o you did a feasibility study

before you opened a few vears

ago; why would you need one

now? By any chance does
your revenue curve look anything like
the one in Figure A? If you are consid-
ering opening a new leisure entertain-
ment center, do you really think that
not having an accurate feasibility
study performed will keep your rev-
enue curve from mirroring Figure A?
The absence of a feasibility study is
the first sign that you, the
owner/developer, may not have a full
understanding of the target market and
have not right-sized the project to
ensure success and keep out future
competition. Before you make any
imvestment in your current or future
facility, strongly consider this state-
ment: A feasibility study is the most
cost-effective investment you can
make, as it greatly assists in steering
your major investments into the areas
that can generate the greatest returns
and operating longevity, and provides
a partial or full exit strategy.
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Feasibility:
The Three- Year Itch

By Frank Seninsky
and

Jerry Merola

Years ago, when amusement attrac-
tions and equipment were less expen-
sive and many markets were still new
1o the concept of family entertainment
centers, it was less nerving to invest
$500,000, $1,000,000, or even
$2,000,000 into a brand new facility
or, perhaps, an existing one. An abun-
dance of new product, limited compe-
tition, and strong consumer interest
created an ideal platform on which
to develop or integrate additional
attractions into various types of
leisure facilities.

Currently, with the arrival of many
new national competitors with deep
pockets and a thirst for market share,
the playing field of our industry is
rapidly changing. The bar has been
raised, and entry costs and renovation
costs have escalated. The decision of
the independent ownerfoperator to
make such investments must be based
on & rock-solid business plan that is
formulated around a strong foundation
of market-specific data, the compo-
nents of which are included in a good

feasibility study. Facility developers
are discovering that markets in which
they operate, or plan to expand into,
are changing. Shifts in population,
employment, family composition, road
networks, and competition are all
impacting where our potential patrons
live, how much they spend, and what
type of activities appeal to them. In
the last year alone, our consulting firm
has received more calls from con-
cerned location owners than in the five
prior years combined, each asking the
same questions: “Why are my rev-
enues stagnant (or dropping)?” and
“What can I do to fix the situation?”

A good feasibility study doesn’t have
to cost you an arm and a leg. There are
several experienced industry firms that
charge from $4,000-56,000 and can do
an excellent job of being your private
investigator to search for the not-so-

i obvious roadblocks and opportunities

A feas

A

longevity, (

lity study is the most cost effective investment you can
make, as if greatly assists in steering your major investments

into the areas that can generate the greatest returns and operating
d provides a partial or full exit strategy.
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present within the project’s markel
region. These may include discovery
of other planned projects, potential
movement of current anchor tenants
critical to your project’s success,
andfor pending or current legislation
resiricting leisure-based activities. It is
highly recommended that you select a
consultant with many years of opera-
tional experience who has worked on
many successful projects, who always
safeguards the clients interests ahead
of his or her own, and who is always
busy. Choose a professional that loves
to teach, is flexible and capable of
compromising with other project team
members and co-owners, but is always
prepared to fully discuss the pros and

i both parties are targeting the same

! objectives, thereby preventing the con-
i sultant from recommending a project

i size or concept that does not meet the
desires or capabilities of the developer.

Recently, our firm performed a

study for a developer in the southeast
i part of the United States. The princi-

i pals were prepared to enter into a

i long-term lease with a landlord who

i was offering an attractive lease

i arrangement in what was considered

i the premier shopping center within the
i region. As directed, we carefully stud-
i ied the area’s demographics, competi-
i tion, and market conditions 1o assist

i ourclients in determining the effec-

tiveness of an FEC at this site, as well

employment, famil
composition, mnd
networks, and
compelition are
all impacting where our
potential patrons live,

how much they spend,

cons of every recommended project as the appropriate selection of attrac- and what
decision, popular or not. tions and revenue streams best ! i
The study process must be interac- received by the targeted consumer. fyp&s OfﬂCfIUifIES
tive, with the consultant and developer In the course of our study, we T
reviewing, sometimes daily, issues that § uncovered two interesting facts. First, appeaf to them.
are uncovered during research. This i construction of a highway bypass road b
two-way communication ensures that | approximately two miles from the site
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A consultant
that goes the extra
mile and knows
what to look
Sfor can
save you a
tremendous

money and
grief, not
only currently,
but also in
the future.

amount of I

had just been approved for develop-
ment. This road would allow patrons
traveling along the main interstate
artery o exit via this bypass onto the
local thoroughfare. Currently, inter-
state travelers would have to travel
almost 15 minutes more to reach the
same destination using the available
road network. Good news, right? Our
client couldn’t resist signing the lease.
Read on. While routinely researching
the exact intersection of this bypass
and checking on the lease terms and
options of other tenants in the shop-
ping center, we “accidentally” discov-
ered that the major anchor retail tenant
{from the shopping center) had exe-
cuted an option to purchase land adja-
cent to the highway intersection for
development of a mega-center. Natu-
rally, their current store would close
and be relocated 1o the new site, leav-
ing our client in an empty shopping
center and with a mountain of debr.
Subsequent calls to the listing broker,
who had previously wouted the merits
of aligning with the shopping center’s

anchor tenant, reluctantly admitted
that the anchor’s lease was due 1o
expire “shortly,” A consultant that
goes the extra mile and knows what 1o
look for can save you a tremendous
amount of money and grief, not anly
currently, but also in the future.

