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EXTENSION OF CHARTWELLS FOOD SERVICE CONTRACT
AND RENOVATION TO VANDENBERG DINING CENTER
 Division/Department:

Student Affairs/University Housing

Summary:

On June 5, 2002, the Board of Trustees approved a five-year contract with Compass Group North America-Chartwells Division (Chartwells) to provide campus food service.   In that contract Chartwells provided $1,341,000 in capital investment to the University.  They also pre-paid five years commission income, which totaled $1,250,000 or $250,000 per year.  The initial financial investment from Chartwells was $2,591,000.  Their capital investment was used to fund a portion of the Oakland Center expansion.

Chartwells has now proposed additional capital investment and commission dollars contingent on a seven-year extension of the existing contract to the year 2014.  A proposed $1.5 million capital investment is primarily for a major renovation of the University’s board operation in Vandenberg Dining Center, $1.3 million.  However, a portion of their investment, $200,000, is designated to replace some current retail food vendors in the Pioneer Food Court at the Oakland Center.  The specifics of Chartwell’s financial proposal are as follows:

· Capital investment of $1,300,000 in Spring 2005 for Vandenberg renovation; 
· Capital investment of $200,000 in Spring 2006 to replace some current retail food vendors in Pioneer Food Court; and
· Two years commission income at $250,000 plus five years commission income at $280,000 for a total amount of $1.9 million, with $1,340,000 paid in 2008 and 
$560,000 paid in 2013. 

The total proposed financial investment is $3.4 million.  Other than the new financial provisions and seven-year extension, the terms and conditions of the current contract will not change.  The current contract permits Chartwells to amortize their capital investment over 10 years, through 2012.   The proposed extension will permit the existing and additional capital investment to be amortized beginning in FY 2005 for 10 years, through 2015. 
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The University has not conducted a formal bid process and did not issue a request for proposals for a new food service contract.  This recommendation to extend the Chartwells contract is based on three factors:  

First, the proposed financial terms reflect a financial return commensurate with Chartwells’ anticipated market growth on campus.  Chartwells’ food service sales decreased in 2003, the first year of the contract, due primarily to the Oakland Center renovation.  Sales rebounded in 2004, and are expected to increase by approximately 3%.  The proposed increase in commission income beginning in 2010 reflects the expectation that sales will continue to increase each year.  Commission income in 2004 reflected around 12% of retail and catering sales.  With expected growth, annual commission income will reflect between 10.5% and 12% of retail and catering sales.  When the University bid the contract in 2002, the competitive commission proposals ranged from 6% to 9% of sales.  The annual commission increase from $250,000 to $280,000 during the last five contract years represents a 12% increase.  Moreover, the capital investment is $159,000 more than in the current contract. 

Second, there are limited options in campus food service providers with just three major firms in the business.  It is unlikely that the University would contract with ARAMARK after the dissatisfaction of the recent past, and Sodexho board plans are typically priced at a level that significantly drive up board rates.  The campus has been satisfied with Chartwells’ performance and, furthermore, they can complete the renovation in the timeframe required and for the stated amount of $1.5 million. 

Third, the use of Chartwells’ capital to renovate Vandenberg and replace some current retail food vendors at the Pioneer Food Court enables the University to keep room and board rates at the Board of Trustees conditionally-approved increase for 2005-2006 of 5%.  This plan also leaves Housing in a better position to pay for other needed renovations in room and board rate increases.     
An amendment to the Food Service Agreement will be reviewed and approved by the Office of the General Counsel prior to execution and will be in compliance with the law and University policies and regulations and will conform to the legal standards and policies of the Board of Trustees.
Action to be Requested at Next Formal Board Meeting:

The Vice President for Student Affairs will ask the Board of Trustees to approve an extension to the current Chartwells food service contract to include the financial terms mentioned above and extend the term of the contract seven years.  
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In addition, the Vice President for Student Affairs will ask the Board of Trustees for 
approval of the final design of the Vandenberg Dining Room renovation plan.  The construction will be contracted for by Chartwells, and Campus Facilities and Operations will approve and oversee the construction.  
Previous Board Action:

