Agenda Report

TO:

CITY COUNCIL

FROM:

CITY MANAGER

DATE: SEPTEMBER 14,2009

SUBJECT: PROPOSED ICE RINK FACILITY
RECOMMENDATION:
It is recommended that the City Council:

1. Direct staff to return to City Council by December 31, 2009 with a
negotiated long term ground lease with Polar Ice Ventures that includes:
a. Construction of an ice skating facility with two sheets of ice
substantially conforming to the plans developed by the City;

b. A shifting of financial risk associated with construction and operation
of the ice rink to Polar Ice Ventures consistent with the terms listed in
the Executive Summary section of this report;
c. A public benefits program similar to that negotiated in the draft
management agreement;
d. A First Source Local Hire Program and a commitment to provide an
opportunity to those currently working at the ice rink in Pasadena;
and,
e. Exclusive partnership agreement between Polar Ice Ventures and the
Los Angeles Kings.
2. Reject all bids received on April 1, 2009 in response to the Request for
Bids for construction of the Pasadena Ice Skating facility.

Alternatively, if the City Council elects not to move f o ~ l a r dwith the ground lease
approach, staff recommends that the City Council direct staff to return to City
Council by February 28, 2010 with a proposal to renovate the existing ice skating
facility at the Convention Center, as well as a management agreement with
PCOC to operate the facility. Staff would work with the Convention Center staff
and Board to develop a rehabilitation plan for the facility and evaluate options for
managing the facility as the current lease terminates in September 201 1. This
action would preclude the rehabilitation of the facility as a ballroom until such
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time that a new facility can be built.
EXECUTIVE SUMMARY:

As directed by the City Council at its meeting of August 3, 2009 staff has pursued
a privatelpublic partnership approach to the construction of an ice skating facility
in Pasadena and on a preliminary basis has identified terms of an agreement
with Polar Ice Ventures Inc. (P.I.V.) that if acceptable to the City Council, staff will
pursue and formalize in an agreement to be presented to the City Council in
January 2010. This approach shifts construction risks to P.I.V., provides for a
sharing of the risks associated with financing the project, and caps the City's
financial exposure.
Terms To Be Explored:
1. P.I.V. shall explore obtaining $18 million in debt financing using
CityICounty economic stimulus Build America Bonds;
2. The City's financial participation is to be limited to the provision of $1
million to cover the projected cash flow shortfall for the first three years of
operation, and a guarantee on $8 million of the total debt. It is anticipated
that the amortization of the City's $8 million debt guarantee from years
four through 30 will be serviced from net cash flow from the Ice Rink (Net
cash flow is all cash flow from the project minus expenses, a management
fee paid to P.I.V. plus P.I.V.'s debt service payments on $10 million of the
total financing);
3. P.I.V. will be responsible for construction of the facility and will provide
construction management and oversight;
4. The City of Pasadena will enter into a ground lease with P.I.V. for 30 years
plus two 10-year extensions. The ground lease rent to be negotiated with
ground lease payments commencing in year 10 and based on a split of
net revenues following all debt service payments.
BACKGROUND:

At the August 3, 2009 meeting the City Council directed staff to: I ) pursue the
potential for a publiclprivate partnership to construct and manage the proposed
ice rink, 2) explore additional funding opportunities through the County of Los
Angeles and explore partnerships with other cities, and 3) request an extension
of the bid by Mallcraft, Inc. The following is the status of each item.
1. PublicIPrivate Partnership Approach - Staff has had extensive discussions
with P.I.V. in pursuit of a financing and operational agreement that reduces
the project's capital cost and shifts risk away from the City. P.I.V. has
indicated a willingness to assume construction risks. Working with a
contractor they have experience with on the construction of another ice rink,
P.I.V. may be able to eliminate the construction contingency (and take

responsibility for cost over-runs), reduce overall construction cost through
value engineering, and provide construction management and oversight to
the project thereby reducing the total capital requirement. These efforts may
reduce the total capital costs of the project to $18 million; however, significant
additional analysis by the P.I.V. team is necessary.
P.I.V. is also willing to be responsible for debt up to $10 million and the
associated annual payments. P.I.V.'s analysis of their appetite for risk is
based on the cash flows contained in the pro-forma (Attachment A).
Attachment A is similar to the pro-forma previously provided to the City
Council however the facility will be private and therefore will be subject to
property tax. Accordingly, property tax has been added as an expense.
Attachment B takes the cash flows and applies them to debt service which
indicates that the project, beginning in year four generates cash flow sufficient
to cover anticipated operational expenses including a management fee of
$150,000 and debt service of $1,171,000. However, during years 1-3 there is
a cumulative cash flow shortfall of approximately $1 million. Given the early
years' cash shortfall and P.I.V.'s reluctance to take financial responsibility for
more than $10 million, with the capital cost for the project approximately $18
million a city guarantee on $8 million of the debt is required. Based on the
cash flow analysis, sufficient cash flow would be available after the first three
years of operation to cover both P.I.V.'s and the City's portion of the debt
service. In the event there is insufficient cash flow to pay the annual debt
service P.I.V. would be responsible for $650,000 to service $10 million in debt
and the City for $520,500 to service $8 million in debt with the $650,000 (i.e.
P.I.V.'s portion) having priority call on cash flow.
The City has received an allocation of $1 1. I million in Build America bonds
from the Federal Government under the stimulus package, and the County of
Los Angeles received an allocation of $271 million. These bonds, with certain
restrictions, permit the construction of private facilities with tax-exempt
financing. As the facility will serve a population beyond Pasadena, staff has
initiated discussions with the County to explore the option of using a portion of
the County allocation for this project, if the staff recommendation is approved
these efforts will continue.
In addition, staff has had discussion with other communities regarding
participation in the project. Unfortunately, given the state of the local and
national economy and resultant impacts on state finances and local priorities,
participation in this project does not appear to be a possibility.
Mallcraft, Inc. has been very generous in agreeing to extend its bid from
August to September, however given the current economic environment staff
does not recommend a publically built nor an exclusively publically financed
ice rink.

FISCAL IMPACT:

The current proposal is expected to reduce the City's financial exposure from $24
million to $9 million, consisting of $1 million to cover the anticipated operating
shortfall in the first three years of operation and $8 million in debt, which
translates to $520,000 per year over the 30 year life of the financing. While it is
anticipated that beginning in year four there will be sufficient net income to cover
this debt service, there is no guarantee.
In August, 2008 the City Council established in the General Fund a $2.5 million
reserve for Key Projects and Initiatives. Although the City Council did not
formally establish the priority for these projects the list included the ice rink as
well as the urgent care center funding for which has since been identified from
the Charter Capital Fund. Should an agreement be reached with P.I.V.
consistent with the terms outlined in this report, staff recommends utilizing this
reserve to fund the anticipated $1 million operating shortfall for years one through
three and reserve the balance to cover debt service payments in the event
sufficient net income is not achieved.
Additionally, there has been some discussion of fund raising efforts to further
reduce the City's financial exposure. To the extent that such efforts become
reality and funds generated, it is expected that the City's financial contribution to
the project would be reduced accordingly.
Respectfully submitted,
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City Manager
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Martin Pastucha
Director of Public works

Attachment A - 30 year pro forma with 4% growth in revenue and 3% in
expenses
Attachment B - Cash Flow Analysis

