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September 30, 2005 File Reference:  11-11-21334.02.doc 
 
 
Clark County Audit Department 
500 South Grand Central Parkway, 4th Floor 
Las Vegas, Nevada 89106-1825 
 
Attention: George Stevens 
 Chief Financial Officer 
 
At your request, we have reviewed the income and expense statements of the 
current tenancy of Beltway Business Park Warehouse 1.  We have 
“determined whether the elements of the operating statement and implied rate 
of return reflect the market” per instructions in our letter of engagement.   
 
In addition this report will discuss results of our investigation into the market 
to determine whether the leases that are the subject of this review conform to 
arrangements typically entered into by public-private land development 
projects.   
 
Documents reviewed for this analysis included the following: 
 

I. Land Rental Agreement, dated November 6, 2001, between the 
County of Clark, a political subdivision of the State of Nevada, and 
Beltway Business Park Warehouse No. 1, a Nevada Limited 
Liability Company. 

 
II. Lease Option Agreement dated August 21, 2001 between the 

County and Beltway (“the Lease Option Agreement”). 
 

III. Industrial Real Estate Lease (Single Tenant Facility) dated 
December 11, 2001 between Beltway Business Park Warehouse 1, 
LLC, a Nevada Limited Liability Company (Landlord) and GES 
Exposition Services, Inc., a Nevada Corporation and subsidiary of 
VIAD Corporation. 
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a. Option to Extend Term Lease Rider.  
b. Non-Disturbance and Attornment Agreement. 
c. Subordination, Estoppel, Attornment and Non-Disturbance Agreement. 
d. First Amendment to Lease. 
e. Confirmation of Initial Lease Term and Second Amendment to Lease. 
f. Guaranty of Lease. 

 
IV. Cash Flow Projections from 2005 to 2050 for Beltway Business Park 

Warehouse No.1, provided by Majestic Company along with cover letter 
dated June 22, 2005. 

 
BACKGROUND 
 
The County and Beltway entered into the Lease Option Agreement on August 21, 2001.  
The Lease Option Agreement established a mechanism by which the County would 
lease to Beltway two hundred ninety eight (298) acres of land located in the County.  
The lease Option Agreement is not, in and of itself, a lease.  A lease arises only when 
the option is exercised.   
 
Pursuant to Section 1 of the Lease Option Agreement, Beltway elected to exercise the 
option in phases.  Upon exercise of the option for the phase relative to this review, 
Beltway designated an option parcel consisting of 54 acres (53.3 net acres per the 
Industrial Real Estate Lease).  The property has been leased to GES Exposition 
Services Incorporated, a subsidiary of VIAD Corporation, a Delaware Corporation 
headquartered in Phoenix, Arizona. 
 
The commencement date of the lease was December 10 (11), 20021 with expiration of 
the initial twelve year term on January 31, 2015.   The tenant has two options to renew 
for a period of five years each.   
 
As noted in the lease review portion of this assignment, we conclude that the Lease 
Option Agreement, and in particular the ground lease entered into pursuant thereto, 
create a relationship which is more in the nature of a joint venture than a ground lease.  
Our rational for this determination is discussed further in the Lease Review portion of 
this assignment. 

                                            
1 Most of the documents reviewed report the Commencement of the lease as December 11, 2002; 
however, the Second Amendment to the lease indicates the lease begins on December 10, 2002. 
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ANALYSIS 
 
We have been provided with cash flow projections from 2005 to 2050 for Beltway 
Business Park Warehouse No. 1.  As noted above, the current lease expires 
January 31, 2015.  The two consecutive options to renew extend the lease to 
January 31, 2025.  We have limited our review of Majestic Company’s cash flow 
projection which extends to 2050 to the period representative of the current tenancy.  
Projections that exceed twenty years generally are not as reliable due to the 
requirement to make several speculative assumptions.   
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LEASE TERMS 
 
The following lease terms were noted: 
 
Tenant      GES Exposition Services 
 
Commencement Date December 10 (11), 2002 
 
Gross Building Area (GBA) 826,878 square feet  
 
Unimproved mezzanine office  
& warehouse that is not included 
in the GBA     24,120 square feet 
 
