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CITY OF SANTA BARBARA


COUNCIL AGENDA REPORT

AGENDA DATE:
July 28, 2015
TO:
Mayor and Councilmembers
FROM:
Golf Division, Parks and Recreation Department
SUBJECT:
Council Direction On Operating Options For Santa Barbara Golf Club
RECOMMENDATION:  That Council: 
A. Receive a report on three operating models evaluated for Santa Barbara Golf Club; and 
B. Direct staff to proceed with Option B, to include a Request for Proposals for professional golf management services for golf course management, Pro Shop, and course maintenance operations; and negotiate contractual terms with the existing operators of Mulligan’s Café and Bar to provide food and beverage services at the golf course.
EXECUTIVE SUMMARY
The Santa Barbara Golf Club (Golf Club), the City’s only municipal golf course, has seen play decline since 1990 and has been further challenged by competitive pricing trends in the local golf market. Over the last year, staff made a number of presentations to the Golf Advisory Committee, Parks and Recreation Commission, Finance Committee, and City Council on options to improve the financial sustainability of the golf course, including changing the operating model for the course. On March 10, 2015, Council prioritized the need for the golf course to remain a self-supporting enterprise not dependent upon the General Fund, and directed staff to move forward with contracting out course maintenance, effective June 2016, to reduce on-going golf expenses. With the contracts for the two existing concession agreements (Pro Shop and Restaurant) coming to an end in June 2016, the City has the opportunity to consider an alternate operating model for the golf course that would better position the City to make the golf course financially sustainable and self-sufficient over the long term.
Staff identified three alternate operating models that met City Council priorities for long-term financial sustainability of the golf course, and City control over policy, fees and course maintenance standards. Under Option A, the City would contract through a Management Agreement with one company to provide Course Management, Maintenance, Pro Shop, and Food and Beverage services. In Option B, the City would contract with two companies - one Management Agreement for Course Management, Maintenance, and Pro Shop and a separate Food and Beverage Concession. In Option C, the Parks and Recreation Department would continue to manage the course, with three separate contracts for Maintenance, Pro Shop, and Food and Beverage services.
The Parks and Recreation Commission formed the Golf Operating Options Committee (Committee) comprised of two Parks and Recreation Commissioners and three Golf Advisory Committee members. The Committee reviewed alternate operating models and recommended that Option A was in the best interests of the City and Golf Club. In a June 15, 2015, joint meeting between the Commission and Golf Advisory Committee, the options and the Committee recommendation were presented. Voting separately, the Parks and Recreation Commission concurred with the Committee’s recommendation, and recommended that City Council pursue Option A as being in the best interests of the City and Golf Club. The Golf Advisory Committee was unable to come to agreement on a recommendation, with two split votes (2/2) for both Options A and C.   
DISCUSSION:
Background
The Santa Barbara Golf Club (Golf Club), the City’s only municipal golf course, has seen play decline since 1990 and has been further challenged by competitive pricing trends in the local golf market. Operating as an enterprise fund, the Golf Club has never received General Fund support, but has been below policy reserves since Fiscal Year 2008. Over the last year, staff made a number of presentations to the Golf Advisory Committee, Parks and Recreation Commission, Finance Committee, and City Council on options to improve the financial sustainability of the golf course, including changing the operating model for the course. 
On March 10, 2015, Council prioritized the need for the golf course to remain a self-supporting enterprise not dependent upon the General Fund, and directed staff to proceed with proposals to increase marketing and refinance golf course debt with the Fiscal Year 2016 budget. To reduce on-going golf expenses, Council also directed staff to move forward with contracting out course maintenance with the application of the Living Wage Ordinance effective June 2016. In considering possible changes to the golf course operation, Council prioritized the need for long-term financial sustainability of the golf course, and for the City to retain control over policy, fees, and course maintenance standards. 
Alternative Golf Operating Options Considered
Under the current operating structure, the Parks and Recreation Department manages the full golf course operation, provides course maintenance, and manages the two private concession agreements for the operation of the Pro Shop and Food and Beverage services. With the terms for the two existing concession agreements coming to an end in June 2016, the City has the opportunity to consider an alternate operating model, including contracting out for the course maintenance, which might improve the fiscal sustainability of the golf course over the long term. Working with the Pro Forma Advisors Golf consultant, staff evaluated various golf course operating models and reviewed existing golf operations contracts of other California communities, such as Ventura, Mountain View, Los Robles, Anaheim, Long Beach, and Walnut Creek. Given the priorities set by City Council, staff identified three options for consideration. 
OPTION A:  The City contracts with one company through a Management Agreement to provide Course Management, Maintenance, Pro Shop, and Food and Beverage operations. 
