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Introduction & Scope

Ann Arbor, the home of the University of Michigan, is a city that, to many who have attended
college or resided there, represents a superlative blending of city and institution. Ann Arbor is a
small town with a very real cosmopolitan personality. Over the decades, there have been many
proposals to develop convention centers, conference centers and other types of events facilities in
the downtown and some surrounding areas. The University of Michigan has developed facilities
either departmentally or geographically on campus to meet their conference needs. Similarly,
Eastern Michigan University has developed facilities which serve its staff and programs as well
as the meeting needs of local and regional groups unrelated to the institution. Likewise,
Washtenaw Community College has made many of their facilities available to public and private
organizations. In this paper, we have attempted to analyze demand for meeting and conference
facilities based upon local analysis and analysis of other facilities located in university towns in
the Midwest.

This paper contains a market overview and demand analysis for a meeting and conference facility
in downtown Ann Arbor, Michigan. The market analysis in this paper has been prepared based
upon relevant economic indicators, a survey of potential users, interviews with meeting
professionals and similar/comparable facilities in comparable markets. We utilized this
information to evaluate the area’s ability to attract groups and the potential of such a
development given the current trends in the meeting market. The scope of this study includes, but

is not necessarily limited to, the following:

e An analysis of economic and demographic data representative of the area such as
population, employment, retail sales, household income and traffic, to determine the

health of the market area pertaining to such a facility.

e An investigation of the meeting industry on a local and regional scale to determine
conference and meeting trends in terms of market sources, size, utilization characteristics,
duration, purpose, format, frequency, and services required. This also included an

evaluation of the preferences of the market with regard to extent, size and nature of
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meeting facilities, lodging accommodations and amenity packages. Demand for such
additional services such as availability of audio/visual equipment and operators, graphics

and ancillary presentation aids, and conference planning has also been considered.

e An evaluation of comparable regional properties in terms of rate structure, size, and scope
of facilities and services, utilization characteristics and degree of success in the market,

types and styles of events and groups attracted and trends in general.

e An analysis of utilization trends in the region to include utilization, market impact and

revenue potential and what that might mean for a facility in downtown Ann Arbor.

Charles Skelton

President

HOSPITALITY ADVISORS

November 15, 2010
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EXECUTIVE SUMMARY

In this independent study, Hospitality Advisors inventoried meeting and event facilities currently
available in the Ann Arbor area, a market that historically has utilized a mix of private hotels and
conferencing facilities as well as publicly related facilities such as those at the University of
Michigan. Ann Arbor has always been an interesting university town that inspires wonderful
memories for those who visit. It is a relatively small city and not easy to compare to larger
markets. Besides those in Ann Arbor and at the University of Michigan, there are myriad other
first class public and private conference facilities located proximate to Ann Arbor, for example at
Eastern Michigan University, and at the very forward thinking and progressive Washtenaw
Community College. Though Eastern Michigan University and the University of Michigan are of
different character, they both provide first class space for conferences and events, as does
Washtenaw Community College which has, among other things, a culinary arts program as well

as ongoing training and certification courses for construction trades on its campus.

In the text of this paper, we define various types of meetings facilities that are found universally,
as often the scope and purpose of each type is confused or misunderstood. Additionally, we
reveal and discuss the various facilities found in the Ann Arbor area that are available and

currently utilized for and by both public sector meetings and private sector events.

We have evaluated the economic and demographic trends of Washtenaw County and Ann Arbor.
In particular, during the course of our field work, we found conference and ballroom facilities in
local hotels and free standing facilities that rely on demand from the nearby universities as well
as from local and regional businesses and residents to sustain what is a declining demand for
meetings and events space. Since 2001, all over the country and particularly in the Midwest,
demand for all types of meeting space, i.e. corporate, social and educational, has been declining.
We believe that some of this decline is due to changing business models as more technology-
based training and meeting are utilized on-site and because of cost concerns by corporate
America and social meeting planners. Additionally, the supply of space built locally by the public
sector has increased, whether it is facilities such as the new conference facilities at the Ross

Business School and Palmer Commons at the University of Michigan, or the Convocation Center
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at Eastern Michigan University, which are all top-of-the-line facilities. The decline in demand for
conference and convention space in recent years results as well from industry consolidation and
alternative means of conveying information, such as the Internet and improved
telecommunications, which provide companies the ability to promote themselves and their

products less expensively and without the cost and ever increasing hassle of airline travel.

