The real story behind
marina valuations

Meeting the big
power demands of
today’s boats

Preventing fuel
spills at your marina

How to avoid
gloom and doom

L5 b b b LT

in boating access o
Exciting times in 3 3 me———
the evolution of &  wee EEEE—
dock technology & o Ee——

New columnist
looks at \
marketing plans

-

Port of Edmonds%;
The 2006 Marina of the Year”

www.marinadockage.com




Marina Lending

What marinas should know
about how appraisers
valuate their operations

BY GERARD H., MODONOUGH, MAIT

T he valuation of marinas across the
United States is a very complex
task because no two marinas are wlike.
Marinas vary in land area, wet and dry
SIOPAZC capacity, Improvements, IHHHII'-'-
ment. and location. As a resull, one of
the major challenges facing appraisers
involved in the valuation of marinas is
taking into account their varying physi-
cal characleristics,

There are various types of marinas,
ranging from the small, famly-owned
facilities 1o large, full-service opera-
tons. The small or limited-service
facility typically consists of wel slips
and upland indoor and outdoor boat
storage with fuel services. In addition
to the wet slips. upland storage. and
fuel services, the full-service marina
typically includes a boat mamténance
and repair component that is either

operated by the owner of the munna o

leased to a third party, which is becom-
ing incressingly more  popular in
today’s marketplace. -

Within these marina types, marinas
exist with different characteristics, such
as Wi-Fi capabilities, shap’s store, laun-
dry and shower faeilities, restaurants,
and so forth. Due to the unigue charac-
teristics of these marinas, professionals
whe are very familiar with the property
tvpe and the nuances associated with
the maring business should appraise
them.

A professional approach

The first step in the valuation of & miri-
na is to determine which interest is
being appraised:

+ Fee Simple—Absolute ownership

* Leased Fee—Rights leased 1o others

* Leasehold—Land is leased. This
type of interest is very common in
marinas located on lakes owned by
power companies or the U.S. Army

Corps of Engineers

= Going Concern Value—Real estate
is an integral part of the ongoing
business.

In quantifying a maring facility’s
income sources,. the appraizer musi
understand the subject’s position from a
local, regional, and national perspec-
tive, while at the same time thoroughly
addressing the existing and potential
competition from other marinas.

The site inspection

[he site inspection is an important
component of the muring analysis
because without a therough under-
standing of the physical charactensucs
of the maring, the appraiser can reach a
misleading conclosion.

When inspecting the upland and
basin areas. the appraiser should con-
sider a significant number of irems, and
some of the primary ones are listed in
the b helow.

The highest and best use of the marn-
na property is at the core of the hinan-
cial analysis, and the appriaser must
determine what 15 the most maximally
profitable. financially feasible, -and
highest and best use. And this 15 not
easy; particularly in Florida:

A residentially zoned site can com-

Primary items to consider with upland and basin areas

Upland

Access: Are there bridges or other
off-site features, such as narrow
sireers and power lines, which will
ultimately restrict the transportation of
boats to and from the site!?

Configuration: Is the shape of the
site functionally adequate or is the
utility compromised by an irregular
configuration?

Contamination: What 15 the envi-
ronmental status?

Fuel Tanks: Are they above or
betow ground, double or single wall,
permits?

Travel Lift Well and Boat Ramp:
Width, eapacity, water depth at mean
fow tide in the travel hift basin area.

Easements of Encroachments:
Are there any adverse restrictions or

rights-of-way running through the
site?

Zoming: [5 the current vse as o mari-
na o permitted use? IF not, expansion
potential will be restricted and neigh-

bors could always be an issue in the

profitable operation of the facility,
Wetlands/Useable Land Area:

How much land is actually usable’?

Pump-Out Facility: 1s there an
adequate system onsite?

Dry Stack Buildings: An engi-
neer’s report on the structural integrity
and capacity of the racks and building
components should be reviewed. Rust
dripping from older rack systems can
be an {ssue for boats on lower levels.

Parking: Is there adequate’ land
area 10 gccommodate the reguired
purking?

