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THE QUEENSTOWN LAKES DISTRICT COUNCIL NEWSLETTER « SPECIAL EDITION « AUGUST 2013

CONVENTION CENTRE

D

PROPOSAL

INTRODUCTION

The Queenstown Lakes District is widely acknowledged as the premiere New Zealand tourist
destination. We have approximately two million visitors annually which, with 29,000 residents,
far exceeds any other city or district. 58%, or 9,500 of our 16,500 jobs !, are tourism related
compared with the average of 6.2% across New Zealand 2.

However, despite the centrality of tourism to our economy, there has been no new, major tour-
ism development in the district for over two decades, and no major hotel development in the
Queenstown Central Business District (CBD) for 10 years. The lack of significant investment in the
tourism industry, coupled with the global financial crisis, has meant that for the period 2000-
2011, international visitor nights in the Wakatipu Basin have increased at a significantly lesser
rate than domestic visitor nights. (36% for domestic vs 14% for international visitors, other than
Australia).

The development of an international quality convention centre offers us the opportunity not only
to acquire a far greater percentage of the international convention market, but also to act as a

wider catalyst for economic development in the district. . .
1 QLDC Economic Model, McDermatt Miller 2013,

2 Statistics NZ 2012.
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It is proposed that:
1) QLDC leads the development of a convention centre with approximately 750 person capacity and at
an estimated construction cost of $50M.

2) The location of the convention centre will be on approximately 1.4ha of the Lakeview site.

3) The project will be part of a mixed-use development (the development models are explained on
page 8), with remaining land (approximately 3.6ha) at Lakeview being developed, as market
conditions allow, for a range of commercial (including retail, hospitality and/or hotel/casina develop-
ments): residential; and public/recreational purposes. The exact mix of the additional developments
will be determined by the extent to which the Council contribution to development and operational
costs of the convention centre can be best off-set by the sale or lease of the remaining Lakeview land.

4) The Council’s ongoing contribution to the development and operating costs would not exceed $3.2M
p.a. over 25 years, but the Council intends to reduce those costs to the greatest extent possible (esti-
mated to be $0.9—1.9M p.a.) by the sale and/or lease of adjoining Lakeview land for other commercial

EUI’EOSES.

5) The Council ongoing contribution to the development and operating costs will be met from the most
effective mix of a number of funding mechanisms open to Council (see page 8).




Convention centres exist to provide a purpose-built facility for a range of large-scale conferences;
exhibitions and events (e.g. concerts). Convention centres are a large and growing international
market with an average annual increase of 6.7% 3 and the |argest growth in the 500-999 and 1,000-
1,999 delegate range. In September 2009, the Ministry of Economic Development published its research
into the feasibility of convention centres in New Zealand #. It identified the benefits of a convention
centre as being:

+ Increasing international visitor numbers;

+ Increasing tourism expenditure, with visitors typically being higher than average spenders;,

» Improving off-peak and shoulder seasons;

+ Helping to foster commercial links between New Zealand and overseas businesses;

» Supporting innovation and knowledge transfer between visitors and New Zealanders.

Equally, it recognised that there were risks in developing a convention centre. These risks include:

» Failing to successfully attract sufficient conventions or other events to be financially viable;

- Failing to develop an operating model that effectively limits public exposure to financial risk;

- Failing to develop sufficient complementary infrastructure to service the convention centre
(e.g. accommodation and hospitality facilities);

- Having potential revenue ‘cannibalised’ by competing cities offering incentives or discounts to
conventions in order to win business; and

- Failing to develop a facility of a scale and functionality that is appropriate to the types of
conventions that the location will attract.

The case for a convention centre does not rest on the operating profit it can deliver. In practice the

best managed convention centres make a modest operating profit which has to be re-invested into

maintenance of the facility. Instead the main argument advanced for developing a convention centre is

the wider positive economic impact it can have on a city or town.