We have visited and evaluated the proposed site, the Library Lot, which is being made available

for development potentially as a conference center and hotel.

We have developed several financial scenarios based upon comparable conference centers in the
Midwest. These centers are of vafying sizes and we reduced the analysis to revenue and expenses
per square foot to evaluate the market. We understand that one of the current proposals is for a
conference center of approximately 25,000 to 32,000 square feet in conjunction with a hotel and

restaurant.

Starting on Page 46, we analyzed revenues and operating expenses of comparable facilities. Then
we looked at development costs, using a well-known, nationally-recognized construction cost
survey, compared it with the current development proposal, and arrived at conference center
development costs of $300 per square foot, (which is at the low end for these types of facilities,
as we have seen them as high as $400 per square foot.) Using $300 per square foot, we calculated
the estimated cost and then calculated debt service, interest and principal requirements under the
proposed bonding proposal. In the final chart, we calculated the estimated profit or loss after debt
service, which shows there will be a substantial annual shortfall both before and after debt
service. Our estimated shortfall is approximately ($1,105,000). Our research concludes that a
conference center, whether it is 25,000 square feet or 32,000 square feet, will fall far short of

meeting debt service.

Given local market conditions, which appear to be more long-term trends than short-term
conditions, a conference center as proposed in downtown Ann Arbor would compete directly

with existing underutilized private and public facilities and would not attract or create significant
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new business unless it was more than twice the size of the proposed conference center. A facility
of the size of the one proposed will divide current demand for the most part and will not create

sufficient additional demand to justify it.

Finally, during the course of our fieldwork we found evidence that the former Pfizer facility,
which was purchased by the University of Michigan last year, is being configured to likely
contain conference facilities to be utilized by the University of Michigan to host both large and
small events. If this is true, most likely there will be significant meeting space capacity in

existing local facilities that will become even more underutilized.
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DIFFERENT TYPES OF MEETING AND EVENT FACILITIES

The purpose of this section is to describe the underlying concept of meeting and event facilities
to enable a more thorough understanding of the intention and capabilities of each type of facility

that is commonly developed and the market orientation of each.

Conference centers have long been an integral part of companies’, institutions’ and associations’
efforts to maintain internal and external communications and specialized education. Typical
meeting locations which have been developed to meet this demand range from corporate
boardrooms to hotels, resorts, country clubs, universities and conference and convention centers.
Each of the aforementioned categories of meeting facilities has certain attributes to offer the
various types of groups and organizations. However, all except executive conference centers
specifically cater to a variety of markets in addition to the primary market. Currently in Ann
Arbor and Washtenaw County there are many hotels with meeting space that has evolved to try
to meet the demands of the community as well as the universities. Additionally, there are many
facilities on campus and at the local hospitals designed to meet various departmental or

institutional needs.

Many organizations have recognized the advantages involved with various locations for specific
meeting formats. Many organizations have included conference rooms in corporate or
departmental headquarters. Such in-house meeting facilities are convenient and comfortable.
This is common in university settings, which encourage alumni to bring their business back to
campus for training (such as the Ross School of Business). Other facilities have actually

developed a revenue stream though online training, which usurps business from competitors.

