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TITLE: Second Management Agreement for BOARD/COMMITTEE:
Pinnacle Bank Arena

APPLICANT: | o\ Department RECOMMENDATION:

STAFF OTHER DEPARTMENTS

RECOMMENDATION: AFFECTED:

SPONSOR: OPPONENTS:

REASON FOR LEGISLATION

An ordinance approving the Second Management Agreement for Pinnacle Bank Arena between the
City of Lincoln and SMG for the operation and management of Pinnacle Bank Arena and other
Facilities for a three year term commencing September 1, 2016 with the option to renew for one
additional three year term.

DISCUSSION / FINDINGS OF FACT:

Approval of the Second Management Agreement is not a question of whether SMG should continue to operate and manage Pinnacle Bank Arena and the other Facilities. If this Second Management
Agreement is not approved SMG's current Management Contract will automatically be renewed for an additional three year term on September 1, 2016. However, the City administration and SMG agree
that the existing agreement should be replaced by this Second Management Agreement to incorporate operating procedures for the purchase of goods and services subject to sales and use tax which
conform with Nebraska Department of Revenue requirements necessary to preserve the City's exemption from sales and use tax liability for purchase of taxable goods and services for the Arena and other
Facilities. The Second Management Agreement also includes additional language requested by the City's bond counsel addressing the fact that SMG's compensation is not based upon a share of net
profits from the operation of the Arena and other Facilities. Bond counsel suggested this additional language to insure compliance with tax-exempt bond requirements under the Federal Tax Reform Act of
1930, as amended for the tax-exempt bonds previously issued for the Arena. The year one Fixed Fee in the Second Management Agreement is $204,500/year compared to the year one Fixed Fee of
$200,000 in the original agreement. However, this is not an increase of $4,500/year but merely reflects the Fixed Fee Amount as annually adjusted for inflation for the past three years. Other changes
relate to the calculation of SMG's Financial (Revenue Based) Incentive Fee. In the original agreement SMG was entitled to an Financial (Revenue Based) Incentive Fee of 30% of the adjusted gross income
in excess of $2 million, capped at 50% of the Fixed Fee. In discussions with SMG it was agreed that the $2 million figure for adjusted gross income was not realistic and the dollar amount has been reduced
to $1,600,000 in the new agreement. However, the amount of the incentive fee is reduced to 20% of the excess, again capped at 50% of the Fixed Fee. In addition, the Non-financial Incentive Fee has
been revised to be more specific as to the number of non-university events needed to be held each year to achieve the incentive fee. The Attendance Based Non-financial Incentive Fee likewise has been
modified to delineate specific attendance requirements for that incentive fee. The maximum amount for these two incentive fees have each been reduced from 20% of the fixed fee to 12.5%. On the other
hand, the Client/Tenant Satisfaction Incentive Fee and the Patron Satisfaction Mystery Shopping Incentive Fees have each been increased from a maximum of 5% of the Fixed Fee to 12.5%, but the
combined total dollar amount for all incentive fees remain capped at 50% of the Fixed Fee.

POLICY OR PROGRAM CHANGE: Yes v _No

OPERATIONAL IMPACT ASSESSMENT:

COST OF TOTAL PROJECT: $204,500 (with a maximum potential for an additional $204,500 in Incentive Fees)

RELATED ANNUAL OPERATING COSTS: $5,345,242 to be covered by Pinnacle Bank Arena revenues and West
Haymarket Joint Public Agency operational increment

SOURCE OF FUNDS:

CITY: $204,500
NON CITY: $5,345,242
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