Shaping Our Shores - James City County, VA May 2009

C. ASSUMPTIONS

In order to complete the pro forma and fiscal impact analyses, RKG Associates compiled a table of
operation and revenue assumptions for the subject properties. These assumptions were gathered from
a variety of sources and are documented in the table below. A few items of note include:

e The chosen discount rate (or the expected rate of return to a developer on a real estate
development project) of 20% - this rate should not be confused with the operator's fee of 8%
which was chosen for the marina and campground areas (which is reflective of an expected
return for an operator who is not bringing any capital to the project, but is merely leasing the
space to run a business).

® Marina operating expense assumptions include both the operation data provided by PROS
Consulting and a $40,000 salary for the operator. Assumptions from the marina's profit and
loss statements were adjusted for inflation and any expected changes in the number of slips,
dry stack storage facility, etc.

* In order to provide a more conservative forecast of revenuves, the retail vacancy rate has been
set at 10%, even though the industry average for a retail property is 5%. The 35%
operating expense ratio is the industry standard for this type of project.

e Retail space rental rates are also conservative at $11.38 per square foot, which is
approximately half of the current rental rates in the regional market. This rate was used due
to the seasonal nature of marina activities. However, the restaurant space is estimated to
draw the full average of $22.76 per square foot.

e Construction cost estimates not provided by VHB were calculated using Marshall & Swift's
October 2008 construction cost estimating database. They have been adjusted for regional
differences in construction costs. Construction costs from both VHB and Marshall & Swift's
includes soft costs such as engineering fees.

e Current County tax assessment rates were used to calculate the revenue potential of each
scenario. The analysis focused on real property taxes ($0.77 per $100 in value), personal
property taxes (4.0% of market value), the locally-derived meals tax (4%) and the local
share of the general sales tax (1%).

e Initial purchase value and reversion value calculations were done using a capitalization rate of
10%. This rate reflects a conservative estimate, which was used to accommodate the current
uncertain real estate investment environment.

o All uses have been adjusted to account for a “ramp up” period of absorption during the first
two years, with occupancy stabilizing in the third year.

o All dollar amounts reflect the net present value, accounting for the time-value of money.

D. PRO FORMA ANALYSIS
1. Scenario #1 — Minimalist Approach

a.) Maintain Ownership of Marina Operations

The first option analyzed for the Yacht Basin assumes the marina would be rehabilitated to
provide a safe, clean marina without any changes to operational capacity or activities at the
site beyond current levels. The County would maintain ownership of the site and lease the
facility to a private operator. This option assumes the County wishes to maintain control of
access to the waterfront and adjacent wetlands. The operator of the marina would receive a
management fee for operating the property. RKG used a management rate of 8% as a
reasonable expected return for an operator with no equity in the property, based on our
conversations with local marina operators.
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Based on the operoting assumptions, the marina operations would generate enough cash flow
for the operator to incur the approximately $693,000 in repair fees and maintain the
required 8% return on investment. In fact, a 5-year analysis indicates the internal rate of
return to be 14.7% (Table 1). The 10-year analysis returns 28.1% for the project. As such,
maintaining the current operations with the requisite improvements to ensure safety and
cleanliness likely would have no impact on the County, from a financial perspective.

Table 1
Jamestown Yacht Basin
Scenario #1a - Lease Marina

IRR & NPV Calculations Year 5 Year 10 Year 20
Marina IRR 14.7% 28.1% 31.1%
Marina NPV @ 8% $122,173 $750,953 $1,655,366
Non-Maring IRR 0.0% 0.0% 0.0%
NPV of Non-Marina Land @ 20% $0 $0 $0

Source: RKG Associates, Inc. 2009

b.) Sell The Yacht Basin QOutright
If the Yacht Basin were sold outright under the assumptions of maintaining existing operations,

the site likely would generate a sale price between $1.3 and $1.4 million for the County,
based on an expected return on investment of 20% and a capitalization rate of 10% (Table
2). It is important to note that the price of the property accounts for the purchaser having to
incur the approximately $693,000 in initial repairs to improve the sofety and cleanliness of
the facility. As with the lease option, maintaining a minimalist approach avoids any initial
County capital outlays for the continued operation of the Yacht Basin.