Initial Term     12 years 
 
Option Periods    2 five-year  
 
Use       Warehouse, distribution, light 
       production of convention materials 
 
Base Rent     $365,575.50 per month 
       $4,386,906 per year ($5.30 per sq ft) 
 
Additional Rent    1.  Reserves for replacement  
       2.  1% Management Fee per Section 21 of lease 

3.  Amortization of any Tenant Improvements 
over $750,000 

 
Increases in Base Rent   6% every 30 months or 2.4% per year 
 
Option Period Increase in Base Rent 6% every 30 months and/or Broker appraised 

amount 
 
Security Deposit    None 
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ASSUMPTIONS - Used by Majestic Co. 
 
The following assumptions are found within the Majestic Co. Cash Flow Projections: 
 

• GES will exercise the two options to renew. 
 

• Tenant improvements at renewal at $0.30 per square foot. 
 

• Leasing commissions of 4% of five year base rent paid out at the beginning of 
the option period.  The assumptions within the presentation state the 
commissions will be 5%, but the amount in the cash flow projection is 4%. 

 
• 6% discount rate to present value 

 
 
COMMENTS – Operating Statement 
 
Upon review of the documents pertinent to the Cash Flows provided for our review, we 
have the following comments. 
 
Initial Lease Rate 
The initial lease rate of $5.30 per year ($0.44 per month) appears to be reasonable 
based upon our review of leases in the subject market.  The CB Richard Ellis Market 
View Las Vegas Industrial Report for the second quarter, 2005 the average industrial 
lease rate for distribution warehouses in the Las Vegas Market was $0.38 per square 
foot.  It also states that as land values and construction costs continue to rise, lease 
rates are expected to steadily rise as inventory diminishes.  The subject is situated in a 
prime location near Interstate-215.  Although a large facility which normally would 
command a lower rent per unit, the good location in proximity to the highway, supports a 
higher than average lease rate. 
 
Strength of Tenant 
The tenant, GES Exposition Services is a subsidiary of VIAD Corporation, the guarantor 
of the lease.  Investigation of VIAD indicated the corporation is listed on the New York 
Stock Exchange (VVI Common Stock).  Review of financials per their most recent 10Q 
indicated VIAD’s asset base more than covers it outstanding liabilities ($20,000,000 of 
debt, and $120,000,000 of cash on the books).  The corporation reports over 
$400,000,000 in revenues per year.  This information will support the advisability of 
leasing to GES. 
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Security Deposit 
We have noted that there is no security deposit required per the Industrial Lease.  This 
is unusual.  However, when a tenant has a substantial guarantor, as there is in this 
instance, a security deposit requirement may be waived. 
 
Project Net Cash Flow 
The project net cash flow indicated in the operating statement is higher than base rent.  
There is not indication as to what this extra amount represents.  There is additional rent 
that should include a 1% management fee, reserves for replacement and any 
amortization of additional tenant improvements over $750,000 if any.  A detail of the net 
cash flow amount should be provided to the County. 
 
Rent Increases 
The rent increases stipulated in the lease are on the lower range of those indicated by 
market surveys.  Korpacz reports a national warehouse market rent change rate of -
5.00% to 5.00%, with an average of 1.97% overall.  Consumer price index changes 
most recently have averaged between 2 and 4 percent for the Las Vegas Metropolitan 
Statistical Area.  The increases in rent as stipulated by the lease are 6% every 30 
months.  This equates to 2.4 % per year.  The ability to obtain a strong tenant at times 
suggests negotiations at the lower end of the range, as it is most likely that the tenant 
will be able to pay rent, have the ability to maintain the property in good condition and 
maintain its tenancy to the end of the term. 
 
Additional Rent 
As mentioned above, a detail of additional rent should be provided to the County. 
 