3 ICCA International Association Meeting Market Statistics Report 1999-2008.

4 www.med.govt.nz/sectors-industries/tourism.
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In August 2011, QLDC established a Working Group which included membership from the Queenstown Cham-
ber of Commerce, Destination Queenstown, the arts and the jorr sector, to establish criteria with
which to evaluate various options for a Queenstown Convention|Centre. A feasibility study was commissioned
by the group in March 2012. HoTEL .

Then in August 2012, a Request for Proposal was publicly issued seeking potential partners with the Council to
develop a convention centre. In February 2013, a consortium including Ngai Tahu Property; Morrison & Co; and
Sky City Entertainment Group were selected as the preferred party to enter into negotiations for a convention
centre development.

S s S 1l N

' These negotiations have not proceeded to a point where a firm proposal can be considered for Council
4 ‘ approval. However, during this time QLDC has commissioned a number of reports to assess the merits of a
\ 5' convention centre which is funded or partially funded by Council. We now consider that there is sufficient
detail around the costs and benefits of a convention centre project to consult the ratepayers of the district.

The proposal summarised in this document is intended to presenta ‘worst case' scenario, in terms of the fund-
ing which the Council could be expected to contribute to a convention centre development. It is anticipated

q) that Council funding can be reduced by funding from other sources, including central government ($10-15MX
commercial developments; philanthropic donations; and sponsorship.

w5 BE HOSTED

Although referred to as a 'convention centre’, the proposed facility would be able to host a wide range of
events for both residents and visitors to the district including:

v « Single and multi-day conferences;

. Concerts, theatre and other entertainment events;

m - Functions (weddings, banquets, cocktail parties etc) for up to 1,000 persons;

W + Local community events,

v - Public and trade exhibitions.

_ EesTIMATED cosTs?

1. Construction costs

WT Partnership have made an initial estimate of $50M for the construction of an 750 person convention centre.
5 These figures included professional fees, consenting costs, cost escalation, and 5% contingency, but excluded
land costs.® '

2. Operating costs and revenue
|/ QLDC commissioned a feasibility study from Horwath HTL and WHK in July 2012 which forecast the
% following financial performance of a convention centre in Queenstown over a five year period. The forecasts
X show that the convention centre is expected to break-even in Year 3, and make a modest surplus thereafter;

5 The base build cost is virtually the same for all three sites, but it is assumed that additional parking and
external works would be undertaken at Lakeview because of the larger area offered.

6 The land values have been excluded from costings as they differ with each site.
Hnwever thev would have to be added to the final construction costs.




Revenue 6,107,785 716618 8,296,382 9,033,143 9,622,084

Variable costs 3,710,500 _— 4,327,235 4,962,920 5.364,209 5,669,123
Fixed costs 3 3,240,250 3,333,3 3,429,277 3,528,250

Operating Swptds* | (752,715)  (401,381) _— 150 239,658 424,71

* (contingency, furnitureg fittings replacement, and depreciation excluded)

There are broadly three ways in which a convention centre can operate:

1) Public ownership — Traditionally, purpose-built standalone convention centres have been built and
operated under a public ownership and management model (i.e. developed, owned and operated by a
public body). This model is justified on the basis that a convention centre delivers a disproportionately
greater economic benefit to the community that owns it than the cost of operation.

2) Public (full/partial) ownership/private management — More recently public bodies have transferred
responsibility for constructing and/or operating a convention centre to the private sector. This model
enables greater expertise to be applied to both development and operation, but leaves all, or most, of the
financial risk with the public.

3) Mixed-use facility — This model involves a convention centre being part of a wider commercial

development where public assets are traded off for retail; hotel; real estate or other commercial develop-
ment rights in order to finance the development and management of the convention centre. It enables
public costs to be better managed while ensuring that an opportunity to develop a convention centre is not
lost altogether. However, it does still involve some level of public funding, but offers flexibility in terms of
whether it is up-front capital or an ongoing contribution to operating costs.
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QLDC has considered three possible Council-owned sites to locate a convention centre — the Stanley Street car park; the G
Road car park; and ‘Lakeview' (the former Queenstown camping ground). The reason for considering publicly-owned sites is
ownership gives certainty as to the ability to develop a convention centre without having to negotiate a private purchase
acceptable price. Assessment criteria for each site have included:

+ Adequacy of the site area;

« Proximity to the Central Business District (CBD);

+ Location appeal to conference delegates;

- Economic impact (positive and negative) to the CBD.