Basin Area

Prevailing Wind/Fetch: What is
the direction of the prevailing wind
and the distance of open water or
fetch? A large epen arca between the
basin area and the closest land mass
could warrant the need for wave dtten-
ugtion.
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promise the marina analysis. This issue
is very prevalent in today's markel-
place, particularly in Florida, where
public access 1o the waterfront is disap-
pearing quickly because waterfront
properties are waorth more as residential
developments than as murinas. In areas
of the country where marinas are being
lost to residential development and slip
space is rapidly disappearing, the
demand for ownership of both in-water

ships, as well as slips in dry stack build-

ings, must be considered when devel-
oping the most maximally profitable
and financially feasible use of 4 marina,
Although not all marinas should be
valued based on their dockominium
potential, there are some areas of the
couniry, where this option must be con-
sidered. Today, for example, some wet
and dry slips in Florida are trading at
unprecedented prices—some ¢ven in
excess of 310,000 per linear foor,

Traditional approaches

In the valuation of real estate, apprais-
ers traditionally use the cost, sales com-
pavison, and fneome approsches,

In the valuation of marinas, the ceost
approach is not wypically developed
due 10 o lack of land transactions that
were purchased with permiis in place
for marina development. Also; this

Attenuation: Ts the basin ares pro-
iected from extraordinary wave action
of is wave attenuation required? 11 50,
is it financially feasible to solve any
patential wave action issues? Always
ry to inspeet the maring during
mclement weather wnd be sure to
check damage reports with the local
huilding inspector’s office; as well as
thee owner’'s insurance carrier,

Depth: Whit is the average depth at
mean low tide? Owners can charee
more for slips that' can actommodate
deeiper draft boats.

Dredging: When was the Jast time
that the marina was dredged and are
permits in place for maintenance
dredeing? How difficult is it to obtam
dredge permits and what is the
removal-cost per cobic yard? Siltation
15 a serions and very costly expense
that must be addressed very carefully
since it could have & very significant

-

Some wet and dry slips in
Florida are trading at

unprecedented prices—

SO0IMe even in excess of

$10,000 per linear foot.

approach is rendered subjective due to
the difficulty in accurately estimating
accrued depreciation. However, the
cesf approach can be used in develop-
ing the contributory value of the furni-
ture, fixtures, and equipment compa-
nent, such as equipment and docks,
which i most instances are not affixed
ter the real estate

The sales comparison approach s
also rendered subjective becavse the
physical characteristies vary so much.
With this approuach, the most common-
Iy used unit of comparisen is price per
slip: The problem is that ship price does
not adequately address the slip's actual
storage capacity. For example, 4 maring
may have a 22-fi. vessel in a 30-fi. ship
due to the marketplace.

The more reliable unit of comparison
15 price-per-linear-foot of dock space
capacity, because it directly addresses
the actual storage capacity. The slip
storage capacity should always be

effect on capital reserves,

Expansion Possibilities: Does the
dock configuration take full advantage
of the basin -area or 15 there room for
expansion? If so. what is the permit
status?

Beam: What is the typical widih of
slips in the basin area? Since the beam
or widths of boats are incredasing,
mitke certain that your overall d_usi'gri
is not obsolete, because reconfiguring
the busin ared could be a major
CXpense.

Fairway: The typical fairway or
distance between boats in the access
15l way to the slips should be a mini-
mum of 1.5 times the length of the
boat. |Query: access aisle-way?]

Dock Flotation: Is the flotation
environmentally aceeptable or is there
exposed flotation that needs to' be
encapzulated?

Eleetrieal: Are thére sufficient

based either on the length of the slip or
the boat, whichever is greater. As. an
aside, 108 hard 1o believe that some
maring operators are leaving money on
the dock by not charging based on the
true capacity of a slip.

Another unit of companson that can
be derived from the sales comparison
approach is an income multiplier. This
is derived by dividing the purchase
price by the revenue generated at the
tithe of sale. For example, a 52 million
sales price divided by income of
S300,000 results in an income multipli-
er of four,

The problem with this approach is
consistency in determining which
income the appraiser must consider.
Applving  an  income: multiplier
abstracted from a marina where the
mcome 15 entirely generated from wet
slip and upland storage income com-
pared o a marina where a significant
portion of the income is generated from
fuel sales, boat maintenance/repair, and
particularly boat sales, can resuolt in a
very misleading conclusion.

