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September 22, 2016

Mr. Brian Hughes

San Diego Tourism Marketing District Corporation
8880 Rio San Diego Drive, Suite 800

San Diego, Califaria, 92108

bhughes@sdtmd.org

Re: Chargers StadiumConvention Center
San Diego, Q#ornia

DearMr. Hughes

Attachedyou will find our Reporton the Proposed JoinDevelopment of a Chargers
Stadium-Cmvention Centerj O3 O AHAIEIOOAT OET 1 y#vkdg@&adongs ! (
EAOA AOAI OAOGAA OEA EiI PAAO 1 Aabitgth attta@l BT O
convention center business.

The Chargers propose a $1.8 billiomvestment over half of which, $1.15 bilion,

xI O1' A AT T A £01Ti DOAI EA Oi OOAAOG8 /1 OO0 OAc¢
whether that proposed level of publicinvestment in a StadiumConvention Center A
xT O A AAOAT AA 3AT $EACI 80 PiI OEOEIT ET Ol

Our approach to this study ivolved gathering event planner opinions on the
project, comparisons with similar convention center and stadium developments,
and thorough analysis of all available data on convention business in San Diego.

We foundseveral corclusions and lingering conceris with the proposal

1 The Chargers StadiunConvention Center has been positioned as an
expansion to the existing SDCC, bahe distance between theSan Diego
#1171 OAT OET $DCe Al AAOEAODPOT i OAA OthmEeb AT O
used jointly. Event organizers who plan conventions that are too large to fit
into the existing SDCC will not use the existing facility in combination with
the StadiumConvention Center.

1 Event organizers who plan conventions that would fit into the proposed
Stadium-Convention Ceter would prefer to use the existing SDCG@ue toits
superior location and proximity to supporting hotel supply. Event planners
also expressed concern that use of the proposed football field &xhibition
space would be unacceptable to their exhibitors.

1 Analysis of the floor arearequirements of existing spacesrevealed that
conditioned exhibit space in theStadium-Convention Centerwould only
meet the needs for29% I £ 3 Al $ EA Cletefts hieffe€@Atie OET 1
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Stadium-Convention Center space wouldhave 160,000 square feet of
conditioned space connected to thd.00,000 squarefeet of unconditioned
stadium space(the football field area). This unconditioned spaceould only
be usdul an additional 6% of the time.

 The# E A O @hbsaDto which the NFL has verbally agreedpreserves
dates during football seasons into the future for the purpose obooking
conventions. However, this proposal is not feasible. Conventions that
generate a significant number of room nights in San Diego require an
average of nine continuous days of building occupancy. Most of the event
AT TAEO T £Z£ZAOAA ET OEA . &,060 DOI bi OAA
estimate that the proposed schedule would meet the needs for continuous
blocks of event daysduring only 43% of the football season days.

1 The proposed StadiumConvention Center wouldprimarily compete with
the SDCC and the expanded Marriott Marquis San Diegarvia for short-
term business and reduce the occupancy of the SDCC.

1 The lack ofaheadquarters hotel, adjacent hotels, and thgotential for hotel
development surrounding the site of the proposed development presents
challenges to event planners.

1 Becauseof its small size, limited availability during football season, and
event planner dissatisfaction with the plan, we estimate that the Stadium
Convention Cente would attract approximately 90,500 net new room
nights per year.

1 The new room nights would ge@erate $3.0 million per year in lodging tax
revenue. This compares to theproposed $67 million annual expenditure,
which includes the public investment for construction and operating costs.
This revenue dces not justify the combined investment and annual
operating expenses of the StadiurConvention Center.

1 Moreover, under the current proposal, the financing plan eliminates the
existing 2% Tourism Marketing Districtj O 4 - &sgespment and replaces it
with a guaranteed 1% andnon-guaranteedadditional 1% after the previous
UAAOB O AgbPAT OAOG AT A T A OAGHUCundiigd OO
at risk and could hinder the ability to market and promote the city and
convention center(s).

