
1 
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Copyleft   2013, Henry Norman. No rights reserved. 

The Chinese Mega-Developer Exhibition & Travel Group (ETG) has made a proposal to develop 

Wa’ab (Yap) Islands tourism to an unprecedented level. Unfortunately, ETG refuses to make any 

details of their development plans—the so called ETG “Master Plan”—public, until such time 

that they have secured enough ground lease contracts with Wa’ab Land Owners to make their 

project possible… Or so they say. ETG demands contracts with 99 year terms, with automatic 

extension of yet another 100 years at the end of the “initial 99 year term”… 

As many Wa’ab Land Owners are both hesitant and worried—or should be: ETG, in its Ground 

Lease Agreements, demands the right to do anything they please with/on leased properties!—

about signing a 199-year contract with this PRC-based entrepreneur, with no knowledge of what 

is going to happen to their land, we have a bit of a dilemma: Without the land secured, ETG will 

not give the Wa’ab Land Owners access to their “Master Plan”… Without which, many Wa’ab 

Land Owners are hesitating to sign a leasing contract with ETG! Catch-22! 

This article is an attempt to make some of the numbers and economies involved understandable, 

with some emphasis on the issue of Land Owner Compensation. Hopeful Wa’ab Land Owners 

can then enter into negotiations with ETG knowing the true value of the resource—their ancient 

Wa’ab land—that ETG (in order to make considerable profits!) wants to lease…  

Hundreds of thousands and “millions” and “billions” are concepts very difficult to comprehend, 

and due to the lease terms involved — 99 years — this article overflows with such numbers. Be 

assured, however, that the numbers presented are real—given the base assumptions made, 

which are actually quite conservative!  

Dear Wa’ab Friends and Land Owners: Please do not let ETG take you for that proverbial 

ride… Surely you have to admit that, if ETG stands to make billions of dollars in profits over the 

next century, and the very foundation of these profits is the Wa’ab land that you inherited from 

your ancestors, then surely you are—should be—entitled to a substantial portion of these profits, 

and not only a measly few hundred dollars per month… 

As an “outsider looking in” I can only wish y’all the best of luck! And don’t be suckers! 

Tagaytay Highlands (Philippines), 2013-04-04 

 

Henry Norman 

Independent Researcher  
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Different Developer/Land Owner Agreement Models  

To acquire land needed for resort hotel projects, developers anywhere are looking 

at either (a) Purchase land outright; or (b) Some type of Ground Lease contract. 

As FSM does not allow land ownership by non-FSM citizens, ETG’s only option 

is to enter into some type of Ground Lease contract with the Land Owners, using 

several different ways to determine fair Land Owner compensation: 

 Fixed Lease Income (Rent): With adequate “inflation protection” (for example, 

rent tied to the Consumer Price Index (CPI)), in combination with fixed percent-

age raises at regular intervals (usually 10 years), both parties benefit from knowing 

the income stream/lease expense over time. However, the “ETG model,” locking in 

the rent to a 10 % increase of only the initial rent every 10 years, leaves the Land 

Owner with an ever decreasing rent income (in terms of “purchase power”).
1
 

 Percentage of Appraised Value: Similar to Fixed Lease, but utilizing rent reset 

provisions revaluing the lease based on updated appraisals at regular intervals, 

where the parties negotiate a rent based on a percentage of appraised value. This 

rent is fixed for a negotiated period of time, generally 10 years. At the end of the 

contracted period, a new appraisal is performed, and the appraised value multiplied 

by the contracted percentage rate, yielding the next 10 years rent. This method is 

exclusively tied to appraised land value. 

 Partnership (Revenue Percentage): In many cases, the developer gets to use 

the land for free, paying the Land Owner a percentage of revenue based upon some 

agreed-upon algorithm. As this is more risky for the Land Owner — who may be 

left with nothing during times of depression — but the percentage is often quite 

substantial (up to 12 % of revenue). 

 Combination Fixed Lease/Partnership: This may well be the ideal—“inflation 

protected” and risks and rewards shared between Land Owner and Developer/Op-

erator. Usually, the fixed portion is a number based on minimum earned revenue, 

so that if earned revenue does not reach the minimum level, the fixed portion is all 

the Land Owner receives. If revenue exceeds that minimum, the Land Owner 

gets—in addition to the fixed portion—a percentage of revenue, increasing to from 

2 % to 10 % according to some agreed-upon (carefully negotiated!) algorithm. 

Source: www.hospitalitynet.org (See also: www.hud.gov and www.wcsr.com) 

In this article, the “ETG Model” is analyzed, and lease income compared to what 

the Land Owner would have received with a reasonably negotiated contract, based 

on some method of PPP (Purchase Power Protection). 

                                           

1
 In effect, the worst imaginable “sucker deal,” borderline cheating… But a signed contract is a signed contract! 

Caveat Venditor—“Let the Seller Beware”—as already the old Romans had discovered! 

http://en.wikipedia.org/wiki/Consumer_price_index
http://www.hospitalitynet.org/news/4054151.html
http://www.hud.gov/offices/adm/hudclips/handbooks/hsgh/4465.1/44651c3HSGH.pdf
http://www.wcsr.com/downloads/pdfs/real5.pdf
http://en.wikipedia.org/wiki/Caveat_Emptor#Caveat_venditor
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What Is “Inflation”? 

