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FOREWORD

This report reflects a study of concessionary operations at several Corps
lakes located across the United States. The essential problem was to discern
the policy and procedural means by which additional private capital could
be attracted to meet the needs of nearly 400 million visitors who use recreation
facilities at Corps projects.

The researchers found that Corps concessionaires are small businesses
and suffer the problems of all small business, particularly with respect to
management inexperience. They found no single factor which influences
profitability. The report conclusions dispute many of the commonly held
assumptions about the factors critical to profitability.

Corps managers should carefully consider the recommendations. Standard-
ization of accounting procedures and periodic audits to maintain quality
control of financial information provided by the concessionaires is clearly
indicated. Developing training and other management improvement programs for
concessionaire operators, probably through the Small Business Administration
appears warranted. If additional capital inflows from private sources are to
be encouraged, controls and other inhibition on pricing of concessionary
services and competitive services supplied by the Corps should be relaxed.
Corps sponsored market studies for individual concessionaire sites appear
to offer limited assistance to finding and assuring profitable concessionaire
operators.
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PREFACE

This study presents an analysis of Corps of
Engineers commercial concessionaires located on Corps
projects throughout the United States. The study
consists of two volumes, the first being devoted to
the development and estimation of a statistical model
of "concessionaires.'" The second volume is a feasi-
bility study for a marina and lodge complex at the
newly-developed Raystown Project near Huntingdon,
Pennsylvania. As part of the study, a forecast was
made of the Raystown project using the model developed
in Volume 1I.

Many persons contributed to this study, some more
extensively than others. We specifically want to thank
all of the persons in the Bureau of Business Research
of West Virginia University including Dr. Dennis R.
Leyden, Director; Mr. Stanley J. Kloc, Research
Associate; and secretaries, Pat Gurtis, Nancy Ireland,
Deanna Jefferson, Dawn Poole, Brenda Jones, and
Linda Hastings.

We appreciate the fime effort of the graduate
assistants on the study: Sue Mattson, Jon Pees, and
Chin Yang. The West Virginia University Computer
Center provided many hours of expert consulting to
the project as well as free time for some of the
analysis. Ms. Linnea Hazen of the U.S. Department of
Commerce, Regional Economic Information System Branch
also deserves our thanks.

Finally, we want to thank the many Corps of
Engineers officials in the Office of the Chief of
Engineers and in District Offices who provided data,
insights, and many hours of their time to this project.
And we especially want to thank the concessionaire
owners and managers, including those we visited and
those we interviewed by telephone. There was not one
instance throughout the study in which we lacked
cooperation from either Corps officials or concession-
aire owners.
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The cooperation and patience of Mr. Robert W.
Harrison, Director of the Center for Economic Studies
of the Institute for Water Resources, and Mr. L.
George Antle, Economist for the Institute, are greatly
appreciated. The cooperation of Mr. Howard Kass of
the Baltimore District is similarly appreciated.

G. Richard Dreese
Project Director
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CHAPTER 1

CONCLUSIONS AND RECOMMENDAT IONS

This study attempted to determine the primary
reasons for the profitable and unprofitable operations
of 94 commercial concessionaires located at 32 Corps
projects throughout 7 representative Corps districts
in the United States. The number of concessionaires
in the sample was chosen on the basis of a number of
criteria, foremost of which was the availability of
both income and balance sheets for the year 1873.
Associated with these concessionaires were pro ject
and market data for the year 1973. While many projects
of the Corps were excluded from the sample and sub-
sequent analysis because of insufficient data on
caoncessionaire performance, the sample utilized is
judged to be representative of all Corps projects.
Consequently, it is felt that the specific conclusions
drawn from this study can be generally applied to all
Corps projects.

The sample data were used in a cross section
analysis of the concessionaire profitability. In
developing the statistical analysis, externsive use
was made of both economic theory and information
obtained from telephone and on-site interviews. Based
upon this analysis, the following conclusions regard-
ing the successful or unsuccessful operations of
concessionaires at Corps projects during 1873 have
been formulated.

Conclusions

1. Commercial concessionaires at Corps projects
are smaller on average than those operating on National
Park Service lands. Moreover, 82 per cent of Corps

concessionaires had annual sales of less than $200,000
in 1973 and 78 per cent had less than $200,000 in assets
in 1973. Corps concessionaires are by most definitions
small businesses and suffer the many problems of all
small businesses, particularly those associated with
management inexperience.




2. Many factors influence the operations of
concessionaires, and, consequently, affect the firm’s
profitability. There is no single most important cause

for the successful operation of the concessionaire,
based upon this analysis.

3. The market factors that presumably are important
determinants of the successful operations of concession-
aires were consistently of very minor importance in the
analysis. Such market factors include personal income,
per capita income, number of households, retail buying
power, income distributions, and boat registrations,
among others.

Each pro ject appears to serve a particular market
which is unique and difficult to delimeate. Although
the analysis defined the standard market area in terms
of a 50-mile radius surrounding the project, it is
recognized that this factor may either overestimate
or underestimate the market size for a particular
project. There was justification for this delineation
on the basis of previous Corps studies, other &tudies,
and from concessionaire and district official interviews.

This conclusion in no way implies that market
factors are not important to concessionaires at Corps
pro jects, since a lack of demand for the services of
the concessionaires is equivalent to zero sales and
zero profits. Yet, the market factors were not
statistically significant in explaining why some
concessionaires were profitable and some were unpro-
fitable in 1973. In essence, the study centered on
“the question: Given a demand for its services, why
are some concessionaires profitable and some unpro-
fitable? The study does not attempt to explain market
demand for the concessionaires.

4. Those factors which were significantly related
to the firm’s profitability revolve around what has been
defined as project variables and management variables.
The important project variables include the shoreline
of the project, the purpose for which the project was
established, the availability of nearby housing
facilities, the availability of rental boats, the year
in which the project was started, and the number of
boat launch ramps available. The important management
variables include the legal status of the firm, its




debt and expense management, and its ability to keep
expenses under control. It should be noted that the
concessionaires with the largest sales or assets were
not as a rule among the most successful firms. Prof -
itible management of concessions has little to do
with size per se.

5. The evidence in the study concerning the
effects of climatic conditions and/or water fluctuations
is mixed. Interviews with concessionaires indicated
this was the most important factor affecting the
successful operation of the firm. The analysis of the
effects of water variability on a concessionaire’s
profitability showed little significant impact.
However, there is some evidence that the impact is
more on a firm’s gross revenues and the level of
visitations to the project rather than on its sales.

A definitive study of these effects would entail a
time series analysis of concessionaires and water
fFluctuations.

6. It is difficult to make strong conclusions
regarding the existence of economies of scale in the
concession operations. By definition, economies of
scale would be indicated by declining average variable
costs as the fFirm’s output increases. While most
concessionaires have a variety of outputs, the number
of boat slips reported was used in measuring economies
of scale. Although the largest firms were consistently
not the most profitable or most efficient, there does
appear to be a minimum scale of operation associated
with profitable operations. The average number of
boat slips associated with profitable concessionaires
was about 131 in 1973. Since no other measures of
output were available for a large number of firms in
the sample, it was not possible to estimate or measure
other scale economies. Some minimal evidence was
generated suggesting that average cost declines when
the number of boat spaces available expands but this
evidence is inconclusive and somewhat unreliable at
this time.

7. Although a few concessionaires were critical
of the rental fees on boat sales charged by the Corps,
most believed that the overall leasing arrangement was
fair and that the rents charged by the Corps were fair
relative to the market value of the leases. Those who
were convinced that the rents were too high typically
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had no prior business experience and, hence, had no
familiarity with existing market rents. There appeared
to be some resentment among concessionaires that the
Corps regulates them too closely, but these did not
represent a majority opinion. In several instances,
Corps district officials indicated that a number of
projects had too many small concessionaires to assure
successful operations and that a desirable policy
might entail the consolidation of the concessions.
These same officials, having recognized this problem,
are currently proceeding cautiously in the development
of concessions and associated recreation areas on new
Corps projects.

8. While the regression model developed in this
study has many limitations, it can be used by various
Corps districts for preliminary screening or forecasting
purposes when new recreation facilities are planned.
With carefully controlled assumptions the model can
provide a rough forecast of the potential profitability
of a planned facility. The nature of the aggregation
used in its estimation makes it of limited value for
site-specific planning purposes. Nevertheless, if
employed properly it can be quite useful to Corps
plamners in the future.

Recommendations

The recommendations below are derived from the
conclusions of the statistical analysis and from
knowledge gained during the course of the study. The
latter is based upon information gathered in assembling
the fimancial data of the fFirms; from interviewing
concessionaires and Corps officials, and from reviewing
similar studies by the Corps and other govermnmental
agencies.

1. With regard to advertising and reviewing
proposals for new concessionaires, Corps districts
should continue to place heavy emphasis on the
Finmancial and management background and skills of the
prospective concessionaire. These factors, though
hard to evaluate on any precise scale, are very
important to the successful operation of the con-
cessions. Due to the general focus of this study
and the unavailability of data, specific guidelines
on management expertise were not developed. Further
research is needed which specifically examines the
management characteristics of successful concessionaires.