Table 2
Jamestown Yacht Basin
Scenario #1b - Sell Yacht Basin Outright

IRR & NPV Calculations Yeor 5 Year 10 Year 20
JYB IRR 28.9% 24.9% 22.3%
NPV of JYB Land @ 20% $1,408,511 $1,386,138 $1,311,064

Source RKG Associates, Inc. 2009

2. Scenario #2 — Marina Upgrade

a.) Maintain Ownership of Maring Qperations

Upgrading the marina property involves a more substantial investment. Estimates from the
consultant team indicate the net capital outlay to upgrade the marina facility would cost
nearly $11 million (adjusted for local construction index). Although the expanded operations
generate more operating income for the proprietor, the high up-front costs have a substantial
impact on the IRR and NPV calculations (Table 3). A 5-year pro forma analysis indicates the
County would need to contribute approximately $9.2 million of the up-front redevelopment
costs for the project to meet the 20% return goal. The requisite financial involvement by the
County would decrease with longer holding periods.
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Table 3
Jamestown Yacht Basin
Scenario #2a - Lease Marina and Sell Restaurant

IRR & NPV Calculations Year 5 Year 10 Year 20
Marina IRR N/A -11.5% 0.9%
Marina NPV @ 8% {$9,163,453) ($7,658,732) ($5,495,105)
Non-Marina {RR 39.9% 31.0% 27.2%
NPV of Non-Marina Land @ 20% $373,818 $317,574 $237,961

Source: RKG Associates, Inc. 2009

In comparison, the restaurant operations have an IRR well above 20%. Assuming the County
sold the land associated with operating the restaurant component, an investor likely would be
willing to pay between $300,000 and $400,000 for the land and incur the construction costs
for the facility.

b.) Sell The Yacht Basin Qutright

The outright sale of the property would substantially reduce the necessary County investment
to achieve the 20% return on investment threshold. Based on the assumptions detailed earlier
in this narrative, a private investor seeking to make a 20% return on investment would require
the County to sell the land for $1 and provide between $3.5 and $4.0 million capital
investment. The County would not have to provide as much “incentive” due to the reversion
value of the property that would be captured by the investor. The marina/restaurant
operations likely will have a value between $7 and $9 million at the end of the 10-year hold
period. The investor would gain the benefit of the net difference between the sale price and
the remaining mortgage on the property.

Table 4
Jamestown Yacht Basin
Scenario #2b - Sell Yacht Basin Outright

IRR & NPV Caiculations Year 5 Year 10 Year 20
JYB IRR N/A -2.0% 71%
NPV of JYB Land @ 20% ($4,011,656) ($3,547,937)  ($3,606,328)

Source RKG Associates, Inc. 2009

3. Scenario #3 — Expanded Marina Upgrade

a.) Maintain Ownership of Maring Operations

Scenario #3 maintains everything in Scenario #2, but adds 100 dry stack storage units to the
proposed structure. As a result, the initial investment is estimated to increase approximately
$600,000. As such, the initial County outlay would need to be greater with a 5-year lease
($9.4 million compared to $9.2 million). However, the added revenuve from operations would
provide a benefit to the County for longer term leases. Assuming a 10-year lease
arrangement, the County investment requirement would be approximately $7.5 million (Table
5) for this scenario instead of $7.65 million for fewer dry stack units to meet the lease-based
return on investment threshold of 8%. The restaurant assumptions do not change for this
scenario, so they remain consistent with the return potential from Scenario #2.
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Table 5
Jamestown Yacht Basin
Scenario #3a - Lease Marina and Sell Restaurant

IRR & NPV Calculations Year 5 Year 10 Year 20
Marina IRR N/A -9.2% 2.5%
Marina NPV @ 8% ($9,384,581) {$7,489,849) ($4,735,873)
Non-Marina IRR 39.9% 31.0% 27.2%
NPV of Non-Marina Land @ 20% $373,818 $317,574 $237,961

Source: RKG Associates, Inc. 2009

b.) Sell The Yacht Basin Qutright
As mentioned, the additional dry stack storage increases the initial cost, but also increases the

potential cash flow (and subsequently an increase in value) for an investor. This added cash
flow and reversion value results in a lower investment level for the County to reach the
ownership return on investment threshold of 20%. Assuming a five to ten year hold period, an
investor would require a sale price of $1 for the Yacht Basin and a County investment
between $3.1 and $3.6 million for the capital improvements (Table 6).

