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RECOMVENDED FUNDI NG SOURCES

A FUNDI NG REQUI REMENTS

Section VIl indicated that on-site devel opnent costs for the
proposed convention center in Lynnwood (excluding |and and
off-site infrastructure) are estimated at approximtely
$17.0 million. |If the Gty of Lynnwood opts to finance this
total construction cost, annual debt paynents are estinmated
at approxi mately $1, 247,000, assuming financing terns of 5.5
percent over the course of 25 years.

In addition, as highlighted in Section __, the proposed
convention center in Lynnwood’ is projected to operate at a
|l oss of approximately $  in a stabilized year of
operation (in current, 2000 value dollars). Based on the

foregoing operating |oss and debt service paynents related
to the proposed convention center in Lynnwod, the annual
funding requirenents for the project are estinmated to be on

the order of $  mllion per year ($ for the operating
deficit + $ for the fixed debt service paynments).
Also indicated in Section __ is that the conparable

Nort hwest convention centers are operating with a deficit,
which is very comon for public convention facilities
nat i onw de. Qur research indicates, for exanple, that the
Meydenbauer Center covers all of its operating loss via
hotel /notel tax and interest inconme revenues. As will be
di scussed at the end of this section of the report, although
convention centers operate with a deficit, these facilities
tend to benefit the cities in which they operate via the
economc multiplier, or ripple, effect.

B. FI NANCI NG OPTI ONS AND RECOWVMMENDATI ONS
1. Pot enti al Sources of Financing

Financing for the construction and operation of convention
centers is ideally provided by those entities that are
positioned to benefit directly from its operation, nanely
area lodging facilities, dining establishnents, wealthy
alumi of a local university, and |arge entertainment venues
such as thene parks. In Lynnwood, however, there are no
| arge entertai nment venues.

According to the International Association of Assenbly
Managers (I AAM), approximately 54.0 percent of convention
centers with under 100,000 square feet receive dedicated tax
or other support to help cover operating costs, with the
majority comng from TOT. According to the |IAAM the
following funding sources are also possible for covering
convention center operating |osses:
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Adm ssi ons/ Amusenent/ Ent ert ai nnent Tax;
Endownent | ncone;

G ant s;

Par ki ng Tax;

Redevel opnent Tax;

Rest aur ant Tax;

Sal es Tax;

St udent Service Fees;

Transfers from Revol ving Fund; and

0. Ticket Surcharges.

BOooNoGoRrwbdE

O note is that the use of tax increnent financing (TIF),
exanples of which are presented above, is popular but
involves the raising of taxes, a potentially sensitive issue
anong | ocal voters.

As pertains to construction cost financing, the |AAM
i ndi cates that general obligation bonds (GOBs) are the nost
coormon form of funding (at 42.7 percent), followed by
“ other” sources, and then by revenue bonds (21.4 percent),
as shown in the chart bel ow.

Construction Financing for Convention Centers
by Source

V)
m27.3% SGBOs

m42.7% m Revenue Bonds

O Redevelopment Bonds
O Private Bonds/Loans
m Private Donations
mOther

m2.3%
04.3%

02.3%

m21.4%

Revenue bonds, such as industrial revenue bonds (IRBs),
involve a conmpany that wants to acquire and/or construct
and/ or equip a facility. I nstead of pur chasi ng,
constructing, or equipping the facility directly, the
conpany enters into an agreenment (usually a lease) with the
i ssuer. The agreenent provides that the conpany will |ease
the facility from the issuer and, at the end of the |ease
term purchase the facility from the issuer for a nom nal

anount. The issuer agrees to purchase, construct, or equip
the facility (the company does so as the agent of the
i ssuer). In order to obtain the funds to purchase,

construct, or equip the facility, the issuer then issues the
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bonds. The proceeds of the bond sale are used to pay the
expenses of the facility. The bonds are payable solely from
the paynments (rent) by the conpany to the issuer. The
property tax exenption available through the IRB process
results from the fact that title to real property and
i nprovenents associated with IRB projects is held by the
gover nient al i ssuer, and property of a county or
municipality is exenpted fromtaxation

2. Recommendati ons

Since the proposed convention center will primarily benefit
the residents of Lynnwood, a substantial portion of the
costs relating to the facility could be funded through the
i ssuance  of gener al obligation bonds (GOBs), after
appropriate voter approval. In addition, we recommend the
consideration of financing through a conbination of
avai | abl e cash and TOT revenue.