2. The nature of the project and the available
services at the project should also be evaluated
carefully since the project factors which are under
the direct control of the Corps apparently have much 1
to do with attracting visitors to the projects and
subsequently providing concessioraires with potential ]
sales and profits. Such factors as the convenient
location of and access to marinas, the provision of
nearby campsites or lodging facilities, and of
adequate boat launches, and related features are
important in attracting visitors.

3. While market studies have been recommended
strongly by various Corps districts (for example, the
evaluation procedures developed by the St. Louis
District and the Ohio River Division) as being
essential in preparing bid proposals, it is our
judgment that such market studies would be more use-
Ful if applied to an analysis of the total project
market, and that little precise information can be
gathered from market analyses for individual con-
cessions if these are to be used in projecting the
success or failure of an individual concession site.
It is difficult to estimate the market share that a
particular concessionaire will achieve. It is also
difficult to estimate this market share over time
using standard market variables such as population,
income, household numbers, buying income, etc. 1
Because of these problems, there has arisen somne
pessimism concerning the cost effectiveness of
individual concession market studies, particularly .
in light of the absence of a standardized methodology
for the studies and the absence of follow-up evaluations
of the actual concession operations relative to market
and success predictions.
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4., While no measure of highway accessability
was available for this analysis, personal conversations
with many concessionaires have revealed that the
location of concession facilities on or near major
traffic arteries was very important in determining %
the success of the concession. Most of the concession-
aires who felt their location was not ideal felt as
they did because of inaccessibility from major traffic
or because of wind and water exposure.




5. One of the most consistent influences on
profitable operations which showed up in the
statistical analysis was the legal form of the
concessionaire. As a rule, corporate ownership was
negatively associated with profitable operations.

This finding may be due to the fact that in partner-
ships and proprietorships the owners are likely to be
the managers and, thus, are in contact with the firm’s
operation on a day-to-day basis. 0On the other hand,
corporate ownership could mean absentee ownership and,
thus, reflect an inability to monitor and control
management decisions on a regular basis. Iy Fact,

one of the largest concessionaires in the sample was
corporately controlled, and, as mentioned in private
conversation, its principal problem was obtaining
adequate management. In light of these findings, it
is recommended that the Corps consider carefully the
proposed legal status of the firm when reviewing bid
proposals.

6. Based on this analysis, it was found that
profitable concessionaires made better use of their
assets than unprofitable ones. In part this was due
to the presence of many assets which are not generating
sales or rental income for the concessionaires.
Typically, the Corps requires prospective recreation
area concessionaires to provide expensive, but non-
revenue producing assets, such as parking lots, sewage
systems, roads, etc. We recommend that all or most
of the major "overhead'" capital be provided by the
Corps or that the concessionaire be allowed to have
more flexibility in charging fees for the use of these
hitherto free goods. This practice is, of course,
being implemented in some districts, and is presently
within the discretion of the individual district.

7. A number of concessionaires noted that
standard fees are charged at recreation areas on the
same pro ject and that frecuently the quality and
quantity of services available at these areas varied

considerably over the project. It is recommended
that the Corps experiment with greater flexibility
in pricing at projects. Such a policy would provide

more incentive to concessionaires to "compete' for
customers.
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8. Some accounting standardization would be
helpful in evaluating the financial statements sub-
mitted by concessionaires. 0One of the most difficult

parts of this study entailed the translation of basic
fimancial information from the income and balance
sheets to the standard forms used in the analysis.
In many cases, sizable errors were discovered on the
unaudited fimancial statements and, as was mentioned
in Chapter 5, this required recalculation of the
profitability of many firms. It is recommended that
all Corps districts employ a standard reporting form
so that comparative studies of future concessionaire
performance can be adequately performed. These
reguirements can be included in the list of proposal
specifications which the Corps circulates prior to
receiving bids for proposed concessions.

8. Since the Corps appears to be especially
concerned about the operations of commercial concess-
iomaires, it is further recommended that a comprehensive
evaluation system be established which would be charged
with the evaluation of market studies and follow-up
evaluations of concessionaire performance in light of
previously executed market analyses.

10. There is nmo way to guarantee a rate of return
to concessionaires. To the degree that the Corps
agrees to guarantee a rate of return (as is done with
publicly-regulated electric utilities) the Corps must
subsidize parts of the operations of concessionaires.
To the degree that the Corps wants to move away from
subsidizing or guaranteeing the profits of concess-
ionaires it must allow competitive forces to determine
which concessionaires operate at its projects. The
Corps cannot attempt to control prices and other
aspects of concessionaire operations and expect
capital to freely flow into these projects. The long
and poor record of most concessionaires at Corps
projects suggests that these operations will continue
to have difficulties and that capital will continue to
be scarce with regard to investment in Corps projects.




CHAPTER 2

INTRODUCTION AND BACKGROUND

Introduction

This report was completed under contract number
DACW31-C-0077, the primary purposes of which included:

1. The examinmation of Corps of Engineers
commercial concessionaires in order to develop
guidelines on the profitable operation of these
concessionaires for the planning of the Corps;

2. The development of recommendations for use
by District planning and real estate management
personnel to enable individual Corps Districts to
attract capable concessionaires and retain them on
their water pro jects;

3. Application of the results of this study to
the proposed Raystown Lake project in Pennsylvania to
determine the feasibility of using the model developed
in this study for decision making at the project level.

From a review of the above purposes, it should be
obvious that this study confronts a series of complex
questions relating to the management of small
businesses. While this portion of the recreation
industry has growth potential it remains vulnerable
to cyclical fluctuations in the economy and, more
recently, to the effects of the energy crisis on
transportation patterns.l This study involves market

lThe nature of the recreation industry has been
variously studied under its own name as well as under a
variety of other industry titles such as the tourism or
travel industry. However, illustrative of the cyclical
nature of the boating industry which is a subpart of the
recreation industry, is the declime in boat sales in 1975
which is estimated to be 25 per cent below 1974 levels.
This may be due to higher boat prices, which are esti-
mated to have risen by 15 per cent in 1975 or to the
gasoline price rises, or a combimation of both. This
information was provided by an official of a major boat-
ing association who wishes to remain anonymous.




analysis, since each concessionaire in the sample chosen
for study serves a relatively distinct market area with

diverse climatic, seasonal and socioeconomic character-

istics.

Throughout this examination of the experiences of
many different concessionaires in selected Corps
Districts three assumptions were made. First, it was
assumed that regular and predictable patterns of firm

There is no attempt made in this study to review
the vast literature on the recreation industry or the
tourism-travel industry. Such a review has been
thoroughly completed by the U.S. Army Institute for
Water Resources in its report, The Economics of Water-
Based Outdoor Recreation: A Survey and Critigue of
Recent Developments, Robert J. Kalter, March, 1971.
Other analyses have been completed and various pro-
jections of the potential growth of this industry
have been made with reference to regiomal growth
potential. A few studies that are relevant to this
pro ject are briefly reviewed later, but for a more
general discussion of the various parts of the segmented
recreation industry the reader is referred to the follow-
ing studies: Recreation as an Industry, Robert Nathan
Associates, Inc., Report of the Appalachian Regional
Commission, 1966; A Strategy for Developing the Leisure
Industry in the Ozarks Region, Midwest Research
Institute, Report to the 0Ozarks Hégional Commission,

1968; Recreational Potential in the Appalachian Highlands:
A Market Analysis, URS Research Company, Report to the
Appalachian Regional Commission, 1971; U.S. Congress,
House Subcommittee on Envirommental Problems Affecting
Small Business aof the Permanent Select Committee on

Small Business, Small Business Enterprises in Outdoor
Recreation and Tourism, 93d Congress, 2d Session, 1974
(this major study was performed by the Dffice of Planning,
Research and Analysis, Industry Studies and Size Standards
Group, U.S. Small Business Administration, and hence will
be referred to as the SBA Study); James M. Rovelstad,
Analytical Measures of Travel and Tourism for States and
Smaller Areas, Bureau of Business Research, West VirgTﬁTa
University, July 1974; Procedures for Evaluation of

Water and Related Resources Projects, Report of the
Special Task Force of the U.S. Water Resources Council,
Serial No. 92-20, September 1971.
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behavior could be isolated using econometric methods
standard in economic analysis. Further, it was assumed
that these patterns of behavior, once captured in a
well specified econometric model, could be applied in
various geographic areas to help determine the potential
profitability of typical concessionaires at Corps of
Engineers projects. Finally, it was assumed that with
this knowledge about the factors that make for success-
ful (profitable) operation of concessionaires, the
Corps of Engineers could supplement its existing
information and thus better attract private capital
onto its water-based recreation areas. In this manner
the Corps would be able to serve the dual purpose of
providing flood control and recreational benefits to
the people located near its water projects.

Background of the Study

As with all governmental agencies, the Corps of
Engineers has statutory obligations which it must meet
under law. The Corps is charged with the management
of all inland navigable waterways and associated public
works in the United States. Although recently, this
obligation has tended to be broadened into environmental
areas, the Corps has more traditionally provided flood
control benefits in many areas of the United States.
Under the umbirella of additional benefits to be derived
from its flood control projects, Corps projects have
also provided for a wide variety of recreation
activities either through direct provision of
facilities or through leasing arrangements with other

governmental agencies, private groups and/or individuals.