The scope ofour review focused on the impact of the proposed Stadium
Convention Center onconvention activity in San Diego. We recognizeother

issues related to the developmentnot addressed in our report that require

further study.

1 Overall site capacity is questionable. lis unclear whether the concept plan
provides for adequate pedestrian, vehicular access, parking availability, and
building loading capacity. The Chargers have discussed the potential for
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1,200 parking spaces that would replace San Diego Padres tailgatekiag.
This could be a cause for concern when large conventions or tradeshows at
either convention facility coincide with each other or with Padres home
games.

1 The Chargers proposal suggests that a government entity, such as a joint
powers authority, may be formed to own and operate the facility. However,
conflicts of interest between representatives of the lodging industry or the
Chargers could hinder the formation of this entity. This legal complication
AT 01 A POAOGAT O OEA POT EAAOEO POI COAOO

1 As of this writing, a budget for the total amount of capital expense required
to completethe project has notbeen specified

Because of its destination appeal, San Diego ranks as one of the top convention cities
in the US. Clearly, expansion of the SDCC is necessafy®ET OAET 3 AT $EA

DOAOGAT AA ET OEA ET AOOOOU8S8 4EA #EAOCAOC
objective.

Sincerely,
HVS Convention, Sports & Entertainment
Facilities Consulting

M oy

Thomas A Hazinski
Managing Director

Jorge Cotte
Associate
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1. Summary of Findings

Nature of the The San Diego Tourism Marketing Distict Corporationj O3 $ 4 - it$ $an Djego,
Assignment California engaged HVS Convention, Sports & Entertainment Faciliti€onsulting
i O( 6tBrévigw the Chargers StadiumConvention Centeplanj O EDBvelépment
oi Ah&d 3AT S$EACI #EAOGCAOO j O#EAOGCAOOGQ
ofa. AOET 1T Al &1 1 QAAGddium férAtgiOtkamjatd an attached
convention center.HVS was asked to assess the impact that this development would
have on the ability of Sa Diego to attract conventions, tradeshows, and other evesit
that generate lodging demand.

Methodology HVS performed the following tasks:

1. Assessed the impact of the Development Plan aonvention centerdemand
in San Diego.

2. Measured the incremental room ights and the impact on the transient
occupancy tax.

Reviewed publicly available documensthat describe the Developmen®lan.

Assessed the proposed siteral its connectivity to the San Diego Convention
#A1T OAO | O3$##06(Q8

5. Reviewedand analyzed sales and marking data provided by the San Diego
Tourism Authority .

6. Reviewed and analyzed thdnistorical demand and attendance data at the
SDCC.

7. Compiled dataon the joint use of three convention centers and stadiums in
other cities.

8. Reviewed and summarized the resuls of event planner surveysthat
addressed the expansion options currently under consideration in San
Diego.

9. Interviewed event planners regarding the current Chargers proposahnd
Development Plan

10.  Gathered information on the performanceof the non-contiguous convention
center expansion of the Moscone Center in San Francisco and the proposed
non-contiguous expansion of the Washington State Convention Center in
Seattle.

September 22, 2016 Chagers StadiurConvention Center 6
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Key Findings
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HVScollected and analyzedll information contained in this report. HVS soughout
reliable sources and deemed information obtained from third parties to be accurate.

The Chargers proposed a mixedse project with a stadium that would havea
permanent seating capacity of up to 65,000 seats an@ convention center
component with 320,000 square feet ofgrossindoor rentable floor area. While itis
described as an expansion of the SDCC, the proposgtadium-Convention Center
would be 0.7 miles or a 14minute walk from the SDCC.

