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A | NTRODUCTI ON

This section translates the utilization and attendance potenti al
of the proposed convention center into projected revenues and
expenses for a typical year of operation. A typical or
stabilized year is defined as an average year over the facility's
economic life. The projected operating results are expressed in
1999 value dollars and conform to the basic system of accounts
enployed by simlar facilities, though no formal uniform system
of accounts for public convention centers exists.

The operating results are based on a facility built and in a
potential |ocation as described in Section IV of this report, as
well as the recorded operating results of conparable facilities
in the Southwest. The follow ng basic assunptions are necessary
to realize the stated projections of operating results:

e There will be a commtnent to excellence in both design and
construction;

* Full-service facilities wll be provided, reflected by
experi enced and conpetent nanagenent;

» Professional and aggressive marketing of the proposed facility

will be budgeted for, and pursued by, the nanagenent staff;
and
e A conpetitive rental rate structure will be maintained.

Financial information on conparable facilities was derived from
the PKF Consulting database that includes financial operating
statenents of conparable public assenbly facilities. As
presented on the follow ng page, we identified five facilities in
the Southwest for which detailed financial data was avail able.
These facilities range from 33,000 to 100,000 gross square feet,
and all of the five facilities operate at a | oss. In addition

we relied on data conpiled by the International Association of
Assenbly Managers (IAAM in preparing our estinmates for the
proposed convention center. The followi ng table displays the
detail and weighted average of the conparable facilities’
financials expressed as a dollar per gross square foot of
buil ding area (in 1998 val ue dollars).
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B. ESTI MATED OPERATI NG | NCOVE
1. Facility Rental

Revenue projections have been nmde by conbining projected
utilization (in ternms of events and event days) wth average
rental charges per event type. The following rate schedul e and
policies form the basis for the devel opnent of average revenues
by type of event. These schedules are not intended to represent
a recommended pricing policy that would ultimtely be adopted,
but rather, constitute a prelimnary estimate that in our opinion
i s reasonabl e and conpetitive.

National, regional, and state association neetings wll nost
likely use the entire facility, which we estinmate to be $750 per
event day on average, which is wthin the range of the

conpetitive facilities presented in Section IIl. Qur calculation
assunes that nove days for association events wll be charged
50.0 percent of the event day rental, per industry standards.
Rental revenue from national and regional associations will begin
in the second year and stabilize, at approximately $42,000 per
year in 1999 dollars, while rental revenue from state
associations will stabilize at approximtely $54,000 per year in
1999 dol | ars.

Banquet, social, and civic functions wll Iikely use all or
vari ous segnents of the ballroom and very few breakout-neeting
roons. \While the main exhibit hall/ballroomw Il |ikely achieve

rental rates in excess of $1,000, we anticipate an overal
average for banquets and social functions to be $500 per day.
These types of events are typically in the evening and do not
require extra days to set up, therefore no nove day room renta
was assuned. In the stabilized year, banquet, social, and civic
functions are expected to generate $12,000 annually in rental
revenue in 1999 doll ars.

Consuner shows facility rental can be collected either as a flat
fee from the show pronbter or as a percentage of the adm ssion
fees. Based on our interviews with show pronoters and reviews of
conparable financials, we have assuned that the net facility
rental to the facility will be $1,500 per day and $750 for nove
days. Consuner shows are expected to generate approximtely
$68, 000 annually in rental income in 1999 dollars.