In recent years it has become increasingly clear
that federally financed projects are very carefully
screened by Congress and the Office of Management and
Budget, reflecting a trend toward economy in public
spending. Such close scrutiny suggests that sub-
stantially greater benefits relative to costs will
be required of federally fimnanced projects than may

have been necessary historically. There is no reason
why flood control measures provided by the Corps will
not need to be carefully justified as well. Further-

more, recent trends in federal fimance suggest that
federal, state or local government subsidies of all
kinds will decrease in the future, and that recreation
areas traditionally provided by federal, state or local

(el
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governments will increasingly be turned over to private
owners or managers.c<c

As an outgrowth of these general moves toward
economy in government, the Corps of Engineers was faced
with two related areas of concern: (1) measuring or
identifying recreational benefits at its existing
projects and at new projects; and (2] finding ways to
attract private owners and concessionaires onto its
water-related projects to reduce its finmancial involve-
ment in the recreation business. The Corps has not
been alone in these concerns since the Park Service
and Forest Service are also heavily involved in the
recreation business and will presumably need to
engage in the same analysis and reappraisal.

A third concern of the Corps has been the critic-
ism that in its attempts to provide flood control
protection and navigation benefits, it has not been
concerned about the recreational benefits which may
be destroyed. Thus, the potential recreational
benefits from Corps projects continue to be an
important area for Corps planning as well.

The information derived from this study is
intended to be used to encourage the flow of private
capital into Corps concessionaires, with some known
probability of success provided by Corps planners.
It is hoped that by using this study, the Corps will
be able to avoid the traditional difficulty it has
had im attracting private capital to its projects.
An example of this difficulty is well summarized in

2The intent of Congress is specified in Public
Law 91-611, The River and Harbor and Flood Control Act
of 1870 which contains the following requirements:

tSec. 209, It is the intent of Congress
that the objectives of enhancing regional
economic development, the quality of the total
environment, including its protection and
improvement, the well-being of the people of
the United States, and the national economic
development are the objectives to be included
in Federally fimanced water resource projects,
and in the evaluation of benefits and costs
attributable thereto, giving due consideration
to the most feasible alternative meanrns of
accomplishing these ob jectives."




recent study of the St. Louis District which concluded
that having received so few proposals from potential
concessionaires at one of its projects that it "has
resulted in forced selection of a concessionaire to

fulfill the public need for watercraft-oriented
services and fFacilities."3

The Commercial Concessionaire on Governmental Projects

As noted earlier, it is not our intention to
review the literature on the recreation industry
except where it touches on the future of small,
water-based recreation firms. Since this study
isolates concessionaires at Corps projects as the
focal point of the analysis, there is little need to
forecast trends in aggregate United States recreation
demand. And while the problems of the small business
have been widely studied for a number of years, only
recently have concessionaires at the Government
recreation areas been studied by the Small Business
Administration for the Permanent Select Committee
on Small Business.4 We will therefore briefly review
some of the pertinent findings of the SBA study and
others completed specifically for the Corps that
relate to the objectives of our study.

In the Small Business Administration’s recent
and thorough study titled Small Business Enterprises
in Outdoor Recreation and Tourism, the objective was
to '"bring together for the first time, into one
report, all the relevant information currently

3Guidelines for Developing Commercial Marina
Concessionaires, U.S. Army Corps of Engineers, Water
Resource Developments, St. Louis District, 1974, p. 3.

4U.S., Congress, House, Subcommittee on Environ-
mental Problems Affecting Small Business of the
Permanent Select Committee on Small Business, Small
Business Enterprises in Outdoor Recreation and Tourism,

93d Cong., 2d Sess., 1974.
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available on small suppliers of goods and services
in outdoor recreation and tourism and to present a
cohesive and meaningful analysis of the financial

conditions and other problems of smaller firms in

this industry.”5

While there are many government departments
which manage recreation areas in the U.S., the SBA
study centered on the number of concessionaires
under control of the Park Service, Forest Service
and Corps of Engineers, as indicated im Table 2.1.
In fact, a sub-objective of this study was to
""determine the profitability performance of federally
administered concessions....and how they relate to
firms not in recreation and tourism businesses but
in similar lines of economic activity.'"6 This is
also one of the major objectives of our study.

After extemsive analysis, the SBA study
concluded that:

"Although opportunities are available to

small firms in outdoor recreation and tourism,

a high proportion of small firms are operating
at a loss (about 20 to 30 per cent based on its
study) and many of those that are profitable
have lower profit margins and lower returns

than small firms in similar kinds of activities.
The difficulties of small firms in this industry
are due to basic conditions, some of which are
more peculiar to outdoor recreation and tourism
than to other industries. Seasonality, unfavor-
able weather, management deficiencies, and
environmental and antipollution pressures have
‘ placed heavy burdens on small firms and have

: h restricted their ability to operate successfully.
i1 Also, the current energy shortage situation
along with the higher gasoline prices is _a more
recent problem facing small businesses.'”

#" “Tudd, , B 7.

6Ibid., Py e/
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TABEE 251
NUMBER OF CONCESSIONS AND GROSS SALES BY FEDERAL AGENCY
Per Cent
of Total
Number Gross No. in Concession-
of Sales SBA aires in
Agency Concessionaires (Millions) Study SBA Study
Forest Service
(1972) 1,823 $80.0 =} by
Corps of Engineers it
(1970) 406 3.9 62 15
Park Service
(1971) 244 93.0 157 64
Source: U.S., Congress, Subcommittee on Environ-

mental Problems Affecting Small Business of the Permanent
‘ Select Committee on Small Business, Small Business

4 Enterprises in Outdoor Recreation and Tourism, 93d

} Cong., 2d Sess., 1974, p. 26.

) *xBased upon 62 firms in 1969,

Beyond these general conclusions, the SBA Study
found that concessionaire owners and managers put
profits as a secondary objective and the ''glamour of
the outdoors in a recreation-oriented business located
away from the piressures created by population centers"
as a primary objective.8 A second conclusion emphasized

{ the importance of good management above all other

; characteristics at successful concessionaire operations.
In the words of tiie SBA study: '". . . the crucial
long-run measure of success is good management, in
which the owner/manager has an intimate contact with
his day-to-day business activities, has established
cost control procedures, maintains good records, and

! makes sound decisions quickly.'"S9

®ibid., p. 29.

9Ibid., B, 35,
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In a recent study of the concessionaires in the
St. Louis NDistrict, guidelines were developed for
attracting concessionaires to Corps projects. This
study concluded that most Corps concessionaires were
marinas (about 67 per cent) and that "a standard
procedure for assessing the market relative to these
developments should be adopted.'"1l0 The specific
recommendations for achieving this objective are
listed as follows, along with many of the details
associated with the kind of analysis that concession-
aire managers or potential managers should be required
to submit to Corps offices:

1. Contained within the report is a recommended
procedure to be used as a guide in accomplish-
ing a market study and analysis for commercial
marina concession development.

2 It is recommended that the invitation for
Proposals be expanded to include a feasi-
bility or pro forma statement to evidence
that the concessionaire has determined the
marketability of the concession envisioned ‘
and has estimated the potential cash flow
and return on the investment.

3. Any subsequent development and requests to
the Corps for same should be supported
through evidence provided by the concession-
aire that a need actually exists for
additional development at a particular
location.

4. Based upon the sensitivity and cash flow
analysis, the minimum initial required scale
of development as presented in the Invitation
For Proposals should be increased from the
existing 35 rental slips to 70 rental slips
assuwining the market study and analysis
supports this scale of development.

5. The existing required mix of facilities and
services should remain basically the same as
detailed in the Tnvitation for Proposals with
the addition of boat and motor repair service.

lOGuidelines fFor Developing Commercial Marina

Concessionaires, op. cit., p. 6.
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6. Develop a standard system of accounting
records and reports for commercial concessions.

7 Expand the cash flow and minimum scale of
development analysis to determine what is
considered adequate in terms of working
capital on an initial basis and on a
seasonal basis.

8. Develop architectural controls and design
criteria to guide the physical development
of commercial marina concessions.

9. Develop design criteria and specific con-
siderations to be utilized in site selection,
harbor excavation and harbor protection.ll

In a second study, the St. Louis District analyzed
the concessionaires at its Carlyle Lake project to see
what could be done to improve their operations. 12 This
involved a market analysis as well as analysis of the
physical problems associated with the Carlyle project.
It is interesting to note that after admitting to
underperformance in terms of potential market
penetration, this study concluded that ''the facilities
at Carlyle Lake have endured excessive physical
impediments to successful operation.'13 This conclusion
is important with respect to other Corps projects since
the purpose of many Corps projects is to serve the flcod
control needs of the area, rather than the recreational
needs of nearby citizenms. The two objectives are
possibly in conflict at many Corps projects. However,
because of the potential serious nature of physical
impediments to the successful operation of concessions
at Corps projects, additional information was sought

in our study on this problem. This is particularly
important since another Corps study done for the Tulsa
District on the impact of the Tenkiller Ferry Lake

llIbid., pp. &=11.

12 : P z ;

An Analysis of Commercial Marina Concessions at
Carlyle Lake, Envirommental Resources Section, U.S.
Army Corps of Engineers, St. Louis District.