By way of clarification, the following is a summary of the various types of meeting and event

facilities, their similarities and differences, as well as their primary target markets.
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Facility
Hotels & Inns

Hotels and inns are primarily designed to meet the lodging needs of a variety of markets. Meeting
rooms in lodging facilities are typically oriented toward social events and training meetings.
Most hotel facilities are usually used for local middle and lower management levels and
associations. The targeted markets are generally more price-sensitive and these facilities are also

characterized by a high percentage of single-day usage.

University Conference Centers

Generally developed by and associated with a major educational institution, these facilities are
typically staffed by university personnel. Lodging facilities range from specially designed
conference style accommodations to dormitory rooms as available. Targeted markets are
primarily associations-technical in orientation, and academic/university related. Groups are
typically more price-sensitive than resort, corporate, or executive markets. These are
characterized by high day and seasonal usage. The Ross School of Business, Palmer Commons,
The Michigan League, the Michigan Union and Medical School have such facilities. Eastern
Michigan has Eagle Crest Conference Center,

Resorts

Group programs are developed to increase occupancy and rental management programs for
condominiums and utilization of dining and recreational amenities (which are usunally extensive)
during slow tourist seasons. Staffing and meeting aides are usually professional and sophisticated
as to needs of attendees. Size of each facility varies depending on the target market, and
emphasis is primarily on combining corporate and recreational uses as well as attracting social
oriented events and conferences. These events are similar to those held at either executive or
corporate centers but emphasis is more toward incentive, recreation, and socially-oriented
objectives. Eagle Crest Conference Center is contiguous to the Ann Arbor/Ypsilanti Marriott and
Eagle Crest has some of these characteristics. The existing market appears to have absorbed

much of the demand for conference space.
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Corporate Conference Centers

Designed by a corporation primarily for in-house use, corporate conference centers are typically
available on a limited basis to outside users. These facilities are staffed and supplied with
sophisticated meeting aids. Size of the facility varies depending on companies’ needs. Emphasis
is primarily to satisfy the companies’/owners’ training and development as well as internal
communication needs. While primarily designed for in-house corporate use, the characteristics of

outside users, if any, are similar to users of executive conference centers.

Executive Conference Centers

Executive conference centers are developed primarily to satisfy the requirements of specialized
executive level meetings and are staffed with conference center coordinators. These facilities are
built with sophisticated audio-visual equipment and meeting aides. Typically lodging rooms are
available to serve conferees either in nearby hetels or as part of the development. Facilities
include specially designed meeting rooms and breakout rooms. Emphasis is characterized by
excellent service, high quality and security. The target market is primarily upper-level
management planning, educational and training seminars as well as corporate and less price
sensitive associations. Often, these facilities are located proximate to corporate headquarters,

large corporate parks in urban areas and at airport hubs.

Events Centers

Designed to accommodate special events such as concerts, shows, and sporting events, events
centers are typically built specifically for these purposes and therefore are not very flexible in
their spacing. These facilities can usually accommodate from 500 to 10,000 people and do not
typically include a hotel facility. Targeted for large social and entertainment events, this type of
facility must be able to accommodate large groups of people and is characterized by primarily
day events. The Eastern Michigan Convocation Center and the University of Michigan’s Crisler

Arena are exaraples of this type of facility.

Convention Centers

Convention centers are typically owned and/or operated by a municipality to increase tourism
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and business activity. These facilities are usually situated in a central business district and do not
include a hotel facility, but are within close proximity to many hotel rooms. They typically
include significant exhibition space and some ancillary conference rooms for smaller meetings
and break-outs. Primarily state and national associations and large trade groups who require
exhibit space utilize convention centers. Proximity to a large number of hotel rooms and
recreational amenities is required. Cobo Center in Detroit and McCormick Place in Chicago are

representative.

Current Meeting Environment

Size and frequency of meetings has steadily declined for the last ten years in most markets and
the return on investment in meeting space can be difficult to compute and ventures such as hotels
with meeting space are oftentimes considered risky. Smaller hotel properties containing only
guestrooms are typically more profitable and less risky, which makes them more likely to be
financed. In the Ann Arbor area, existing full-service hotels have updated and/or added meeting
space to serve the meetings market while the University of Michigan, Eastern Michigan and
other public institutions have added meeting space internally to meet their demand over the

years.