The following tables calculate total rental revenue for the first
three years by multiplying the event days and nobve days,
calculated in the previous analysis, by the corresponding flat
fees per day.
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FACI LI TY RENTAL - YEAR 1
Move
Event | Flat |Event Day|ln/Qut | 50% of Move Day Tot al
Event Type Days |Fee/ Da| Revenue Days |[Flat Fee| Revenue Rent al
y Revenue
Associ ati on Meetings - National 8 $750 | $6, 000 12 $375 $4, 500 $10, 500
& Regi onal
Associ ation Meetings - State 12 $750 | $9, 000 12 $375 $4, 500 $13, 500
Banquet, Social, & Civic 26 $500 ($13, 00 0 $0 $0 $13, 000
Functi ons 0
Consuner Shows 6 [$1,50 | $9,000 6 $750 $4, 500 $13, 500
0
Tot al 52 - $37, 00 30 - $13, 500 $50, 500
0
Source: PKF Consul ting
FACI LI TY RENTAL - YEAR 2
Move
Event | Flat |Event Day|ln/Qut | 50% of Move Day Tot al
Event Type Days |Fee/ Da| Revenue Days |Flat Fee| Revenue Rent al
y Revenue
Associ ati on Meetings - National 16 $750 ([$12, 00 24 $375 $9, 000 $21, 000
& Regi onal 0
Associ ation Meetings - State 24 $750 [$18, 00 24 $375 $9, 000 $27, 000
0
Banquet, Social, & Cvic 24 $500 ($12, 00 0 $0 $0 $12, 000
Functi ons 0
Consuner Shows 18 ([$1,50 |$27,00 18 $750 $13, 500 $40, 500
0 0
Tot al 82 - $69, 00 66 - $31,500 [$100, 50
0 0
Sour ce: PKF Consul ting
FACI LI TY RENTAL - YEAR 3 (Stabilized)
Move
Event | Flat |Event Day|ln/Qut | 50% of Move Day Tot al
Event Type Days |Fee/ Da| Revenue Days |[Flat Fee| Revenue Rent al
y Revenue
Associ ati on Meetings - National 32 $750 [ $24, 000 48 $375 $18, 000 $42, 000
& Regi onal
Associ ation Meetings - State 48 $750 | $36, 000 48 $375 $18, 000 $54, 000
Banquet, Social, & Cvic 24 $500 |$12, 000 0 $0 $0 $12, 000
Functi ons
Consuner Shows 30 |$1,50 |$45,000 30 $750 $22, 500 $67, 500
0
Tot al 134 - $117, 00 126 - $58,500 [$175,50
0 0
Source: PKF Consul ting

VI -5




ESTI MATED FI NANCI AL OPERATI NG RESULTS

The stabilized rental revenue of approximtely $176,000 renders
an inconme |evel of $2.10 per gross square-foot, which is within
t he range of the conparabl es.

2. Cateri ng and Concessi ons Revenue

Based on our review of the financial performance of conparable
facilities, those requiring the least anobunt of subsidy as a
percent of total expenses receive revenue in addition to facility
rental from sources such as food and beverage, and building
servi ces. Food and beverage incone can range from managi ng the
food and beverage departnent internally, to <collecting a
comm ssion from outside caterers. W have assuned that the
proposed facility in Las Cruces will rely on outside caterers,
who will pay a ten-percent commission to the facility. The
foll ow ng discussion and subsequent tables estimate total food
and beverage revenue of which ten percent is considered as
revenue to the proposed convention center.

W estimate the typical national or regional association to serve
at least one catered neal costing, $12.50 per person, and two
cof fee breaks costing $2.50 per person, or $5.00 per attendee per
event. Therefore, each attendee is estimated to generate $17.50
per event.

Regarding the typical state association, we also estimte the
serving of at |east one catered neal, costing $10.00 per person,
and two coffee breaks costing $2.50 per person, or $5.00 per
attendee per event. Therefore, each attendee is estinmated to
generate $15.00 per event.

We anticipate that not all the private banquet, social, and civic
events will wutilize outside catering service, but will still be
serving food to attendees, thereby using the kitchen equi pnent.
Therefore, we reconmend assessing groups that choose to cater
their own events $1.50 per neal served, which is ten percent of
the anticipated average catered neal per person.