On June 5, 2002, the Board of Trustees approved a five-year contract with Compass Group North America-Chartwells Division (Chartwells) to provide campus food service.   In that contract Chartwells provided $1,341,000 in capital investment to the University.  They also pre-paid five years commission income, which totaled $1,250,000 or $250,000 per year.  The initial financial investment from Chartwells was $2,591,000.  
Educational Implications:

Vandenberg cafeteria is supported by one kitchen where preparation and cooking occurs in an out-of-sight galley style production system.  Students are served via steam lines.  The renovation will address significant changes in student eating habits and dining preferences and will allow for late evening food service and facility use.  Students accustomed to retail style food programs want made-to-order and fresh food and longer operation hours.  These are critical elements of student satisfaction with campus food service programs and of the University’s ability to attract and retain students who want to live on campus. 

Budgetary Implications:

Chartwells’ financial proposal enables University Housing to complete a major renovation project without increasing its projected Fiscal Year 2006 room and board rate.  Therefore, University Housing retains capacity within room and board rates to pay for future capital expenditures.  Further, the renovated facility will attract more on-campus students.  When the University negotiates the yearly meal rate with the vendor, the annual cost is calculated based on the number of students in the halls.
Personnel Implications:

None.
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Attachments:

A.  
Draft April 6, 2005 Board of Trustees Formal Session Item on Extension of Chartwells Food Service Contract and Renovation to Vandenberg Dining Center
Reviewed by Vice President Mary Beth Snyder

___________










(Please initial)

Reviewed by Secretary Victor A. Zambardi:


___________










(Please initial)

Reviewed by President Gary D. Russi:


___________










(Please initial)
Agendum

Oakland University

Board of Trustees

April 6, 2005

APPROVAL OF EXTENSION OF CHARTWELLS FOOD SERVICE CONTRACT

AND RENOVATION TO VANDENBERG DINING CENTER
A Recommendation 

Introduction

On June 5, 2002, the Board of Trustees approved a five-year contract with Compass Group North America-Chartwells Division (Chartwells) to provide campus food service.   In that contract Chartwells provided $1,341,000 in capital investment to the University.  They also pre-paid five years commission income, which totaled $1,250,000 or $250,000 per year.  The initial financial investment from Chartwells was $2,591,000.  Their capital investment was used to fund a portion of the Oakland Center expansion.

Chartwells has now proposed additional capital investment and commission dollars contingent on a seven-year extension of the existing contract to the year 2014.  A proposed $1.5 million capital investment is primarily for a major renovation of the University’s board operation in Vandenberg Dining Center, $1.3 million.  However, a portion of their investment, $200,000, is designated to replace some current retail food vendors in the Pioneer Food Court at the Oakland Center.  The specifics of Chartwell’s financial proposal are as follows:

· Capital investment of $1,300,000 in Spring 2005 for Vandenberg renovation; 
· Capital investment of $200,000 in Spring 2006 to replace some current retail food vendors in Pioneer Food Court; and
· Two years commission income at $250,000 plus five years commission income at $280,000 for a total amount of $1.9 million, with $1,340,000 paid in 2008 and 
$560,000 paid in 2013. 

The total proposed financial investment is $3.4 million.  Other than the new financial provisions and seven-year extension, the terms and conditions of the current contract will not change.  The current contract permits Chartwells to amortize their capital investment over 10 years, through 2012.   The proposed extension will permit the existing and additional capital investment to be amortized beginning in FY 2005 for 10 years, through 2015. 
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The University has not conducted a formal bid process and did not issue a request for proposals for a new food service contract.  This recommendation to extend the Chartwells contract is based on three factors:  