Public sector development or participation is often reserved for projects or portions of projects
which are not appealing to the private sector. Provided that the necessary base demand is not
being met by the private sector and ancillary features are in place, the public sector may serve
constituents by entering the development arena. Public events facilities and convention centers

represent the type of projects in which the public sector participates.
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ANN ARBOR AREA DESCRIPTION
Currently, one subject development area discussed for a hotel
and conference center development is situated in the city of
Ann Arbor, Washtenaw County, Michigan. Washtenaw County
is located in the southeastern portion of Michigan’s Lower
Peninsula. Washtenaw County is not part of a Metropolitan
Statistical Area but is proximate to the Detroit Metropolitan
Area. The image to the left illustrates the location of

Washtenaw County relative to other Michigan Counties.

Area Highway System

A network of roads and highways that includes Interstate 94, U.S. 23 and Michigan Route 14 (M-
14) service the Ann Arbor area. Interstate 94 begins in Port Huron at the Canadian border and ends
in Billings, Montana and connects the area to such major cities as Detroit, Chicago, Milwaukee and
Minneapolis. U.S. 23 runs from Toledo, Ohio north through Ann Arbor and joins with Interstate 75
and connects the area to cities such as Flint, Saginaw and Bay City. All vehicle traffic will arrive
via one of these routes. We have shown the passenger car traffic counts at major freeway exits
leading into Ann Arbor’s downtown area. Additionally, we have added a chart displaying the

distances to major cities around the region.

Average Daily Traffic Counts Period 2000 2008 Comp. Annual Growth
1-94 at Jackson Ave. 2000-2008 49,900 46,800 -1.06%
1-94 at Ann Arbor-Saline Road 2000-2008 61,500 57,200 -1.20%
1-94 at State Street 2000-2008 83,900 75,700 -1.70%
U.S. 23 at Washtenaw Ave. 2000-2008 78,000 71,300 -1.49%
U.S. 23 at Plymouth Road 2000-2008 70,400 67,300 -0.75%
M-14 at Main Street 2000-2008 51,700 47,300 -1.47%

Source: Michigan Dept. of Transportation, 2009
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Location

Grand Rapids, Michigan 129

Flint, Michigan 53
Lansing, Michigan 66
Detroit, Michigan 40
South Bend, Indiana 181
Fort Wayne, Indiana 151
Indianapolis, Indiana 265
Chicago, lllinois 233
Toledo, Ohio 50
Akron, Ohio 178
Cleveland, Ohio 166
Dayton, Ohio 190
Toronto, Ontario 264
Erie, Pennsylvania 257

Source: MapPoint

Ann Arbor is a commercial center in southeastern Michigan. The Ann Arbor area is situated
along Michigan’s major east/west thoroughfare in I-94 and has easy access to most population
centers in Michigan. Additionally, Ann Arbor has easy access to Detroit and the international
border with Canada as well as neighboring states. The primary subject site is located in the
downtown area contiguous to the public library and is to be built on top of an underground

parking structure.

Air Traffic

The Detroit Metropolitan Airport is the largest airport serving the Washtenaw County area. The
airport is approximately 25 miles east of the proposed subject property in the Detroit suburb of
Romulus and is accessible by way of Interstates 94 and 275. Approximately 17,226,086 enplaned
passengers were serviced by Detroit Metropolitan Airport in 2008. There were about 300,000 fewer
passengers in 2008 as compared to 2000. Also notice that in 2006, Detroit Metro saw an all-time
high in enplanements before seeing a 19 percent drop for 2007.
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Historic Passenger Volume
Detroit Metropolitan Airport
Percent Increase

