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Escondido Taxpayers Subsidize
JC Resorts’ Poor Performance for
City Golf Course

Key Points

« Following years of low profits, JC Resorts has operated Escondido’s Reidy Creek golf course at a loss for
each of the past seven years, with yearly losses increasing from approximately $8,000 in the 2012-2013
fiscal year to an estimated $162,000 in the 2017-2018 fiscal year.

o JCResorts” operating losses at the course have been subsidized by the city’s General Fund, which has
pumped over $5.5 million of taxpayer money into operational costs, maintenance expenses, and debt
service over the past 12 years.

« In exchange for this poor performance, Escondido taxpayers have paid JC Resorts a base fee that
increased by 3-4% every year and a yearly bonus fee that is not tied to performance incentives.

o JCResorts could receive an additional $1.8 million in taxpayer subsidies for operational costs and debt
service on the course before its management contract expires in 2022.

Background

The City of Escondido owns two golf courses, The Vineyard at Escondido Golf Club and the Reidy Creek Golf
Course.! The Vineyard Golf Course, which is managed by American Golf Corporation, has been profitable in
recent years.” The Reidy Creek Golf Course, which has been managed by JC Resorts, has not been profitable in
recent years. JC Resorts’” golf course management contract was originally signed in 2002 and renewed in 2012.°
The current contract expires on June 30, 2022.*

As JC Resorts has operated the course at a loss, the city has been transferring money from its General Fund to
the golf course operations fund.> With not enough revenue to cover debt service, the city also transfers money
from the General Fund for payments of interest and principal for debt related to the construction of the golf
course.® As long as the golf course does not generate enough revenue to cover debt payments, the city will
continue to transfer funds from the General Fund to service this debt until the bonds will be paid off in 2030.”

JC Resorts' Poor Performance as Golf Course Manager

For the past seven years, JC Resorts has failed to meet the budget set by the city’s annual operating budget,
resulting in the city having to transfer money each of those years from its General Fund to cover operating
losses (See Figure 1). The city has released financial documents which have stated for multiple years that JC
Resorts is continually working on marketing techniques and ideas to improve revenues, but revenues have been
consistently lower than predicted revenues by an average of $78,215 since fiscal year 2007-2008.%
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Because JC Resorts has failed to generate sufficient revenues for the golf course, since fiscal year 2006-2007

the city has transferred over $5 million, from the fund that contains taxpayer money, to the golf course. As
the JC Resorts management contract expires in 2022, if current trends continue, the city could end up paying
approximately an additional $325,000 of the golf course’s operational losses and nearly $1.5 million in debt
service payments (see Figure 2).

Meanwhile, the management contract with JC Resorts has allowed for an increase of from 3 to 4% in their

base fee every year and an incentive fee of 0.75% of gross revenues, without revenue threshold or debt service
payment requirements to receive that additional compensation.” Comparable golf course management contracts
stipulate that contractors can earn additional increases in fees only if gross revenues exceed a certain amount or
if debt service payments are made, creating incentives for managers to increase revenues for the city or at least
meet budgeted revenues (See Figure 3)."° However, JC Resorts has a pattern of signing golf course management
contracts with bonus fees that are not tied to performance incentives."" Further, while it is common for other
cities to sign 3-year or 5-year contracts with golf course managers, JC Resorts has signed 10-year contracts

with cities, which can make it difficult for cities to switch to other golf course managers who could improve
performance and minimize the need for taxpayer subsidies."

City General Fund Transfers to Reidy Creek Golf Course and JC Resorts Compensation

General Fund General Fund
Transfers to Reidy Transfers to
Creek Operating Reidy Creek Total General JC Resorts
Fiscal Year Fund Debt Service Fund Transfers Compensation
2006-2007 $116,7955 $430,980 $547.775 $60,916%
2007-2008 $86,9561° $433,020"7 $519.976 $63,060%®
2008-2009 $77,000%° $349,940%° $426,940 $65,145%*
2009-2010 $50,000% $356,500%3 $406,500 $66,731%
2010-2011 $0% $363,190%° $363,190 $68,577%7
2011-2012 $53.863%8 $369,2652° $423,128 $70,0323°
2012-2013 $7.937% $380.475% $388.412 $70,737%
2013-2014 $50.87834 $362,872%5 $422,751 $70,6103¢
2014-2015 $131,000% $361,17738 $492177 $73,520%°
2015-2016 $122,000%° $363.4504 $484,450 $75,623%
2016-2017 $145,00043 $365,550% $510,550 $78,5834
2017-2018 $162,1504° $368,850%7 $531,000 $80,855%
Total $1,012,580 $4,505,269 $5,517,849 $844,839

Figure 1. In recent fiscal years, JC Resorts failed to generate enough revenue to cover the golf course’s operational
losses and has relied upon the City to transfer funds from its General Fund to keep the golf course afloat.