OPTION B:  The City contracts with two companies – one Management Agreement for Course Management, Maintenance, and Pro Shop operations, and a separate Food and Beverage Concession.
OPTION C:  The Parks and Recreation Department continues to manage the course, with three separate contracts for Maintenance, Pro Shop, and Food and Beverage operations.
In all three options, the Parks and Recreation Department would continue to have primary oversight for the operation of the golf course. In weighing the three options, there are three primary considerations:  operational changes, the potential to reduce annual Golf Club expense, and the potential to increase Golf Club revenue above Status Quo over the long-term. Please refer to Attachments 1 – 4 for additional background on the three options. 
Golf Course Management Services – What is the Benefit to the City?
Options A and B entail the City contracting for professional golf course management services, often referred to as a management agreement. For a predetermined fee, and acting as the City’s agent, the service provider manages the Golf Club daily operation and oversees the specific services included in the contract, i.e., Maintenance, Pro Shop, and Food and Beverage. The City Council retains budget and fee authority, no different from the status quo. The contract typically includes performance incentives, which augment the pre-determined management fee. All revenues and expenses associated with the Golf Club operation (management, maintenance, pro shop, food and beverage) are retained by the City. (Currently, the City does not see revenue and expense for the Pro Shop or Food and Beverage operations. Instead, the City receives a negotiated rent from those two concessions.)
It is increasingly common for municipal golf courses to employ the management agreement/contract management model in order to decrease operational costs and enhance revenue potential over the long term.  There are four primary benefits to contracting for comprehensive golf course management: 
1. The contractor’s professional experience in golf course management is assumed to exceed that of City staff. Given the continuing changes in the golf industry and increased competitive market, this professional experience should enhance both golf course operations and financial performance. 
2. The contractor would have direct oversight for Maintenance, Pro Shop and Food and Beverage (Option A) or Maintenance and Pro Shop (Option B). In today’s competitive golf market, this consolidated approach for managing and marketing the golf course better positions the course to provide the highest level of golfer services at the most competitive price, and ensures a more dynamic and timely response to changing golf market needs. 
3. The service provider assumes services currently provided by the City, such as Personnel, Payroll, Marketing, Accounting, etc. Typically, those services are provided at a reduced cost compared to the City’s. The City’s administrative and overhead burden associated with operation of the golf course is reduced, resulting in decreased annual operational expense compared to Option C without contract management. 
4. Under Options A or B, staff anticipates a strong response from qualified vendors to Requests for Proposals, thus providing the best opportunity for the City to negotiate a favorable contract for the Golf Club. In contrast, Option C will have a very limited qualified vendor pool for Pro Shop and Maintenance operations, which will limit the City’s opportunities.  
Comments from the public have raised concerns about lack of City involvement or control if the Golf Club were to operate under a Management Agreement, citing references to the Las Positas Tennis Courts lease agreement with Elings Park. It is important to understand that there are significant differences between the two types of contracts. In a Management Agreement, the contractor is working as the City’s agent, and Parks and Recreation staff would continue to be involved in oversight and direction of the work conducted by the contractor. The Golf Advisory Committee would continue to function as it currently does, providing input to the Department, Parks and Recreation Commission, and City Council. A survey of other municipalities who successfully operate golf courses in this model shows that agencies have staff dedicated to managing the contract and overseeing the golf operations; however, that time is significantly reduced from the agency self-operating the course. 
In contrast, the Parks and Recreation Department oversees a number of lease agreements, including the Zoo, Elings Park, Elings Park/Las Positas Tennis Courts, Police Activities League/Twelve35 Teen Center, and the YMCA/Haley Youth Sports Center, etc. Those lease agreements define the use and purpose of the facility, scope of services or activities that will be provided, hours of operation, etc. The City does not get involved in the daily operation of the programs and services unless a significant issue is raised related to the lease.
Long Term Financial Benefits of Options A, B and C
Each of the three options will reduce the Golf Club annual operating expenses, primarily as a result of contracting out City maintenance of the golf course. Options A and B will result in an estimated annual savings of $368,000, and Option C an estimated savings of $318,000. Options A and B have higher savings due to reduced City administration and overhead expense as discussed above. Looking at long-term financial sustainability, Options A and B also have increased potential for stronger financial performance, with Option A having the highest potential. It is assumed that the professional management and consolidated management of operations will result in increased financial performance over time. Option C performance would be the same as the status quo. 
Option B – Separate Food and Beverage Concession
