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The Honorable Thomas M. Davis III

Chairman, Subcommittee on the
District of Columbia

Committee on Government Reform
and Oversight

House of Representatives

Dear Mr. Chairman
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.llll.b ltil:l-t:l .I.BDPUIIUD to your J.cqueal. 1U.l a status .I.BPUII. on the propuscu new

Convention Center Project in the District of Columbia. Specifically, you requested
an update on (1) the predevelopment and capital project costs, (2) the financing
of the project, (3) the revenues generated from various dedicated taxes, and

(4) the project's timetable for completion.

PREDEVELOPMENT AND

CAPITAT, PROJECT COSTS
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The District's efforts to design and build a new convention center are still in the
early stages. According to the Deputy General Manager of the Washirigton
Convention Center Authority (WCCA), the costs (predevelopment and capital)
associated with the project are all preliminary estimates, which are not reliable
and are subject to change once a program management firm is selected and a

nroiect manadar is hired to oversee the entirea nroiect. In addition the desion and
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. size of the project are expected to change.

Since our last testimony,! there have been some changes to WCCA's estimated
predevelopment costs for the Convention Center Project. We testified that

District of Columbia: Status of Sports Arena and Convention Center Project (GAO/T-
AIMD-95-221, August 9, 1995).
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WCCA's estimated predevelopment costs for the project, which was in the very
early stages, were between $8.8 million and $12 million for studies such as
environmental impact, traffic, engineering, and design for the new convention
center. In referring to these costs, current estimates now use the term expansion-

related expenses, which include predevelopment costs and costs not considered
in the earlier estimate, such as project manager, bond counsel and investment

estimate, such as project man bond counsel, an tment
banker. The current estimates also use different terminology from the earlier
estimate, thus making it difficult to compare the original estimate with the current
ones and emphasizing the uncertainty of these estimates. As shown in table 1,
these costs are now estimated at approximately $9.1 million for fiscal year 1996
and $39.7 million over the 4-year period—fiscal years 1996 through 1999. However,
as we stated earlier, these estimates are subject to change.

Table 1: Total Predevelopment and Capital Project Costs

Task Original estimate as FY 1996 Four.year
. reported 9/94 estimate estimate

“ Design & engineering $6,300,000 - $9,000,000 i *

ﬂ Special studies-environmental, 1,500,000 - 2,000,000 * *

§ traffic & transportation

“ Project structuring & feasibility " 1,000,000 - 1,000,000 * *
work

“ Financial. management review * $200,000 $300,000

" Legal review i 200,000 200,250
Land acquisition * 5,000,000 " 5,000,000 ||

|| Project Manager” *1 3,000,000 28,000,000

“ Architect for conceptual design * 50,000 50,000
Environmental impact study i 200,000 200,000

H Bond counsel i 50,000 500,000 |

&mvmlem banker . 5,000 5,000,000 ‘
Value engineering study * 200,000 200,000 1

ls;;eciax staff® * 200,000 200,000 u
Total $8,800,000 -$12,000,000 | $9,105,000 $39,650,250 I

2 GAO/AIMD-9644R  Status of Convention Center Project
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Note: We did not indepen&énﬂy verify the costs listed here. The initial estimates were developed by
Deloitte & Touche. The fiscal year 1996 and 4-year period estimates were developed by representatives from

Owranan Doty Canvandian andae Natianal Tnobitnta ~f DNavormrnanial Doeschooing (Yanaee] Qavedano -
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Administration, and D.C. Department of Administrative Services.
*This indicates tasks that were not included in the original cost estimate.
®This includes not only the Project Manager, but also the project management company.

“This includes Communiiy Relations Manager and Program Manager (Equal Ernpioymeni Opporiunity).

WCCA officials informed us that there is no firm decision on the design of the
new convention center; thus, its costs cannot yet be readily determined. Based
on a feasibility study conducted in 1993 by a private contractor,” estimates for
construction of the project totaled $521 million. These estimates are also
preliminary and are subject to change based on the final design of the building
and whether it is constructed above or below ground. '

To develop more reliable estimates on predevelopment and capital costs of the
pi‘Ojv':‘:Ct, WCCA has issued and received responses to its requests for proposals for
(1) legal counsel to the Board of Directors, (2) an environmental impact study,
and (3) a program management services firm to prepare a master budget and
_development schedule and assist in selecting an architectural and engineering firm
and a building contractor. According to WCCA officials, they have completed the
technical review of the proposals and will make a selection in the next 2 weeks.

In addition, WCCA is currently conducting a search for a project manager who

hag architactnral and anginsaring clrille in avarcoaing larsa nrniante Thic narenn
ARCAT (AL VALLLULLLUZ AL Al Vllslllbbluls SINEED ALL UVC&GDDHI& ‘-mso PLUJ\/\fw A LLLD yuov&l

would act as liaison between the WCCA Board of Directors and the program
management firm to advise the Board and General Manager of the existing
convention center on plans and specifications, project scheduling, and
development costs for the new center.

“Financial Feasibility Study of a New Convention Center in the District of
Columbia," by Deloitte & Touche, in association with Carmona, Motley &
Company, Mitchell/Titus & Co., December 1993.
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FINANCING OF THE PROJECT

As we reported previously,® WCCA still plans to use revenue bonds backed by
dedicated taxes and revenue bonds backed by lease or sale of the existing
convention center to finance the new convention center. According to WCCA
officials, there are no current plans to attract private financing for this project.