Economists have debated, agonized and struggled over this monetary phenomenon 

ever since the days of Medici… This is what Wikipedia tells us: 

Inflation is a rise in the level of prices of goods and services in an economy over a 

period of time.
 
When the general price level rises, each unit of currency buys fewer 

goods and services. Consequently, inflation also reflects an erosion in the purchas-

ing power of money—a loss of real value in the internal medium of exchange and 

unit of account within the economy.
 
One measure of price inflation is the inflation 

rate, the annualized percentage change in a general price index (in the U.S., nor-

mally the consumer price index (CPI)) over time. Source: en.wikipedia.org. 

And, in very similar terms, here is what Investopedia tells us: 

Inflation is the rate at which the general level of prices for goods and services is 

rising, and, subsequently, purchasing power is falling. Central banks attempt to stop 

severe inflation, along with severe deflation, in an attempt to keep the excessive 

growth of prices to a minimum. As inflation rises, every dollar will buy a smaller 

percentage of a good. Source: www.investopedia.com (See also this explanatory video clip) 

In a coconutshell: Over time, all stuff tends to get more expensive — in a few 

years, you’ll need more cash to buy a fixed amount of beer. The “speed” by 

which your money loses value is the “inflation rate,” and is measured as a yearly 

percentage. 

 
Table 1: Historical U.S. Inflation Rates 1956-2012 

The primary reason for inflation is that the “money supply” (the amount of cash in 

circulation) increases, with no corresponding increase in the value of goods and 

services — typically, by governments printing excessive amounts of money, and by 

Yearly 

Average

1956 0.40 0.40 0.40 0.70 1.10 1.90 2.20 1.90 1.90 1.21

1960 1.00 1.70 1.70 1.70 1.70 1.70 1.40 1.40 1.00 1.48

Since 1956 1.88 1.94 1.94 2.00 2.00 2.08 2.02 2.02 1.94 1.98

1970 6.20 6.10 5.80 6.10 6.00 6.00 6.00 5.40 5.70 5.92

Since 1956 2.35 2.39 2.42 2.47 2.49 2.53 2.55 2.54 2.57 2.48

1980 13.90 14.20 14.80 14.70 14.40 14.40 13.10 12.90 12.60 13.89

Since 1956 4.42 4.49 4.55 4.60 4.63 4.68 4.67 4.69 4.73 4.61

1990 5.20 5.30 5.20 4.70 4.40 4.70 4.80 5.60 6.20 5.12

Since 1956 4.61 4.63 4.65 4.65 4.65 4.68 4.67 4.70 4.73 4.66

2000 2.70 3.20 3.80 3.10 3.20 3.70 3.70 3.40 3.50 3.37

Since 1956 4.22 4.24 4.26 4.26 4.26 4.28 4.27 4.27 4.28 4.26

2010 2.60 2.10 2.30 2.20 2.00 1.10 1.20 1.10 1.10 1.74

Since 1956 3.92 3.91 3.93 3.93 3.93 3.94 3.93 3.92 3.93 3.93

2011 1.60 2.10 2.70 3.20 3.60 3.60 3.60 3.80 3.90 3.12

2012 2.90 2.90 2.70 2.30 1.70 1.70 1.40 1.70 2.00 2.14

Monthly 

Average
3.86 3.86 3.88 3.89 3.89 3.89 3.88 3.88 3.89 3.88

Historical U.S. Inflation Rates (%) by Month and Year (1956-2012)

http://en.wikipedia.org/wiki/Price_level
http://en.wikipedia.org/wiki/Purchasing_power
http://en.wikipedia.org/wiki/Purchasing_power
http://en.wikipedia.org/wiki/Price_index
http://en.wikipedia.org/wiki/Consumer_price_index
http://en.wikipedia.org/wiki/Inflation
http://www.investopedia.com/terms/i/inflation.asp
http://www.investopedia.com/video/play/what-is-inflation
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financial “paper transactions” where “profits” are extracted — such as Creative 

Bank Financing and Stock/Commodity Exchange transactions — but nothing of 

real value is produced, only  paperwork and bank account numbers… 

The net effect for the “average Joe” is that his paycheck, in real terms (“purchase 

power”), gets smaller over time, unless he gets a raise now and then. For the past 

60 years, on average, if Joe did not get a raise of ~ 3.8% every year, his “real” 

salary has gone down: Using the amount of his monthly paycheck, he can buy a 

lot less stuff now, than he could using a month’s paycheck back in 1960! 

For Wa’ab Land Owners, signing a lease agreement based on the ETG “template,”  

inflation will make her/his lease income (rent) shrink by the rate of inflation (at 

the current rate, by ~ 3.8 % per year). On the other hand, the cost of land, from 

ETG’s point of view, gets lower and lower for every year (by ~ 3.8 % per year)! 

One example: In 1956, a brand new car (Chevrolet Bel Air) cost ~ US$ 3,500. The 

average U.S. inflation rate since 1956 was ~ 3.8 %. To buy a similar car in 2013 

cost about 8.7 times more, ~ $30,000. (Source: www.usinflationcalculator.com) 

 
Table 2: Inflation of New Car Purchase Prices 1956-2012 

The “purchase power” (value of) the U.S. dollar has dropped by 88% in 57 years! 