We reviewed prior evert planner survey results and interviewed event planners
regarding the Stadium-Convention Center Development Plan We found the
following:

T

Event planners voiced objections to a 4.0% increase in lodgirtgx rates
because it would increase the cost of bringimtheir eventsto San Diego. HVS
research shows that San Diego would move from having the 108 the 16"
highest tax rate among the 150 largest US cities.

Event planners expressed concerns about the appropriateness of the
football field for use asexhibit space due to the 200-foot ceiling which
prevent rigging, the fact that the stadium would not beconditioned space,
and surrounding the exhibit floor with thousands of empty seats may be
inapporpriate .

Based on interviews with event planners and stdies of historical
developments of sports domes near convention centers, joint use is not
likely, even whenthe facilities share an operator.

The proposed site lacks a supply gfroximate hotel roomsand the available
land for development of hotels largeenough to support the convention
events.

Event planners prefer contiguous expansion. They will not split their large
events between two venues because it will inconvenience and distract
delegates, result in unequal treatment of exhibitors, and increase eve
operating costs. Event planners also expressed concerned that a second
venue will give rise tocompeting simultaneous events.

%OAT O PI ATTAOO AOA OEADPOEAAI AAI 6O
convention events during football season and are wored about conflicts
with football activities during the season even for events that occur at the
SDCC.

September 22, 2016

Chagers StadiurConvention Center 7
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Analysis of comparable venues andompetitive cities revealed that:

1 Although San Diego is thesighth largest city in the US, it ranks @h with
respectto the amount of available exhibit space in its primary convention
facility.

1 We found only two examples of an-contiguous convention center
expansions inSanFrancisco and Seattle. In both cases, this approach to
expansionresulted from a lack of capaity to create a contiguous expansion.

1 The joint use offootball stadiums and convention centers has been tried and
largely failed in three cities - St. Louis, Indianapolis, and Atlanta. The
Indianapolis RCADome has been demolished and replaced with exhibition
space. The George Dome in Atlanta is slated for demolition after a
replacement stadiumis built.

The Chargers proposed a nineseason schedule that indicates the dasg¢hat would
be available for convention bookings. But, the NFL has only made a verbal
commitment to reserve dates far into the future. In the absence of written
commitment that includes the necessary guarantees, event planners remain
skeptical that the commitment to the proposed calendar couldr would be fulfilled.
Using thisscheduleand the proposed building program, we analyzed the number
and type of events that could be accommodated by the new venue.

1 The proposed schedule provided by the Chargers will only make the venue
available forlong-term convention events during43% of thedays of
football seasonln addition, days made available may noheetthe
required weekday patterns of event planners.

1 Event planners expressed concerthat congestion and activity from
football games would confict with convention eventseven at theexisting
SDCC and limit the ability to recover lost business.

1 We analyzed lost business and found thap@roximately 35% of potential
SDCC events would fit int@ venuewith 130,000 square feetof exhibition
spaceand a 100,000 square foot unconditioned field.

Analysis of lost short and long-term bookings, historical event size, consideration
of meeting planner preferences, and review of the proposed NFL calendar allowed
us to estimate the impact of the propose&tadium and Convention Center on event
demand.The uncertainty around future bookings and theeluctance of many event
planners to use a stadium floor as exhibit space will limit the abilityo book the

September 22, 2016
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Description of the
Chargers Development
Plan

Convention, Sports & Entertainment

spaceto its maximum potential. The net room night impactcould range up to 90,500
room nights per year.

This net room night impact estimate includes the room nights generated from the
AOGEI AET ¢8O OOA A éndthe pbténiialidst rddi hights dadsbdi O
stadium activities and the failure to contiguously expand the SDCGrailure to
implement a contiguous expansion will result in the loss of existing events and lost
opportunities for new larger events Moreover, concerns aroundtadium-related
congestion, parking, and hotel capacity may cause other existing or potential users
to move to other cities.

This analysisis predicated on abest case scenario that the NFL will adhere to its
commitment to preserve scheduled dates. If this does not occurthe Stadium
Convention Center would be inaccessible for the booking of lortgrm convention
events for the entire football season.