Exploring Your
Demographics

What is the make-up of the surround-
ing population, taking into considera-
tion such variables as age, gender, eth-
nicity, household composition, and
income-related statistics?

What realistic market is the project
targeting and is that market large
enough to support the facility's eco-
nomic thresholds?

Has the population’s makeup
changed over the past few years?
What is the anticipated makeup of the
population three 1o five years from
now?

How will tourism levels, trans-
portation systems (current and future).
housing composition, and employment
characteristics affect attendance levels
of the project?

Have the attitudes of the commu-
nity changed toward family entertain-
ment and any of your attractions?

What can you do to enhance your
facility's value to the community?

Answers to these questions will
help identify the best types and quanti-
ties of attractions used within the
facility and provide a highly reason-
able basis for developing a pro forma
performance plan. Matching the mar-
ket is extremely important, as effective
malching will insure a high level of
visitation (and repeat visitation) by
patrons and preserve economic
integrity over a longer period of time,

Is it completely clear how per capita
spending patterns must relate 1o atten-
dance and total facility revenues?
Every revenue source needs to be bro-
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ken down into realistic per capita
spending and time utilization spread-
sheets to confirm that projected atten-
dance, facility size, atraction types
and throughputs (capacities) will meet
targeted investment returns after
accounting for true operating costs.

What is the per capita income and
average household income for your
target markets?

How do the population’s leisure
and entertainment spending levels
compare to the national average?

Do the per capita spending levels
and market penetration rates maich the
facility's projected revenue targets,
and are they realistic based on length
of stay and outside competition
options?

Are you looking for small per caps
from a large volume of customers or
vice versa?

Will the throughputs of each atirac-
tion compensate for the peak atten-
dance days and provide the customers
with a high perceived value for their
length of stay and money spent?

Per capita spending and perceived
entertainment value must be carefully
evaluated and compared for each pro-
ject. A facility that requires spending
levels in excess of a targeted patron's
abilities (or cultural traditions) will not
only miss ils revenue projections, but
leave the patron feeling unfulfilled and
ripped off. Accordingly, improved
value at competitors’ facilities will
cause patrons to shifi their atiention 1o
those alternatives, and reduce or end
visitations to your facility.

What is the best mix of attractions and
revenue streams for your market?

What hard data is available o sup-
port the performance of these various
revenue streams in markets similar to
your own?

What effect will selected attractions
have on cach other's revenue poten-
tial, guest experience, and perceived
entertainment value?

JULY /AUGUST 1999
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What is the best operational layout
for these attractions that will minimize
labor costs and at the same time
enhance customer throughput?

Autraction selection and layour are
each critical to an entenainment cen-
ter’s success. Each attraction's histori-
cal performance must be examined
within markets that maintain similar
demographic profiles to the subject, in
an effort to ensure that accepiable
investment levels can be realized. Not
all attractions will work in harmony
with each other, and in some cases,
may actually hamper revenue perfor-
mance. As such, it's important that the
facility be examined as a whole rather
than through a “sum of its parts" con-
cept. Correctly designed layouts will
enhance throughput, add visual excite-
ment, and generate greater revenues
than poorly developed concepts that
do not adequately showcase select
attractions and subconsciously draw
patrons through the facility,

What is the ratio of income to space
utilization and investment level for
each attraction?

Has an attraction reinvestment
strategy been established for the next
five years?

What are the projected real depreci-
ation levels for each attraction in
six month, one year, and two year
intervals?

At what time in the future is it
best to sell or trade for a different
attraction?

How easy will it be for you to
change oul atiractions?

Which attraction are you willing
1o offer as a loss leader, if necessary,
to draw additional customers and add
1o their perceived entertainment
experience?

Preservation of capital must be
considered when acquiring and/or lig-
uidating the center’s attractions. Hold-
ing attractions and games beyond their
prime resale term will put unnecessary

JULY/AUGUST 19299

Get your money’s worth.
A feasibilitystudy should
include a full review of the
location-specific population,
not simply the generic data
~ recorded by city or county.

pressure on cash flows in future peri-
ods and greatly diminish the entertain-
ment value of patrons. The trick, natu-
rally, is to maximize investment
returns from each attraction by trading
in or liquidating attractions and then
replacing them with new, strong per-
formers before extreme levels of
depreciation set in.