In Option B, the City has the opportunity to achieve most of the benefits of Option A; however, it allows for a separate Food and Beverage Concession. The annual savings for Options A and B are the same ($368,000) compared to the status quo. In terms of revenue potential, Option A offers the greatest revenue potential for the golf course over the long term. However, the revenue potential with Option B, while less than Option A, is still an improvement over Option C (Status Quo). 
If desired, Council can direct staff to negotiate a new concession agreement with the current operators of Mulligan’s Café, Mario and Lani Medina. There has been substantial public comment in support of the Medina’s and Mulligan’s Café, citing their history of operating a successful family business in that location for 23 years. Noting the challenging restaurant business environment in Santa Barbara, the Medina’s have talked about how they have grown their business year over year, and have increased revenues paid to the Golf Club and City every year. 
Staff recognizes that there is risk to the City with a change in restaurant operators. Mulligan’s Café is a tenant in good standing with a history of timely payments. A look at gross receipts performance shows Mulligan’s has done well over the years. Over the period 2009 to 2014, a difficult financial period for the golf course, Mulligan’s gross receipts and rent payments to the City increased by 28%. In contrast, over the same period, the City’s Greens Fees revenues declined by 13%. Pro Shop concession gross receipts declined by 2%, while Pro Shop rent paid to the City declined even further, by 19%, due to renegotiated contract terms. Throughout this process, people, particularly golfers, have talked about the need for the restaurant to improve how it serves and benefits the golfers and golf course. In recent meetings with staff, the Medina’s have offered ways the restaurant can promote and improve services to golfers and contributions to the overall financial performance of the golf course. Such opportunities could be discussed further in contact negotiations. 
Limitations of Option C
Under Option C, the Parks and Recreation Department would continue to manage the Golf Club, and operations would be provided through a Maintenance Contract, a Pro Shop concession agreement, and a restaurant concession agreement. Option C does show annual cost savings of $318,000 compared to Status Quo, from the outsourcing of golf course maintenance. Administrative costs are increased for Parks and Recreation due to the addition of a third contract, and Option C does not have the City administration and overhead savings of Options A or B as the City retains those on-going costs, including marketing. In terms of increased revenue potential over the long term, Option C does not offer the golf course what Option A or B provides. Challenges that the Department has experienced in working and negotiating with two operators (Pro Shop and Restaurant) will increase since there will now be three operators providing services at the course. Staff is concerned that this will further limit the City’s ability to act in a timely manner to promote play in this increasingly competitive local golf market. 
In discussing Option C with the Golf consultant and City staff, the greatest limitation of Option C is that there will be a very limited qualified vendor pool for Pro Shop and Maintenance operations, which will limit the City’s opportunities.  With Options A or B it is anticipated that the qualified vendor response to Requests for Proposals will be very strong, providing the best opportunity for the City to negotiate a favorable contract for the Golf Club over the long term.
Golf Operating Options Committee Review and Recommendations
The Parks and Recreation Commission established a Golf Operating Options Committee to work with staff to evaluate operating options and develop recommendations for the Golf Advisory Committee and the Parks and Recreation Commission. The Committee included two Parks and Recreation Commissioners and three Golf Advisory Committee members. The Committee met on May 26, 2015, and June 3, 2015. On June 3, 2015, the Committee recommended (5/0) that the City pursue one contract with a professional golf management company to operate all services at Santa Barbara Golf Club. Attachment 5 lists key considerations the Golf Operating Options Committee identified for the Request For Proposals process for golf operations. 
Golf Advisory Committee and Parks and Recreation Commission Recommendations
The Parks and Recreation Commission and Golf Advisory Committee held a joint meeting on June 15, 2015, to review the alternate operating options, consider the Golf Operating Options Committee’s recommendation and make their own recommendations to City Council. Thirteen people spoke at public comment with most speaking in favor of retaining the services provided by the operators of Mulligan’s Café and Bar.  
The Golf Advisory Committee was unsuccessful in delivering a recommendation. A motion for Option A failed (2/2) and a motion for Option C also failed (2/2). A motion for Option B with a strong recommendation that Mulligan’s be considered for the Food and Beverage concessionaire also failed (2/2). While some Committee members felt strongly that Option A was the best financial outcome for the long-term sustainability of the golf course, other Committee members expressed concerns for people employed at the Pro Shop and Mulligan’s. 
The Parks and Recreation Commission voted 4/1 to recommend Option A to City Council. The focus of most commissioner comments was a decision that provides the best long-term financial outlook for the municipal golf course given the Council direction for the golf course to remain self-sustaining. 
For more information on comments by Golf Advisory Committee and Parks and Recreation Commission members, a copy of the draft June 15, 2015, Joint Meeting minutes are included with this report as Attachments 6.  

