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Following an extraordinary increase in supply and other challenges of the mid-2000s, Southern California 
resorts have boasted a strong recovery, with 2014 on pace to be a record-breaking year for group room nights. 

Southern California has one of the world’s most attractive coastlines and is renowned for its natural 
beauty, sprawling beaches, access to entertainment, and pleasant climate. Part of this destination’s appeal 
is its supply of resort hotels, which range from small limited-service oceanfront properties to expansive 
luxury full-service golf resorts. Luxury resorts are sprinkled along the oceanfront from Santa Barbara 
County south to San Diego County and have been performing at record occupancy levels in the last year. 
In particular, the strength of the resort market and the extraordinary high barriers to entry for new 
supply – resulting from the difficult entitlement and development process, limited number of oceanfront 
sites, and high costs of construction – make the area attractive to hotel investors and lenders. 

With the market’s ready access to a statewide population base of roughly 38 million people and a regional 
drive-in population of approximately 22 million people (10 million in Los Angeles County, a combined 4 
million in Riverside and San Bernardino Counties, 2 million in combined Santa Barbara and Ventura 
Counties, and 3 million each in Orange County and San Diego County), resorts in Southern California are a 
strong draw for local individuals and groups alike. Easy airport access to four international airports (Los 
Angeles International (LAX), Long Beach, John Wayne/Orange County in Santa Ana, and San Diego 
International) provides adequate airlift for both domestic and international visitors.  

Resort demand in this region is driven by meeting and group business (50-60%), with the balance made 
up of leisure travelers. Meeting and group demand is essentially corporate and incentive in nature, 
supplemented with social group business. The region’s luxury properties appeal to corporate groups 
seeking a resort or recreational environment for meetings and events. Given the picturesque locations, 
easy accessibility, and moderate climate, the California coast as a whole offers a competitive advantage 
relative to other resort markets in the United States. Wedding groups are attracted to this market for the 
same reasons.  

With its desirable year-round climate, the market is moderately seasonal in nature. Occupancy levels peak 
in the mid- to high-80% range in the summer months as vacationing families use school breaks to visit the 
myriad tourist attractions and beaches. Group meetings account for a larger percentage of occupancy in 
spring and fall, and the market typically reaches its nadir in the low-50% range in December. Average rate 
levels follow similar trends as occupancy, with peak demand in the summer allowing for higher rates than 
those achieved during winter months. 

HISTORICAL SUPPLY AND DEMAND TRENDS 

Based on information available in the HVS database, we have compiled the performance of ten luxury 
resorts in Southern California to represent the overall supply and demand trends recorded by the 
regional market area since 2001. These full-service resorts are located along the Southern California 
coastline and include properties with a range of 200 to 600 guestrooms. The corresponding composite 
supply and demand trends are outlined in the chart below. 
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HVS SAMPLE OF SUPPLY & DEMAND TRENDS - SOUTHERN CALIFORNIA LUXURY FULL-SERVICE RESORTS 

Year
Average Daily 
Room Count

Available 
Room Nights Change

Occupied 
Room Nights Change Occupancy Change RevPAR Change

2001 1,972 719,650 — 389,190 — 54.1 % $312.65 — $169.08 — 
2002 2,170 792,050 10.1 % 442,548 13.7 % 55.9 303.42 (3.0) % 169.53 0.3 %
2003 2,406 878,098 10.9 488,159 10.3 55.6 322.69 6.3 179.39 5.8
2004 2,428 886,220 0.9 498,243 2.1 56.2 328.92 1.9 184.92 3.1
2005 2,456 896,440 1.2 510,872 2.5 57.0 348.40 5.9 198.55 7.4
2006 2,454 895,710 (0.1) 563,746 10.3 62.9 377.88 8.5 237.83 19.8
2007 2,556 932,853 4.1 563,417 (0.1) 60.4 397.42 5.2 240.03 0.9
2008 2,821 1,029,590 10.4 558,906 (0.8) 54.3 392.25 (1.3) 212.93 (11.3)
2009 3,372 1,230,698 19.5 568,403 1.7 46.2 336.14 (14.3) 155.25 (27.1)
2010 3,672 1,340,280 8.9 657,599 15.7 49.1 322.54 (4.0) 158.25 1.9
2011 3,672 1,340,280 0.0 730,146 11.0 54.5 331.16 2.7 180.41 14.0
2012 3,670 1,339,550 (0.1) 825,499 13.1 61.6 350.96 6.0 216.28 19.9
2013 3,664 1,337,360 (0.2) 858,861 4.0 64.2 362.91 3.4 233.06 7.8