B1bid., p. 78.
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concluded that physical impediments due to lake draw-
downs were insignificant problems to both recreation-
ists and boat owners, and that costs to all concession
operators were slight. The Tulsa study found that:
"It has not yet proved possible to identify any
statistical relationship whatsoever between Corps of
Engineers’ visitation data and lake level." It
further notes that: '"On-site personal interviews
with more than one hundred groups of recreation users
indicated little sensitivity to lake level in the
decision on whether or not to visit Tenkiller Ferry
Lake."1l4 As is illustrated, the evidence to date on
the impact of physical characteristics on recreation
users and on the potential success or failure of
marina operators and other concessionaires at Corps
projects is quite inconclusive and should, therefore,
be an important part of any study on the subject. To
the extent possible, such problems were analyzed in
this study.

While numerous studies of the recreation business
and especially of small firms in this industry have
been completed (see the SBA Study for an eight-page
listing), the studies cited above are the only recent
ones to our knowledge specifically charged with
analyzing concessionaire operations at U.S. govermnment-
managed recreation areas. Also, although the SBA Study
is widely applicable and as thorough as any study
recently completed, and the St. Louis Study and several
other less recreation-specific types of studies by the
Corps are excellent in that they are detailed investi-
gations into very specific Corps projects and con-
cessionaires, certain specific limitations are present
in both instances. For instance, the macro approach of
the SBA Study does not permit specific recommendations
adoptable by the Corps of Engineers for use by its
planners in establishing successful commercial con-
cessionaires at Corps projects. In contrast, the
specifics of the St. Louis studies are not very useful
for developing a general model of profitability
applicable to the great variety of concessionaires
throughout the many Corps projects in the United States.

14L. Warmer, D. D. Badger and G.M. Lage, The

Economic Impact of Tenkiller Ferry Lake, Report prepared
for the U.S. Army Corps of Engineers, Tulsa District,
Research Foundation of Oklahoma State University,
August, 1973.
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This study, on the other hand, borrows from the
approaches of the ones mentioned above and is both
aggregative in that it looks at nationmal data and many
Corps Districts and projects and disaggregative in
that it looks at specific concessionaires at many
Corps projects and recreation areas throughout the
United States. In this regard, the findings of the
study do not contradict the results of other govern-
ment studies, but simply generalizes them, thereby
increasing their applicability to a wide scope of
Corps planning activities.




CHAPTER 3

SAMPLE SELECTION AND METHODOLOGY

Introduction

The sample of projects, recreation areas and
concessionaires chosen for detailed analysis in the
remainder of this study is presented in this chapter.
In addition, the chapter includes some of the general
characteristics of Corps projects and compares
attendance patterns at these with other Federal
recreation projects. An extensive discussion of
the concessionaires themselves is made in Chapter 4.

An Overview of Federal Recreational Attendance Patterns

In calendar year 1973, the Corps of Engineers
operated 407 different water projects throughout its
33 Districts in the United States. These projects
include dams, lakes, locks and reservoirs. The Corps
project and recreation area data used in subseqguent
parts of this report are from the Recreation-Resource-
Management System (RRAMS hereafter) which is the com-
puterized information system containing information
on all completed Corps projects having an annual
recreation attendance of over 5,000 recreation days.
This information is collected annually by project
managers who forward it through Corps Districts and
Divisions to the Office, Chief of Engineers.

4 In calendar year 1970, the last year for which
comparable data are available, Corps projects attracted
more persons than any other federally-managed recreation
facilities. 1In terms of recreation days, attendance at

| lThroughcut this study attendance refers to
recreation days. A recreation day is defined by the
Corps as "a standard unit of use consisting of a visit
by ome individual to a recreation development or area
for recreation purposes during any reasonable portion
or all of a 24 hour period.'" This definition is in
accordance with Supplement No. 1, U.S. Senate

Document 97, 87th Congress, 2nd Session.
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Corps facilities amounted to 276 million, while attend-
ance at the Park Service and Forest Service amounted to
172 and 173 million, respectively.

Moreover, the reported attendance at Corps projects
for recent years has increased from 276 million
recreation days in 1970, 310 million in 1871, 328 million
im 1972, to 339 millien im 1973, In part, the increase
in attendance is associated with the opening of new
Corps projects with recreational facilities either
managed by the Corps or by some non-Corps groups such
as state or local govermments or private groups or
individuals. Part of the increased attendance can
also be explained by the growth in the demand for
recreation during this period.

Selection of the Corps Districts

The number of projects included within each
District of the Corps was determined from an examination
of the data included in RRMS. Locks and dams on
navigable rivers were not examined in this study
(unless they were associated with a reservoir) since
the mature of these projects differs considerably
from on-land projects and they are less carefully
controlled in terms of attendance, among other things.
Furthermore, RRMS provided information on the number
of concessionaires and recreation areas associated with

each project. Recreation areas and concessionaires
are used interchangeably in this_chapter although
they are not in effect the same. The districts

chosen for this study are identified in Table 3.1.

aﬁg Analysis of Commercial Marina Concessicns at
Carlyle Lake, Envirommental Resources Section, U.S.
Army Corps of Engineers, St. Louis District, p. B.

3HHMS data are collected for each specific
recreation area of a project and a concessionaire
contracts to operate at a specific recreation area.
Usually one concessionaire operates at each recreation
area.

2
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They were selected because they contained the largest
numbers of concessionaires? which provided usable data
to the authors.

TABLE 3.1

CORPS DISTRICTS AND RECREATION AREAS IN STUDY SAMPLE, 1973

Total Number Per Cent
of Concession- afs
Reporting aires in Reporting
Concession- Final Sample Concession-
aires of Study aires
District (1) (2) (3)
Fort Worth 28 20 71.4
Little Rock 55 27 49.1
Nashville 53 32 60.4
Omaha =1 4 36.0
Pittsburgh 8 2 25.0
St. Louis 5 3 60.0
Tulsa _57 6 1855
Total 217 94 43.3
All Corps Districts 312 94 30.1

Source: RRMS, 1973, D~19-A.

4The sample of projects, recreation areas and
concessionaires used in this study was entirely
determined by the usefulness of concessionaire
Fimancial reports. Although it is recognized that
the sample is probably biased because of the nature
of the selection process employed, the degree of bias
cannot be ascertained since practically nothing is
known about those concessionaires which failed to
report their 1973 financial statements or which
provided inadequate statements.
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The original number of districts selected for
study also included Huntington (7 recreation areas)
and Sacramento (11 recreation areas). These two
districts either chose not to be imcluded in the
statistical analysis of the study or submitted
information too late for inclusion in the analysis.
They were, however, included in the telephone and
personal survey part of the study which is discussed
later in the report. With the inclusion of both
Huntington and Sacramento, the 9 districts chosen for
study include 75 per cent of all recreation areas
managed by the Corps in 18973 for which data had been
reported in 1973. These sample districts reported
52 per cent of the total visitatioms at Corps projects
‘ in fiscal year 1973, as shown in Table 3.2.
’ TABLE 3.2
l SAMPLE DISTRICTS AND ATTENDANCE IN 1873
Total District Per Cent
Recreation Days of Corps
am 1973 Total
Districts ( Thousands) Visitations
Fort Worth 29,124 8.6
Huntington® 19,282 S5k
Little Rock 25,913 7.6
‘ Nashville 26,392 FARC]
Omaha 10,403 3.1
Pittsburgh L2 y371 < ]
Sacramento™ 3,013 1.8
i St. Louis 8,477 2.4 :
Tulsa 41,791 li23d ;
Total 176,766 92.1 ]
All Corps Districts 339,098 100.0 :

? Source: HRAMS, 1973, D-1.
#Not inmcluded in statistical analysis, but covered
in telephone survey.

In fiscal year 1973, data for 2,718 recreation

areas were reported to the Corps. Of these, 1,911 were
managed by the Corps and 807 were managed by non-Corps
groups.

I —————,
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The largest proportion of the Districts chosen for
the study are in the South, giving rise to the possi-
bility that the resulting sample of recreation areas
may be biased. It is interesting to note, however,
that the greatest portion of visitations to Corps
pro jects occurs in the May-September months regardless
of location. In 1973, about 67 per cent of all
visitations to all Corps projects occurred between
May and September, while 46 per cent occurred between
June and August.

Selection of the Recreation Areas and Concessionaires

Given the above districts, the selection of
recreation areas and concessionaires was based on the
amount of information available from each district.
The total number of recreation areas reported in all
Corps districts in RRMS was 312 and it was this
population of 312 reporting recreation areas that
served as the basis for our sample selection. The
total number of reporting recreation areas in RRMS
for the 7 districts was 217 so that, potentially,
the percentage of recreation areas which could have
been in the sample was as high as 75 per cent of all
recreation areas (see Table 3.1). The actual number
of concessionaires in the final part of the analysis
was 94. Further discussion of concessionaire char-
acteristics is deferred to Chapter 4.

Market Areas of Projects

In order to adequately assess the potential pro-
fitability of a concessionaire the market served by
that concessionaire must be known or approximated.
Consequently, every project in the study was assumed
to serve a market of approximately a 50-mile radius.
This market delineation is supported by several tourism
studies including the recently completed study for
West Virginia8 and by survey evidence from the St.

