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Division/Department: Office of the President, Meadow Brook Hall

Summary: The new Meadow Brook Hall ("MBH") management team, using a cost-accounting analysis completed during the first quarter of FY05, determined that MBH was in a near‑crisis financial condition, and that the business model presented to the Board in June 2004 was based on incorrect assumptions; most importantly, the business model significantly underestimated the projected cost of constructing a permanent year‑round tent that would serve large, high‑end social and corporate functions.

The MBH management team analyzed the following potential business models for FY06:

1.
A cultural center based upon the current model with a museum and food service ("Cultural Center Model");

2.
A closed facility;

3.
A museum‑only facility with no food service; and

4.
A cultural center with a year‑round tent ("Year‑Round Tent Model").

The museum‑only and closed facility models produced the largest estimated annual deficits for FY06, $349,000 and $168,000 .respectively.

The Year‑Round Tent Model requires almost $4 million in annual revenue just to break even largely due to the cost of constructing the tent, which is estimated to be $3 million or twice the prior estimate of $1.5 million.

The Year‑Round Tent Model represents the highest risk model, as Oakland University ("University") would assume all risks associated with the $3 million capital expenditure for the tent with no guaranteed sales from the caterer.

MBH management team recommends that the Board of Trustees approve the Cultural Center Model. Under that model, MBH would operate as a public museum and cultural center for the University and the community. Reasonably priced, "good quality," on‑site catering would allow full use of MBH for community, corporate and campus activities. A summer tent would enhance corporate and social activities. Operating costs would be offset by both museum activities and facility rentals.
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Focusing on MBH as a cultural center would also fulfill Matilda Wilson's stated wishes for campus and public access to, and enjoyment of, her former home.

The Cultural Center Model, operating with significantly reduced expenses and revenue projections based on a five‑year historical average, offers the best opportunity for a balanced budget and the potential to support the high level of museum activities warranted by MBH's significant national stature.

Additionally, the Cultural Center Model involves less risk because the University is not required to borrow funds to build a permanent tent.

Net revenues from operations under the Cultural Center Model would be distributed according to the following formula:

Debt Retirement
50 percent

Endowment
25 percent

Operating (Maintenance) Reserve 
25 percent

The MBH management team further recommends that the University replace the current caterer, Unique Restaurant Incorporated ("URI"), with a contractor selected through an RFP process who will focus on sales of rooms in MBH rather than on a year‑round tent.

The MBH management team has concerns about the rising projected tent costs ‑ a tent design on which URI based its approach to MBH sales‑and the advisability of building a significant structure with no guarantees or assurance of attracting adequate business to support that structure.

URI sales for the first quarter of 2004‑05 and sales projections through June 2005 are significantly under MBH's five‑year averages, and will negatively impact MBH's operating deficit.

With Board of Trustees' approval, MBH will issue an RFP to other caterers to service MBH effective January 1, 2005 with competitive pricing and benefits to MBH. Sales/marketing of both the social and corporate business sectors, as well as attraction of University internal business, will be key factors for MBH in a new contractual arrangement.
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Previous Board Action: On June 2, 2004, the Board of Trustees approved facility improvements to MBH including: (1) a permanent tent, restrooms, preparatory kitchen, supplies and equipment, at a cost not to exceed $1.4 million, to be financed through a loan from University funds; (2) the execution of contracts with The Smith Group and Frank Rewold and Sons Construction in connection with the design and performance of the short‑term repairs at MBH, including construction of an adjacent out‑building to house a preparatory kitchen and restrooms and installation of the tent; and (3) the execution of a Marketing, Event Sales, Catering and Banquet Agreement with URI.

Educational Implications: In general, MBH must focus on its core strengths and mission; that is, providing the community with access to and interpretation of the historical and cultural legacy of Matilda R. Wilson and the auto baron age. MBH's goals include:

o
Restoring and preserving MBH structurally;

o
Protecting and properly conserving collections;

o
Increasing and strengthening educational and professional      opportunities for the University's students, faculty and staff and the community through use of MBH's resources;

o
Creating a viable business model to sustain MBH's resources and operations.

Budgetary Implications: The proposed Cultural Center Model budget projects a loss for FY05 and a break‑even performance for FY06.