Planning For The Future

What expansion, reduction, and exit
strategies have been planned for?

In some cases, if the business
15 successful, is there room for
expansion?

If during a future period it is deter-
mined that overhead can be reduced
and profitability increased through
reduction of size, what can be done
with space that is no longer required?

Is there a plan in place to sell the
business, if necessary, or liquidate the
assets, or perhaps move them to
another location?

Even before the doors are opened,
management must establish the
boundaries by which it will operate.
While the future is never fully pre-
dictable, management must work dili-
gently to identify worthwhile exit
strategies or reduction strategies, the
latier to preserve investment capital in
the event of a market downtumn or

FAMILY ENTERTA

recession. Conversely, expansion
strategies must always be considered,
particularly if performance results are
consistently exceeded. Inadequate
capacity, a condition resulting from a
fagility that is too small in size, can
seriously impair per capita spending
and perceived entertainment value,
and cause patrons to seck aliernate
leisure destinations.

.
What impact will seasons, holidays,
times of day, day of week, and other
variables have on the income of spe-
cific attractions? A full analysis of
peak hour, peak day, and peak week
should be performed to insure that true
operating efficiencies and capacities
are fully addressed.

How will your marketing program
balance out and add perceived value
for all of your attractions and revenue
streams? A good program will ensure
that patrons will experience as many
of your atiractions as possible during
their visit, This is often accomplished
with discount packages.

What are the typical travel times to
work and shopping for the region’s
residents?

How far and for what length of
time will your potential customers
travel for entertainment?
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This distance and travel time can
weigh heavily in determining a facil-
ity’s penetration rates for the different
target market regions. It is one of the
factors frequently not fully taken
into account.

What classes of professions are
most common in your market?

Are these careers physical or
sedentary in nature?

What is the local and regional level
of employment and what ethnic
groups report high unemployment?

The answers will impact the types
of leisure activities in which heads of
houscholds will likely participate on
their days off (and evenings off) from
work. Unemployment rates and their
changes can often be used to predict
future population group shifts in a
region, and should not be ignored.

A final word about feasibility stud-
ies: Get your money's worth. A feasi-
bility study should include a full
review of the location-specific popula-
tion, not simply the generic data
recorded by city or county. Generic
data will have no value to you, partic-
ularly if the subject site is anywhere
other than the exact center of the
region under review. Don't be fooled
by statistics that you feel are important
without fully understanding the inter-
relationships. Expect information
regarding age and gender breakdowns,
particularly of younger age groups, as
well as ethnic, household, and income-
related statistics. Require that tourism
levels, transportation systems, housing
composition, and employment charac-
teristics be studied to determine actual
“in-region™ population. A quality
study will determine the proposed
facility's likely penetration into the
surrounding markets and estimare
attendance and frequency of visits
after taking into account the proximity
of direct competitors and similar
leisure destinations,

Next, these findings should be used
to determine entertainment capacity
and space requirements, attraction siz-
ing, and number of entertainment
components and games necessary 1o

JULY/AUGUST 1999

The added
plus of a good
feasibility study is
the ability of the
location owner to
make decisions that

are based upon

solid current
and projected
future market
criteria rather
than speculation
or assumption.

support the projected attendance vol-
ume. Hard performance data within

the region must be studied and com-

pared for similarities and differences,
Projected revenues can then be deter-
mined and evaluated against develop-
ment and operating cosis to ascertain

whether net income returns will appro-

priately support required investmeni
levels and operator/developer income

thresholds. All revenue data must then

be matched with projected per capita
spending levels to confirm that the
spending targets are in fact realistic.

 Throughout the entire process, the
i consultant must constantly compare

interim findings with changes that are

i occurring in the immediate business
i community. The local chamber of

commerce and economic development
council are typically good sources of
such market activity. Finally, the con-
sultant’s recommendations should be
fully supported by data contained
within the report. with each conclu-

sion built on the strength of 4 con-
firmed fact, much like a building
block concept,

The days of making large-scale
investments in top quality games for a
new or recently expanded facility
without careful study are long gone.
Investment risk can no longer be ade-
quately offset by reducing the number
of attractions or games on-site and lig-
uidating the rest. Instead, you must get
it right the first time. None of us get
excited about the thought of investing
in “paper.” At times it seems more
rewarding to buy a hot new attraction
or redecorate the facility. But for those
of you willing 1o make a small invest-
ment in knowledge, a feasibility study
can mean the difference between oper-
ating in a well-designed, profitable
location or liquidating your kid’s col-
lege fund to support the facility's loan
payments. The added plus of a good
feasibility study is the ability of the
location owner to make decisions that
are based upon solid current and pro-
jected future market criteria rather
than speculation or assumption, In an
era of global competition and rising
equipment and labor costs, the ques-
tion should not be *“Can 1 afford to
have a feasibility study done?” but
rather “Can [ afford notto 7 @
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