6.James M. Rovelstad, Analytical Measures of Travel
and Tourism for States and Smaller Areas, Bureau of
Business Research, West Virginia University, Morgantown,
1974, p. 3
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Louis study. In the latter study, approximately 90 per
cent of boat and slip rentals were made by persons
living within 50 miles of the project.7 Moreover, in
our study the nearness of major population centers is
introduced into each project’s market in order to
capture the probable impact of these major population
concentrations. Population figures for SMSA’s within
50 miles of each Corps project are regularly collected
in the RAMS system of the Corps.

After delineation of the 50-mile radius for each
pro ject, economic base data were collected on every
available important economic data series for the
counties falling within the market. As a result of
the dispersion of the sample projects, data were
subsequently collected for about 450 counties in the
United States. As one might suspect, many of the
markets in the study are not discreetly separate from
nearby markets. Some markets aoverlap. There is no
known method for isolating a '"'specific' market for
any one project. Moreover, much economic research
indicates there is no precise way to isolate any
market, without extensive and expensive survey work.
Where duplication exists, such as in several markets
in Oklahoma and Kentucky, judgments were used to try
to put counties into their "most likely'" market.
However, there are a number of projects which share
upwards of three counties in their market areas.
Delineation of a more '"global'" market would make
sense in these situations, but concessionaires pre-
sumably serve a relatively small market and the degree
of aggregation of the data is important. It was our
intention to disaggregate the data as much as possible.

Having isolated the market area for each project,
the data were found to be similar in many respects.
Thus, project data and market data are to some extent
synonymous. However, much of the project-related
data are collected on a regular basis by the Corps of

7Guidelines for Development of Commercial Marina
Concessions, Environmental Resources Section, U.S.
Army Corps of Engineers, St. Louis District, p. 27.
This delineation of a 50-mile market area was confirmed
by on-site visits with concessionaires at Corps projects,
and is fFurther discussed in the appendix to this report.




Engimneers and reported annually in its RRMS reports.
Such market and county data as retail sales, per
capita income, households and employment character-
istics were collected from standard economic sources.
A complete list of the items used in the study, by
economic area designation (project, recreation area
and concessionaire) are contained in Appendix A and
are partially listed in Chapters 4 and 5.

Characteristics of 32 Sample Projects

As shown in column 2 of Table 3.3, the projects
chosen for study include some of the largest within
the Corps system. Of the 20 largest Corps projects
in 1973, 12 are included in the study, as indicated
by the rankings of column 2 of the table.

It was intended that as many of the major projects
as possible would be included in this study. Those
actually included are presumably typical. Some
indication of their respective size amd other char-
acteristics can be observed in the summary data in
Table 3.4.8

Characteristics of 94 Recreation Areas

Since the recreation data are few as reported
annually to the Corps, the differences among these
areas will be reflected largely in the concessionaire
data, as discussed in Chapter 4. As indicated in
Table 3.3, there are 1,911 recreation areas at Corps
pro jects under Corps management. Of these, only 312
reported to the Corps in 1873, and from these the
sample for this study was chosen. Few items are
reported im RRMS for recreation areas besides acreage
data and those items summarized in Table 3.5.

Without more data little can be said about the
recreation areas except to indicate that those in the
sample are among the largest and most representative

Also see averages at the bottom of column 1,
Table 3.3.
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of all Corps recreation areas at the largest and most
representative projects. A review of concessionaires
chosen for inclusion in the sample completes the data
summary. The concessionaire characteristics are
reviewed in Chapter 4 in great detail since they are
the basis for much of the subsequent analysis.

TABLE 3.5

SELECTED CHARACTERISTICS OF 94 SAMPLE
RECREATION AREAS

Standard
Item Mean Deviation Highest

Annual Visitations 223,784 200,4762 1,048,800°
Acreage 2002 3102 2,463%
Boat Spaces 127° ggh 520P
Per Cent Spaces Rented g1P 16° 100P
Boat Spaces Needed 41 62° 300°
Capital Improvement by

Concession in Current

Year $30,403% $30,5072  $145,000%

Source: RRBMS 1973, D-19A.
“Based upon 83 of the 94 recreation areas reporting.
bBased upon 85 of the 94 recreation areas reporting.

c : :
Based upon 86 of the 94 recreation areas reporting.

Analytical Methodology

A variety of relatively standard techniques were
used in the study to discover behavioral consistencies

incorporated into the finmal model. A careful review of
the project, recreation, and concessionaire data is
presented in this and the following chapter. In

Chapter 6 a predictive model is developed using multiple
regression analysis. The specification of the model
fFollows traditional financial and market analysis. While

demand estimation for the services of each concessionaire
would be appropriate, no price or qgquantity data were
available for specific markets. Without such data

demand functions cannot be estimated.




Oiscriminant analysis was also used to identify
characteristics of profitable concessionaires compared
with non-profitable ones. This was the primary
characteristic of the sample that was to be explained
in the analysis so that probabilities for successful
concessionaire operations could be obtained. In this
regard, the ma jor dependent variable to be explained
with the variety of independent items collected for
study and so specified was the profits and/or profit
rates of return of concessionaires. The details of
discriminant analysis and its use in the study are
provided where the technique is used in Chapter 6.
The various limitations of the statistical techniques
used in the study are similarly discussed where the
analysis is presented in Chapter 6.

It was the objective of the study to develop a
model of concessionaires operating on Corps projects
using whatever data were readily available from
primary and secondary sources within a short period
of time. The year 1973 was chosen for the cross
section analysis since it was the latest year for
which most data were available and, as will be shown
later, was the most appropriate year in terms of
available concessionaire bslance sheet and income
statement information. To some extent, the tourism
business is affected by nationmal economic trends and
cycles, and although 1973 was a somewhat unusual year
in terms of inflation rates, it was not a recession

year as were 1974 and 1975. However, an attempt was
made to estimate the impact of national factors on
the local markets studied. DOata limitations and

theoretical limitations necessarily prevented a full-
scale regional impact analysis of these national
phenomena.

The sample of Corps of Engineers concessionaires
used in this study was the largest possible. Irv Facty
were it not for inadequate reports from many con-
cessionaires for the years 1971, 1972, 1973, and 1974,
the sample would have approached about 75 per cent of
all reporting concessionaires in these years. The
amount of concessionaire data available is thus a
reflection of the limited number of recreation areas
and projects studied. In this case, however, it was
judged that considerable increases in time and expense
would have been necessary to expand the concessionaire
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sample beyond what was achieved, and then probably with
only slight improvement in the statistical reliability
of the final maodel. Thus, when the costs of improve-
ment are weighed against expected results, the sample
was found to be highly satisfactory for the statistical
analysis performed.

Economic Setting of the Study

The basic data on Corps projects, recreation areas,
and concessionaires used in the remainder of this study
is for the year 1973 only.9 In order to have a proper
perspective for our subsequent analysis this section
will review the basic trends in the natiomnal economy
since 1965 with particular emphasis on business failure
rates.

Table 3.6 presents summary U.S. data on real gross
national product growth, unemployment rates, and price
changes for the period 1965 to 1974. A comparison of
1973 versus these other years leads to the following
conclusions. The year 1973 was a year of general
prosperity as measured by the above-average growth in
real GNP from 1972 compared to the other years.
Although 1873 was not a banner year of prosperity as
measured by the overall unemployment rate of service
workers (which includes persons operating the types
of concessions in this study), it certainly was not a
period of recession.

An examination of the rate of inflation indicates
that 1973 experienced higher than normal rates of
inflation as measured by the Consumer Price Index; on
the other hand, the inflation rates in the recreational
goods and recreational services component of the CPI
was substantially less. Thus, it could be inferred
that Corps concessionaires may have raised their prices
by an amount less than the U.S. average during 1973.

The year 1973 may have been a typical in terms of
water levels at various Corps projects. This problem is
discussed further in Chapter 5.

PR = ermmen e
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Such inference is reinforced by the requirement under
the leasing agreements that each district office
approve price changes initiated by the concessionaires.
Due to the possible lag in the approval process, it
is quite possible that concessionaire profits were
adversely affected during 1973 by their imability to
generate the necessary price increases. On the other
hand, due to the above-mentioned lag, the demand for
recreational services on average was not reduced as
much because of price increase moderation. These
figures, of course, do not take into account the
substantial increases in the prices of gasoline and
motor o0il ‘which began in the fall of 1973; however,
these increases took place after the major summer
season of these concessionaires, as is indicated in
Table 3.7. In summary, the year 1973 appears to be
average in terms of overall economic activity with
the possibility that firms were somewhat constrained
in passing cost increases on to consumers.

Table 3.8 presents business failure trends at
the natiomal level and in states associated with the
Corps districts chosen in this study. As expected
from the above discussion, 1973 was marked by a lower
business failure rate natiomally than in the previous
three years. An examination of the state rates over
time shows failure rates higher than the national
rates in only two of the selected states, Illinois
and Texas. The reported failure rate in 18973 was
higher than in 1972 in the states of Illinois,
Arkansas, Oklahoma and Nebraska all of which have
substantial agricultural sectors. 0ne might possibly
infer that business conditions were poorer in 1873
than in 1972 in the Corps districts of St. Louis,
Tulsa, Little Rock, and Omaha but it would be a
rather weak inference from this data. Additional
information on growth in market demand for the pro-
Jects will be covered in a later chapter.