Personnel Implications: None anticipated for FY06.
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FY06 BUSINESS MODELS
FY06 BUSINESS MODEL ASSUMPTIONS

· The MBH management team analyzed the financial potential of the following business models:

1. A cultural center (current model with museum and food service)

2. A closed facility

3. A museum-only facility (no food service)

4. A cultural center with a year-round tent

· The Museum-Only and Closed Facility models produced the largest estimated annual deficits, $349,000 and $168,000 respectively.

· The Year-Round Tent model required almost $4 million in annual revenue just to break even, largely due to the increased cost of constructing the tent ($3 million construction estimate, or twice the originally presented estimate of $1.5 million).

· The Year-Round Tent model represents the highest risk model, as the university would assume all business risk associated with the capital expenditure and with no guaranteed sales from the caterer.

· The management team recommends that MBH adopt the Cultural Center model.
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        2005/06____

REVENUES

Facility Rental Program
$
1,500,000

Shotwell


150,000

Holiday walk


150,000

Other


101,000

Contributed Income


90,000

Academic & Student program support

82,300

Bad Debt


(10,000)


TOTAL REVENUES
$ 
2,063,300

EXPENSES

Purchases for Resale
$
999,000

Compensation


514,100

Utilities


190,680

Buildings & Grounds


119,501

Administrative


104,200

Holiday Walk


100,000

Marketing


20,000

Programmatic Services

15,000


TOTAL EXPENSES
$
2,062,481
Income/(Loss) before Concours
$ 
819

Add: Concours (net)
$      175,000

NET REVENUE / (LOSS)
$      175,819

Assumptions: 1) MBH's proposed budget estimated facility rental revenue is based on the prior 5‑year average.

2) MBH proposed budget includes increased revenue from academic and administrative areas.

Amount represents facility rental discounts given to the OU community e

3) MBH proposed budget includes a part‑time Director.

4) MBH proposed budget assumes no tent is purchased and the deficit is repaid with future net revenues.

5) MBH budget assumes a 40% gross margin, which is the average for the prior five years.
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EXPENSE DETAIL
Proposed Budget

PURCHASES FOR RESALE:

Museum Store Merchandise


7,000

Cafe Supplies


2,000

Food, liquor, rental equipment


990,000


Total Purchases for Resale
$

999,000

COMPENSATION
$

514,100

UTILITIES

Water; sewage; gas
$

190,680

BUILDINGS & GROUNDS:

Repair & Maintenance Supplies
$

8,475

Maintenance Cleaning Supplies


7,164

Repair & Maint. Contracts & Services


34,410

Telephone Maintenance & Repairs


2,000

Landscaping & Supplies


10,500

Gas & Oil (heating)


1,252

Sanitation Services


7,500

Extermination Services


5,200

University CF&O


43,000


Total Buildings & Grounds
$

119,501

ADMINISTRATIVE:

Office Supplies
$

10,800

Subscription & Books


200

Travel (mileage; meals; registration fees)


3,000

Membership Fees


1,500

Telephone (cell; office)


15,000

Postage




10,000

Mail Services (fedex)


500

Office Equip. Rental & Svc. Agreement


4,000

License (liquor; tax stamp)


3,000

Insurance



56,000

University Health Center


200



Total Administrative
$

104,200

MARKETING
$

20,000

PROGRAMMATIC SERVICES:

Exhibition & Conservation
$ 

15,000
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RECOMMENDATIONS
RECOMMENDATIONS

1)  ADOPTION OF CULTURAL CENTER MODEL

· Meadow Brook Hall management recommends that adoption of the Cultural Center Model.  Under that model, MBH would operate as a public museum and cultural center for the university and the community.  Reasonably priced, “good quality” on-site catering would allow full use of the building for community, corporate and campus activities.  A summer tent would enhance corporate and social event revenue lines.  Operating costs would be offset by both museum and facility rental activity.  

· Focusing on MBH as a cultural center would fulfill Matilda Wilson’s stated wishes for campus and public access to, and enjoyment of, her former home.  

· The record shows historical precedence and support from the university and the Matilda R. Wilson Fund for this operational approach.

· Operating under significantly reduced expenses and with revenue projections based on a five-year historical average, this model offers the best approach to a break-even budget, with potential to support the level of museum activities warranted by the significant national stature of the house.  