In a document dated March 302016, referred to as the Initiative , the Chargers
presented their Development Plan. This plan includes a description of the proposed
site, a highlevel description of the capacities othe proposed Stadium-Convention
Center, an approach to financing, and a proposal for managing the developmeamd
operations of the venues

HVS requested and received additional information from the Chargers regarding
their Development Plan. We have incorporated that information into the following
description of the project. The Chargers disclogd only the broad outlinesof the
project and did not provide a site plan, a detailed concept plan, a project budget, an
estimate of operating finance, or aletailed plan of finance.

The sitefor the proposed Stadium-Convention Centeris locatedin downtown San
Diego,bounded by K Street on the North, Imperial Avenue on the South, ¥6Street
on the East and 12 Avenue on the West. The Chargers seek designatiofthis site
as a planned district that would allow for the simultaneous development of
convention center and stadium landusesaswell asrestaurants, barscultural uses,
athletic training and medical treatment facilities retail stores, and other ancillary
land uses.Thelnitiative does not specify thenumber and type of ancillary land uses

September 22, 2016
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FIGURE

& San Diego
Convention Center

Sources: Goole Maps and HVS

The stadium portion of the development would havea permanent seating capacity
of up to 65,000 seats, with expansion capabilitio 75,000 seatsThe stadium would
include typical NFL stadium amenitiesncluding club seats, loge seatfxury suites,
and other premium seatamenities.

The @nvention center component of the Development Planis referred to as an
expansion of the SDC@nd would include 260,000 square feet ofgross rentable
exhibition space, a 65,000 square foot ballroom and 80,000 of indoor meeting space.
This project alsoincludes 100,000 square feet onthe upper level that would be
comprised of 15,000 square feet fOA AAAT A6 | Adhddh B5000&quareé O
foot roof-top garden Thefigure below summarizes thenet floor areas of the exhibit,
ballroom, and meetingspacesof the proposed convention space.

September 22, 2016 Chagers StadiurConvention Center 10
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FIGURR
PROPOSED BUILDIN®BRAM
Bulding Area Exhibit Hall Ballroom Meeting  Total
Grade Level 130,000 - - 130,000
Connection 30,000 - - 30,000
Football Field 100,000 - - 100,000
Upper level(s) - 65,000 80,000 145,000
Rooftop - - 15,000 15,000
Total 260,000 65,000 95,000 420,000

Source: San Diego Chargers

The gadium would be integrated with the convention facility to allow for the joint
use of the stadium and convention centerAn 85,000 square foot rooftop garden,
would not be enclosed. Experience with the open air space at the SD&4l Area
indicates that this space would not be acceptablas meeting spaceo event planners
for their convention events. The recent history of the existing SDCC, with Sail Area,
indicates that even weltkept non-conditioned space is unacceptable as meeting and
exhibit spacefor the vast majority of events Consequently, we have not included it
in our function space tabulation.The following figure shows a rendering of the
proposed buildings.

FIGURB
IMAGE OF THEROPOSEBTADIUMCONVENTION CENTER

P

Source:San Diego Chargers

September 22, 2016 Chagers StadiurConvention Center 11
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The smaller volumedepicted in the foreground is the convention center and the
larger volume in the background is the stadiumThis rendering is one of several
publicly available pictures, and while it may represent the relatiorship between the
two buildings, it may not resemble the actual apearance of the proposed venue.

The following figure showsa floor plan of thefirst level of the proposedvenue that

was providedto HVS by the ChargetsThe Charges did not provide floor plans of
other building levels.