Consuner and trade shows often provide concessions to show
attendees. W estimate each attendee to spend $1.00 on average,
and assune that the concessionaire will be charged ten- percent
commi ssi on. The following tables calculate the net food and
beverage revenue for the first three years by nultiplying event
attendance by the corresponding anticipated dollars to be spent
by each attendee.
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NET FOOD AND BEVERAGE REVENUE - YEAR 1
Event Dol I ar/ Total F&B
Event Type Att endance Meal Type Att endee Sal es Conmi ssion| Net F&B
Associ ati on Meetings - National 3, 200 Catering $12.50 $40, 000 $4, 000
& Regi onal
Br eaks $5. 00 $16, 000 $1, 600
Associ ati on Meetings - State 6, 000 Catering $10. 00 $60, 000 $6, 000
Br eaks $5. 00 $30, 000 $3, 000
Banquet, Social, & Cvic 6, 500 Catering $15. 00 $97, 500 10. 0% $9, 750
Functi ons
Consuner Shows 9, 000 Concessi ons $1.00 $9, 000 $900
Sub Tot al Cat ering $97, 500 $9, 750
Sub Tot al Concessi ons $9, 000 $900
Tot al $252, 500 $25, 250
Sour ce: PKF Consulting
NET FOOD AND BEVERAGE REVENUE - YEAR 2
Event Dol I ar/ Total F&B
Event Type At t endance Meal Type At t endee Sal es Conmi ssi on| Net F&B
Associ ation Meetings - National 6, 400 Catering $12. 50 $80, 000 $8, 000
& Regi onal
Br eaks $5. 00 $32, 000 $3, 200
Associ ation Meetings - State 12, 000 Catering $10. 00 $120, 000 $12, 000
Br eaks $5. 00 $60, 000 $6, 000
Banquet, Social, & Civic 6, 000 Catering $15. 00 $90, 000 10. 0% $9, 000
Functi ons
Consuner Shows 27,000 Concessi ons $1. 00 $27, 000 $2, 700
Sub Tot al Catering $290, 000 $29, 000
Sub Tot al Concessi ons $119, 000 $11, 900
Tot al $409, 000 $40, 900
Source: PKF Consul ting
NET FOOD AND BEVERAGE REVENUE - YEAR 3 (Stabilized)
Event Dol I ar/ Total F&B
Event Type Att endance Meal Type Att endee Sal es Conmi ssion| Net F&B
Associ ati on Meetings - National 12, 800 Catering $12. 50 $160, 000 $16, 000
& Regi onal
Br eaks $5. 00 $64, 000 $6, 400
Associ ati on Meetings - State 24,000 Catering $10. 00 $240, 000 $24, 000
Br eaks $5. 00 $120, 000 $12, 000
Banquet, Social, & Civic 6, 000 Catering $15. 00 $90, 000 10. 0% $9, 000
Functi ons
Consuner Shows 45,000 Concessi ons $1. 00 $45, 000 $4, 500
Sub Tot al Catering $490, 000 $49, 000
Sub Tot al Concessi ons $229, 000 $22, 900
Tot al $719, 000 $71, 900
Source: PKF Consul ting
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The stabilized rental revenue of approximtely $72,000 renders an
i ncome |evel of 0.86¢ per gross square-foot, which is within the
i ndi cated range of the conparabl es.

3. Bui | di ng Servi ces

Building Services include rental for tables, chairs, dance
floors, lecterns, and public address equi pnent, as well as |abor
charges for setup. Anong facilities of this size, there are two
approaches regarding the pricing of building services. Some
centers include building services in the cost of facility rental,
while others charge separately by the table, chair, and setup-
man- hour for this equipnment. In order to maximze total incone,
while avoiding facility rental rates that are perceived as too
excessive, we recomend noderate facility rental-pricing, paired
with flexible but aggressive building services pricing. Based on
our research of conparably sized facilities in the Southwest
marketed in this fashion, we estimate building services to be
approximately 0.50¢ per total square foot in the stabilized year.
The first two years of building services revenue were adjusted
for below stabilized utilization. In the stabilized year, we
expect building services revenue to be $42,000 dollars annually,
in 1999 dollars, within the range of the conparabl es.

C ESTI MATED OPERATI NG EXPENSES

Operating expenses for the various departnents are projected on
the basis of analysis of facilities of simlar type and size,
taking into account the anticipated wutilization and unique
characteristics for the proposed facility.

1. Wages, Sal aries, and Enpl oyee Benefits

Expenses for all wages, salaries and enployee benefits are the
single |argest expense of public assenbly facility operations.
Analysis of conparable financials reveals that the tota
personnel cost is typically greater than the total renta
revenue. The conparable facilities reported an average personnel
cost of $3.89 per total square foot. Based on our analysis, we
estimate wages for the proposed facility to be $3.50 per tota
square foot, wthin the range of the conparables. In the
stabilized year, wages are expected to be $294, 000 annually. The
years prior to stabilization will vary slightly with utilization.