In summary we can conclude that the following
economic climate existed in 1973, the principal year
of this study:

1. Nationally, the economy was rather properous
compared with previous years. Inflation had
increased but the effects of the "energy

3
;
]
1
i
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GASOL INE COMPONENT OF CPI
1970-1974

TABLE 3.7

Year and Month

Gasoline Price
Index
(1867

1970
1971

1972

1973

1974

January
April
July
October
January
April
July
October
January
April
July

October

105.6

106.

106.

1ES:

106.

110.

110.

113,

l18.

el s

140.

L6

167,

160.

Monthly Labor Review,

various issues.
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TABLE 3.8

BUSINESS FAILURE TRENDS BY CORPS DISTRICT AND STATES
1870-1973

Failure Rate Per 10,000 Listed Concerns

District

and States 1970 1971 1972 1973
United States 44 .0 42.0 38.0 36.0
Nashville

Tennessee 40.5 28.0 29.8 26.2

Kentucky 24.5 16.7 39.8 36,1
St. Louis

Illinois 371 48.2 38.8 43.7
Little Rock

Arkansas 19.1 JiBic 13 . 15.8

Missouri 12.4 19.1 177 14.5
Pittsburgh

Pennsylvania dls9 31.1 28RS 28.0
Tulsa

Oklahoma 31.8 2306 17.4 e3.9
Omaha

Nebraska 19.2 30, 7 1= B 29.9
Fort Worth

Texas 43.2 5l 6 58.0 43.1

Source: Business and Economics Department, Dun and

Bradstreet, Inc., The Business Failure Report 1973 (New

York, 1974), pp. 2 and 5.

“The district may only include part of the state.
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crisis'" and the "oil embargo'" had not been
translated into higher prices for gasoline
and oil until the end of the year. As a
result, there was no economic impact on the
recreation industry, nationally, from these
events.

Cost inflation from other sources, coupled with
the lags in obtaining price increases, may have
caused a squeeze on some concessionaire’s
profits during this year. Regionally, there
may have been some pockets of economic
recession which caused above-average business
failure rates. Allowances are made for these
interregional differences later in the study.




CHAPTER 4

CONCESSIONAIRE SAMPLE AND SUMMARY STATISTICS

Introduction

As noted earlier, the major objective of this study
is to identify significant characteristics of 'success-
ful concessionaires" to allow Corps of Engineers planners
to better attract private capital into Corps projects.
To provide the data necessary for such analysis a large
sample of potential concessiomaires was chosen from the
seven districts. In fact, it was determined early in
the study to acquire data from as many of the 312
concessionaires which reported in 1973 as time and
expense permitted. In this and the remainder of the
study the term concessionaire refers to a firm with a
lease permit from the Corps om a given project having
operated at least one full year (see Appendix B for a
summary of lease arrangements).

Although the Corps of Engineers has 2,718 recreation
areas on its 407 projects, only 1,911 of these areas are
managed by the Corps, as shown in Table 4.1. Further-
more, scattered throughout the Corps projects are
approximately 700 concessionaires under lease agreements,
but only 406 are directly leased from the Corps of
Engineers. It has been determined that most of the
latter are marinas (47 per cent are full-service
marinas with boat sales, rentals, repairs, etc.), with
many having nearby sleeping accomodations such as
private lodges, motels, etc.l OF these 4086 Corps-
leased concessionaires, only 312 filed reports in 1973,
the year chosen for study. The general characteristics
of these concessionaires were summarized earlier in
Chapter 3 where it was pointed out that solicitations
for data were made from 237 concessionaires, or 75 per
cent of those reporting. The Balance Sheets and Income
Statements were requested from the seven selected
district offices for each of its concessionaires for
the years 1969 through 1974. Where these were unavail-
able, an attempt was made to obtain the latest statement
on file with the district headquarters.

lSBA Study, op.cit., p. 48.




TABLE 4.1

MANAGEMENT OF ALL CORPS RECREATION AREAS, 1973

Agency Number Managed Per Cent
(1) (23

Corps of Engineers IS, S 703
Other Federal Agencies 38 1.4
States 364 13.4
Local Govermments 252 g3
Private 153 5.6

2,718 100.0

Source: ARARMS, 1973, 0-17.

It was anticipated that the districts would have
various formats for collecting and/or approving annual
statements from their respective concessionaires. This
proved to be the case. These widely varying accounting
practices, along with the relatively incomplete nature
of many of the annual statements, caused serious problems
in the selection of a useful concessionaire sample and
in the standardization of data. Individual concession-
aires are not required to report regularly in some
districts, and the fiscal years reported differed among
the concessionaires. It is understandable why the
recent SBA Study used only 62 concessionaires for its
analysis (in fiscal year 1968); why the Hastings Study
apparently found only 76 useful concessionaire reports
(in fiscal year 1988);2 and why the St. Louils survey
used only 22 concessionaires in its study.3 A discussion
of the formats and accounting practices followed by
concessionaires is presented later. It should be noted
that recommendation "G" of the St. Louis Study ccncerned
the needs for standarization of accounting and reporting
For these concessionaires.

2SBA Study, pp. 48-49.

3St. Louis Study, Guidelines for Developing Commercial

Marina Concessionaires, U.S. Army Corps of Engineers, Water
Resource Developments, St. Louis District, 1974, p. 24.

a
See Chapter 2, p. 16, No. 6 of this report.




To reiterate, it was the intention of this study to
identify profitable concessionaires and determine the
cause for their success for as many years as possible,
the minimum being the past five years (1969 to 18974].
Similarly, it was our intention to analyze unprofitable
concessionaires to determine the cause for their
unprofitability. Logically, those concessionaires
which were unprofitable for many years would not
continue in business and it was assumed that only a
few years of data would be available for them. As
expected, only a few years of data were available for
any particular concessionaire (both profitable and
unprofitable) and complete sets of 1973 data were
available for only 84 concessionaires, or 30 per cent
of the 312 concessionaires reporting in 1973. A
summary of. important statistics for the 84 concession-
aires is contained in Table 4.2.

By way of contrast, Corps concessionaires are
smaller than those opérating on Natiomnal Park Service
lands.® As seen in Table 4.2 (column 4) the largest
Corps concessionaire in 1973 had receipts of $854,032;
and from the figures in column 5, the relative dis-
parity in net sales size is small among the 94
concessionaires studied. The asset size shows more
disparity with the largest concessionaire having assets
over $1.6 million. The greatest relative variability
in Table 3.2 is the net profit figure with the average
being negative, -$2,689, the largest being $57,846 and
the lowest being -$516,519. Similarly, the net worth
of all the concessionaires shows relatively high
variability compared with other fimancial character-
istics; but this item merely reflects past profits
and losses as well as capital additions and withdrawals.

By way of comparison, in its 1969 data analysis,
the SBA Study used 62 concessionaires with average
gross sales of only $63,380 and average fixed assets
of $91,500, with no concessionaire exceeding gross
sales of over $500,OOO.7 Of the 94 companies in our
study, a similar skewness exists, as is apparent from
the summary figures in Table 4.3.

The actual list of concessionaires and recreation
areas is not contained in this study to prevent dis-
closure of information.

6SBA Study, pp. 49-50.
7Ibid., p. 90,

41
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By most standards the concessionaires operating
at Corps projects are small firms with approximately
80 per cent having sales and assets less than $200,000.
Moreover, 1 out of 5 of those studied had less than
$50,000 in annual sales in 1973, and only 8 of the
94 had assets over $300,000. 0Of the total sales of
the 94 concessionaires in 1973 of $12,440,018, about
42 per cent of these sales were by the 17 largest
concessionaires. The sample of concessionaires in
this study is similar to those used in the Hastings
Study, the SBA Study and the St. Louis Study. The

TABLE 4.3

DISTRIBUTION OF FIRMS BY GROSS SALES AND TOTAL ASSETS
FOR 94 SAMPLE CONCESSIONAIRES, 1973

Gross Sales Total Assets

By Per By Per

Range Number Cent Number Cent
(1) (2) (3] (4)
$1,000,000 or over 0 0 1 1
500,000 to 999,000 2 2 8 3
300,000 to 499,000 4 4 5 5
200,000 to 299,000 . 12 e 13
100,000 to 199,000 31 33 34 36
50,000 to 99,000 26 27 26 &7
0 to 49,000 21 22 14 il
94 100 94 100

Source: Calculated from concessionaire annual

reports.

relative sample performances should thus be similar.,
also. It should be clear from the aforementioned studies
that the problems associated with small business
generally are the problems of the' Corps concessionaires.
Moreover, there is every likelihood that some of the

same concessionaires are included in these studies due

to the availability of their fipancial records, although
a cross reference has not been made between those
companies in the various studies.

Ll e s e

aais acamiab e ad L
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Salient Statistics of Profitable and Unprofitable
Concessionaires

Since the focus of this study is the determination
of why some concessionaires are profitable and some not,
the mature of the two groups is outlined below, pro-
viding the sub ject of the statistical analysis in
Chapters 5 and 6.

While considerable detailed analysis of the pro-
fitable concessionaire is contained in Chapter 5, it
is important to rnote that the relative size of the two
groups (profitable (P) and unprofitable (UP])) differs.
The outstanding characteristic apparent in Table 4.4 is
the greater relative variability (measured by the
coefficient of variation) of the net sales and assets
of the unprofitable concessionaires compared with
profitable ones. The more efficient use of assets of
the profitable concessionaires may be a partial
explanmation of their management success as suggested
by the figures in columns 1 and 5. For the P group
average sales are about 94 per cent of average assets.
For the UP group average sales are only 66 per cent of
average assets. From this brief review, the UP group,
on average, appears to have a larger volume of non-
earning assets than the P group. It should be noted,
however, that in calculating the coefficient of
variation the greater size variability of the UP
group makes the use of means subject to a possibly
severe size bias. Further relationships between and
among the P and UP groups are explored in the
statistical analysis in Chapters 5 and 6.

