Decenber 15, 1999

The Gty of Las Cruces
Las Cruces, New Mexico

Re: Potential Convention Center in Las Cruces, New MeXico

Dear Mayor and Honorable Gty Council Menbers:

Pursuant to the terns of our engagenent |etter dated March 25,
1999, we have conpleted our study of the potential market
demand for a convention center to be located in Las Cruces,
New Mexi co. We have al so devel oped a statenent of estinated
annual operating results for the proposed convention center.

The conclusions and recomrendations set forth in this report
are based on an analysis of the existing and future supply of
and demand for the conpetitive convention center narket, as of
the conpletion of our fieldwrk on Decenber 1, 1999. Thi s
report has been prepared to assist the City of Las Cruces in
securing funding sources that would enable the construction of
a public convention center facility.

As in all studies of this type, the estimated results are
based on conpetent and efficient managenent and presune no
significant change in the status of the conpetitive convention
center market from that set forth in this report. The terns
of this engagenent are such that we have no obligation to
revise this report to reflect events or conditions which occur
subsequent to the date of conpletion of our fieldwork.
However, we are available to discuss the necessity for any
revisions in view of changes in the econony or market factors
affecting the rel evant convention center market.

Since the potential project’s future performance is based on
estimates and assunptions, which are subject to uncertainty
and variation, we do not represent them as results that wll
actually be achieved. However, our estimates and assunptions
have been conscientiously prepared on the basis of information
obtained during the course of this assignnent and our
experience in the industry.

To the best of our belief, this study confornms to requirenents
of the Code of Professional Ethics and Standards of
Prof essi onal Appraisal Practice of the Appraisal Institute,
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and the Uniform Standards of Professional Appraisal Practice
(USPAP) as established by the Appraisal Foundation. Qur
report is subject to the certification and statenment of
assunptions and limting conditions presented in the Addenda.

It has been a pleasure to work with you on this assignnent.

If we can be of any further assistance in the interpretation
of our findings, please do not hesitate to contact us.

Yours sincerely,

PKF Consul ti ng

By Thomas E. Cal |l ahan, CPA, CRE,

Executi ve Vice President

By Kennet h Kuchman
Vi ce President

By Anwar R. El goneny
Associ at e

By Marcela K. Zverina
Consul t ant
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I NTRODUCTI ON

A | NTRODUCTI ON
1. Overvi ew of the Market Study

PKF Consulting has been retained by the City of Las Cruces to
conduct a study of the potential market demand for a
convention center to be located wwthin the city. This study
i ncl udes an assessnent of the |evel of demand for a potenti al
convention center in Las Cuces, and which sites within the
city would be nost appropriate for the devel opnment of such a
facility.

According to the Gty of Las Quces Convention & Visitors
Bureau (LCC&VB), the local visitor industry has been in need
of a convention center for the past 15 years. The LCC&VB
feels that a considerabl e anount of groups have been | ost due
to the lack of adequate neeting space for |arge conventions.
However, various other projects and commtnents have deferred
t he potential devel opnment of a convention center.

It is our understanding that the Geater Las Cuces Chanber
of Commerce, H spano Chanber of Commerce, Las Cruces Lodgers
Associ ation, LCC&B, New Mexico State University, and the Las
Cruces Restaurant Association are anticipating this potentia
pr oj ect .

2. Met hodol ogy

I n conducting this study, we:

e Analyzed relevant socio-economc data regarding the
regional and |local nmarket areas to determ ne whether the
econom ¢ environnment appears suitable for the devel opnent
of a convention center in Las Cruces;

e Provided a trend analysis of the national neetings
mar ket ;

* Determned and then researched the conpetitive supply of
conpetitive convention centers serving the regiona
mar ket for groups that Las Cruces could potentially
attract. Vari abl es addressed included square footage of
net neeting space, historical utilization |evels, future
booki ngs, and expansi on pl ans;

e Analyzed the Las Cruces hotel market, with a focus on
group neetings denmand;

e Conducted a survey of selected organizations to determ ne
their preferences, their basis for selecting |ocations
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for neetings, and their potential interest in neeting in
Las Cruces. Qur survey included a miling to
approximately 160 neeting planners for associations, and
other groups wth denonstrated histories of holding
meetings in New Mxico and the Southwest. Ve
suppl enented these surveys with phone calls to selected
nmeeting planners. In total, we received 30 responses
from neeting planners either through the mil, by
tel ephone, or by personal interview This survey
provided primarily a qualitative analysis on the regional
neetings market, and the potential for Las Cruces to
conpete effectively in this market;