· Additionally, the model carries less risk by not borrowing funds to build a potential white elephant (a “permanent” tent-like structure). 

· The permanent-tent model has MBH competing with the Townsend, the Ritz and the Royal Park hotels.  These of course are four-star, fully functioning, round-the-clock facilities with amenities, staff and services far beyond anything Meadow Brook Hall, even with a $3 million tent, could ever hope to achieve.

· On the day it opened this fall, the Royal Park Hotel had 42 weddings booked.  According to its sales staff, that number has increased significantly.  The hotel and its counterparts in the metro area offer flexibility, variety, full-service, lodging right on the premises and permanent buildings – a clear advantage in the winter months in Michigan.

· Meadow Brook Hall is a completely different venue, and to try to make it like a first-class hotel would be a waste of time and resources and simply a mistake.

· The Meadow Brook Hall business model should take advantage of the Hall’s assets – not fight against them.  The Hall is a one-of-a-kind historic property.  Customers are attracted by the historic ambience and architectural beauty.  

· It stands to reason, then, that business should be maximized in the house itself (in rooms where corporate and social activity is appropriate) and larger groups (especially weddings and golf outings) be accommodated in a summer tent.  This level of business makes maximum use of the building itself and resources that can be contained in the house – such as the kitchen and bathrooms.

· And, the attractiveness of the Hall for corporate meetings/events will be enhanced by the improvements taking place as a result of the $7 million restoration/renovation project.  Line items exist in the preservation/restoration project to improve the public bathrooms and the technological infrastructure in the house in support of business and social functions.  

· Finally, a more reasonably priced catering operation would be more suited to serving the OU golf course outing and concessions business. 
2)  FUND RAISING

· Current management of the Hall believes strongly that a permanent operating endowment offers the best solution to operating in the black and ultimately building a maintenance reserve.  Development and Communications & Marketing staffs are currently redrafting the MBH case statement, following the Matilda R. Wilson Fund gift.

· Management also believes that with focused attention, the annual giving program can produce $90,000 a year by FY06 (the program is at a start-up level presently).

· Fund raising at these levels will not be possible unless the Hall is operating on the Cultural Center model, as donors will likely not be interested in supporting a substandard museum operation.

3)  PLAN FOR NET REVENUES

Net revenues from operations would be distributed according to the following formula:

Debt Retirement



50 percent

Endowment




25 percent

Operating (Maintenance) Reserve

25 percent

4)  CHANGE IN CATERING OPERATION

Background
· MBH management has concerns about rising projected tent costs – a tent design on which URI based its approach to MBH sales – and the advisability of building a potential white elephant with no guarantees or assurance of attracting adequate business to support that model. 

· Unique Restaurants, Inc. (URI) sales and sales projections through June 2005, including sales for the first quarter of 2004-05, are significantly under the Hall’s five-year averages, which will negatively impact MBH’s operating deficit. 

· Meeting/conference business from campus clients has been profitable for the Hall over the years.  OU internal business kept the house active during the non-summer months.  But booking Oakland University internal departmental business has not been a high priority of URI.

· Should MBH not build the permanent tent, URI has indicated it will pull out its sales staff and operate MBH as an off-site catering operation.  The interest of URI in selling catering in the house itself (rather than the tent), especially during off-peak months, is thus even more questionable.

· URI sales staff has expressed concerns (their own and clients’) about the disconnect between the appeal of the historic building and the reality of being in a tent “out back.”

· The OU golf course outing business has been negatively impacted by higher pricing from URI – causing golf course management to seek other alternatives than MBH for food-and-beverage service in order to be able to sell outings. 
Recommendations
· Replace the current caterer, Unique Restaurant Incorporated, with a contractor more focused on sales of rooms in the house itself (rather than a permanent tent).  

· Issue an RFP to other catering businesses to service the MBH business effective January 1, 2005 with competitive pricing and benefits to MBH.  Sales/marketing of both the social and corporate business sectors, as well as attraction of OU internal business, will be key factors for MBH in a new contractual arrangement.

· Prepare to contract with a caterer on an interim basis while the RFP process plays out.

· Proceed with bathroom and technology improvements (as part of the $7 million restoration project) to enhance the attractiveness and functionality of Meadow Brook Hall for revenue-producing business.