Staff Recommendation 
Staff concurs with the Golf Operating Options Committee and the Parks and Recreation Commission that Option A would provide the strongest opportunity for the City’s municipal golf course to achieve long-term financial sustainability. Option A reduces on-going expenses by $368,000 and provides the strongest potential for increased financial performance over Status Quo. 
However, staff recognizes the community value and successful financial track record of Mulligan’s over the last 23 years. Option B, which would allow Mulligan’s to continue to operate under a separate concession, has the same annual cost savings as Option A. Although Option B provides a slightly reduced potential for increased financial performance compared to Option A, that potential is still greater than Option C or Status Quo. If directed to enter into contract negotiations with Mulligan’s, staff believes that contract terms to improve outcomes for the golfers and the golf course can be achieved. The downside of Option B is that the City will likely continue to have conflicts between operators when it comes to decisions on golf course marketing, promotions, and tournament services. 
Staff recommends that City Council determine that Option B is in the best long-term interests for the municipal golf course. With that, direct staff to proceed with a Request for Proposals for professional golf management services, including golf course management, golf operations/Pro Shop and course maintenance with the goal of having a new contract in place by July 1, 2016. Additionally, staff recommends that Council direct staff to enter into negotiations with the existing operators of Mulligan’s Café and Bar to provide food and beverage services at the golf course.
BUDGET/FINANCIAL INFORMATION:
Current Pro Shop and Restaurant concession contracts expire on June 30, 2016.  Staff expects no impact to the Fiscal Year 2016 Adopted Budget.  Any changes in budgeted operating costs and revenue from the adopted Fiscal Year 2017 due to new contracts at the Golf Club will be addressed as part of the mid-cycle budget process.  
ATTACHMENTS:
1.
Golf Operating Options

2.
Financial Summary of Operating Options


3.
List of Responsibilities by Operating Option


4.
List of Golf Course Operating Options Employed at Local Golf Courses


5.
Key Considerations for RFP contract(s) as Identified by Golf Options Committee


6. Minutes from the Special Joint Meeting of Golf Advisory Committee and Parks and Recreation Commission June 15, 2015
PREPARED BY:
Mark Sewell, Parks and Recreation Business Manager
SUBMITTED BY:
Nancy L. Rapp, Parks and Recreation Director
APPROVED BY:
  City Administrator's Office
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