Expert advice 7 to QLDC unanimously recommends the Lakeview site as the preferred location because jt:

 Is the only site of sufficient scale to meet the optimum functional requirements for a convention centre;

. Offers the most attractive location to conference delegates;

- Will have the greatest positive economic impact on Queenstown's CBD; and

- Has the greatest scope for wider development to minimise the scale of public contribution and maximise the level of priv

investment.
7 Reference Populous/TCC report.



LAKEVIEW
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The possible scale of Council contribution depends on the development model adopted. Expert
advice 8 to QLDC estimates that under a publicly-owned and managed model, or a publicly-owned but
private managed model, the anticipated costs to Council would be in a range of $2.6 - 3.2 M p.a. for 25
years. Under a mixed-use facility model, it is estimated that the costs to Council could range from $1.3

- 2.3 M p.a. for 25 years.

|

Approximately one-third of the available land at Lakeview would be required for the development of a
convention centre. The remaining land could be used for a number of activities, both commercial and
non-commercial. Activities which have been considered in developing a possible funding model include:
1. One or more 5 or 6 star hotels;
2. A casino ¢ (legislative change required);
3. Residential accommodation;
4. Commercial recreational activities (e.g. hotpool);
5. A high-end retail precinct
6. A dining/hospitality precinct;
~_7. Public open space;
8.Community housing.

S b O |

Most of these activities could operate in conjunction with one or more of the other activities, and there
is sufficient land available at Lakeview for multiple developments. However the decision as to whether
land should be made available by way of sale or lease for each activity would depend on considerations
such as:

. the revenue which could be generated from the activity;

- the applicable market conditions at the time; and

. the manner in which the activity might contribute to the wider economic development of the precinct

and wider CBD.

8 Reference CBRE report.

9 A casine could not be established without the Government
passing a law to transfer existing licenees.
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A council contribution could be met from:
/ . 1+ Ageneral rate on_every ratable property in the community;
W - Atargeted rate on commercial ratepayers businesses who could be considered to be the persons that
most directly benefit from the development of a convention centre; or
| M - Abed tax (no current legal basis).
The estimated charge under each option is set out below:

FUNDING SOURCE FULLY COUNCIL FUNDED MIXED USE MODEL
| (PREFERRED OPTION)
General rate (per ratepayer) 1 $136.00 $55.00
Commercial rate (per ratepayer) " $1,600.00 $650.00
Bed tax (per night) (no current legal basis) $4.20 $1.70

 RFRGTHRBENERTTS

J‘z ~n broad terms, the development of a convention centre is expected to:
4. - Reinvigorate the Queenstown_%.

- Generate a greater number of high-spending tourists;

+ Reduce seasonal peaks and troughs;

+ Increase the size of the economy of the district;

+ Act as a catalyst for new tourism developments;

+ Create_more jobs; and

+ Increase the population of the district which will increase the overall rating base to fund Council services.

o Dadn T

The QLDC has commissioned an economic impact report by BERL Economics. Below is a summary of the eco-
h. nomic benefits both during and after construction in terms of additional jobs and revenue to the district and
also New Zealand:

DIRECT TOTAL DIRECT TOTAL

Economic impact of construction Average ongoing economic impact |

Queenstown Lakes District Queenstown Lakes District

Employment (FTE's) 108.0 267.0 Employment (FTE's) 366.0 466.0
GDP ($m) 9.3 23.0 GDP ($m) 19.5 30.9
New Zealand New Zealand

Employment (FTE's) 108.0 583.0 Employment (FTE's) 165.0 290.0
GDP (§m) 9.3 535 GDP ($m) 10.0 23.5

10 This assumes an average cost per rateable property. If the cost attributed was proportionate
to rates paid, the actual amount to individual ratepayers could be higher or lower.

11 This also assumes an average cost per rateable property as footnote 8.