Translated to land lease income: in order to keep pace with a 3.8% inflation, if you 

get $3,500 in rent per year today, 57 years later your lease income must have in-

creased to at least $29,662 per year (otherwise, you have been swindled!). 

Keeping inflation in mind, let us look at what ETG might have to spend in order to 

build all the fancy hotels and casinos and golf courses, and — maybe more to the 

point — how much ETG will pay for the land, compared to “Hospitality Industry 

standards”! 

1 1957

5 1961

10 1966

15 1971

20 1976

25 1981

30 1986

35 1991

40 1996

45 2001

50 2006

55 2011

57 2013

$12 811

Year Cost (Similar Car)

$3 500

Purchase Power      

(% of 1957 $ value)

27

33

40

$10 585

$8 747

$7 227

$5 972

$29 662

$27 482

$22 708

$18 763

$15 504

12

13

15

19

23

100

$4 934

$4 077

48

59

71

86

http://www.usinflationcalculator.com/inflation/historical-inflation-rates
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Estimating Resort Hotel Development Costs 

To get a starting point, Table 3 shows the result of an industry-wide research done 

by William L. Haralson & Associates, Inc. (WLHA), an economics consulting 

firm specializing in feasibility studies and master planning.  

Average Budget Cost Allocation (All Hotel Types) 

Percent Major Cost Categories 

15 Land Cost (LC) 

12 Development & “Soft” Costs (D&SC) 

57 Site Improvement & Building Construction (SI&BC) 

12 Furniture, Fixtures & Equipment (FF&E) 

5 Pre-Opening & Working Capital (PO&WC) 

100 Total Project Cost (TPC) 

Table 3: Average Budget Cost Allocations (All Hotel Types) 

Make a note of the average cost of land—the commodity that ETG desires, and 

which you, as a Wa’ab landowner can provide—is a whopping 15 % of the Total 

Project Cost (TPC)! 

 
Table 4: Typical Hotel Development Costs (HVS Hotel Development Cost Survey 2011/12.  Costs are US$ per key)) 

ETG prides themselves with only developing high end luxury resorts. That makes 

things easy: we only need to consider the “Luxury & Resorts” category! Looking 

at the numbers in Table 4, we find that “Luxury & Resorts” have, on average, a 

LC D&SC SI&BC FF&E PO&WC

Low 4 500 300 13 500 2 900 800 22 000

High 7 200 3 300 44 400 12 700 5 300 72 900

Average 6 700 1 200 31 700 6 400 2 400 48 400

TPC % 13 3 63 15 6 100

Low 5 600 1 400 27 900 4 600 1 000 40 500

High 35 000 41 700 154 100 20 700 12 300 263 800

Average 13 000 9 000 65 400 10 800 3 600 101 800

TPC % 13 13 61 9 4 100

Low 8 100 3 600 52 500 11 600 2 300 78 100

High 89 500 72 900 224 400 40 400 22 900 450 100

Average 19 500 16 100 110 100 20 200 6 200 172 100

TPC % 17 13 55 11 4 100

Low 17 900 26 500 142 800 36 400 5 500 229 100

High 137 500 144 700 285 900 104 600 28 500 701 200

Average 48 500 60 500 202 100 52 000 12 400 375 500

TPC % 15 18 48 15 4 100

Economy

Hotel Development Costs

Hotel 

Type

Major Cost Categories Total 

Project 

Cost

Mid-Price

Upscale

Luxury & Resorts

http://www.wlha-inc.com/
http://www.hvs.com/Content/3235.pdf
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cost “per key” (this is hospitality industry jargon, meaning “per hotel room”) of 

$375,500, and a “high end” cost per key of $701,200. As I want to be conservative 

in my estimates — in order to avoid presenting a skewed picture of the financing 

involved — in this article (and in its accompanying Excel worksheets) I have as-

sumed an ETG “per key” cost of US$ 350,000 for their proposed Yap Paradise 

Islands Resort hotels. If you think that this is a lot, check out the numbers for the 

Baha Mar resort, where the developer’s land cost is almost 400 times more than 

what ETG figures that Wa’ab land is worth! 

Baha Mar is a resort under construction in the Bahamas, with amenities including 

four hotels (2,200 rooms), 307 private residences, a 9,300 m
2
 casino, and a golf 

course (design: Jack Nicklaus), on ~ 240 hectares (2,400,000 m
2
). Budgeted to 

US$ 3,500,000,000 (average US$ 1,250,000 per key!
2
 (at a land cost of 15 % of 

the TPC, ~ US$ 215/m
2
)). Financed by China Ex-Im Bank, and built by China 

Construction of America (CCA) — ground broken on 2011-02-21 — the Baha 

Mar Resort is slated to open in December 2014. Source: www.caribjournal.com 

Note also that I have only included hotel cost estimates in this article: No golf 

courses, no casinos, no waste management systems, no sewage processing plants, 

no power station, no airport extension, no harbor extension, no marinas, no exhibi-

tion center, no schools, no hospitals, no roads, no bridges, no “water park,” no other 

things that ETG has “generously promised” (in non-committing “brochures” and 

“project summary” documents). Making a wild guess, considering the extreme lo-

gistics difficulties with building on a remote island, the cost of all these things tak-

en together would probably add more than US$ 4 billion to the cost. 