Table 6
Jamestown Yacht Basin
Scenario #3b - Sell Yacht Basin Outright

{RR & NPV Calculations Year 5 Year 10 Year 20
JYB IRR -20.8% 3.0% 9.1%
NPV of JYB Land @ 20% ($3,586,621) ($3,163,357) ($3,273,737)

Source RKG Associates, Inc. 2009

Scenario #4 — Retail Operations

a.) Maintain Ownership of Maring Operations
Adding 6,000 square feet of retail space has more impact creating a dynamic recreation

destination than it does on the operational aspect of the Yacht Basin. The marina lease
assumptions do not change from Scenario #3 to Scenario #4, resulting in the same IRR and
NPV levels {Table 7). The impact occurs in the sale of the land dedicated to the retail and
restaurant operations. Adding this comparatively small level of retail space increases the
likely purchase price by $90,000 to $100,000 as a result of the increased potential cash
flow. It is important to note that the 6,000 square feet of retail reflects the Consultants’
analysis of the likely supportable space at the Yacht Basin, given the market strengths and
weaknesses of the facility. This space likely would attract users to support the marina
operations, such as a dry goods shop/convenience store and a kayak/boating equipment
sales, repair and rental shop.

Table 7
Jamestown Yacht Basin
Scenario #4a - Lease Marina and Sell Restaurant/Retail

IRR & NPV Calculations Year 5 Year 10 Year 20
Marina IRR N/A -9.2% 2.5%
Marina NPV @ 8% ($9,384,581)  (§7,480,849]  ($4,735,873)
Non-Marina IRR 39.1% 30.5% 26.8%
NPV of Non-Marina Land @ 20% $474,308 $402,302 $298,222

Source: RKG Associates, Inc. 2009
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b.) Sell The Yacht Basin Qutright

Similar to the differences between Scenario #2 and Scenario #3, the marginal increase in
development intensity has a small, positive impact on the requisite County investment to meet
the 20% ownership return on investment threshold. Based on these operating assumptions, a
private investor would require a sale price of $1 for the yacht basin and a financial
contribution of $3.1 to $3.5 million from the County for the initial capital outlay {Table 8).

Table 8
Jamestown Yacht Basin
Scenario #4b - Sell Yacht Basin Outright

IRR & NPV Calculations Year 5 Year 10 Year 20
JYB IRR -16.0% 4.4% 9.7%
NPV of JYB Land @ 20% {$3,486,131) ($3,078,630) ($3,213,477)

Source RKG Associates, Inc. 2009

5. Scenario #5 — Site Maximization

The Consultant was requested to develop a “break even” scenario for the fifth alternative, where the
County would not have to make any additional investments into the Yacht Basin while still supporting
the expanded marina operation assumptions. However, the physical constraints of the site do not
allow for the development intensity required to meet this goal. Structures would need to be dozens of
stories high to accommodate the amount of building square footage required to meet this request. As
such, the Consultant has prepared a scenario that maximizes the allowable building intensity on the site
accounting for physical and natural constraints under the current zoning classification. In total, the site
can accommodate 12,000 square feet of additional retail space, bringing the total to 18,000 square
feet of retail and 10,000 square feet of restaurant space. It is important to note that the market
analysis indicates this level of retail development likely is not supportable at the Yacht Basin without a
residential or hospitality component. The 18,000 square feet is more than will be required by
businesses that will support the marina and the local demand for retail goods and services is not strong
enough to warrant this level of retail development.

a.) Maintain Ownership of Marina Operations

Similar to Scenario #4, the marina lease results are not affected by the additional retail
space. However, the potential sale price of the land for the restaurant/retail operations is
higher due to the additional potential cash flow from the expanded retail operations. Under
this scenario, the potential purchase price ranges from $650,000 to $760,000, dependent on
the hold period used in the analysis {Table 9).

