis
i place for marina development, Also, this
i1|\r|r;_'-._|;'|1 s rendered =ubjective due to the
difficulty in accurately estimating accroed
depreciation. However, the cost approach can
be wsed indeveloping the contributory value
of the Furniture, Fistores & Equipment (FF&
E) component, such us equipment and docks.
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which in most instances are not affixed to the
real estate.

The sales comparison approach is also
rendered subjective because the physical
characteristics vary so much. With this
approach. the most cotnmonly used unit of
comparison is price pec slip. The problem here
is that slip price does not adequately address
the slips actunl storage capacity. Forexample,
a marng may havea 3531t vessel moa 426t slip
due 1o the marketplace.

The more reliable wnit of comparison is price
per linear foot of dock space capacity because
it direetly addresses the acmal siorage capcity.
The -,'||!:| SLOFAgT l.'i:'l'!liil_'iﬁ:\ ahould alw a5 b
based either on the Jength of the slip or the
boat, whichever is greater. As an aside, itf's
hierd to believe that some marn Operatorns anc
leaving money on the dock by net charging
based on the true capacity of @ slip.

Another unit of comparisonr that can be
derived from the sales comparison appriach
& an income multiplier. This is derived by
dividing the purchuse price by the revenue
penarated al the time of sale. For example,
a %2 mullion sales price, divided by income
of 500,000, results inan imcome multipicr
of four 147,

The problem with 1his approach is
consistency in determining which inceme the
appraiser must consider. Applving an income
multiplier ahstracted from a manna where the
icome iscentirely penerated from wei slip and
upland storage income compared 10 & marin
wlhiere o sipnilicant portion of the income is
generated from fuel sales, boal maintenance!
repair and particularly boat sales, can resullin
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a very misleading conclusion

tn most instances, appraisers should use the
sales comparison to test the reasenablencss of
the value derived via the income approach,

The income approach is the primary
approach that is psed in valuing marinas.
However, this approach regquires the appraiser
ter have an In-depih understunding of the
mirina business since the real estate is an
mtegral part of the poing concern, The primary
jusue that must be addressed 35 at what point
does the nnalysis depart from real estaie and
into going concern’! Ineome generated from
boat slip rentals, wet and drystack and open
|'r|$':;|r||.| bBoat sIorage are constdered 1o be
passive inceme sources that are real estate
ariented:  The bost maintenance and repair
business, for example, is considered as part of
the going comeern and muost be analysed very
carefully. If the primary goal is 10 arrive al the
value of the real estate, the best way 1o handle
this particular aspect of the maring. operation
is Lo assign a renfal mie o the space that is
aceupied by the boat maintenance and repaa
business o allocate @ percentage of the gross
sules s real estate onented meom,

The trend wxday in the industry is o leass
the boat mantenance and repar business 1o
third pamies.  However, in instinces where
the murina has a long standing and highly
regzarded boat mamtenanee and repair busingss,
the sppraser must be able o competently
analyse the contributory value of this income
source, which 1§ an integral part of the golng
Boal sales should be treated very
carefully and in most instances, the income
that ¢ considersd from this source should
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e based on commercialfretsd] rent thar is
allocated to the space that is occugied by the
bxat sales operation

If the purpose of the appraisal. for example,
15 for mortgage lending purposes and the
lender s primarly interested 10 lending on
the real estte value of the propeny and not
the gring concern, this needs 1w b Cledrly
identitied. Pictures takand (b dlostrate this
concel,

Mormally, when an appraiser is developing
the fee simple market value of an indastrial
property, the appraiser would not include
the contributory value of the bugingss that 14
sperating within the boildings

However; 1f the ares coversd I nees scen
in photd Gy owas (o be developed with o

waterfront Basin ared, as can be sein in phaoto
(b, some appraisers suddenly leel obligaed
o include the value of the marina boat sales
and nmaintenance and repair businesses, even
though the initial request was not o ppproise
the zoing concern value of the real estate.