Fair enough? 

 
Table 5: Wa’ab/ETG “International Luxury Standard” Resort Hotel Development Cost Estimates 

Table 5 shows the ETG/Wa’ab developments costs, allocated as outlined in Table 4 

(above), assuming development of 1,500 rooms, at US$ 350,000/key: the ETG 

project investors (China Ex-Im Bank?) will have to finance ~ US$ 525 million.  

                                           

2
 Assuming that building 350 private residences will cost ~ $500,000 each, the casino ~ $100 million, and the golf 

course ~ $3.5 million, this “per key” cost is more than twice that of an “High Up-Scale Luxury Resort Hotel”! 

LC D&SC SI&BC FF&E PO&WC TPC

77.4 602

32.2 557

350 000

1 500

Wa'ab/ETG Cost Allocation (× $1,000,000)

With (Normal) Land Cost ~ 15 % of Development

Wa'ab (99 Year Lease) Land Cost ~ 5.8 % of Total

Number of Keys (Rooms)

Cost per Key, Assuming "Mid-Level Luxury" Resort Hotels (US$)

27.173.8341.970.8

ETG Savings (Wa'ab Land Owners Loss, US$)

77 437 500

Total Wa'ab/ETG Hotel Development Cost, Land Cost Excluded (US$)

"Normal" Land Cost, ~ 15% of Development Cost  (US$)

525 000 000

Wa'ab/ETG "International Luxury Standard" Resort Hotels

45 272 710 (Land Cost 5.77% of TPC)

http://www.caribjournal.com/2013/02/26/construction-at-bahamas-baha-mar-resort-project-reaches-midpoint/
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Note the “industry average” land cost budget for a development on this size: 15% 

of  525 megabucks is ~ $78 million. With the average rent of 51 cents per m
2
 per 

year offered by ETG, the cumulative cost of land in the ETG/ Wa’ab case is only 

~ $32 million, over 99 years, all in 2013 dollar value! As we shall see below, in 

order to keep the same “purchase power” over the years for the Land Owner, the 

total rent over 99 years should have been US$ 151,340,359! 

This means: due to the continuously depreciating dollar value, Wa’ab 

Land Owners will be cheated (yes: cheated!) out of no less than US$ 

119 million over the course of 99 years!  

Please remember that, since ETG has not published any data at all about what 

they have planned for Wa’ab — in itself a rather strange fact — all numbers given 

are my extrapolations, using data from similar projects and from statistics found 

on the Internet, as published by the hospitality industry! 

A close ally of ETG, the InterContinental Hotels Group (IHG) — this company 

has been named by ETG as one of the operators of their Wa’ab resorts — began the 

development of a luxury hotel in Lhasa (Tibet) a few years back, to the tune of the 

following numbers: 

In 2010, the InterContinental Hotels Group (IHG) broke ground for a 212,000 m² 

2,000 room hotel (average 106 m
2
/room) accommodating > 3,800 guests, called 

the InterContinental Resort Lhasa Paradise, budgeted to US$ 241,319,900 (av-

erage cost $120,700 per key
3
) to develop. Source: www.etravelblackboardasia.com 

 

  

                                           

3
 About thirteen times less “per key” than the Baha Mar resort! Lower labor cost? Lower land cost? 

http://www.etravelblackboardasia.com/article.asp?nav=1&id=68688
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How Much Land Is Required For 1,500 Hotel Rooms? 

In order to get some input numbers to use in my Excel worksheets (ETG and their 

Wa’ab representative, Mr. Gang Yang, has so far declined answering questions 

about how many hotels are planned (for a total of 1,500 rooms) or the size of the 

planned hotels), I have chosen the numbers shown in Table 6, below (green fields). 

Required room space reference: The Lhasa Paradise Resort (2,000 rooms) is 

built on 202,000 m
2
, for an average of 100 m

2
/key. The same algorithm as used 

here yields an average room size of ~ 75 m
2
/key. 

The Excel worksheets were designed to make it easy to experiment with different 

input numbers, and I encourage the reader to download the Excel workbook — to 

verify my calculations, or to find errors (there may be one or two…). 

 
Table 6: Hotel “Footprint” Size Parameters 

Known: the number of rooms (1,500) and that ETG plans high-end luxury resort 

hotels. I have made the assumption that the average floor space for a luxury resort 

room will be (at least) 75 m
2
. With these two numbers as a base, and assuming that 

ETG does not have one single huge resort in plan, my calculations are based on 

these assumptions: Three hotels, five “room floors” each, 100 rooms per floor, 

with the floor space requirements as roughly outlined in Table 7: 

 
Table 7: Estimated Land Area (m

2
) Needed For One Hotel 

In Table 7, the Rooms number is the Room Size (m2) number multiplied by the  

Rooms Per Floor number (both from Table 6). 

The Rooms/3 number is a “fudge factor” allowing for the floor space which is not 

part of guest room space (corridors, atriums, utility space, etc.), and is simply the 

Rooms number (in m
2
) divided by 3. 

The Footprint number is the sum of the Rooms and Rooms/3 numbers. 

The Footprint×5 number is the Footprint number, multiplied by 5.  