4.9 % 6.3 % 1.2 % 2.5 %
Change: 2001-2007 3.8 5.4 3.5 5.1
Change: 2007-2010 9.5 3.9 (5.1) (9.9)
Change: 2010-2013 (0.1) 6.9 3.0 10.2

Average 
Rate

Source: HVS

Average Annual Compounded  
Change: 2001-2013

 

As a result of the long and challenging process to secure entitlements and the high cost of construction, 
new lodging properties proposed for the Southern California coastal area can take years, if not decades to 
develop. The resort market received two major waves of new supply in the 2000s, essentially doubling 
the number of available guestrooms in the market. Despite this significant increase in supply, the market 
demonstrated a remarkable ability to absorb it. Since 2001, occupied room nights have more than 
doubled, reflecting a net increase of 121% compared to an 86% net gain in available rooms. During the 
period reviewed, demand only declined in two of the last 13 years. Demand declined very modestly in 
2007 and 2008, for a combined total loss of approximately 5,000 room nights. Consequent to these supply 
and demand trends, market occupancy has seen large swings from peaks in the mid-60% range to a low 
point of 46.2% in 2009. Occupancy grew in 2010 with strong demand improvement. Market occupancy 
has been on an upward trajectory, a trend that continued through 2013 and resulted in the market 
surpassing the previous peak occupancy recorded in 2006.  

Concurrent with fluctuations in occupancy, average rates have also been affected by the same 
aforementioned influences. Typical of many luxury resort markets, the Southern California resorts are 
able to garner stronger average rate growth during periods of high demand, and discount average rates 
more drastically when economic conditions are less favorable. In the most recent cycle, average rates 
reached annual peak levels in 2007 and 2008 of over $390, subsequently declining in 2009 through 2010 
to levels similar to what was recorded in 2004. As the economy began to recover, average rates increased 
in 2011 through 2013.  
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CURRENT OUTLOOK 

Due to the market’s attractive features and ready access for drive-to visitors, the Southern California 
resort market has rebounded significantly in recent years from its low in the mid-2000s. Occupancy levels 
are now at a ten-year high and average rates continue to increase toward their prior peak. The dark 
clouds of the recent recession, the negative publicity from corporate spending at group events, the 
absorption of new supply, and the contraction of group meetings have lifted. . 

The Southern California resort market began to recover in mid-2010 and has continued to pick up steam 
through 2013. Coinciding with the beginnings of economic recovery, demand began to rebound in the 
summer of 2010 and continued to grow vigorously through 2011, primarily driven by leisure travelers.1 
Corporate groups began to return to the market in early 2011; as many resort properties offered very 
competitive pricing to entice group business. Group pace gained velocity in 2012 and 2013 and is on track 
to be exceptionally strong in 2014 and 2015, with many properties reporting a record number of group 
room nights on the books for 2014. In addition, meeting planners have reportedly begun to extend their 
booking windows. With the return of the group business to the market, no new supply on the immediate 
horizon, and a readily available base of drive-to leisure demand, the resort market is well positioned to 
start pushing stronger average rate growth in 2014 and 2015. 

NEW RESORT DEVELOPMENT 

Given Southern California’s destination appeal and the high average rates of its luxury resorts, hotel 
developers actively pursue sites for new resort construction. The difficult entitlement and development 
process and the cost of construction impart a practical level of supply constraint, limiting long-term 
prospects of new competition. California has not experienced the dense development along the 
oceanfront typical of other resort areas like Florida, Hawaii, and Mexico. The coastline or Coastal Zone2 is 
subject to regulation by the California Coastal Commission. Development activities, which are broadly 
defined by the Coastal Act of 1976 to include (among others) construction of buildings, divisions of land, 
and activities that change the intensity of use of land or public access to coastal waters, generally require 
a coastal permit from either the Coastal Commission or the local government. The approval process can 
be long and arduous and is not always successful. Many local jurisdictions in California also have stringent 
entitlement requirements which can affect the design, scale, and timing of projects.  

As of the date of this report, no major coastal resort developments were under construction for the 
Southern California luxury market. A handful of hotels and resorts have been proposed for sites in Santa 
Barbara and Los Angeles Counties over the last ten to fifteen years; these projects are not expected to 
open for several years, if at all. The most recent development was the renovation and reopening of the El 
Encanto Hotel and Garden Villas in Santa Barbara. The 83-room historic resort originally opened in 1918 
and was purchased by Orient-Express Hotels for $26.0 million ($313,253 per room) in November 2004 
for redevelopment. In September 2006, the property was closed for a complete renovation and expansion 
                                                        