To gain further information on the characteristics
of the most profitable concessionaires, 15 were chosen
from the 94 on the basis of having the highest return
on assets (see Table 4.5). Note that only 4 of the 15
most successful concessionaires were larger than the
average of all 94 concessionaires (column 4). More-
over, most of the successful concessionaires were
sole proprietorships as opposed to the 15 most
unsuccessful concessionaires (again based on return
on assets) listed in Table 4.6 which were largely
corporations (column 7). As an indication of the
management philosophies of the two different groups,
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TABLE 4.4

CHARACTERISTICS OF SAMPLE PROFITABLE AND UNPROF ITABLE
CONCESSIONAIRES AT CORPS PROJECTS, 1973
(Amounts in thousands of dollars)

Coefficient

of
Standard Variationsx:
Item Mean Deviation Low High (Per Cent)
(1) (2) (3) (4) (5)
PROFITABLE (P), N=53
Net Sales $141.3 $ 93.1 ¢ 10.5 ¢ 507.2 65.8
Net Profits 14.6 14.4 .4 57.8 99.1
Total Assets 150.5 116.3 14.3 542.3 At 3
Net Worth 82.5 76.8 .0 292.1 93.1
Cash Flow 28.0 22.2 3.2 102.2 79.4
UNPROF ITABLE (UP), n=41
Net Sales 120.6 1431 18 .1 854.0 118.5
Net Profits -25.1 79.9 -516.5 -89 318.7
Total Assets 179.7 261.7 10.3 1,658.9 145.6
Net Worth 28.4 39.3 -549.5 192.5 138.4
Cash Flow -9.5 70.9 -443.7 29.6 745.9

‘Calculated by dividing
by the mean.

the standard deviation

the P group had fewer outstanding current debts compared
with the UP group (see column 3), the latter having
current ratios well above the mean for the entire

sample of 94 concessionaires. Not onme P group con-
cessionaire of the 15 listed had a current ratio above
the mean of the 94 firms. Other important ratios

show similar significant differences as will be noted
later in this analysis.
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Of the Corps districts represented in the P group,
7 of the most successful concessionaires operate on
projects in the Nashville District. However, there is
no preponderance of successful operators in the
Nashville District since 3 of the most unprofitable
ones also operated there. If there is a most
successful Corps project in the sample, it is Dale
Hollow Lake in the Nashville DOistrict which contains
4 of the most successful 10 concessionaire operations
in the entire sample. 0On the other hand, Nashville
District’s J. Percy Priest Project and Little Rock
District’s Gresr’s Ferry Project both contain 2 of
the most unprofitable operations of the entire sample.
These apparent patterns may be partly misleading,
however, since a sizeable amount of the collected
concessionaire data came from these two districts.
In this regard, the sample is bilased towards the
behavior of firms in these two districts. Of more
importance are the reasons for a concessionaire to
be profitable or unprofitable regardless of its
location.

Paired Samples from Year to Year

In order to analyze the changes that have occurred
over several years, the original sample of concession-
sires is subdivided into those for whom data were
available for 1970 through 1974. Table 4.7 summarizes
the number of concessionaires for which there were
sufficient data by the years for which data are
available.

To complete an analysis over time, those concession-
aires having consistently profitable years of operation
were identified and are summarized in Table 4.8.

By comparison with the data in Table 4.7, it is
obvious that between 1971 and 1973 considerable change
took place in the number of cons.s‘ently profitable
concessionaires. In 1971, there .ere 44 profitable
concessionaires but by 1973 only 27 of these same
concessionaires continued profitable, even though there

were 53 profitable concessionaires in 18973. This
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TABLE 4.8

CONCESSIONAIRES WITH CONSECUTIVE PROFITABLE
OPERATIONS OVER THE PERIOD 1971-18973

Years Number
1972-1973 42
1971-1973 27

reflects largely the inadequacy of the 18971 data as
well as the profit pattern of these firms. Tc identify
reasons for the consistently profitable operations of
these 27 concessionaires provides a good insight into
the character and profile of the "profitable
concessionaire.!" By the same logic, those concession-
aires which consistently lost money over the 1971-
1973 period should provide insights into the
"unprofitable concessionaire." While it is possible
that many of the unprofitable firms went out of
business over the three-year period, it is also
possible that some moved into the profitable group
over this same period. In fact, in 1973 there were
only 11 of the same unprofitable concessionaires

which were also unprofitable in 1971. And 10 of those
which were unprofitable in 1971 were profitable by
18973,




CHAPTER 5

MODEL CONSTRUCTION AND ESTIMATION

Introduction

The theoretical framework for our model of the
typical operating concessionaire at Corps praojects is
presented in this chapter. In the development of the
model, use was made of ecornomic theory as well as the
knowledge gained from on-site and telephone interviews
with concessionaires at Corps projects. Two specifi-
cations of the general model are estimated using the
statistical techniques of multiple regression and
discriminant analysis. In presenting the empirical
estimates of the models, their limitations and
possible specification errars are discussed so that
users of the models will be better informed regarding
their interpretation. As pointed out in the past two
chapters, 1973 was chosen as the year for which
estimates of the models were made. Possible statisti-
cal problems regarding this choice are discussed in
later parts of this chapter.

The outline of the chapter is as follows. 1In
the first section, the theoretical model which serves
as a basis for later empirical work is developed. To

assist in the specification of the model, given the
large numbers of variables at our disposal, an
examination is made in the second section of simple
correlations among the dependent variables, and
between the dependent variables and the set of
independent veriables. In the next chapter the
regression models which explain variations in various
rate-of -return variables in terms of variations in
the values of a set of independent variables are
presented along with the discriminant model which
divides the firms into profitable and unprofitable
categories and establishes a decision rule for
classifying the firms into either of these two <
categories. The fimal chapter (Chapter 6) assesses
the results from both the regression models and the
discriminant models.

i s tiahine.
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Development of the Theoretical Model

In developing a model of the concessionaire
operating under permit from the Corps, the first
step must be to determine the primary purpose of
the model. Moreover, if the main concern was in
testing hypotheses about the behavioral character-
istics of the firms as they relate to fundamental
economic variables, a structural model of the firm
operating within this type of environment would have
to be specified. In such a structural model, a
variety of simultaneous equations would be needed
describing, among other things, the general demand
for recreational services within the market, the
individual fFirm’s share of the market, and tne
firm’s production function. In this specification,
equations could be developed explaining the firm’s
total revenues, costs, and profits, under the
assumption of perfect competition in the product
market. Similarly, an equation could be developed
explaining the firm’s rate of return on its
investment by variations in other endogenous and
exogenous variables in the system of equations.
From this first approach, one hopefully ends up with
a system of simultaneous equations which are at least
in part identifiable and hence estimable using various
simultaneous equation estimators. Introduced in the
construction of this system are behavioral and
technical relationships and identities to explain the
phenomena under study. The advantage of such an
approach is its ability to allow for the testing of
specific behavioral hypotheses about the firm. This
approach, of course, would also provide some insight
into the exogenous economic forces affecting the
firm’s profitability by solving the estimated
structural system for the reduced form eguations.
(A reduced form equation is an equation relating one
particular endogenous variable to the set of all
exogenous variables in the system of simultaneous
equations.) The major disadvantage of this approach
is the need for very careful specification of the
structural relations to minimize the possibility of
specification error as well as the very definite
possibility that the system would be nonlinear in the
variables (although this latter condition is solvable,
albeit at a substantial cost of man-hours and computer
time]).
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The second approach, and the one adopted in this
study, is to specify and estimate reduced form
equations directly since the principal usage of the
model will be for predicting firm profitability.

In this approach, one specifies sets of variables
which, in theory, have their basis in some theoretical
structural equation and which, in the reduced form,
should explain some of the variability imn the profit
rates examined. After the reduced form equations

are specified and estimated directly, they can be

used for forecasting purposes. E

Ome other important point should be mentioned
about the theoretical model developed in this research
effort. The model is a cross section model which
uses data faor the year 1973. Where change is import-
ant, differences have been calculated in the data in
order to attempt to capture saome of the time-related
adjustments of the concessionaires. However, the j
model will be a static omne and cannot be interpreted /
to indicate the time paths of profitability in
response to time changes in exogenous variables.
As such, the model should be interpreted as represent- L
ing the long-run equilibrium behavior of firms; and
interpretations of the coefficients should be only
made in terms of a comparison of one concessiocnaire
with another.l

B

The endogenous or dependent variable of interest
is the firm’s profit rate--however defined.2 By

lMeyer and Kuh, among others, argued this point
in a different context. According to them: |
"Insofar, as de.iand studies are concerned, it is 2
quite possible, as will be argued at length, that the
kind of behavior measured from cross-section data is
commonly long-run in nature, while that which one
observes with annual time series is more often of a
short-run character.'" Edwin Kuh and John Meyer, "How
Extraneous are Extraneous Estimates?" Review of
Economics and Statistics, 39 (November, 1857),, =
pp. 380-93.