Room Size 

(m2)

Rooms      

Per Hotel

Rooms      

Per Floor

Hotel Floors 

Needed

Hotels 

Needed

75 500 100 5 3

Hotel "Footprint" Size Parameters

Rooms 7 500

Rooms/3 2 500

Footprint 10 000

Footprint×5 50 000

Land Area Needed              

(One Hotel, m2 Estimate)
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To visualize what the Footprint×5 number — 50,000 m
2 

— represents, Figure 1 

shows a simplified view of how a hotel with a 10,000 m
2
 “hotel footprint” might be 

placed upon 50,000 m
2
 land leased from Wa’ab Land Owners: 

 
Figure 1: Assumed Average Proportional Hotel Land Utilization 

The green area hosts things like swimming pools, parking lots, gardens, gazebos, al 

fresco restaurants, and what not. Since FSM President Manny Mori have told us
4
 

that ETG no longer plans any casinos or golf courses, 50,000 m
2
 for one five-storey 

hotel with 500 rooms (100 rooms per floor) seems reasonable.
5
 

How to Estimate Hotel Average Daily Room Rate (ADR) 

In the planning/development stages, the Hospitality Industry uses several different 

approaches when it comes to determining the Average Daily Rate (ADR):
6
 

1) Cost Approach: Starts with finding all daily expenses per room occupied, and 

continues with several calculation methods to arrive at a daily rate. 

2) Market Conditions: Looks at geographically comparable hotels, see what they 

are charging for the same product, and “charge what the market will accept.” 

3) “Hubbart Formula”: A complex algorithm using operating costs, desired 

profits, and expected number of rooms sold (see www.scribd.com). 

4) “Rule of thumb”: The rule is: $1 for each $1,000 of TPC, assuming a 70 % 

occupancy rate. Note that this does not consider revenue contribution from 

any other facilities (restaurants, bars, catering, services, concessions, etc.). 

As I know next to nothing about the intricacies of running a luxury resort hotel, and 

since the “Rule of Thumb” approach is commonly used for estimating room rates 

for new development projects,  method #4 is what I use in this article. 

                                           

4
 Source: FSM President Emanuel “Manny” Mori’s Record of Meetings in Yap State, 2013-01-20 to 01-23.  

5
 From activities seen so far (2013-04-01), it appears as if ETG wants to lease much more land than 150,000 m

2
… 

This is rather strange, but I am sure that Mr. Gang Yang will give us updated real numbers in the near future! 
6
 Source: www.tourism.bilkent.edu.tr 

http://www.scribd.com/doc/52233737/The-Hubbart-Formula
http://fsmpio.fm/egt_yap/etg_yap.pdf
http://www.tourism.bilkent.edu.tr/~jamel/RDM/Pricing.doc
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The “Yap Paradise” Resorts, and ETG’s Cost of Land 

Land cost reference: One Wa’ab Land Owner has signed a lease with ETG for 

$150/month, for a parcel of land sized 292 m
2
 (outrageously low, IMO), calculated 

as $150/292 = $ 0.51/m
2
. As I have no other value to use, it will have to do until 

ETG publishes their “preferred” land cost per m
2
! 

Construction Cost Per Room reference: I have (quite arbitrarily) taken 6.66 %
7
 

less than the average per room cost for the type of high-end luxury resort that 

ETG intends to develop in Wa’ab, from Table 4 (above), US$ 350,000.
8
 

Given the two known numbers (ETG plans to build 1,500 hotel rooms; ETG leases 

land in Wa’ab at US$ 0.51 per m
2
) plus the assumed numbers (construction cost 

per luxury resort hotel room, US$ 350,000; Total land needed for construction of 

1,500 hotel rooms: 150,000 m
2
 (Table 6 and Table 7)), the total development cost, 

excluding the cost of Wa’ab land, can be computed as shown in Table 8: 

 
Table 8: Total ETG Project Development Cost Parameters 

ETG’s land acquisition cost—the difference between Total Project Cost and Total 

Cost Excluding Land—comes out to US$ 32,259,641, paid in annual installments 

of US$ 325,855 (average) over 99 years, as shown in Table 9. This represents a 

mere 5.8 % of the Total Project Cost (TPC), where the average in the Hospitality 

Industry is 15 % of TPC! ETG is virtually given the land for free… 

 
Table 9: ETG 99 Year Land Lease Cost (US$) 

It is at this point worth repeating that the numbers shown in Table 9 represents the 

2013 dollar value: The ETG leasing model offers no “Purchase Power Protection” 

for the Land Owner! In order to be fair to the Land Owners, to let them retain the 

same real value over the years, ETG’s annual installments should be no less than 

US$ 1,528,690 (average), over 99 years (for details, please see Table 11, below)! 

                                           

7
 666 is the value known as “the number of the beast”… 

8
 The Lhasa Paradise Resort (2,000 rooms) cost an estimated CNY 1,500,000,000 (US$ 241,530,000), for an aver-

age of  US$ 121,000 per key. It seems reasonable to assume that construction cost on Yap will run to at least three 

times this number, still well below “industry standard” for luxury resort hotels.  