FIGURE
FLOOR PLAN ®ROPOSED STADHOMMN/ENTION CENTER
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Source: San Diego Chargers

An exhibit hall of approximately 130,000 square feet (on the left of the image) would
have minimum ceiling height clearance of 30 feet. The meeting and banquet space
(not shown in this floor plan) would be on a second and third level above the exhibit
hall. A 30,000 square dot area with minimum ceiling heights of 25 feet would

September 22, 2016 Chagers StadiurConvention Center
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provide a transition between the exhibit hall and the stadium. The exhibit hall and
the stadium floor would be on the same levelln comparison, te existing San Diego
Convention Center has ceiling heights that range fro@27 feet in Halls Athrough E
to 36 feetin Halls Fthrough H.

The stadium floor would offer approximately 100,000 square feet of exhibition
space and be open to the 20@bot ceiling of a retractable stadium roofWhile this
roof would protect the facilities from rain and other precipitation, it would not
completely insulate the stadium to the outdoors. The roof would servas @n
Oi AOAT 1 Ad oufddoAairflsw 1o kcoel the building. The football field would
have artificial turf to allow for conversion to a hard surface flat floor exhibit space.
The stadium floor would have standard exhibit hall utilites (power,
communications,etc.) in the floor and on 30-foot centers.This arrangementfor the
field mirrors the original Sail Area, which also was not completely enclosed or
conditioned. The SDTA and SDCC found that event planners would not rent it as
exhibit space, due to the uncertainty of exposure to the elements. The Salil
underwent a $10 million upgrade that retrofitted and conditioned thespace but
meeting planners still view it as secondary space

The Initiative does not provide information on parking capacity except to say that
shared parking would be limited to encourage theuse of public transit. Land use
intensity would be restricted to a floor area ratioj O & ! @ 4.0Jbut the density
calculation excludes the gross floor area of the stadium, parking areas, mechanical
penthouses and other sigrficant elements of theproject. The Initiative does not
provide an estimate of FAR without excluded land uses.

The San Diego UniofTribune has reported that theChargersintend to place 1,200
spots beneath the building to replace existing the San Diego Padres tailgate pafk.
events at the proposed StadiunConvention Center overlap with Major League
Baseball games or the largest events at the existing SDCC, parking could become a
major concern.

A detailed concept plan and subsequent schematic desigme to be determined
through a negotiation process between the City and the Chargers.

The Initiative proposes funding sourcedi OAT AAT A OEA AAOQAI T E
facility whereby the stadium may be used for various convention events, civic
events, sporting eventsand entertainment events (including professional football)

Oi POl i 1T OA O1 O0& 0K E E1r¢tavelngid&tEddaqengral costs
estimate of $18 billion as follows:

1 $650 million for stadium construction, infrastructure and land acquisition
from private sources,

September 22, 2016 Chagers StadiurConvention Center 13
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1 $350 million for Stadium-Convention Center integration from public
sources,

1 $600 million for construction of the convention center expansionand
infrastructure costs, and

T  $200 million in land costs.

The private and public sector stadium contributions are subject to adjustments
based on a construction cost indexn addition to these Sadium-Convention Center

development costs, funding would be needed forl) financing costs,2) marketing

and salesexpenses3) operational subsidies, and4) capital andoperating reserves.
Consequently, the total cost ofhe development is hot known at this time.

The Initiative proposesto fund all costswith revenue generated from &.0% lodging
tax. This 6.0% includesthe current 2.0% Tourism Marketing Assessmentand a4.0%
lodging taxrate increasethat would commence onJanuary 1, 2017Five-sixths of all
of the revenues collectedhrough the 6.0% lodging tax would be depositedin a
Convention Center Expansion and Stadium Fund and oséth of all revenuesinto

a newly createdSan Diego Tourism Marketing FundCurrently, Tourism Marketing
receivesOA OAT OAO &£OT i A ¢8nb 41 OOEOI - AOEAOE
plan, tourism marketing would receive revenuegyenerated bya 1.0% lodging tax
plus an additional 1% ofthe lodging tax revenue may be available after the payment
of debt service, convention center operatingexpenses and other reserve
requirements. While the intent is to continue to fund tourism marketing efforts at
current levels, half of that funding woutl be at risk and depend on whether future
lodging tax revenues meet projections.