1 During softer economic periods when group demand is more constrained, operators can attract leisure demand 
from the surrounding population base. Conversely when group usage of resorts is stronger, leisure demand is 
displaced with large group business that also generates a significant amount of revenue in resorts’ ancillary 
departments and is typically more profitable business. 
2 California Coastal Commission, http://www.coastal.ca.gov/whoweare.html: “On land the coastal zone varies in 
width from several hundred feet in highly urbanized areas up to five miles in certain rural areas, and offshore the 
coastal zone includes a three-mile-wide band of ocean.” 

http://www.coastal.ca.gov/whoweare.html
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with a new spa, pool, fitness center, and nine new guestrooms. The project was stalled because of the 
onslaught of economic recession woes and problems maintaining financing for the extensive renovations. 
Construction on the project resumed in mid-2010 and the resort reopened as a 92-room luxury resort in 
mid-March 2013. The reported cost of the redevelopment project was $108 million ($1,173,913 per 
room).3 Other projects along the coast have also been challenged by the high costs of construction and the 
timing of economic cycles. As a result of these extensive development processes along the California coast, 
developers are now seeking opportunities for sites outside of the Coastal Zone within the Southern 
California market area. 

RECENT TRANSACTIONS 

Southern California luxury resorts are attractive investments to hotel buyers for an array of different 
reasons, including their locations on or near the Pacific Ocean, their lush amenity offerings, the ease of 
access to world-class golf courses and world-famous beaches, the highly desirable climate, and high 
barriers to entry for new supply. However, the hefty purchase prices and extensive amenities and 
infrastructure required to operate luxury resorts limit the pool of potential buyers. The following chart 
details the major Southern California full-service resorts that have transacted since 2000.  

SOUTHERN CALIFORNIA MAJOR FULL-SERVICE RESORT TRANSACTIONS 2000-2013 

Name Location Sale Date Buyer Rooms Price Price/Room
Est. Cap 

Rate
Omni La Costa Resort and Spa Carlsbad Jul-13 Omni Hotels & Resorts 611 $417,008,115 $682,501 — 

Bacara Resort and Spa Goleta Feb-13 BRS Ventures, LLC 360 184,900,000 513,611 — 
L'Auberge Del Mar Resort & Spa Del Mar Dec-12 LaSalle Hotel Properties 120 76,900,000 640,833 — 
Inn At Rancho Santa Fe Rancho Santa Fe Apr-12 JMI Realty/Siguler Guff & Company, JV 87 28,000,000 321,839 — 
Estancia La Jolla Hotel and Spa La Jolla Dec-11 Pacific Hospitality Group, LLC 210 54,061,342 257,435 — 
La Valencia Hotel La Jolla Sep-11 Pacifica Companies, LLC 112 41,000,000 366,071 — 
Bacara Resort and Spa Goleta Jul-11 Ohana Real Estate Investors/Rockpoint Group, LLC, JV 360 105,000,000 291,667 — 
Omni La Costa Resort and Spa Carlsbad Nov-09 KSL Recreation Corporation 474 120,000,000 253,165 8.6%
Marriott Laguna Cliffs Resort & Spa Dana Point Dana Point Oct-07 Cornerstone Real Estate Advisers 376 194,000,000 515,957 4.6%
Ritz-Carlton Laguna Niguel Dana Point Dana Point Jul-06 Strategic Hotels & Resorts, Inc. 393 330,000,000 839,695 5.2%
El Encanto Hotel & Garden Santa Barbara Nov-04 Orient-Express Hotels, Inc. 83 26,000,000 313,253 2.5%
Hotel Del Coronado Coronado Dec-03 CNL Hospitality Corporation 688 335,000,000 487,000 7.7%
Montage Resort & Spa Laguna Beach Laguna Beach May-02 Laguna Beach Resorts LLC 262 190,000,000 725,191 — 
San Ysidro Ranch Santa Barbara Aug-00 Ty Warner 38 23,500,000 618,421 7.9%
Four Seasons Biltmore Santa Barbara Santa Barbara May-00 Ty Warner 217 150,000,000 691,244 6.9%
Loews Coronado Bay Resort Coronado Jan-00 Loews Corp. 440 90,500,000 205,682 — 

Source: HVS  
 
As noted in the chart above, with a select number of luxury resorts and a limited pool of buyers, Southern 
California resorts do not transact nearly as often as other types of hotel properties. When they do 
transact, sales prices are very high – often in excess of $500,000 per key. It should be noted that because 
of deteriorating market conditions and lack of credit available for hotel purchases between 2008 and 
2010, there was only one transaction during that period. Even in the economic nadir of 2009, the one 
transaction in this time period represented a purchase price of greater than $250,000 per room. Once 
financing became more readily available beginning in 2011, transactions accelerated. The improving 
market fundamentals and the positive relationship of sales prices to replacement costs have supported 