In developing the projected net imcome that
will he captalised, the appraiser should review
the aneome and AT statements froam al
least the last three years: The income scuirces
used in the analysis, as well as the vacancy
projection. should be supported with desailed
information collected From similar and
competing mannas: As previously noted,
if the income gencrated from the: entire
bewit mainiepance and repiir operition
is considered, the appraiser must be
very familtar with the specific opermtion,
otherwise an overstated value can resall.

The appraiser should analyse every
expense category. particutarly insurance,
because this expense item has increased
significantly over the past year. In facl, it's
difficult to get affordable msuranoee in some
repions or countries, Another category
that apprasers must carefully address is
labour-retated expense, particalarly in full
service marinas.  The projected expenses
should be compared with expensas at other
sitnilar maring operations to ensure that
the projected or reconstructed expenses
are relishle.

A word of caution: fuel sales al manras
vary sigmificantly, so the apprascer may
wnl o isodate this particalar coegory when

&b

comparing expense ratos. 15 the appraser
hits a4 sagniflcantamount of uperating expense
information from comparable facilities, the
appriser will uswally find some consistency
Amongst cortaln expense Tatlos. such as Tuel
costs-as o percentage of wal sales as well us
INSUTINCE CoslE,

Anatherexpense itern that should be carefully
researched s real estate tax, particulacly af the
property s being sold. The appeacser should
interview the Tax Assesior (o find ouwt what
increases might occur upon the sale of the
property.

Armed wich this information, the appraiser
can dedogt the fixed und operating expenses
{rom the adjusted gross imcome and capitalise
the resulting nel aperating fcome inte q
markes value

Applving o 105 capitalisation rale th o
net income of S0 results 02 value of
S5 milllon (S300,000¢ 105 = $3 000007,
Capilalisation rates are derived from several
sourecs: marng sales; mvestor SULVEY S und
1 mortgage equity techmgue that takes mto
consideration prevaliing morgage erms.

Adthough the most reliable rates are obtainad
from recent manna sples, the rtes must be
derived from marina transactiong that are
similar to the property that is being appraised,

Spplvimz g capitalisation rate derved o
o limited service facility o a full sérvice
facibity can result in an overstated valoe.
Adsor applving o cap rate derived from
[ simple transaction sction o leasshold
fransaction can also result in 8 mislesding
conclusion.  The Primary coRcern im ull
these valuationd 15 consislency.

Fegarding thee valuation of marins where
the slips wre being sofd oo losg werm lease
basis, the value of the marin s derved via
i discounmed cash fow analysis, which is
the present value of the ner annual incone
that is realised over & defined absorption
period as opposed to the capralisation of
the net operating income that is 2enerited
from: slip rentuls

Finatlly, unlike retal, office and salf-

stomage real estiate projects, which are

suscepiihle o over-development,
difficultv in obtaining permits for maering
development enhances the eontidence
and rebiabality in the final market value
conclusion, With public aceess 10 the water
slipping awiy, the demand Tor professionally
managed manpas 15 l-"‘["i.‘i'll.'il 0 remsin
strongand if you intend o Bove your maring
appradsed make certin that your appraiser is
very famaliar with thisunique property vpe,

Cierard Meldonough, MAL v the mangping
divectar of the Providence, REand Hargord,
CF affices of .'ll'i'fj;'l'.\'.".'l Realty Resources, o
L5 read expare appraisal o with 37 offices
waticamwide fwwntirecom | omd president

of Marimevest, o full service marine real
estate hrokerage commany (Www marinevest
cenni b Revenl mining valwbiony have bedy
cemnpleted by states threiefot the USA ard
it Mexieo and Costa Rica, MeDongugh can
b peerched by plore on + 008 273 2710,
et £5; cell 0 0 S8D FOOH ar Wi e-anail;
panceonag @ angrinevest, comt

Real estate valie or going concern? If the
rtetrin Dawine ix covered I feees, as in hinage
{ erbove), the valwation is determined
properiy vitlie afone bat i oy in fmage 2
{helone ], it fs developed oy o marina, the
poing concern valuwe of all eparations may
he faken into aeoouni
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