Assessed the existing nmeeting facility infrastructure in
Las Cruces, and visited a nunber of regional convention
centers in other Southwestern cities;

Anal yzed the level of lost convention business in Las
Cruces attributed to the lack of sufficient neeting space
in the city;

I nspected 11 potential developnent sites identified by
the Gty of Las Cruces, and anal yzed each site in terns
of access and visibility from major highways, |ocation
relative to hotel supply, anbiance of the surrounding
area, and size and topography relative to required
facilities. O the 11 potential sites, we identified
four specific sites which we deem nost appropriate for
t he devel opnent of a convention center in Las Cruces;

Devel oped, in conjunction with Ellerbe Becket, a |eading
architectural firm a recommendation for the optinmmtype
of convention facility to be located at any one of the
four nost appropriate sites, which, in our opinion, wll
best meet denonstrat ed mar ket demand. Qur
recommendati ons include: concept and quality |evel of the
facility; total square footage; net neeting space,
including exhibit space, largest function room and
br eakout / conf erence roons;

Based on the results of our market study, we nmade
proj ections of estimated utilization levels of a
potential convention center, including operating incone
and expenses;

Prepared estimates of the total construction costs of the
recoomended facility by working with El|erbe Becket, and
usi ng standard industry factors for devel opnent; and
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e Recommended different sources of funding for the proposed
convention center.

Several sources were wused in conpiling the background
information and preparing the analyses contained in this
report. These resources included: Trends in the Conference
Cent er | ndustry, published by PKF Consulting; t he
I nternational Association of Assenbly Managers (1 AAM; data
on the regional convention center market gathered through
direct interviews wth convention center directors and
neeting planners; data on the local |odging industry via
interviews with hotel managers; and socio-econonic data on
the region collected from various market research entities,
as well as regional and |ocal governnental entities.
3. Sunmary of Concl usi ons

Based on the work programoutlined above, we have determ ned
that there is a level of demand to justify the devel opnent
of a convention center in Las Cruces. W have identified
three sites within the city that are nost appropriate for
the devel opment of a convention center, and have nade a
reconmendation as to the optimal sizing for such a public
facility. The conclusions of our research and anal yses are
summari zed in the follow ng statenents.

e The State of New Mexico, along wth nuch of the
Sout hwest, is one of the faster growng regions in the
US, and Las Cruces, the second largest city in New
Mexi co, is also experiencing steady growh. However, the
city’s location in southeast New Mexico is distant from
the state’s governnental, commerci al , and cultura
centers of Al buquerque and Santa Fe. In addition, Las
Cruces does not benefit from direct air transport to
other parts of the U S., hindering, to a certain degree,
its overall marketability as a destination for neetings.

* Neutralizing t hese unf avor abl e condi tions IS t he
affordability of Las Cruces in ternms of |odging,
eating/drinking, and the general <cost of conducting
busi ness, nmaking the city an attractive destination for

state and other associations. As will be discussed in
detail in this report, regional and state associations,
as well as local neetings, are envisioned to be the

primary demand generator for the proposed convention
center in Las Cruces.

« W have focused our research on convention centers | ocated
in cities that are nore conparable to Las Cruces in terns
of overall imge, profile, population, and comercial
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base. These identified cities have convention centers
wWith an average size of approximtely 40,000 square feet
of net neeting space (excluding foyer, back-of-house,
pati o space, etc.), an average attendance ranging from
60, 000 to 740, 000. The average size of exhibit hall is
approxi mately 22,500 square feet.

Qur analysis of existing neeting space in Las Cruces
indicates that the city has a limted and dispersed
inventory of quality, dedicated neeting space. Mor eover
Las Cruces currently lacks a large exhibit hall to attract
nati onal, regional, and state associ ations.

Demand for convention centers in New Mexico emanates from

a variety of generators. Based on our interviews with
regi onal convention centers and statewide neeting
pl anners, demand is derived from four sources: |ocal,

state, regional/national groups, and consumnmer shows.

The responses to the qualitative survey indicate that
there is interest in a potential convention center in Las
Cruces, and that the city would be a desirable |ocation
for group neetings. Approxi mately 55 percent of the
respondents indicated that they woul d consider Las Cruces
for a neeting.

After analyzing the 11 sites that were brought to our
attention by the City of Las Cruces, and accounting for
such variables as visibility and accessibility to
hi ghways, proximty to the Las Cruces hotel inventory, as
well as the site selection criteria indicated via the
demand surveys, it is our opinion that the four follow ng
| ocations/sites are the nost suitable for a potential
convention center: University Avenue and Interstate 25,
Hi ckory Loop and Hi ckory Drive near Avenida de Mesilla,
Hi ckory Drive and Canpbell Drive, and a site |ocated at
the Mesilla Valley Mall.