Per Room m2 Total m2

1 500 350 000 525 000 000 100 150 000 0.51 557 259 641

Total Cost 

Excluding 

Land (US$)

Land Cost 

Per m2 (US$) 

Number of 

Hotel Rooms

Total Project 

Cost (TPC)

Total Project Cost (Coarse Estimates) Parameters

Cost Per 

Room (US$)

Hotel Land Needed

Monthly
Yearly 

Average

Total Land 

Cost (99 Yr)
%  Of TPC

76 500 325 855 32 259 641 5.79

ETG 99 Year Land Lease Cost (US$)
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Revenue, Profits, and Lease (Rent) Payments 

Another Hospitality Industry “Rule of Thumb,” for estimating what the daily room 

rate should be in order to make a reasonable profit (at 70 % occupancy), is:  

$1 for every $1,000 of  room construction cost.
9
 

In my Excel computations, that comes out to $350 per night. As explained earlier, 

the number of rooms ETG is planning is 1,500. In order to estimate (predict?) fu-

ture revenue and future costs, I have also figured that room rates will increase over 

time. For a hotel to make a profit, it is common in the industry to figure on an aver-

age “occupancy rate” (percentage of available rooms generating revenue) between 

65 to 75 percent. Revenue predictions also figure that there will be, on average, 1.4 

paying guests in each occupied room. Table 10 shows the “input numbers” I chose 

for the Excel worksheets: 

 
Table 10: Hotel Revenue Fundamentals 

In the accompanying Excel worksheets, fields shaded green are all input fields, and 

when these numbers are changed, all tables are automatically recalculated, so it is 

very easy to see the effect of changing one or more of my assumptions. 

Table 11 (next page) shows the differences between Land Owner’s rent income, 

depending on what terms they have negotiated with ETG. The base values used are 

again based on the hypothetical lease of 150,000 m
2
 for each hotel, with a land 

cost of 51 cents per m
2
, and assuming a future average annual inflation of 3.5 % 

(0.38 % less than the average over the past 60 years).
10

 

The column Lease Income (ETG Terms) is calculated using the terms in ETG’s 

“Lease Agreement Template”: A fixed annual payment of US$ 918,000, with a 

10 % increase of the initial rent (non-cumulative) every 10 years.  

Over the course of 99 years, ETG/OPP will have paid Wa’ab Land Owners a total 

of US$ 32.3 million, representing only 5.8 % of TPC (TPC = US$ 557,259,641 

(US$ 525 million, assuming a construction cost of US$ 350,000 per room, plus the 

total cost of land over 99 years, US$ 32,259,641)).  

                                           

9
 Source: www.tourism.bilkent.edu.tr (Word document) 

10
 Note that these numbers are conservative: the average inflation rate for the next few decades may well be higher! 

Number of 

Rooms
ADR (US$)

Annual 

Increase
Rooms Per Key

1 500 350 1.5% 65% 1.4

OccupancyRooms & Rates

Hotel Revenue Fundamentals

http://www.tourism.bilkent.edu.tr/~jamel/RDM/Pricing.doc
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There are two rather important things to keep in mind here: 

1) “Normal” resort development budgets allocate from 10 % to 15 % of TPC for 

land cost. On ETG’s terms, they “save” 9.2 % of TPC (over 50 million dollars!) 

2) ETG/OPP are paying the cost of land over 99 years, in ever more inflated dollar 

values—in real terms, for every year that passes, the ETG lease cost goes down! 

In other words, Wa’ab Land Owners who accept the ETG “leasing agreement 

template” terms will become subject to a “double-whammy” cheat!   

 
Table 11: ”ETG Model” Ground Lease Income Analysis 

The column Increase To Stay Even (with the 2013 “money value”) shows how 

much the Land Owner loses in “purchase power” over the years (the Loss column 

shows percentages, and column Retain Equal Income Value shows total amounts): 

the difference is quite substantial — an average of US$ 600,000 per year is lost to 

inflation, for a grand total of about US$ 150 million! 

No wonder that ETG wants to strike individual deals with Wa’ab land owners, ra-

ther than having to deal with a “Land Owner Alliance”! Divided, you lose! 

The difference is even more dramatic when taking an average annual inflation of 

3.5 % into account: The Keep Pace With Inflation column shows that, with “infla-

tion protection,” ETG/OPP would have to cough up over $USD 7.9 million per 

year! And at the rate that the U.S. Federal Reserve is currently printing money, the 

inflation rate is poised to increase dramatically in the near future! 

This dramatic effect of inflation is the primary reason that the more common prac-

tice in the Hospitality Industry is that the Developer gets to use the land resources 

for a nominal fee, and that most of the Land Owner’s compensation is in the form 

of some percentage — sometimes as high as 10% — of the Operator net revenue 

(or of net profit): It all comes down to market knowledge and negotiating skills! 