Eight percentof total lodging tax collections generated by the 6.0% tax rate would
be dedicated tofunding a reserve for payment of operating and maintenance costs
of the Stalium-Convention CenterThis reserve would build up to a maximum $25
million dollars and be usedin anyyear when there are not sufficient funds in the
Convention Center Expansion and Stadium Fund to pay debt service or operating
deficits.

The lodging tax would also fund ongoing operating deficits including 1) $10.0
million for operations and maintenance of the Convention Center Expansi@&),$2.0
million for capital improvements and repairs to the Convention Center Expansion,
3) $ 15.0million for op erations and maintenance of the Stadium, ang) $2.0million
for capital improvements andStadiumrepairs.

The Chargers have ngprovided an estimate of the total amount of revenue thahe
6.0% lodging taxwould generate

September 22, 2016 Chagers StadiurConvention Center 14
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Ownership aml The Chargers propose that a governmental authority would finance, develop,

Management construct, and operate thestadium-convention centeror assist theCity in doing so.
The governmental entity could be 1) a new joint powers authority entered into by
the City under California state law, 2)an existing joint powers authority to which
the City is a memberor 3) any other public entity or not-for-profit corporation
formed by the City.The City couldestablish a Citycommission or advisory board to
oversee the construcion of the project.

The Chargers would become a permanent tenant of the stadium and control its
operation before and during NFL game day# exchange for the $350 million public
funding of the stadium, the Chargers woul@gree not to relocatefor 30 years

San Diego Convention Chargers described their proposal as an expansion of@éhSan Diego Convention

Center Centerj O3 $ # # 06 Q 8is tHe prAmiedeffatifity for conventions and trade shows
in San Diego (perated by the San Diego Convention Cent&orporation, the venue
attracts national and international associations and corporate events. The SDCC
opened in 1989 and underwent an expansion that roughly doubled its size in 2001.
The SDCancludes:

1 525,701 square feet of contiguous exhibit halls on thground level,
i two ballrooms totaling 81,661 square feet,

1 122,400 square feetof meeting space on the mezzanine and upper levels
and

1 A 90,000square foot area uder the Sails Rvilion.

In Fiscal Year 2015the SDI'A booked events that generatedover one million room
nights. In the calendar year2015, the building achieved a 68 percent occupancit.
is home to several nationally and internationallyrenowned events including San
Diego ComieCon International, the American College of Cardiology Scientific
Session, the National Safety Counéikpo,CiscoLive!, and the Esri User Conference.

The SDCGs locatedin the Marina district of the city. It is adjacent to the Gaslamp
Quarter district, a historic San Diego neighborhood that features some of the most
notable restaurants and cultural attractions in the area. It is also neathe Core
district, the primary business center of the cityHotel supply is abundant in these
areas, especially from the threenajor hotels adjacent to the Convention Center. The
Manchester Grand Hyatt, Marriott Marquis San Diego Marina, and the Hilton San
Diego Bayfront combine for over 4,000 rooms.

September 22, 2016 Chagers StadiurConvention Center 15
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Hotel Proximity
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To attract out-of-town groups, an adequate supply of nearby hotel roommust
support the lodging needs of delegates, aibitors, and other attendees. Event
planners consider proximity and connectivity as critical factors when evaluating the
overall hotel packages available in competing communities. Other important factors
include hotel brands, service level, building ageompetency ofmanagement, ease
of access, an@vailable meeting and banquet spaces in the hotels.

The figure below shows the proximity and scale of hotel rooms to the existing SDCC
as well asthe lack ofexisting hotels near the proposed StadiumConventionCenter.

September 22, 2016
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FIGURB
MAP OF HOTEPROXIMITY

September 22, 2016 Chagers StadiurConvention Center 17