Based on our market research and analysis, and our
know edge of the industry, it is our opinion that the
construction of a nodern, strategically |ocated convention
center is deened necessary for Las Cruces, to acconmopdate
current and potential l|evels of neeting demand in the
Sout hwest. Specifically, we recommend the construction of
a convention center with approxi mtely 80,000 square feet
of gross building area, including 40,000 square feet of
net neeting space. Such a facility would al so conprise a
25, 000- square-foot exhibit hall, on par with the average
of the nobst conparable convention facilities analyzed.
The recommended square footage of the convention center
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is deenmed sufficient given the |location and overal
profile of Las Cruces as a potential neet i ngs
destination. A summary of the recomended facilities is
presented on Page I-6 of this section.

Qur analysis yields an estimated total annual attendance
of approximately 88,000 by 2004 (the third vyear of
operation), or close to 7,000 attendees per nonth. It is
our opinion that this level of attendance is appropriate
for the proposed facility, given the regional market
supply and demand dynam cs.

Based on our analysis of facility rental, food and
beverage revenue, other operating revenues, and expenses
for the first three years of operation, total inconme in
the stabilized year is expected to be $290,000 annually
(in 1999 value dollars), or $3.45 per gross square foot.
Total expenses are expected to be approxi mately $630, 000,
or $7.50 per gross square foot. The resulting operating
deficit is expected to be approximately $340, 000
annual ly, which is close to 54 percent of total inconeg,
and is within the range of the deficits highlighted by
the financial statenents  of conparable convention
centers, that indicated a md-point of nearly 52 percent.
This operating deficit is envisioned to be offset by
additional sources of funding such as a potential
increase in sales tax, the creation of a countyw de
tourism tax, and direct funding granted by the State of
New Mexico or the Federal Governnent. Al t hough beyond
the scope of this assignnent, the positive inpact of the
proposed facility on the | ocal econony via the nultiplier
ef fect should al so be consi dered.

The estimated schedul e of operating results for the first
three years of operation for the proposed 81, 000-square-
foot convention center is provided at the end of this
section. The table provides our estimates in 1999 val ue
dollars, indicating our revenue and expenses projections
on a gross square-foot basis.

According to Ellerbe Becket, the total construction cost
for the proposed convention center in Las Cruces is
estimated at approximately $12.1 mllion, as summarized
below O note is that this cost does not include |Iand.

Total Estimated Construction Costs
Proposed Convention Center in Las Cruces, New Mexico
Cost Sq. Ft. $/ Sq. CosT
Ft.
Total Building Construction 81,000 | $124.2 $10, 060, 000
Cost 0
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Total Site Wrk Construction 416, 000 $2. 41 $1, 001, 000

Cost

Subt otal (Hard Costs) - - $11, 061, 000

Escal ati on Factor X 1.03 (1999 to 2000) =
$332, 000

Subt ot al - - $11, 383, 000

Architect and Engi neering Fees - - $740, 000

(Soft Costs)

Total Construction Cost - - $12, 123, 000

(Rounded)

™ Excl udes | and cost,

off-site infrastructure costs.
Source: Ellerbe Becket

capitalized interest,

funded reserves,

and
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Summary of Recommended Facilities

Proposed Convention Center in Las Cruces, New
Mexi co
Facility Squar e Feet
Exhi bit Hall
12,500 x 2
Subtotal of Exhibit Hall 25, 000
Meet i ngs Roons:
1) 5,000 (2,500 x 2)
2) 2,500 (1,250 x 2)
3) 2,500 (1,250 x 2)
4) 1, 000
Subt otal of Meeting Roons 11, 000
Br eakout Roons:
1) 500
2) 500
3) 500
4) 500
5) 500
6) 500
7) 500
8) 500
Subt otal of Breakout Roons 4, 000
Subt ot al of  Net Meet i ng 40, 000
Space
Addi ti onal Space:
Back- of - House ¥ 15, 000
Pre-function/Entry 16, 000
Ki t chen 4, 000
Public Crcul ation 6, 000
Subt ot al of Addi ti onal 41, 000
Space
G oss Squar e Feet of 81, 000

Bui | di ng Area

“I'ncludes 1,200 sq. ft.
space.
Sour ce:

of admnistrative office

El | erbe Becket and PKF Consul ting
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Ten- Year
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