US$ % US$ %
Retain Equal 

Income Value
Loss

Keep Pace 

With Inflation

1 918 000 100 918 000 918 000

10 666 175 73 251 825 27 1 169 825 6% 1 251 140

20 516 607 56 401 393 44 1 319 393 25% 1 764 856

30 400 620 44 517 380 56 1 435 380 42% 2 489 504

40 310 674 34 607 326 66 1 525 326 57% 3 511 691

50 240 922 26 677 078 74 1 595 078 68% 4 953 587

60 186 831 20 731 169 80 1 649 169 76% 6 987 524

Area (m
2
) 70 144 884 16 773 116 84 1 691 116 83% 9 856 593

150 000 80 112 355 12 805 645 88 1 723 645 88% 13 903 698

US$/m
2 90 87 129 9 830 871 91 1 748 871 91% 19 612 539

0.51 100 67 567 7 850 433 93 1 768 433 94% 27 665 423

151 340 359 81% 791 877 501

1 528 690 92% 7 998 763601 418325 855

76 500

3.50

Initial 

Yearly 

Rent (US$)

918 000

59 540 35932 259 641

Lease Income Needed To:

Totals (Over 99 Years)

Annual Average (99 Years)

Initial 

Monthly 

Rent (US$)

Annual 

Inflation 

Rate (%)

Year

Lease Income 

(ETG Terms)

Increase To 

Stay Even
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How small the amounts are, that ETG has to pay for the use of the valuable Wa’ab 

Land Owner’s resources (on ETG’s outrageous terms) becomes even more clear 

when looking at Table 12  and Table 13 (below):   

ETG/OPP Revenue to Land Cost Percentages 

Year 
Revenue | Profit  

US$ Million  

(US$ Million) 

ETG   
Terms 

Equal   
Value 

With 
Inflation 

1 174 35 0.53 

10 199 40 0.33 0.59 0.63 

20 231 46 0.22 0.57 0.76 

30 269 54 0.15 0.53 0.93 

40 312 62 0.10 0.49 1.13 

50 362 72 0.07 0.44 1.37 

60 420 84 0.04 0.39 1.66 

70 487 97 0.03 0.35 2.02 

80 565 113 0.02 0.30 2.46 

90 656 131 0.01 0.27 2.99 

100 761 152 0.01 0.23 3.63 

Total 
(99 Years) 

39 898 7 980 0.08 0.38 1.98 

Annual 
Average 

399 80 0.13 0.43 1.62 

Table 12:  ETG/OPP Revenue, Profit vs. Cost of Land 

 
Table 13: Lease Income For Wa’ab Land Owners 

Note: The three Table 13 rows, top 

down, are the values for columns With 

Inflation, Equal Value, and ETG 

Terms, respectively (from Table 12): 

The amounts paid to each of (as-

sumed) 300 Land Owners, to each an 

equal share. Your mileage may differ… 

Assuming a profit margin of 20 % of room revenue alone, and assuming a 65 % 

room occupancy (with 1.4 paying guests per room), and an average annual increase 

of the Average Daily Room rate (ADR) of 1.5 %, the left column under Revenue 

and Profit represents revenue, and the right column represents profit.  

These are numbers that ETG doesn’t want you to know! Even with the most costly 

option (for ETG), namely to pay a fair “inflation protection” to Land Owners, their 

total cost of Wa’ab land is still less than 2 % of revenue!    Don’t be a loser! 

As you can see, ETG and their OPPs are expecting to make quite a lot of money, 

and one very important reason they can make so much money is that they will pay 

a very low amount for the use of Wa’ab land! Usually, in business, a store owner 

must pay a higher rent if the Landlord knows that the store will make lots of mon-

ey, and this of course makes sense — As the Land Owner, you are entitled to a 

percentage of the income that the use of your land makes possible, for ETG/OPP! 

The numbers presented in this article should give every Wa’ab Land Owner with a 

sense of what is fair and reasonable some pause… I hope!  

Any developer/operator that can leave the negotiation table with the total land cost 

representing only one percent of future revenue (or only five percent of future 

profits) would be ecstatic! Not only would this provide adequate “inflation protec-

tion” for the Land Owner, it would also divide the risks: in leaner times, if actual 

revenue falls below predicted revenue, the Land Owner would receive less income. 

Fair and square! Sometimes also referred to as “Win-Win”… 

Year Month Profit Revenue

26 663 2 222 9.92 2.0

5 096 425 1.90 0.4

1 086 91 0.40 0.1

Percent of ETG

300

Lease Income For Wa'ab Land Owners

Share (US$) Per# of 

Lessors
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Conclusions  

In my view, the most important conclusion to arrive at from looking at the numbers 

as presented in this article is this: 

Yap Land Owners should ideally organize themselves as a corporation, where all 

shares in the corporation are divided among the members according to parcel sizes. 

The negotiating partners would then be the corporation and ETG, with lawyers 

from the corporation negotiate collectively for all the members. ETG would have 

one monthly bill to pay—to the corporation—and the amount of the bill divided 

among individual shareholders as, for example: 

( monthly lease amount / total number of shares * number of shares owned ). 

To have individual Wa’ab Land Owners negotiate individually with ETG, one by 

one, will very likely lead to much worse individual deals, the values of which 

would also depend to a great extent on the ability of the individual Land Owner to 

retain qualified, knowledgeable and Ground Leasing experienced legal counsel. 

The numbers in this article only represent cost/revenue predictions (or estimates) 

from hotel operations, assuming three hotels of 500 rooms each, and that each 

hotel requires 50,000 m
2
 of Wa’ab land (total land area: 150,000 m

2
). However, it 

appears as if ETG is trying to secure land lease contracts for considerably more 

than this! So, unless ETG hopes to spend considerably less than 50 cents per square 

meter, they may have to pay very large cumulative rent amounts every year… 

How do they intend to balance these expenditures? By what income? As I see it, the 

conclusion is that ETG is planning something that is yet to be disclosed to the 

public! Maybe one or two casinos
11

 (or more), maybe to sell Wa’ab real-estate to 

foreigners,
12

 in the form of luxury villas, timeshare condominiums, and maybe 

something else altogether… 

If so, the only conclusion — that I can come up with — is that ETG has already 

been promised changes in Yap State Law
13

 to accommodate these aspects of 

the business idea behind their “Yap Paradise Islands Resort” project… And it 

would not surprise me if some individuals have already been handsomely paid, to 

expedite such law changes.  