Management Fee per Lease/ Absolute Net 
Review of the lease (Section 21) indicates the requirement of the payment each month 
of a management fee to Majestic Company of 1% of gross rent.  Further review 
indicates the lease terms are absolute net which means that all expenses of the subject 
property are the responsibility of the tenant.  Under typical absolute net rental 
arrangements, in addition to real estate taxes, insurance and common area 
maintenance, the tenant pays for management and repair and maintenance of the 
buildings including maintenance of reserves for replacement. 
 
The Master Lease Agreement, found in the Option to Lease document, stipulates a 3% 
management fee to be paid to the developer.  Without detail of the income and 
expenses prior to determination of a net project rent, we can not comment on the 
reasonableness of the rent reported. 
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Reserves for Replacement 
Reserves for replacement are $0.07 per square foot or 1.25% of project net cash flow.  
Although the subject is new construction, this amount is below that which is normally 
considered to be adequate.  Typically, 2% or more is estimated. 
 
Tenant Improvements 
The tenant improvements estimated at renewal are $0.30 per square foot.  It is difficult 
to comment on this amount without explanation of how it was derived. 
 
Leasing Commissions 
Leasing commissions are reported to be 5%.  The amount within the operating 
statement is 4% of the five year project net income.  This suggests a higher gross 
income. 
 
Debt Service 
The terms of the loan and calculation of debt service appear to be reasonable. 
 
Return on Equity 
The return of the developer’s equity contribution before any return or payment of rent to 
the County is not considered to be typical of transactions of this nature.  Return on the 
land is generally a priority and if nothing else equal to the developer’s return on equity. 
 
Discount Rate 
The Majestic analysis has used a 6% discount rate.  According to Korpacz Real Estate 
Investor Survey, published by Price Waterhouse Coopers, discount rates for the 
national warehouse market range from 7.00% to 11.50%, with an average of 8.79%.  
Considering the strength of the tenant choice of a discount rate at the lower end of the 
range might be suitable.  However, the tenant’s credit has not been rated.  Typically a 
discount rate that is equal to a safe rate in most instances is considered to reserved for 
tenants with a Credit “A” rating.  Since we are unable to determine the credit rating, a 
more conservative estimate of 8% would be reasonable. 
 
Residual Value 
We have not estimated a residual value, as it is not necessary in our assessment of the 
rate of return inherent in the operating statement that is the subject of our analysis. 
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RETURN ON INVESTMENT 
 
In order to determine whether the investment represented by the cash flows that are the 
subject of this assignment provides a return to the County similar to expectations in the 
market for return on investment, we have conducted a search of the market for private 
and public investments involving land parcels.  Our research indicated that the most 
common investment scenario involved a land lease.  A survey of the market indicates 
typical land leases were calculated at 8% to 12% of the market value of the parcel per 
year.  Some land leases include increases in rent every three to five years of an amount 
based on the Consumer Price Index.   
 
We have searched the market for indications of typical private/public investments.  We 
have concluded that if the Public entity (County) elects to enter into an investment with 
a private entity, the most typical agreement would be a land lease.  Details and 
explanations of our research and conclusions are found on a following page.  We have 
developed an analysis of a hypothetical land lease for the subject property in order to 
compare the subject lease terms and joint venture investment with a land lease. 
 
We have estimated a present value of the lease payments relative to the land lease 
based upon (1) level payments for the entire term and upon; (2) 10% increases every 
five years which represents a straight line increase of 2% per year for the ensuing time 
period.   We have used a sensitivity analysis to indicate the affect of various discount 
rates.  The present values of this analysis have then been compared with the subject 
operating statement and its resultant present value based on the same range of 
discount rates. 
 
The land rent is based upon a market value of the subject’s 54 acres at $5.00 per 
square foot supported by a search for comparables and conclusion of unit value.  The 
market value was estimated to be $11,761,200 in 2002 at the beginning of the lease 
term.  The following lease rates were then estimated based on a range of rent from 8% 
to 12% of market value. 
 

% of MV Rental Rate/ Year
8.00% $940,896
9.00% $1,058,508

10.00% $1,176,120
11.00% $1,293,732
12.00% $1,411,344  
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The following tables illustrate the present value conclusions considering a range of 
rental rate from 8% to 12%, and discount rates from 6% to 11% with level payments, 
and with a 10% increase in rent every five years. 
 
