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            The Financial Plan

Junipero Inn – Mendocino, CA




      (Executive Summary)

Jane & Joe Smith are considering to start a Bed & Breakfast type of lodging in the Mendocino area in California and call it the Junipero Inn.  They have found a very desirable property outside of Mendocino and are thinking of buying it.  They have sufficient funds to purchase the property for $1,500,000 and $55,000 to buy some of the equipment, but that would leave them without funds to do all the necessary remodeling, as well as to cover other start-up expenses, living expenses and to provide operating capital.  To provide the funds, they are now thinking of taking an SBA (Small Business Administration) guaranteed loan from their local bank using the property as a collateral.  The next step now is to determine the size of the loan.

The cost of remodeling of the bathrooms and some of the bedrooms is estimated to be around $125,000.  Start-up expenses such as licenses, incorporation costs, marketing expenses, office equipment, deposits, insurance, etc. is estimated to be around $25,000.  The Smiths will also need about $3,000/month to cover their living expenses.  In addition, they will also require an initial capital to cover operating expenses until the Junipera Inn reaches the break-even point.

The Smiths are in the process of developing a cash flow analysis to determine:

· Whether Junipero Inn is going to be a profitable, i.e. a viable business?

· When will it reach the break-even point

· How much money (Operating Capital) will be required to reach break-even.

The Smiths have prepared the attached extensive executive summary to develop the sources and uses of funds, the projected income statement and from that the projected cash flow analysis and balance sheets for the first three years of operation.

Mission Statement:

To provide our guests with a place to stay, where they will find an escape and sanctuary, from the worries and stress of their daily lives, in the beautiful and serene environment of the North California Coast. 

Operating/Organizational Plan:

The property, under consideration for Juniper Inn, is a large, rambling, old Victorian style building - presently a private home - outside of Mendocino, California with an attractively landscaped 3 & ½ acre grounds around it.  The wide, tree-lined driveway leading up to the house gives it an elegant and inviting ambiance.  The property is located between Route 1 and the Pacific Coast, providing easy access to the Inn and a very scenic location, with a direct view of the Pacific Ocean. 

Mendocino, located 125 miles north of San Francisco, is an old California lumber port with picturesque New England style architecture, which evolved into a thriving artist colony.  It is a favorite destination for people living in the Bay Area as well as for tourists visiting San Francisco.  The dramatic and scenic Pacific coastline in and around Mendocino resembles the beauty of northern Maine and was the location for the favorite TV mystery series “Murder She Wrote”. 

  The building will require an extensive remodeling to suit the tastes and requirements of modern tourism, without loosing the Victorian charm of the house.  The Smiths are going to operate Junipero Inn as a Bed and Breakfast type of lodging. It will have nine double rooms with a full bath in each. The large entrance will serve as a reception room. The spacious living room, with the fireplace to the right of the entrance, will be used as a sitting room for the guests, and the large dining room next to the kitchen will serve as the breakfast room.  This will still allow having modest living quarters for the Smiths in the same building.  There is also a separate garage building which lends itself to being built out on the second floor to provide quarters for two single persons, should staff housing be required later on. 

The Smiths plan to finance the purchase of the property, the remodeling, start up expenses and initial operating capital with the funds from the sale of their home in Walnut Creek, from their savings and a SBA guaranteed loan.   

The Smiths will operate Junipero Inn as owners/managers and will hire staff as required by the seasonality of the business.  They are going to hire from the local labor pool, and no staff is expected to live on the premises in the foreseeable future. The Inn is going to be incorporated as a Limited Liability Corporation, having two members, with Jane and Joe Smith as equal partners.

 Jane Smith has been working in the hotel industry for almost twenty years.  Her last job was managing a mid size hotel in San Francisco.  Joe Smith is coming from the retailing industry.  He started out with Mervyn’s department store and worked for them for ten years, until the opportunity came along to buy a franchise store of Mailbox etc., which he has operated successfully for the past ten years.