Table 9
Jamestown Yacht Basin
Scenario #5a - Lease Marina and Sell Restaurant/Retail

IRR & NPV Calculations Year 5 Year 10 Year 20
Marina IRR N/A -9.2% 2.5%
Marina NPV @ 8% ($9,384,581) {$7,48%,84%9) {$4,735,873)
Non-Marina IRR 39.9% 31.0% 27.2%
NPV of Non-Marina Land @ 20% $761,766 $650,401 $490,847

Source: RKG Associates, Inc. 2009
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b.) Sell The Yacht Basin Qutright
The site maximization assumptions provide the “best” marina expansion alternative for the
County, in terms of financial requirements. Based on these assumptions, an investor would
require a sale price of $1 for the yacht basin and an initial investment of $2.8 million to $3.2
million from the County to reach the 20% return on investment threshold, based on a 5-year
and 10-year hold period (Table 10).

Table 10
Jamestown Yacht Basin
Scenario #5b - Sell Yacht Basin Outright

IRR & NPV Calculations Year 5 Year 10 Year 20
JYB IRR -7.5% 7.3% 11.1%
NPV of JYB Land @ 20% {$3,198,673) {$2,830,531) {$3,020,851)

Source RKG Associates, Inc. 2009

E. FISCAL IMPACT ANALYSIS

While the pro forma analysis provides important information about the viability of a real estate
investment for a private investor, it does not provide a complete understanding about the financial
revenues and expenditures for a governmental investor. As a property owner, a government investor
also needs to account for the net fiscal impacts of a real estate project. Simply put, large real estate
deals often result in substantial increases in revenues (i.e. fees, taxes and permits) and expenditures
(i.e. emergency services and school impacts) for a new development in comparison to the existing uses
of the development site.

1. Assumptions

The Consultant analyzed the potential change in revenues and expenditures of each scenario under
both the lease arrangement and outright sale arrangement. The following assumptions were used in
this effort:

One-Time Costs and Revenues Are Balanced

Simply put, the County will incur some one-time revenues and expenditures resulting from a new
development. The consultant used the assumption that all one-time costs (i.e. staff review time} are
covered by the revenues (i.e. building permits). While these costs and revenues often are not equal,
the relative difference most likely is a very small value compared to the overall fiscal impact.

Service Level Changes Are Marginal

The Yacht Basin already is served by the County. The maring, boat sales and boat repair operations
already are factored into the services required from the County. The changes to the site for each
scenario likely will not require additional resources from the County to adequately serve local needs.
This is particularly true as there are no residential or hospitality components. As such, the change in
cost of services is assumed to be marginal.

The Upgraded Marina Will Attract a More Diverse Clientele

The current clientele at the Yacht Basin is not representative of the average boating enthusiast in the
region. The Consultants conducted an analysis of value for boats between 20 feet and 30 feet in
length within the greater Williamsburg market. The results indicate a mean value of $42,500.
However, personal property tax records suggest the average value of 50 of the boats currently
housed at the Yacht Basin and being assessed for personal property tax is approximately $6,380,
with a median value of $5,250. While Scenario #1 likely will have no impact on the average value
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of boats at the Marina due to the limited improvement of services and amenities, a substantial
upgrade of the facility likely will change local and regional perceptions of the facility. RKG
Associates’ analysis of the marina industry in the region indicated that the newest, amenity-laden
facilities tended to have the best occupancy levels and broadest-reaching clientele base. As such,
Scenarios #2 through #5 likely will draw a clientele more closely reflective of regional averages.

Real Property Tax Is Collected from Privately-Held Operations

The County will be able to collect real property tax for all portions of the site owned by private
investors. As such, a market value was calculated for both the lease alternatives (the non-marina
operations) and the sale alternatives (the entire site). The Consultant used a conservative 10%
capitalization rate to determine market value. The County assesses a $0.77 real property tax for
each $100 of value.