2. Utilities
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Uility charges for electricity, water, sewer, gas and refuse
collection constitute a major operating expense. The conparable
facilities reported utilities that ranged from $1.33 to $2. 26 per
total square foot, and averaged $1.93 per total square foot.
Some of these facilities had high ceilings and were therefore
nore expensive per square foot to heat and cool; facilities that
had fewer utilization days had l|lower utilities per square foot.
Based on the facility recomendati ons and estinmated utilization
of the proposed facility, we estimate utilities to average $2.00

per total square foot. Wiile utilities will vary slightly with
utilization, a certain portion of the utilities is fixed. As
such, we based the first year utilities on second Vyear
utilization. In the stabilized year, utilities are expected to

be $168, 000 annually.
3. Repai rs and Mai nt enance

This cost category consists primarily of w ndow washing,
noveabl e-wal |  mai ntenance, special electrical and plunbing,
carpet cleaning, and other contractual services. The conparable
facilities reported an average annual nmaintenance expense of
0.58¢ per total square foot, sone of which was charged back to
the user in the form of building services. Buildings with a
hi gher level of finish and a greater degree of conplexity had
hi gher mai ntenance costs per square foot. Based on the useful
life of the equipnment, this expense category will be |owest the
first tw years of operation. Based on our research and
analysis, we estimate repairs and maintenance to be 0.30¢ and
0. 40¢ per square foot for the first and second year of operation,
stabilizing in the third year at 0.50¢. Based on these
esti mat es, repairs and mai nt enance will stabilize at
approxi mately $42,000 annually, which is within the range of the
conparable facilities.

4, Mat eri al s and Supplies

Thi s expense category includes mnor purchases of itens necessary
for the cleaning and maintenance of non-sal able areas, such as
adm nistrative offices, |obbies, wal kways, and public restroons.
The conparable facilities reported an average expense of 0.32¢
per square foot. As we envision this facility to have an above-
average |level of finish, such as having carpeting as opposed to
tiled floors, we have estinmated naterials and supplies to be
above average as well. W estimate materials and supplies to
cost 0.40¢ per square foot and are adjusted with utilization. As
such, materials and supplies begin at $8,000 in the first year
and stabilize at $34,000 annually, in 1999 dollars, in line with
the conparable facilities.
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5. Mar ket i ng and Pronotion

Al though marketing and pronotion expenditures are not the
| argest, they tend to be anpbng the nore critical elenments for the
success of a new facility. This expense category includes |oca
pronotion through printed materials and nedia advertising, but
excludes marketing salaries, which are either included in the
wages previously nentioned or paid by the |ocal convention and

vi sitors bureau. Most public assenbly facilities are primarily
used by the local comunity and, therefore, have a very snall
mar keti ng expense, if any at all. Because of their popularity

within their community, or Jlack of conpetition, they are
routi nely booked one year in advance for weekends and do not need
to advertise. W anticipate that this would not be the case for
a mediumsized facility in a generally small netropolitan market
with strong conpetition from regional convention centers. In
such a market, facility managers woul d have to co-pronote events,
such as consuner shows, in order to lure themto their facility.
O note is that our projections reflect the assunption that the
proposed convention center would operate in conjunction with the
Las Cruces Convention & Visitors Bureau in ternms of marketing,
thus attaining econom es of scale.

The conparable facilities reported average marketing and
pronoti on expenses of 0.61¢ per square foot. In order for the
proposed facility to be conpetitive, we recomend a marketing and
pronotional budget of 0.60¢ per square foot, which will not vary
with utilization. As such, we estinmate marketing and pronotional
expenses to be approxi mately $50,000 per year, within the range
of the conparabl e convention centers.

6. O her

Al'l expenses not covered thus far, such as liability insurance
and professional services were grouped in this category, which
was estimated to be $42,000 annually.

D. SCHEDULE OF OPERATI NG RESULTS

Based on the preceding analysis of facility rental, food and
beverage revenue, other operating revenues, and expenses for the
first three years of operation, total income in the stabilized
year is expected to be $290,000 annually, or $3.45 per gross
square foot. Total expenses are expected to be approximtely
$630, 000, or $7.50 per gross square foot. The resulting deficit
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is expected to be approxi mtely $340, 000 annual ly, which is close
to 54 percent of total inconme, and is within the range of the
deficits highlighted by the conparable financials, that indicated
a md-point of nearly 52 percent. As will be discussed in
Section VIII, although the proposed convention center wll be
operating with a deficit, the positive econom c inpact of the
facility upon the city via the nultiplier effect should be
consi der ed.

The followi ng table states these anpbunts in 1999 dollars, and the
ten-year projection table at the end of this section restates
these anounts, assumng a three-percent inflation rate, and a
first full operating year of 2002.
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