REVENUES GENERATED FROM
VARIOUS DEDICATED TAXES

The only firm milestone completed to date is the establishment of dedicated taxes
to help finance the project. In August 1994, when the District created WCCA,* it
also earmarked additional revenues to finance the predevelopment and :
construction costs of the project. With the support of the hotel and restaurant

industry, the District established additional taxes from the following revenue
sources:

—~ 2.6 percentage points of the 13-percent hotel sales taxes,

40 percent of the $1.50 daily hotel occupancy tax,
- 1 percentage point of the 10-percent restaurant sales/use tax, and

- one quarter of 1-percent increment of the busmess unincorporated and
corporate franchise surtax.

We verified that, as of December 20, 1995, the District had collected and
transferred to WCCA a total of $35.2 million from dedicated tax revenues, of
which $32.9 million’® is for fiscal year 1995. According to the Financial Officer of
the District's Department of Finance and Revenue, this is not the final amount for

®District of Columbia: Status of Convention Center Prg]ggg (GAO/AIMD—94-191
September 15, 1994).

“The Authority was created by the Washington Convention Center Authority Act of
1994, DC Law 10-188, Sept. 28, 1994, 41 DCR 5333, 6823.

5This amount was audited by KPMG Peat Marwick LLP for the fiscal year ended

September 30, 1995. The WCCA legislation authorizes WCCA to use dedicated tax
revenues for operating expenses of the existing convention center.

4 GAO/AII\/ID-QG—MR Status of Convention Center Project
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fiscal year 1995 since the District expects, after further reconciliation, to transfer
additional revenues to WCCA. However, this preliminary resuit for fiscal year
1995 tax revenues is $60,000 more than the District's projection. We also verified
that, as of February 7, 1996, for fiscal year 1996, the District had collected, so far,
only the October payment of about $2.3 million, which was transferred to WCCA
on December 20, 1995. The District has projected revenues of $35.4 million for
fiscal year 1996. The enclosure to this letter summarizes the total revenues and
expenses (actual and projected) for fiscal years 1995 through 1999.

In addition, as of January 4, 1996, WCCA had invested approximately $26 million
of dedicated tax revenues in Treasury bills and Fannie Mae and Federal Home
Loan Bank discount notes, which are earning an average of 5.4 percent annually.
WCCA has established a mechanism for monthly deposits to be made to this
account, which will be used to finance the Convention Center Project.

COSTS AND COMPLETION
OF PROJECT STILL UNCERTAIN

Because most of the critical steps necessary for completing the project have not
begun, the Deputy General Manager of WCCA said that the date for completing
the convention center has been changed to the year 2000. However, WCCA needs
additional information before more precise costs and firm completion dates can
be established. For example, the project needs an environmental impact
assessment and architectural and engineering design. Such studies are typically
needed before bonds can be authorized.

The cost of constructing the new convention center will also be greatly influenced
by the final design. For instance, WCCA is considering whether to build the new
convention center above or below ground. According to District officials, if the
convention center is built below ground, WCCA could sell or lease its above-
ground space for commercial or residential development to help offset the cost.
Also, as discussed earlier, WCCA is awaiting selection of the program
management firm and the appointment of the project manager.

To respond to your request, we reviewed relevant information on predevelopment
costs, the financing of the project, the dedicated tax revenues, and the project's
timetable for completion from the District government and WCCA. We also
conducted interviews with officials from WCCA, the District's Department of

5 GAO/AIMD-96-44R  Status of Convention Center Project
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Finance and Revenue, and the District's Office of the Assistant City Administrator
for Economic Development to clarify data that was provided and obtain additional
data. Except where noted in this report, we did not independently verify the
information provided to us. We did our work in January 1996 in accordance with
generally accepted government auditing standards. We obtained comments from
the Mayor of the District of Columbia on a draft of this report. He concurred
with the information presented here. -

We are sending copies of this letter to the Chairman and Ranking Minority
Members of the Senate and House Committees on Appropriations and the
Ranking Minority Member of your Subcommittee. If you need further
information, please contact me at (202) 512-9510, or Hodge Herry, Assistant
Director, at (202) 512-9469.

Y B,

Holloway

Grego
Director, Governmentwide Audits

Enclosure

6 GAO/AIMD-9644R  Status of Convention Center rProject



ENCLOSURE ' ' ENCLOSURE

: REVENUES AND EXPENSES OF THE WASHINGTON CONVENTION CENTER
(Dolars in Millions)

s § z —
Actual Projected “
FY95 |FY9% |FYor |FYes |FYeo |
Revenues
Taxes _ '
Hotel sales tax $13.6 15.0 15.7 16.0 16.4
Restaurant sales/use tax 11.8 13.0 13.8 14.0 14.3
Occupancy tax 3.7 356 3.7 3.7 3.7
Business franchise surtax® 38 3.9 4.0 41 42
Subtotal. | $32.9 $354 | $37.2 $37.8 | $386 |
| Building rental 3.2 2.8 28 28 2.8
I Exhibition services 2.0 1.6 15 1.6 1.6
Communications 9 T 8 ‘ N 7
Concessions 8 . 4 4 4 4
Miscellaneous -4 3 2 3 3
| - Subtotal $7.3 $58 | $57 $58| $58
. Interest on investments 1
Total revenues $40.3 $41.2 | $42.9 $43.6 $44.4 o
Expenses
Personal services $9.2 10.1 10.5 10.1 10.1
Contractual services 1.8 4.3 24 15 1.7
Supplies 4 6 5 7 7
Occupancy costs 14 1.8 1.8 1.9 - 1.9
Depreciation 24 2.6 2.8 3.2 33
Miscellaneous 2 3 2 4 4
Total expenses $15.4 $19.7| $182 $1 $18.1

*Amount includes both corporate and unincorporated business franchise surtax.

(901693)
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U.S. General Accounting Office
P.0O. Box 6015
Gaithersburg, MD 20884-6015
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U.S. General Accounting Office

Washington, DC -
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