[n most instances; appraisers should
use the sales comparison to test the
reasondableness of the value derived via
the income approach.

The frcome approach is the primary
upproach that 15 used in valuing mari-

powerheads as well as  adequoate
powert

Fire Prevention: Is there adequate
tire protection, particularly in the case
of covered slips?

Bulkhead: What is the remaining
life of the bulkhead? This can-be o sig-
nificant cost since the price-per-lin-
ear-foot of a stesl bulkhead can run
between 51000 and 51,200 per linzar
foor for normal depths and up o
$2.800 for extraordinary depths,

Permit Status/Violations: Are all
permits in place for the operation of
the facility ds currently improved?
Confirmation should be obtained from
all repulatory agencies regarding any
violations, existing permits; and
potential expansion.

Seabed or Submerged Land: Who
owns the land under the water in the
busin area?
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nas. However, this approach requires
the appeaiser 1o have an in-depth-undér-
standing of the marina business since
the real estate is an integral part of the
aoing concern, The primary issue that
must be addressed i5: at whit point does
the analvsis depart from real estate and
cross-over into going concern”? Income
senerated from boat-slip rentals, wet
and dry stack, and open upland boat
storgge are considered to be passive
income sources that are real-estate on-
ented. The boat maintenance and repaar
business, for example, is considered as
part of the going concern and must be
analyzed very carefully.

If the primary goal is to arrive at the
value of the real estate, the best way (o
handle this particular aspect of the
marina operation is to assign a rental
rate to the space that is occupied by the
boat maintenance and repair business
or allocate u percentage of the gross
sales as real-estate-onented income.
Today, the trend in the industry is Lo
lease the hoat maintenance and repair
business to third parties. However, in
instances where the marina has a long-
standing and highly regarded boat
maintenance and repair business, the
appraiser must be able to competently
analyze the contributory value of this
income source, which 15 an integral part
of the going concern. Boat sales should
be treated very carefully and, in most
instances, the income that 15 considered
from this source should be based on
commercial/retail rent that is allocated
to the space that is vecupied by the boat
sales operation,

If the purpose of the appraisal is for
morigage lending purposes. and the
lender is primanly imterested in lending
on the real-estate value of the property
and not the going concern; this needs 1o
be clearly stated.

Mormally, when an  appraiser is
developing the fee simple market value
of the industrial property, the appraiger
would not include the contributory
value of the business that is operating
within the buildings.

However, if the area was to be devel-
oped with a waterfront basin area—ius
noted in the following photograph—
some appraisers suddenly feel obligat-
ed toinclode the value of the marine
boat sales and maintenance and repair
businesses, even though the initial
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A word of caution:
fuel sales at marinas vary
significantly, so the appraiser
may want to isolate this
particular category when

comparing expense ratios.

request was not to appraise the Foing
concern value of the real estate,

In developing the projected net
income that will be capitalized, the
appraiser should review the income and
expense statements from at least the last
three vears, The income sources used in

In this oroperty, same aporarsers includs the value of the marine boat sales and the
Properiy, I

address, particularly in full-serviee
marinas: The projected expenses should
be comparad with expenses at other
similar maring operations to insure that
the projected or reconstructed expenses
are reliable.

A word of caution: fuel sales at mari-
nas viry significantly, so the appraiser
may wanl 1o isolate this particular cate-
gary when comparing expense ratios, [f
the appraiser has o significant wmount
of operating expense information from
comparable facilities, the-appraiser will
vsually find some consistency amongst

certain expense ratios, such as fuel
costs as o percentage ol total sales. as
well as insurince costs.

Another éxpense item that should be

service departments in their real estate appraisals,

the analysis, as well as the vacancy pro-
jection, should be supported with
detailed information collected from
similar and competing marinas. As pre-
viously noted, if the income generated
from the entire boat maintenance and
repair operation 158 considered, the
appraiser must be very familiar with the
specific operation. otherwise an over-
stated value can result,

The appraiser should analyze every
expense category, particularly insur-
ance, because this expense item has
increased significantly over the past
year, In some pants of the country, it's
difficult 1o get affordable insurance.
Labor-related expenses are another cat-
egory that appraisers must carefully

carefully rescarched is real-estate laxes,
particularly if the property is being
sold. The appraiser should interview
the tax assessor to find oul what
ingreases might occur upon the sale of
the property.