& P : : :
According to economic theory, investment capital
flows to wherever it receives the highest return, While
it is impossible to guarantee a rate of return to
investors in a relatively competitive market atmosphere,
it is the intention of this study to determine those
factors that are associated with high rates of return
for concessionaires and in this way to ''suggest'" ways
of being profitable to potential investors in Corps
pro jects.
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focusing our attention on the rate of return, size
effects can be controlled in the reduced form model;
otherwise, the use of the fFirm’s absolute level of
profits would obviously be related to the size of the
firm. The foliowing three specifications of the
profit rate were chosen for the subsequent analysis:
3 Rate of return on net sales; 2. Rate of return
on assets; 31 Rate of return on net worth.

The rate of return on net sales measures profits
(or losses) as a per cent of sales net of returns and
sales tax collections. Although in economic theory it
is difficult to imagine firms attempting to maximize
this profit rate or using it in their decision making,
it is used here because other studies in fimancial
analysis rely on it and became many businessmen put
some emphasis (at least verbally) on this measure of
profitability.

The second specification of the profit rate is
the rate of return on total assets which expresses
profits as a per cent of total current and fixed
assets. This measure has much firmer grounding in
economic theory since it measures the efficient use
of assets which generate a return to all investors
in the firm including the firm’'s owners and those
finmancial institutions which have provided fimancing
to the firm. As we shall see later, this profit rate
provides a much more meaningful measure of the firm's
current operating position, since it is somewhat
independent of the firm’s experience in prior years.
This specification is also extensively used in other
studies.3

3The SBA Study employs all three of the measures
used in our analysis. Moreover, the measures of
return used in this study are standard in most
fFimancial analysis, along with several others. For
example, the Federal Deposit Insurance Corporation
uses these measures (except for the rate of return
of sales) in its annual evaluation of banks. See
Bank Operating Statistics, Washington: Federal
Deposit Insurance Corporation.




i

et

The third specification of the profit rate is
the rate of return on net worth, which expresses
profits as a per cent of the firm’s net worth. This
measure also has firmer grounding in economic and
financial theory than the rate of return on net sales
since it represents the current return on an individ-
ual’s investment in the firm. As such, a comparison
of this measure with alternative rates of return in
other investments will dictate, in theory, whether or
not individuals will decide to invest financial
resources in the firm or elsewhere. Consequently,
this measure of profitability is ideal in deciding
whether or not a particular concessionaire is a
profitable use of one’s financial resources.
Unfortunately, it not only represents the profit-
ability prospects of the firm over the current year,
but it also includes the cumulative experience of
the firm over the lifetime of the present management,
since the net worth of the firm is affected by both
the profitability or lack thereof in prior years and
the withdrawals and additions of fimancial resources
from and to the firm. While this measure may seem to
be ideal for the purposes of this study, for reasons
that will be explained later, our focus is primarily
on the rate of return on total assets.

With regard to the sets of independent variables,
it is assumed that each concessionaire operates within
a limited market area of 50 miles and that the demand
for each concessionaire’s services is market-
determined and thus not easily controlled by the
individual concessionaire’s actions. Consequently,
the basis for the development of the model lies in
the assumption of competitive markets for concession-
aire services. Additional evidence supporting this
assumption is reported in the interviews with
individual concessionaires, discussed in Appendix C,
and in the fact that the leasing policies of the
Corps reqguire the Corps to approve all schedules of
prices, as discussed in Appendix B.

The sets of independent variables used in the
construction of the model are as follows. The first
set is termed the market variables, which collectively
determine the demand for recreational services in the
market area served by the individual firm. The
second set is termed the EEPJEEE variables, which

prw -

2t e
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collectively determine both the demand for and supply
of recreational services at the Corps project on which
the firm is located, relative to other competing
suppliers of recreational services in the same market
area. The third set is termed the firm variables,
which collectively determine both the demand for the
individual fFirm’s recreational services relative to
other firms on the project and the supplies of the
recreational services of the firm. The last and
final set of variables is termed the Corps variables,
which account for differences in administration of
concessionaires among Corps districts. A list of

all of these sets of variables and other variables
collected in this study and their associated
definitions is presented in Appendix A. In the
remaining portion of this section a discussion of

the specific variables examined in our anmalysis is
presented, followed by a consideration of the
empirical estimation of the model in Chapter 6.

As indicated above, the market variables
collectively and individually determine the general
form of the demand for recreational services in the
5C-mile radius market area surrounding the firm.
From economic theory, the demand for a good or service
which is nondurable (as recreational services are) is
dependent upon the price of the good, the price of
related goods and services, and the income of
consumers. Further refinements may also account for
the size of the market in terms of households or
individuals. Unfortunately, it is impossible in a
study of this limited a scope to collect adequate
data on prices of recreational services and related
goods and services. Even 1if omne had access to these
prices, the problem of somehow aggregating the
extensive prices of all the different goods and
services which collectively make up recreational
services would be substantial. Fortunately, the
assumption of a competitive product market together
with the Corp regulation of prices means that the
effects of price variations among markets in this
cross-section study can be minimized. This would
not be possible in time ceries studies of the same
phenomena where, presumably, one would encounter
substantial variations in prices, particularly in
light of the recent gasoline c is.
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As a conseqguence, while there is the possibility
of specification error with resulting biases in the
estimates of coefficients of variables related to
price, these latter will be minimal compared with
other potential problems in our analysis.

Presented in Table 5.1 is a list of the set of
independent variables relating to the market forces
affecting the demand for recreational services in
the market area. These variables measure, in
various ways, the following: the number of house-
holds or population, gross incaome, total retail sales
as a measure of economic activity in the area, per
capita measures of income, measures of the income
distribution in terms of those households most likely
to consume recreational services provided at Corps
pro jects, changes over time in population and income,
and boat registrations in the market. In all cases,
the variables examined at this stage of the analysis
were expected to have a positive relationship with
the measures of profitability defined earlier in this
chapter. The expected sign of these and the other
sets of variables is indicated in Table 5.1.

The second set of variables, termed the project
variables, collectively determine both the demand for
and supply of recreational services at the project
relative to other suppliers of recreational services
in the market area. As a first step, an examination
was made of those variables within this set which
serve as indicators of the supplies of recreational
services at the project. Such variables include
measures of boat ramps and lanes available, number
of rental units available, the age of the project,
the total shoreline and water areas, and the purposes
for which the project was built.

A second group of variables in this set measures
the effective demand for the recreational services
provided on and in the project. Such variables
measure the total number of visitation days, the
average family usage on weekends during the peak
month, the proportion of attendance during the

summer monthes, the percentage of attendees engaging
in waterskiing, boating, and fFishing, and measures of

. - '
water level fluctuations during March through October

(see the discussion in Appendix CJ.
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TABLE 5.1

VARIOUS SETS OF INDEPENDENT VARIABLES AND EXPECTED SIGNS
BETWEEN DEPENDENT VARIABLES

Sets
of Independent Expected
Variables Variables Sign

Market HOUSHLDS
NET--EBI
RES--1973
CMEAN--73
TFI--1973
POP--1873
HPC10UP
HPC15UP
CPOP23
CPOP13
CMEANZ23
CMEAN13
BOATREG
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{ PJSUMATT
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IRRIGATN
RECREAT
FISHWILD
WTRSPLY

f YEARFULL

i ALL
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TATNDCRA
PWATRSKI
PERBOAT
PERF ISH
AWFDUDPM
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WTRVAR
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TABLE 5.1 (Continued)

VARIOUS SETS OF INDEPENDENT VARIABLES AND EXPECTED SIGNS
BETWEEN DEPENDENT VARIABLES

Sets
of Independent Expected
Variables Variables Sign

Firm CURRATIO -
ACIDTEST
CLIABNTW
WORKCAP
NTWTHLIB
NSGFA
MSALNS
INTEXP
ADVEXP
WAGEXP
BTSPACE

i

T S T TR S ST

+

VISIT
VISTMKT
CONSRENT
CMORNEED

+ 0+ + ¢

CORPORAT
MARINA (or BOATS)

Corps NASHVILL
STLOUIS
LITLROCK
PITTSBRGH
OMAHA
FTWORTH
TULSA

bt JRE Y O BE0Y RESS Y IO
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Collectively, the two groups of project variables
determine the relative demand and supply of recreational
services at the projects studied. The expected sign of
the relationship between this set of independent
variables and the measures of profitability defined
earlier are also indicated in Table 5.1.

The third set of variables, termed the fFirm
variables, measure the demand and supply of recreational
services of the individual firm relative to other firms
on the same project. The first group of variables in
this set measure either the specific supplies of
recreational service provided or the costs associated
with the provision of the services. This group
includes the following: standard financial measures
of operating performance, costs of wages, officers’
salaries, advertising, and interest, as percentages
of total expenditures; and number of boat spaces
provided, assuming the firm is a marina.

The second group of variables in this set
measures the demand for recreation services and
includes the following: percentage of boat spaces
for rent and the number of new boat spaces needed,
total visitations to the recreational area of the
Firm and the share of visitations relative to the
entire attendance. The third and final group of
variables within this set measures the characteristics
of the fFirm which may affect profitability <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>