During the remodeling, the Smiths are planning to obtain all the required permits and licenses and plan to open the Inn at the beginning of the 200X season. 

The season is from April 1st through November 30th.  It has a low season from April 1 through May 30th and from middle of September through November 30th.  The high season is from Memorial Day through September 15th.  In addition, the industry distinguishes between mid-week (Sunday through Thursday) and weekends (Friday & Saturday) for the purposes of setting room rates.

Since there is a laundry service in the area with daily pick-up, serving all the other hotels and inns at very reasonable rates, the Smiths have decided to use this laundry service for sheets and towels.  They will also keep the small landscaping service company, which presently maintains the grounds, at a cost of $150 per week.  

The house has a gas fired forced air heating system.  Given the cool and dry climate of the northern California coast, no air conditioning is required in the rooms.  The hot water heaters are operating on gas as well.  The local water company supplies the water.  The major water usage is during the dry season in the summer, when daily watering of the garden is required and it is also the high season.

Staffing

The plan now is to have one person during weekdays, two on weekends in the low season, and three during the entire high season.  The Smiths are going to hire part time staff, will be withholding taxes but will not provide health, retirement or other benefits.  They will have to cover Unemployment Insurance, Social security Tax and Workers Compensation Insurance.  In the area the going rate now is $11.50 per hour for the first forty hours of the week and time and a half over that.

The chart bellow shows the number of hours of outside help required each week in the low and high seasons.

Low Season:

Day:

Mon.
Tue
Wed.
Thu.
Fri.
Sat.
Sun

Hrs.:

8
8
8
8
14
16
14
Total: 76 hrs.

High Season:

Day:

Mon.
Tue.
Wed.
Thu.
Fri.
Sat.
Sun

Hrs.:

16
16
16
16
16
16
16
Total: 112 hrs.

Marketing Plan:

Presently the Mendocino area has approximately 1650 guest rooms.  As per the local Chamber of Commerce, during the low season the average occupancy rate is 65% during mid-week and 80% during weekends.  In the high season the occupancy rate increases to 95% during mid-week and to 100% on weekends.  Almost all hotels and inns have a “two nights minimum on weekends” policy, except on Memorial Day, 4th of July and Labor Day weekends, when three nights are minimum.  During high season, it is almost impossible to obtain a room.  The area is also experiencing a steady growth in tourism exacerbating the short supply in the summer time.  Based on the marketing study completed by the Smiths, the assumption is made that in the first year the occupancy rate in Junipero Inn is going to be half of the industry average and it should reach the industry average in the second year of it’s operation.

Sales Forecast:

Occupancy Rate – First Year:




Mid-week


Weekends

Low-Season

65% x.50= 32.5%

80% x.50= 40%

High-Season

95% x.50= 47.5%

100% x.50= 50%

Occupancy Rate – Second and Third Years:




Mid-week


Weekends

Low-Season

   65%  

                80%  

High-Season

  95%  

               100 %

Pricing:

The Smiths have decided to set the room rates competitive with inns of comparable quality and location in the area.  The rooms in Junipero Inn are all approximately the same size and each have a bathroom.  Four of the rooms are facing the Pacific Ocean and five the gardens.    The nightly room rates are set as follows:

Low Season:



Garden View

Ocean View

Average Room Rate

Mid-week

$85


$120

(5x85+4x120)/9=$100.5

Weekends

$110


$140

(5x110+4x140)/9=$123.3

High Season:



Garden View

Ocean View

Average Room Rate

Mid-week

$120


$140

(5x120+4x140)/9=$128.9

Weekends

$135


$165

(5x135+4x165)/9=$148


To develop the income statement for the first three years of operation, the Smiths have used average room rates for calculating revenue, in conjunction with the assumption that during the first year their occupancy rate will be about 50% of the industry average and will reach the industry average in the second and third years.

The Smiths have listed their Inn in the usual industry publications, and will start to advertise it’s opening at the beginning of January of 200X.  They are also planning a massive mailing of their attractive new brochure to all the travel agents in the Bay Area.
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