First, the proposed financial terms reflect a financial return commensurate with Chartwells’ anticipated market growth on campus.  Chartwells’ food service sales decreased in 2003, the first year of the contract, due primarily to the Oakland Center renovation.  Sales rebounded in 2004, and are expected to increase by approximately 3%.  The proposed increase in commission income beginning in 2010 reflects the expectation that sales will continue to increase each year.  Commission income in 2004 reflected around 12% of retail and catering sales.  With expected growth, annual commission income will reflect between 10.5% and 12% of retail and catering sales.  When the University bid the contract in 2002, the competitive commission proposals ranged from 6% to 9% of sales.  The annual commission increase from $250,000 to $280,000 during the last five contract years represents a 12% increase.  Moreover, the capital investment is $159,000 more than in the current contract. 

Second, there are limited options in campus food service providers with just three major firms in the business.  It is unlikely that the University would contract with ARAMARK after the dissatisfaction of the recent past, and Sodexho board plans are typically priced at a level that significantly drive up board rates.  The campus has been satisfied with Chartwells’ performance and, furthermore, they can complete the renovation in the timeframe required and for the stated amount of $1.5 million. 

Third, the use of Chartwells’ capital to renovate Vandenberg and replace some current retail food vendors at the Pioneer Food Court enables the University to keep room and board rates at the Board of Trustees conditionally-approved increase for 2005-2006 of 5%.  This plan also leaves University Housing in a better position to pay for other needed renovations in room and board rate increases.     

The attached Third Amendment to Food Service Agreement has been reviewed and approved by the Office of the General Counsel, is in compliance with the law and University policies and regulations, and conforms to the legal standards and policies of the Board of Trustees.

Note that the first and second amendments to the Food Service Agreement were contemplated and allowed by the contract to permit the parties to set price changes in board rates, conference activity, catering, and retail cash sales based on the needs of the University community, market conditions, and the need for reasonable profitability.
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Recommendation 


WHEREAS, the University in its efforts to increase demand for student housing, improve student satisfaction, and positively impact retention by upgrading housing facilities has established a strong partnership with the current food service provider Chartwells, which has resulted in improved customer satisfaction and sales growth in the board, retail, and catering food operations; and


WHEREAS, Chartwells has offered additional capital investment and commission dollars contingent on a seven-year extension of the existing contract to the year 2014 primarily for a major renovation of the University’s board operation in Vandenberg Dining Center; now, therefore, be it 


RESOLVED, that the Vice President for Student Affairs is authorized to execute the attached Third Amendment to Food Service Agreement; and, be it further


RESOLVED, that the Vice President for Student Affairs shall obtain the prior approval of the Board of Trustees for the final schematic designs for the renovation of the Vandenberg Dining Center.

Previous Board Action:

On June 5, 2002, the Board of Trustees approved a five-year contract with Compass Group North America-Chartwells Division (Chartwells) to provide campus food service.   In that contract Chartwells provided $1,341,000 in capital investment to the University.  They also pre-paid five years commission income, which totaled $1,250,000 or $250,000 per year.  The initial financial investment from Chartwells was $2,591,000.  
Educational Implications:

Vandenberg cafeteria is supported by one kitchen where preparation and cooking occurs in an out-of-sight galley style production system.  Students are served via steam lines.  The renovation will address significant changes in student eating habits and dining preferences and will allow for late evening food service and facility use.  Students accustomed to retail style food programs want made-to-order and fresh food and longer operation hours.  These are critical elements of student satisfaction with campus food service programs and of the University’s ability to attract and retain students who want to live on campus. 
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Budgetary Implications:

Chartwells’ financial proposal enables University Housing to complete a major renovation project without increasing its projected Fiscal Year 2006 room and board rate.  Therefore, University Housing retains capacity within room and board rates to pay for future capital expenditures.  Further, the renovated facility will attract more on-campus students.  When the University negotiates the yearly meal rate with the vendor, the annual cost is calculated based on the number of students in the halls.

Personnel Implications:

None.
Attachments:


A.
Third Amendment to Food Service Agreement.
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Vice President for Student Affairs
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___________________________________

Gary D. Russi

President