Armed with this information, the
appraiser can deduct the fixed and oper-
ating expenses from the adjusied gross
income and capitalize the resulting net
pperaling income into o market value.

Applying a 10% capitalization rate to
a net income of $300.000 results in-a
value of 55 million ($500.000/10% =
55.000.000). Capitalization rates are
derived from several sources: manna
sales.anvestor surveys, and a morgage
equity technique that takes into consid-
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eration prevailing mortgage terms.
Although the most relisble rates are
obtained from recent marina sales, the
rates must be'derived fron maring trans-
actions that are similar to the property
that is being appraised. Applying a cap-

italization rate denved from a limited-
service facility to a full-service Facility
can result in an overstated value. Also,
applying a cap rate derived from a fee
simple transaction action to a leasehold
transaction can also result in a mislead-
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Monarch Coin & Security
celebrates 104th anniversary
as family-run company

Monarch Coin & Security Co., Cov-
ington, Ky., recently celebrated its
10dth anniversary as a family-owned
and operdted company,

Founded in 1903 by Louis Hall and
Walter Boer, the company was
involved in the production of many
different pars, from mirine engines
to specialty valves. but was involved
in the production of coin mechanisms
for various applications right from
the beginning.

In the early 1940s; Mitchell Hall

bought the company from his father
and his father's partner. Lindel
Myers, For the next 35 years, the
company acquired various patents fog
coin mechanisms and ather products,

Today, the fourth generation of
Halls is running the company.
Mitchell Hall passed away in 2001,
but his daughter, Stephanie, manages
the day-to-day operations of the com-
pany, while her daughter, Danielle,
and son, Elias, are learning the opera-
tions of the company.

The company recently changed its
pamed from  Monarch Tool and

Manufacturing to its current one
of Monarch Coin & Sccurity 1o
more aceurately reflect its current
activites,
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ing conclusion, The poniary concern in
all these valuations is consistency,
Finally. unlike retail, office, and self-
storage real-estate projects, which are
the
for

susceptible 1o overdevelopment,
difficulty in permits
marina development enhances the con-
fidence and reliability in the final mar
ket value conclusion. With public
access 1o the water slipping away, the
demand lor professionally managed
marinds is expected Lo remuin strong.
if you intend to have your maring
eertain  that . your
familiar with this

obtaining

appraised, make
appraiser i5 Very

unique property type, <L

Gerard M. McDonough, MAIL is the
managing director of the Providence,
BRI and Hartford, Conr. offices of
Integru Realty Resources, ¢ nationgl
rectl-estare appraisal frm with 56
affices nationwide. He can be reached
by phone at $00/273-7700 ext 137 by
7tk ar via e-nail:
gmedonough@irr.com; or visit the
web site: www.irr.com/providence.

KMI Sea-Lift
The Word's Most Versatile Boat Handling Systems
Approach Storage
A 57 yacht approaching With gunned ta
the KM Sea-Lift. gunnel placement,
The hoat is quided vahuahie yard Spae &
fnto-placa by miamized,
ndjustable fendars. Slieg lifes mequire e
third moe space
Haul Out To The Yard
I bess than 60 saconds, A satboat on fhe way
the boat s lifted and 10 epail et @ 5
ricwing up the ramp while migh \rsing tioky one
nemaining level Lz of the road.
- e rer—
» Units are remole
||u.n miis Wasulacnaving, Inc . o 4 wehveed 24kt
e
BO0.381.5101 + 3603987533 etz
info@sea-lift.com » Can be contomized to mest
FREE VIDED a1 www.sei-lift.com yout nbeds
&1 Tedley Craft on 45 ton Adjustable air pressure allows 49 Defever on 45 Ton unit 4 modeds 1o chooss from:
unit showing 180 degres mast hull shapes to be with 10 feet of LIFT height Krause Manufacturing, Inc 30-Ton
turning capabillities. transparted while efiminating 6059 Guide Meridian Rd. 5-Ton
any hull damage. Bellingham, WA 38226 60-Ton
100-Ton
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