Year Total Passengers (Decrease)
2008 17,226,086 21.78%
2007 14,145,126 -19.34%
2006 17,536,267 -0.75%
2005 17,668,661 2.31%
2004 17,269,691 6.92%
2003 16,152,020 4.22%
2002 15,497,817 -2.95%
2001 15,969,111 -9.13%
2000 17,572,823 -

Compounded Annual Growth -0.28%

Source: Michigan Department of Transportation

Metro Airport (DTW), before construction of the new midfield terminal had three passenger
terminals - an International Terminal and two domestic terminals. A multi-story parking deck,
which can accommodate 6,700 vehicles, was opened in 1994. Detroit Metro Airport serves as
Delta Airlines' major hub, which handles approximately 74% of the passenger traffic at DTW,
and provides scheduled service by all major domestic airlines and numerous international carriers.
Detroit Metro is also the world aviation headquarters for Ford Motor Company and General
Motors Corporation. The biggest growth has occurred in international passengers partially due to
Delta Airlines' increased frequencies to foreign destinations. DTW's carriers provide non-stop
service to over 100 domestic destinations, many of them served repeatedly throughout the day.
Wayne County and Northwest Airlines constructed a new midfield terminal as part of a $2 billion
expansion program at DTW in 2002. The new $1.2 billion terminal features 99 gates and an
11,000 space parking deck. The new deck plus the surface lots are able to accommodate almost
13,000 vehicles. Other construction projects included a south access road, a fourth paraliel
runway, and extensive modifications to existing terminals. Completed in 2008, the new North
Terminal replaced the Davey and Smith domestic terminals with 26 gates for other major air

carriers serving Detroit.
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MAP OF THE ANN ARBOR AREA

ECONOMIC & DEMOGRAPHIC FACTORS Higur Hsturaben In
In this section, we examine indicators that are relevant to market demand in order to assess the
economic environment in which the proposed subject property is located. Analysis of this data
provides a broad measurement of an area’s economic health, as well as indicates trends and levels
of business activity which occur in a particular area. The subject property is influenced in a general
manner by the economical, political, physical and social characteristics of Washtenaw County. The

proposed subject property is located in the city of Ann Arbor in Washtenaw County, Michigan.

EMPLOYMENT

One of the most important factors in determining present and potential commercial and industrial
growth is employment. The following table illustrates the decrease in overall employment since
2000 for Washtenaw County, where the proposed facility is to be located, as well as for the State of
Michigan. The Washtenaw County unemployment rate has historically been closer to the national
average than to the Michigan average. The following table illustrates employment and labor force

data as well as compounded annual growth analysis for the aforementioned areas.
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Washtenaw County Labor Foree 2000-2009 185,202 - 183,794 -

Washtenaw County Employment  2000-2009 180,898 232% 168,054 .8.56%. ...
Michigan Labor Force 2000-2009 5,144,000 - 4,889,000 nmd
Michigan Employment 2000-2009 4,953,000 3.71% 4,224,000 13.60%

The University of Michigan is the largest single employer in the Washtenaw County/Ann Arbor
Area and acts as the driver for much of the public and private development activity for the area.
This is, in large part, due to a highly-educated workforce and a very diverse employment base.
Public-sector employers in the Ann Arbor Area are primarily related to health care and higher
education. We’ve shown charts below detailing the largest employers, largest sectors, and foreign-

owned employers.

| Major ic Sector Employers - Ann Arbor Arca |

Employer Employees Market Sector
University of Michigan - 16,143 Higher Education
University of Michigan Medical Center 16,000 Health Care
Trinity Health 4,500 Health Care
Ann Arbor Public Schools 3,000 Public Education
Eastern Michigan University 1,932 Higher Education
Veterans Administration Medical Center 2,100 Public Education
Washtenaw Community College 1,559 Higher Education
Washtenaw County 1,300 County Government
United States Post Office 923 U.S. Government
Chelsea Community Hospital 800 Health Care