Personal Property Tax Is Collected from Permanently-Housed Boats

The County will be able to collect personal property tax on all boats permanently housed at the
marina. Although the County already collects personal property tax from the boats currently housed
at the maring, the analysis measures the impact of the new boats accommodated by the marina
expansion (both wet slips and dry stack). To this end, the Consultant studied a ‘conservative' and
‘aggressive’ approach to the value of new boats. The conservative model utilized an average boat
value of $21,250, approximately one-half of the regional average. The aggressive scenario
modeled the regional average. The County assesses a 4% personal property tax on watercraft.

The County Continues to Assess the Local Share of Sales Tax

James City County has enacted its right to assess a 1% sales tax in addition to the 4% sales tax
assessed by the Commonwealth (known as local share). Although this analysis assumes the County will
continue to collect sales tax from the boat sales, boat repair and fuel sales at the Yacht Basin, the
County will benefit from the sales generated by the restaurants and retail establishments being
proposed as parts of scenarios #2 through #5. The analysis accounts for the difference between the
existing revenue levels and potential new levels based on the expanded commercial activity.

The Restaurant Tax (Meals Tax) Continues Through the Study Period

James City County assesses a 4% meals tax for all prepared food sales in the County in addition to
the 5% general sales tax described above. This analysis assumes the meals tax remains as law
through the study period, and accounts for the revenues generated through the operations of the
restaurant component,

2. Analysis Resulis

Regardless of the value of boats at the maring, the lease option of Scenario #1 provides no fiscal
benefit to the County. For this Scenario, the operations remain the same and no additional
development is proposed for the site. As a result, the current revenues being generated at the Yacht
Basin site remain the same. However, each of the other scenarios and alternatives provide additional
revenue streams for the County. The four expanded operation lease alternatives generate a net
present value difference of $4.2 to $6.1 million in additional revenve for the County in the
conservative approach and between $6.0 million and $8.6 million for the aggressive scenario (Tables
11a and 11b).

The additional revenue primarily is a result of the personal property tax generated by the expanded
boat storage on-site. Using the average value of $42,500 for a 20-foot to 30-foot boat, each new
boat provides an additional $1,700 in revenve. The expanded dry stack scenario accommodates 340
additional boats, translating into nearly $600,000 in additional revenue to the County each year. The
conservative estimate reduces these impacts by 50%. While the current boats at the facility have a
substantially lower average value than both estimates, the upgrade of the marina and addition of
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new amenities will draw from a much wider market and appeal to enthusiasts with higher-value
watercraft.

Table 11a

Fiscal Impact Analysis - Aggressive Scenario

Difference from Existing Opoerations (Including Net Present Value of Revenue Flows)
Jamestown Yacht Basin

| Year | Year 2 Year 3 Year 4 Year 5 Year 10] TOTAL] NPV
LEASE MARINA OPERATIONS, SELL NON-MARINA OPERATIONS
Scenario #1 $0 $0 $0 $0 $0 $0 $0 $0
Scenario #2 $544,189 $638,567 $720,966 $726,849 $732,921 $766,272 $7,126,100 $6,039,309
Scenario #3 $705,595 $801,475 $884,270 $890,566 $897,066 $932,831 $8,769,359 $7,439,982
Scenario #4 $713,203 $825,813 $922,722 $930,476 $938,478 $982,415 $9,152,204 $7,758,905
Scenario #5 $812,096 $885,144  $1,010,937 $1,022,303  $1,034,045 $1,098,757 $10,124,766 $8,580,260
SELL YACHT BASIN OUTRIGHT
Scenario #1 $111,390 $126,851 $131,172 $135,620 $140,197 $165,081 $1,419,510 $1,199,769
Scenario #2 $858,567 $999,817 $1,092,548 $1,109,065 $1,126,077 $1,218,900 $11,089,647 $9,392,588
Scenario #3 $1,085,120 $1,239,511 $1,335710 $1,355833 $1,376,596 $1,490,546 $13,610,663 $11,533,793
Scenario #4 $1,119,585 $1,294,456 $1,408,519 $1,430,100 $1,452,364 $1,574,487 $14,325,825 $12,134,969
Scenario #5 $1,151,874 $1,415001 $1,565,446 $1,590,640 $1,616,645 $1,759,542 $15,842,704 $13,404,018