Not much about this “ETG Proposal” makes any sense at all. However, I am still 

convinced that a majority of the People of Yap State will “see the light” eventually, 

and take appropriate action to prevent the whole thing from even getting started. If 

this article, in some small way, contributes to preventing ETG from ever breaking 

any ground in Yap State, I would be happy. But that’s me… 

                                           

11
 In spite of the fact that gambling is illegal in Yap State…  

12
 In spite of the fact that foreigners cannot own title to Wa’ab land… 

13
 See “Cooperative Investment Agreement” Section V (5.1 Approval and Consent, and 5.2 New Laws)! 
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Guide on Excel Workbook Usage  

The numbers assumed throughout this article (used as “default” (green shaded) 

values in the accompanying Excel work books) are: 

Value Unit Value Assumed For: 

1,500 

# 

 Number of hotel rooms ETG plans to develop 

100  Number of rooms (per floor) 

500  Number of rooms (per resort/hotel) 

5  Number of room floors (per resort/hotel) 

3  Number of hotels to be built 

75 

m
2
 

 Average size of luxury resort hotel rooms  

50,000  Approximate land area required (per resort/hotel) 

150,000  Total hotel land area required 

0.51 
US$ 

 ETG’s land lease cost, per square meter (m
2
) 

350,000  Average construction cost (per resort/hotel room) 

3.5 %  Predicted future annual inflation rate 

99 (+100) Year  Ground Lease duration 

The Excel workbook (file name: Resort Hotel Development Costs .xlsx) consists of 

five different worksheets, with the following separate functions: 

(1) U.S. Inflation 1956-2012: This sheet shows the actual U.S. average inflation 

rate for the time period 1956 through 2012, with averages shown per month 

per year per decade (10 year period). Base for Table 1 in the article. 

(2) Inflation Example (Car Cost): This sheet is included as an actual example of 

the effect of the U.S. inflation rate from 1956 through 2012—A new car cost 

about US$ 3,500 in 1956, this sheet shows why a similar car cost over eight 

times more to buy in 2013. Experiment with different inputs (shaded green): 

Cost of Car, and Annual Inflation (%))! Base for Table 2 in the article. 

(3) Project Cost Allocations: This worksheet is the base for Table 3, Table 4, and 

Table 5 in the article. Two input fields can be changed (shaded green), to see 

what difference those numbers make: Number of Keys, and Cost Per Key. 

(4) Hotel Development Cost: This worksheet is the base for Table 6, Table 7,  

Table 8, and Table 9 in the article. Six input fields can be changed (shaded 

green), to see what difference those numbers make: Number of Hotel Rooms, 

Cost Per Room, Land Cost Per m2 (US$), Room Size (m2), Rooms Per Hotel, 

and Rooms Per Floor.  

(5) ETG “Template” Lease Terms: This is the “main” work sheet, with most of 

the data lines “hidden” (from view—to see hidden data, select two surround-

ing lines, then left-click on the so selected lines and select Unhide in the drop-
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down menu that appears. The numbers in this table are mainly derived from the 

lower right table in this sheet, titled Hotel Revenue Fundamentals (see below). 

Input (shaded green) to the Hotel Revenue Fundamentals table are: Number Of 

Rooms, ADR (Average Daily Rate), Annual Increase (%), Rooms, and Per Key 

(the last two values are located under Occupancy). 

Input (shaded green) to the upper left table (Table 11 in the article) are Initial 

Monthly Rent, Area (m2), and Annual Inflation Rate (%). Experiment with 

these values! You may be surprised to find out what a big difference a fraction 

of a percent (or fraction of a dollar) makes! 

Input (shaded green) to the Lease Income For Wa’ab Land Owners table (Table 

13 in the article) is # of Lessors (the number of Land Owners to share the lease 

income, assuming that every Land Owner gets an equal size pie slice, which is 

less than likely).
14

 

Tip: If you are an individual Land Owner, with your own lease contract signed 

with ETG, plug in your numbers (Area (m2) and Initial Monthly Rent (US$)), 

and set the # of Lessors field to 1: This will show how much your monthly 

(and yearly) income will be under the ETG “template” terms (third row down), 

what you should have received in order to ensure “equal value” over the years 

(second row down), and what you should have received if your contract had 

some form of “inflation protection (first row). Check it out! 

 

 

 

Disclaimer: 

I have spent a lot of time checking and double-checking all the numbers used and 

assumptions made in this article. However, I cannot guarantee that no errors, of 

any kind, exist in this “maze of tables”… I strongly encourage all those interested 

to play around with these Excel worksheets, and please report back to me if you 

find errors or misunderstandings (or if you have questions)!  

My email address is henry.ko.norman@gmail.com. 

 

                                           

14
 This table was included to get a feel for how large (or small) the monthly and yearly income would be for an indi-

vidual Land Owner. 

mailto:henry.ko.norman@gmail.com