Projected General Fund Transfers to the Golf Course and JC Resorts Compensation

General Fund General Fund
Transfers to Reidy Transfers to Total General
Creek Operating Reidy Creek Debt Fund JC Resorts
Fiscal Year Fund Service Transfers Compensation
2018-2019 $24,5904° $366,795°° $391.385 $82,9505*
2019-2020 $100,000%2 $369,59553 $469.595 $85,12554
2020-2021 $100,000%5 $367,1705° $467.170 $87.55957
2021-2022 $100,00058 $360,570%9 $469.570 $90,066°°
Total $324,590 $1,473,130 $1,797,720 $345,700

Figure 2. The City of Escondido projects that over the next four fiscal years, JC Resorts will fail to generate enough
revenue to cover the golf course’s operational losses and the city will continue to transfer funds from its General
Fund to keep the golf course afloat.

Southern California Municipal Golf Course Management Agreements®*

Course Term Incentive Fee
Reidy Creek Golf Course 10years  0.75% of gross revenues®
The Crossings @ Carlsbad 5years 5% of gross revenues over $4.5M (not to exceed $150K)
Oceanside Golf Course 10 years 3% if gross sales over $2M
Indian Wells Resort 3years 3.5% of gross revenues over $9M
Black Gold Golf Course 5years 4% of gross revenues over 55M
Desert Willow Golf Course 3years 5% of gross revenue above budget (not to exceed $175K annually)

Figure 3. JC Resorts is paid an incentive fee that does not require a certain amount of revenue to be generated in
order to be paid the fee, unlike other golf course management fees which incentivize public contractors to maximize
revenues for cities.

Key Questions for Concerned Parties

Given the inability of JC Resorts to generate sufficient revenue, the lack of an incentive fee tied to a revenue
threshold, and the lack of requirements that the golf course make debt service payments in order for JC Resorts
to receive pay increases, all concerned parties can take steps to ensure the city’s asset is being managed in the
best interest of the public by seeking answers to the following questions:

o Could the lack of an incentive fee that requires JC Resorts to reach a revenue threshold or meet debt
service payments be contributing to revenues consistently remaining too low for the golf course to
support itself?

« How are the maintenance and upkeep of the course as well as implementation of the best marketing and
promotional efforts being monitored and enforced so that management practices result in the highest
revenues possible for the city?



o What are the specific marketing techniques and ideas that JC Resorts has implemented to improve

revenues? When and how often have these strategies been employed? What are the quantifiable financial
impacts of these actions on the golf course’s revenue?

o Are golf performance evaluation forms/golf course audit rating sheets completed by the city regularly
and are the results given to JC Resorts and the public to ensure that golf course operations are adhering
to best practices in management operations?

«  What are the specific business model changes that city staft have explored with JC Resorts to offset the
losses associated with the golf course, and what evidence is there to indicate that they will be successful?

«  Will JC Resorts be brought to Council in the near future to publicly discuss their underperformance
with taxpayers?
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Page 2. “Bases on this trend the fund is projected to end the year with a loss of about $60,000” Accessed at: https://www.escondido.
org/Data/Sites/1/media/PDFs/Finance/3rd_Quarter_Financial_Report_18.pdf

Annual Operating Budget Fiscal Year 2018/19. City of Escondido, California. General Fund Multi-Year Financial Plan, Adopted 2017-18
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Use of Funds, Transfer to Reidy Creek Golf Course-Operations: $102,150. Page 66. Accessed at: https://www.escondido.org/Data/
Sites/1/media/PDFs/purchasing/FinalOperatingBudget201819.pdf

Annual Operating Budget Fiscal Year 2018/19. City of Escondido, California. Schedule of Interfund Transfers, Reidy Creek Debt
Service. 2017-18 Revised: $368,850. Page 51. Accessed at: https://www.escondido.org/Data/Sites/1/media/PDFs/purchasing/FinalO-
peratingBudget201819.pdf

Annual Operating Budget Fiscal Year 2018/19. City of Escondido, California. Line Item Detail, 553-130 Reidy Creek Golf Course,
5131 Professional Services. 2017-18 Revised: $80,855. Page 242. Accessed at: https://www.escondido.org/Data/Sites/1/media/PDFs/
purchasing/FinalOperatingBudget201819.pdf

Annual Operating Budget Fiscal Year 2018/19. City of Escondido, California. General Fund Multi-Year Financial Plan, Proposed
2018-19 Use of Funds, Transfer to Reidy Creek Golf Course-Operations: $24,590. Page 66. Accessed at: https://www.escondido.org/
Data/Sites/1/media/PDFs/purchasing/FinalOperatingBudget201819.pdf

Annual Operating Budget Fiscal Year 2018/19. City of Escondido, California. Schedule of Interfund Transfers, Reidy Creek Debt
Service. 2018-19 Budget: $366,795. Page 51. Accessed at: https://www.escondido.org/Data/Sites/1/media/PDFs/purchasing/FinalOp-
eratingBudget201819.pdf