                                                        
3 Christopher Reynolds, “El Encanto Hotel in Santa Barbara Takes a Big Step Up,” Los Angeles Times McClatchy-
Tribune Regional News, April 28, 2013. 
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ever higher prices. Two recent transactions illustrate the appeal of Southern California resorts to 
investors and are outlined below: 

• In mid-2013, the Omni La Costa Resort (formerly La Costa Resort) was purchased from KSL 
Capital Partners by Omni Hotels & Resorts as part of a portfolio of five expansive resorts totaling 
more than 2,300 rooms, 12 golf courses, and five spas. [The four other properties that were 
purchased along with La Costa are Barton Creek Resort & Spa (Austin, Texas); Rancho Las Palmas 
Resort & Spa (Rancho Mirage, California); The Grove Park Inn (Asheville, N.C.); and The 
Homestead (Hot Springs, Virginia).] Prior to this portfolio sale, La Costa Resort had changed hands 
through what was the only luxury Southern California resort transaction between 2006 and 2011. 
Due to the subsequent recessionary economic climate, previous owners of the La Costa Resort 
were unable to meet debt obligations and the resort entered foreclosure. In November 2009, KSL 
Capital Partners acquired the $380 million debt on the loan for $120 million in an all-cash 
purchase. Over the course of their holding period, KSL spent nearly $40 million to renovate the 
property and operated it until economic conditions improved. In June 2013, the La Costa Resort 
was then sold in the portfolio transaction to Omni Hotels & Resorts. We note that details 
pertaining to the actual sale price of each property in the portfolio were unavailable; the allocated 
sales price per room was computed through the total portfolio purchase price divided by the total 
number of rooms in the portfolio. 

• Bacara Resort & Spa transacted twice since 2011. The more recent of these transactions 
occurred in February 2013, as a joint venture between Rockpoint Group LLC and Ohana Real 
Estate Investors (which acquired the property in 2011 for $105 million, or $291,667 per room) 
who sold the property to Irvine-based Pacific Hospitality. During the brief period of ownership, 
Ohana invested over $27 million in phased renovations and successfully improved the 
profitability of the resort. The resort was marketed for sale throughout 2012, during which 
multiple offers were made on the property. Rockport/Ohana declined to sell at the time and 
continued to operate the resort. As overall economic conditions in the Southern California resort 
market continued to improve and Bacara’s profitability strengthened further, the property was 
placed back on the market. It sold for approximately $184.9 million, or $513,611 per room, an 
increase of 76% over the prior transaction. 

CONCLUSION 
The Southern California resort market consists of unique destination properties from Santa Barbara to 
San Diego. Despite the extraordinary increase in supply and other market challenges of the mid-2000s, 
area resorts were able to record robust demand growth. This strong performance is anticipated to 
continue over the foreseeable future, especially with no new supply on the horizon. Local resort operators 
have reported that 2014 is set to be a record year in terms of the number of occupied group room nights, 
and the booking pace for 2015 is also active. Groups are regaining confidence and extending their booking 
windows, which provides a solid base of room nights and creates compression. This allows the resort 
operators to yield manage leisure business and enhance average rate growth. The return of group 
demand is considered the critical missing piece for Southern California resorts and, with such strong 
booking pace for the near term, spending in Food & Beverage and ancillary departments is anticipated to 
increase and help achieve more profitable operating margins. The Southern California resort market is 
forecast to remain sunny through the next several years. 
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About HVS 
HVS is the world’s leading consulting and services organization 
focused on the hotel, mixed-use, shared ownership, gaming, 
and leisure industries. Established in 1980, the company 
performs 4500+ assignments each year for hotel and real estate 
owners, operators, and developers worldwide. HVS principals 
are regarded as the leading experts in their respective regions 
of the globe. Through a network of more than 30 offices and 
450 professionals, HVS provides an unparalleled range of 
complementary services for the hospitality industry. 
www.hvs.com 
Superior Results through Unrivalled Hospitality Intelligence. 
Everywhere. 

HVS LOS ANGELES, established in 2013, is located in the South 
Bay region of the Los Angeles area and is readily accessible to 
Southern California’s hotel and resort markets. HVS Los Angeles 
operates under the direction of Senior Managing Director 
Suzanne R. Mellen and Vice President Leah Dauer Murphy (the 
on-site practice manager). Our LA team has diverse academic 
backgrounds and hotel-related experience, with in-depth 
expertise in the numerous and varied lodging markets of 
Southern California. 

HVS SAN FRANCISCO, established in 1985 by Senior Managing 
Director Suzanne R. Mellen, MAI, CRE, FRICS, ISHC, performs 
numerous and varied consulting and valuation assignments for 
the hospitality industry. Our feasibility studies and appraisals 
have won wide acceptance among a broad base of developers, 
investors and the lending community. 
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