Source: James City County and RKG Associates, inc. 2009

Table 11b

Fiscal Impact Analysis - Conservative Scenario

Difference from Existing Opoerations (Including Net Present Value of Revenue Flows)
Jamestown Yacht Basin

| Year 1 Year 2 Year 3 Year 4 Year 5 Year 10| TOTAL| NPV
LEASE MARINA OPERATIONS, SELL NON-MARINA OPERATIONS
Scenario #1 $0 $0 $0 $0 $0 $0 $0 $0
Scenario #2 $331,689 $426,067 $508,466 $514,349 $520,421 $553,772 $5,001,100 $4,226,640
Scenario #3 $416,595 $512,475 $595,270 $601,566 $608,066 $643,831 $5,879,359 $4,974,753
Scenario #4 $424,203 $536,813 $633,722 $641,476 $649,478 $693,415 $6,262,204 $5,293,677
Scenario #5 $523,096 $596,144 $721,937 $733,303 $745,045 $809,757 $7,234,766 $6,115,031
SELL YACHT BASIN OUTRIGHT
Scenario #1 $111,390 $126,851 $131,172 $135,620 $140,197 $165,081 $1,419,510 $1,199,769
Scenario #2 $646,067 $787,317 $880,048 $896,565 $913,577 $1,006,400 $8,964,647 $7,579,920
Scenario #3 $796,120 $950,511  $1,046,710 $1,066,833 $1,087,596 $1,201,546 $10,720,663 $9,068,564
Scenario #4 $830,585 $1,005456 $1,119,519 $1,141,100 $1,163,364 $1,285,487 $11,435,825 $9,669,741
Scenario #5 $862,874 $1,126,001 $1,276,446 $1,301,640 $1,327,645 $1,470,542 $12,952,704| $10,938,789

Source: James City County and RKG Associates, Inc. 2009

The sales assumptions for each scenario would yield an even greater revenue stream to the County
due to the collection of real property tax for the marina. Under the lease scenario, the County only
collects real property tax for the non-marina uses (restaurant and retail components). The year 10
real property revenue for the lease scenarios ranges from $113,000 for Scenario #2 to $245,000
for Scenario #5. In contrast, the year 10 real property revenue to the County ranges from $635,000
to $935,000 for the same scenarios. The net present value difference for the lease and sale
alternatives of Scenario #1 is nearly $1.2 million, all resulting from the real property tax revenue.
The net present value difference of tax revenuves from the other four scenarios ranges from $9.4
million for scenario #2 to $13.4 million for Scenario #5.
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A development partner with a longer hold period for the sale alternatives is preferable

Under the ownership alternatives, the County’s initial capital outlay decreases as the hold period is
extended. This is a result of the increased net revenue generated when the property is sold at the end
of the hold period. Finding a development partner with a 10-year intended hold period will minimize
the requisite capital outlay by the County to upgrade the property.

The financial analysis does not account for the County’s purchase of the Yacht Basin

The financial analysis assumes the County’s initial purchase price of the Yacht Basin property is a sunk
cost. As such, the dollar amount spent for the facility was not factored into calculations. If the
administration wants to consider this cost, the purchase price should be subtracted from the “Total Net
Revenue (Loss)” line of Tables 12a or 12b, ultimately reducing the benefits (or exacerbating the losses)
of each scenario and alternative.

The net difference in tax revenuve between the existing and expanded operations confinues past the 10-
year study horizon

The net difference in tax revenues of the upgraded marina scenarios will continue until the marina is
destroyed or redeveloped. As a result, the net fiscal benefits to the County will continve into the
future. While the time-value of money will gradually erode the net present valve of these annual
revenue captures, they represent a continved revenue source to increase and diversify the County’s
overall tax base.
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