Annual Operating Budget Fiscal Year 2018/19. City of Escondido, California. Line Item Detail, 553-130 Reidy Creek Golf Course,
5131Professional Services. 2018-2019 Budget: $82,950. Page 242. Accessed at: https://www.escondido.org/Data/Sites/1/media/PDFs/
purchasing/FinalOperatingBudget201819.pdf

Annual Operating Budget Fiscal Year 2018/19. City of Escondido, California. General Fund Multi-Year Financial Plan, Projected
2019-20 Use of Funds, Transfer to Reidy Creek Golf Course-Operations: $100,000. Page 66. Accessed at: https://www.escondido.org/
Data/Sites/1/media/PDFs/purchasing/FinalOperatingBudget201819.pdf
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Annual Operating Budget Fiscal Year 2018/19. City of Escondido, California. General Fund Multi-Year Financial Plan, Transfer to
Reidy Creek Golf Course-Debt Service. Projected 2019-20: $369,595. Page 66. Accessed at: https://www.escondido.org/Data/Sites/1/
media/PDFs/purchasing/FinalOperatingBudget201819.pdf

Figure derived by adding the periodic fixed fee per the golf course management contract and an estimate of the percentage fee given
that the average of 0.75% of gross revenues since the most recent management contract began is around $4,000. Source: Escondido
City Council Meeting Agenda, June 27, 2012. Agenda Item No. 17. Management and Concession contract for Reidy Creek Golf
Course. “A Periodic Fixed Fee to be Paid during the following time periods...Eighth Term Year. Commencing on July 1, 2019 and
continuing through June 30, 2020, the sum of $81,125...”

Annual Operating Budget Fiscal Year 2018/19. City of Escondido, California. General Fund Multi-Year Financial Plan, Projected
2020-21 Use of Funds, Transfer to Reidy Creek Golf Course-Operations: $100,000. Page 66. Accessed at: https://www.escondido.org/
Data/Sites/1/media/PDFs/purchasing/FinalOperatingBudget201819.pdf
Annual Operating Budget Fiscal Year 2018/19. City of Escondido, California. General Fund Multi-Year Financial Plan, Transfer to
Reidy Creek Golf Course-Debt Service. Projected 2020-21: $367,170. Page 66. Accessed at: https://www.escondido.org/Data/Sites/1/
media/PDFs/purchasing/FinalOperatingBudget201819.pdf

Figure derived by adding the periodic fixed fee per the golf course management contract and an estimate of the percentage fee given
that the average of 0.75% of gross revenues since the most recent management contract began is around $4,000. Source: Escondido
City Council Meeting Agenda, June 27, 2012. Agenda Item No. 17. Management and Concession contract for Reidy Creek Golf
Course. “A Periodic Fixed Fee to be Paid during the following time periods...Ninth Term Year. Commencing on July 1, 2020 and
continuing through June 30, 2021, the sum of $83,559...”

Annual Operating Budget Fiscal Year 2018/19. City of Escondido, California. General Fund Multi-Year Financial Plan, Projected
2021-22 Use of Funds, Transfer to Reidy Creek Golf Course-Operations: $100,000. Page 66. Accessed at: https://www.escondido.org/
Data/Sites/1/media/PDFs/purchasing/FinalOperatingBudget201819.pdf
Annual Operating Budget Fiscal Year 2018/19. City of Escondido, California. General Fund Multi-Year Financial Plan, Transfer to
Reidy Creek Golf Course-Debt Service. Projected 2021-22: $369,570. Page 66. Accessed at: https://www.escondido.org/Data/Sites/1/
media/PDFs/purchasing/FinalOperatingBudget201819.pdf

Figure derived by adding the periodic fixed fee per the golf course management contract and an estimate of the percentage fee given
that the average of 0.75% of gross revenues since the most recent management contract began is around $4,000. Source: Escondido
City Council Meeting Agenda, June 27, 2012. Agenda Item No. 17. Management and Concession contract for Reidy Creek Golf
Course. “A Periodic Fixed Fee to be Paid during the following time periods...Tenth Term Year. Commencing on July 1, 2021 and
continuing through June 30, 2022, the sum of $86,066...”

Information on golf course management agreements other than Reidy Creek come from Encinitas City Council Meeting Agenda
Report. April 16, 2014. Item #10D. Attachment 4. Page 26. Southern California Municipal Golf Course Management Agreements.

Escondido City Council Meeting Agenda, June 27, 2012. Agenda Item No. 17. Management and Concession contract for Reidy
Creek Golf Course. Golf Course Consulting and Management Agreement. “In addition to the Periodic Fixed Fee, a ‘Percentage Fee’
equal to zero and 75/100 percent (0.75%) of Gross Revenues...”