As indicated in Section Il, TOT in Lynnwood, which is at
10. 6 percent of the roons revenue generated by hotels in the
city, is on par with the TOTl in other cities throughout
Washi ngt on. As such, a 40-basis-point increase in TOI, up
to 11.0 percent, could assist in covering a portion of the

operating loss and the debt service paynents. The
increnental TOT resulting from such a hypothetical increase
woul d be approxinmately $ , assumng an inprovenent in

the Lynnwood hotel market’s performance by the year the
proposed convention center stabilizes in 2004, as nodeled
bel ow.

Potential Incremental TOT Revenue

Annual Resul ti ng
Lynnwood Lynnwood | Avai | abl Aggr egat e Roomns TOT
Cccupancy ADR e Rooms Revenue TOT Revenue
o ( Rounded)
1999
(Esti nmat ed)

2004

(Proj ect ed)
TOT

| ncr enent

U Assumed a static Lynnwood hotel supply.
? Assuming a 3.0% percent growth in ADR
Sour ce: PKF Consul ting

Lastly, other potential financing sources would need to be
sought to cover the balance of the operating costs and debt
servi ce paynents. Such sources could include funds derived
via a potential increase in sales tax (currently at
percent), the creation of a countywide tourism tax, and
direct funding granted by the State of W shington or the
Federal Governnent.
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C ECONOM C | MPACT

As indicated previously, based on the 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 $
annual ly in 2000 value dollars. Total expenses are expected
to be approximately $ , wth a resulting deficit of
approximately $ annual | y.

Al t hough beyond the scope of this report, it is inportant to
note that positive economc inpacts from the operation of
the proposed convention center in Lynnwod should result
fromthe inportation of new spending into the |ocal econony.

Economic inpacts in their sinplest form can be neasured by
estimating total direct expenditures resulting fromfacility
oper ati ons. But to equate new direct expenditures wth
t ot al benefits would ignore the so-called econonic
multiplier effect as these dollars are re-spent within the
| ocal and regional econony. This increased business
activity, or indirect benefit from subsequent rounds of
spending, is also commonly known as the ripple effect.

The size of a given region's nmultiplier is directly related
to a region's geographic size, population, and the diversity
of its industrial and commercial base. A larger popul ation
is generally able to support a nore diverse econom c base,
and nore products are likely to be manufactured and
purchased || ocally. Therefore, noney injected into the
econony is re-spent nore often, causing greater changes in
| ocal busi ness vol une.

Annual or recurring economc inpacts from a convention
center's operations result primarily from spending by
conventions (national, regional, and state associations), as
wel | as consuner show attendees, since these events include
a large portion of out-of-town visitors. Consuner shows and
| ocal events tend to generate far |ess inpact because their
attendees are | ocal residents.

Econom ¢ inpacts from conventions and trade shows result
primarily from spending by overnight visitors, defined as
those visitors requiring hotel roons. The bal ance of these
event attendees who do not fly or drive in for the day, and
do not require hotel rooms (day-trippers), also generate
econom c inpact, albeit to a |esser degree. Most of these
day-trippers are likely to be from wthin the State of
Washi ngton or also fromthe Seattle NMSA
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The cumulative effect of new noney injected into the
Lynnwood econony could be nmneasured in ternms of three
distinct inpacts: sales volune, enploynent, and resident
i ncone.

e Sales Volunme: Changes in sales volune represent the
increase in a region's |ocal aggregate econom c
activity resulting fromnew dollars “ inported” into an
econony. In other words, it is the total dollar flow
of the mmjor economc sectors (wholesale, retail,
manuf act uri ng, and services), and IS general ly
equivalent to the gross product of given area (i.e.
Snohom sh County). Specifically, the economc sub-
sectors that are affected include transportation
shoppi ng outlets, hot el / ent ert ai nnent busi ness
services, and eating and drinking places.

e Enpl oynent: Because of the changes in sales volung,
| ocal enterprises, depending on their excess capacity,
may need to hire additional enployees. Enpl oynent
i npact, therefore, represents the nunber of enployees
hired as a result of total changes in sales vol une.

* Resident Incone / New Jobs: Resident incone represents
changes in state resident earnings that would result
from increased enploynent and spending due to the
inport of new dollars into the Lynnwood/ Snohom sh
County econony.

In addition to the econom c inpact nentioned above, the
proposed convention center should also benefit the | ocal
econony via primary sources of tax revenue attributed to
attendee spending, nanely sales tax and transient occupancy
tax (TOT).
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