Level Payments 
 

Rent % of MV 8% 9% 10% 11% 12% Developer
6% $11,439,523 $12,869,464 $14,299,404 $15,729,344 $17,159,285 $14,652,621

1.28 1.14 1.02 0.93 0.85
7% $10,665,616 $11,998,818 $13,332,020 $14,665,222 $15,998,424 $13,317,750

1.25 1.11 1.00 0.91 0.83
8% $9,976,884 $11,223,995 $12,471,105 $13,718,216 $14,965,326 $12,151,310

1.22 1.08 0.97 0.89 0.81
9% $9,362,023 $10,532,276 $11,702,529 $12,872,782 $14,043,035 $11,128,741

1.19 1.06 0.95 0.86 0.79
10% $8,811,416 $9,912,843 $11,014,270 $11,121,190 $13,110,204 $10,229,312

1.16 1.03 0.93 0.92 0.78
11% $8,634,727 $9,568,377 $10,502,027 $11,435,678 $12,369,328 $9,435,712

1.09 0.99 0.90 0.83 0.76

LEVEL RENT PAYMENT OVER TERM
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10% Increase Every Five Years 
 

Rent % of MV 8% 9% 10% 11% 12% Joint Venture
Discount Rate

6% $12,826,354 $14,429,648 $16,032,942 $17,274,307 $19,239,531 $14,652,621
1.14 1.02 0.91 0.85 0.76

7% $11,895,822 $13,382,800 $14,869,778 $16,356,756 $17,843,734 $13,317,750
1.12 1.09 0.99 0.90 0.82

8% $11,071,022 $12,454,900 $13,838,778 $15,222,656 $16,606,533 $12,151,310
1.10 0.98 0.88 0.80 0.73

9% $10,337,652 $11,629,859 $12,922,065 $14,214,272 $15,506,478 $11,128,741
1.08 0.96 0.86 0.78 0.72

10% $9,683,570 $10,894,016 $12,104,463 $13,314,909 $14,525,355 $10,229,312
1.06 0.94 0.85 0.77 0.70

11% $9,416,311 $10,447,660 $11,479,008 $12,510,356 $13,541,705 $9,435,712
1.00 0.90 0.82 0.75 0.70

10% INCREASE EVERY FIVE (5) YEARS

 
The numbers under each conclusion of present value indicate a comparison of the present 
value of the County’s return with a land lease to the present value of the County’s return 
with the joint venture or developer.  A number or ratio over 1.00 indicates a superior return 
to the County considering the joint venture, a ratio below 1.00 indicates an inferior return 
considering the joint venture.  It is interesting to note that as the discount rate increases the 
difference between the two investment scenarios decreases. 
 
We have estimated an 8% discount rate as most suitable and supportable in this instance.  
Considering this rate at level payments, the joint venture investment yields 22% more 
return to the County than the land lease at an 8% rental rate.  At a 12% land rental rate and 
an 8% discount rate, the yield from the joint venture is 19% less than the land lease 
investment plan. 
 
When we review the 10% increase every five years, land rent investment at an 8% discount 
rate, the joint venture only returns 10% more than the land lease, and a 27% inferior return 
at a 12% land rate. 
 
Review of the two preceding charts indicate a range from (0.70 to 1.28), or a 30% inferior to  
a 28% superior return when considering the joint venture as opposed to a land lease.  
 
The results of this analysis indicate that considering an 8% discount rate, the joint venture 
investment is only superior to the 8% land rate in regard to the 10% increases in rent every 
five years and marginally superior to the level payment scenario.   
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Conclusion 
The potential return within the joint venture is not enough to warrant the potential risk 
inherent in a project where the County (or any entity) is not monitoring or managing the 
investment on a daily basis.  
 