Sotirce: Ann Arbor SPARK

Many of the private-sector employers are related to the automotive industry. This is due, in part,
to the proximity of Ann Arbor to Detroit as the hub of the automotive industry, but also due to
the engineering, technical and research talent throughout Ann Arbor and the rest of Southeastern
Michigan. Other major employers are involved with retail, food, mortgage banking, software, and
publishing.
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Fel
Major Private Sector Employers - Ann Arbor Areal

Employer Employees Market Sector
Ford Motor Company 2,000 Automotive Components
General Motors Powertrain 1,765 Automotive Components
Thomson Reuters 1,716 Accounting Software
ACH 1,300 Instruments & Consoles
Toyota Technical Center 1,060 Auto Research & Development
Borders Group, Inc. 1,000 Book Retailer
CitiMortgage 800 Mortgage Lender
Chrysler Proving Grounds 750 Automotive Testing
Domino's Pizza Inc. 923 Corporate Headquarters
ProQuest 475 Online Information

Source: Ann Arbor SPARK

Industry Sector Area Employees
Health Care 23,400
Higher Education 19,491
Automotive 12,385
Life Sciences/Biotech 3,626
County & Federal Government 2,223
Software/Customer Service IT 2,080
Information/Print & Online 1,900
Imaging/Vision 560
Source: Ann Arbor SPARK

These charts provide a snapshot of the total employment picture as these jobs provide a base for all
economic activity in the region. Furthermore, there are approximately 57 foreign-owned companies
with operations in the Washtenaw County/Ann Arbor Area. Additionally, there are numerous
foreign-owned companies related to the auto industry with operations in the west suburbs of

Detroit.



PROPQOSED CONFERENCING FACILITY, ANN ARBOR, MI 19

Foreign-Owned Companies - Ann Arbor Area

Country of Origin Operations
Japan 15
Canada 6
Australia 2
Germany
Belgium
France
United Kingdom
Malaysia
Sweden
Switzerland
South Korea
Netherlands
Denmark
Austria
Spain
Taiwan
India
Source: Ann Arbor SPARK
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The workforce in the region has access to high-quality educational opportunities which increases

international exposure and diversifies the economic base.

Population

The population trends of an area have no direct correlation with hotel room night demand, but do
reflect the economic health of an area. Therefore, a discussion of population is necessary. With a
population of 350,873 in 2010, Washtenaw County has seen a 0.81% compounded annual increase
over the ten year period starting January 1, 2000 and ending December 31, 2009. The population of
the City of Ann Arbor declined by approximately 4.7% over the period starting April 1, 2000 and
ending December 31, 2009, which is a 0.48 percent annual decrease. The State of Michigan has
experienced growth with an annual increase of 0.14 percent, during the 10-year period between
2000 and 2009. Michigan’s projections for the five-year period of 2010-2015 show a 0.3 percent

annual increase.

Locally, within one mile of downtown Ann Arbor, the population is 33,106 as of 2009. This is
expected to increase by 0.15 percent per year until 2014. The majority of the population is between
the ages 10 and 54, with the largest segment between the ages of 15 and 19 years old. The
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median age is 23.1 years old. Refer to the table from ESRI.

Mean Household Income

Trends in personal income reflect the spending ability of local residents. Like population trends,
personal income has no direct correlation with hotel or convention demand, but rather tends to
gauge the economic health of a market area. Washtenaw County and Michigan incomes can
compared and measured through this analysis. Washtenaw County’s level of }* m Househoia
Income resulted in a 1.27 percent compounded annual growth from 2000-2009. Meanwhile, the
State of Michigan registered growth of 0.12 percent annually from 2000-2009.

socally, within one mile of the subject site, the mean household income amounted to $48,986 for
2009, The majority of households within one mile earn less than $15,000 per year which is due in
arge part to the high number of college students residing within the survey area. Slightly less than
'0 percent of households earn more than $75,000 per year. Mean household income is expected to

ncrease to $50,124 by 2014. Refer to the chart from ESRI showing household income information.






























































































