PUBLIC-PRIVATE LAND DEVELOPMENT  
 
Our research of the market relative to Public-Private Land Development included 
discussion with several developers, consultants, attorneys and public entities.  Our 
research also included interviews with several airport consultants, including Coffman 
Associates, Delta Airport Consultants, and Laudrum & Brown.  The following airports were 
among those we targeted for consideration. 
 

Hartsfield Jackson International Airport Atlanta Georgia
Phoenix Sky Harbor International Airport Phoenix Arizona
Phoenix Deer Valley Municipal Airport Deer Valley Arizona
Phoenix Goodyear Airport Goodyear Arizona
San Diego International Airport San Diego California
Los Angeles International Airport Los Angeles California
Portland International Portland Oregon
Seattle-Tacoma International Airport Seattle Washington
Amarillo International Airport Amarillo Texas
Lubbock International Airport Lubbock Texas
Denver International Ariport Denver Colorado
Cleveland International Airport Cleveland Ohio
Philadelphia International Airport Philadelphia Pennsylvania
John Wayne International Airport Orange County California

Airport Location

 
 
 
The results of our research indicated that generally public entities are of the opinion that 
commercial real estate development inherently involves risk.  That risk represents too much 
uncertainty when considering public interests.  The more typical strategy, when 
contemplating the best plan for management of publicly owned land, is to wait until 
development catches up with the area where their real estate assets are situated, then sell 
the land for maximum realization of value without any risk and invest the proceeds for 
public use. 
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The representatives of the public interest are generally not watching or managing the land 
development investment; therefore, the majority of the control is with the developer.  
Should the public entity enter into a land development project and face the prospect of the 
return of ownership of buildings built on the land at the end of the lease, there is a concern 
about the condition of the buildings at that time.  A typical county or city government body 
would not typically undertake land development for its own sake and not for the 
development of public buildings or services.  A ground lease represents more risk than 
holding for future sale.   
 
Most airports do not have the luxury of available land.  We have only been able to identify 
one airport that has land outside of the “fence” similar to Clark County, and is experiencing 
similar growth in population, and within its economy.   The number of single family home 
permits issued through the end of May, 2005 was 26,669, which is 16.76% more than at 
the same period a year ago.  Rapid population growth is spear heading development in all 
sectors.  Interview with Richard Russell, Property Manager for Phoenix Airports, indicated 
that the philosophy within his department is similar to that mentioned above.  They do not 
consider themselves to be in the commercial real estate development business.  In 
Phoenix, extra land is owned by the City and is under the Airport Authority. 
 
Although, the previous general perspective has been noted, there are situations where 
public entities have become involved in real estate ventures.  Mark Hughesenfeld of 
Landrum & Brown, a national firm specializing in Airport Consultation, stated that within his 
experience he has found that there is no one way to approach a public/ private entity land 
development.  The agreements range from “straight concessions” to management 
contracts (ex. - ground lease, joint venture).  “Typically with land with no restrictive air 
space, the lessor/owner takes a piece of the pie.”  There is generally consideration for 
compatibility of land uses.  A return of from 7% to 13% is considered reasonable, but is 
determined by who is taking the risk.  Typically the developer takes the higher risk.   
 
In 2004, the city of Irvine was involved in planning the redevelopment of the Tustin Air 
Force Base in Orange County, California.  An overall land development plan for the area 
was developed by the city and the county.  A request for proposal was published and the 
project and sale of the land was awarded to the most suitable overall response considering 
the goals established by the public entity and the experience and ability to perform that was 
proven by the private entity.  A published opportunity to participate in the sale or 
development was considered to be one of the most important elements of the procurement 
of private participation.  This process allows everyone who may be qualified to have the 
opportunity to make a proposal and also affords the public entity the greatest return by 
creating an arms length transaction that has been presented to the open market. 
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In conclusion, our research has indicated that public participation in land development with 
a private entity is not as typical as holding land for future sale when the market allows 
higher realization of profits.  Should a public entity consider a project with a private entity, 
the opportunity is advertised via a Request for Proposal and an award made to the best 
offer. 
 
Very truly yours, 
 

 
 
MARSHALL & STEVENS INCORPORATED 
 
CLM/mjm 
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