City of Richmond Report to Committee

Parks, Recreation and Cultural Services

To: . Date: June 27, 2007
Committee
From: Kate Sparrow File:
Director, Recreation & Cultural Services
Jerry Chong
Director, Finance
Re: Referral Arising from the May 29, 2007 Parks, Recreation and Cultural

Services Committee Meeting regarding the Richmond Arenas Community
Association’s questions about the City’s Arena Budget

Staff Recommendation

THAT:

1 The lease charge for the Richmond Ice Centre remain in the City’s Arena operating budget;
and

2. The annual operating fee which the Richmond Arenas Community Association pays to

the City continue to be negotiated annually to ensure that increases to the City’s Arena
budget can be partially offset.

Fdparcon P

Kate Sparrow s2Nerry Chong
Director, Recreation & Cultural Services / Director, Finance
(4129) (4064)
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Staff Report

Origin

At the Parks, Recreation and Cultural Services Committee meeting of May 29, 2007 the
following motion was approved by Committee:

(1) That staff provide a complete break down of the arena’s budget as a whole with details
outlining the overall impact of:

(a) removing the lease from the City’s Arena’s budget;
(b) charging the lease to the City’s Capital budget; and
(c) freezing the Richmond Arenas Community Association’s operating fee.

(2) That before the arena’s next annual budgef is set, staff provide acceptable and
fegitimate alternative options for dealing with the lease, taking into consideration
history and fairness to the Richmond Arenas Community Association and other
associations.

The purpose of this report is to address these referrals.

Analysis

1. Breakdown of the arena’s budget

Arena revenues and expenses

City (based on data from 2005 to 2006 — year end Dec 31)

» Essentially all of the revenues under the City’s Arena operations come from the Richmond
Arenas Community Association (RACA) as per the agreement. Amount has ranged from
approximately $2.23M in 2005 to $2.33M in 2006.

» Total City Arena expenditures have ranged from approximately $4.50M in 2005 to $4.70M in
2006.
o Salary expenditures represent 32% of the total expenditures.

The operating lease represents 36% to 38% of the total expenditures.

Electric and gas utilities represent 10% to 11% of the total expenditures.

Preventative maintenance and repairs represent 4% to 7% of the total expenditures.

The rest of the expenditures are attributable to supplies, contracts, vehicle charges, other

utilities (i.e. garbage pick-up, recycling, water & sewer), general maintenance, etc.
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Arenas Revenues & Expenditures - City

2006 2005

Revenues

Community Revenue/Program fees $2.33M $2.22M
Other revenue $0.00M $0.01M
Total revenues $2.33M $2.23M
Expenses

Salary expenditures $1.49M $1.44M
[ease expense $1.71M $1.72M
Utilities $0.48M $0.50M
Maintenance $0.21M $0.30M
Other expenses $0.81M $0.54M
Total expenses $4.70M $4.50M

RACA (based on data from 2005 to 2006 — year end June 30)

7 RACA revenues over the past two years have ranged from approximately $3.33M in 2005 to
$3.44M in 2006. The primary sources of revenue include the following:
o Ice and floor rental revenue has represented 56% of total revenue;
o Program revenue has ranged from 17% to 18%;
o Stanley’s Sports Bar revenue has ranged from 15% to 16%; and
o Concession revenue has represented about 10%.

» RACA expenditures have ranged from approximately $3.23M in 2005 to $3.37M in 2006.
o The total amounts paid to the City as per the agreement have ranged from 65% to 69% of
the RACA expenditures;
Stanley’s Sports Bar expenditures have represented 17% of total expenditures;
Concession expenditures have represented 9% of total expenditures; and
Program expenses have represented 6% of total expenditures.
The rest of the expenditures are attributable to general and administrative expenses such as
bookkeeping, interest and bank charges, legal, audit, consulting, supplies, marketing etc,

Arenas Revenue & Expenditures - RACA

© O O C

2006 2008

Revenues

Program revenue $0.63M $0.55M
Ice and floor rental $1.93M $1.88M
Stanley’s Sports Bar $0.53M $0.53M
Concessions $0.33M $0.35M
Other $0.02M $0.02M
Total revenues $3.44M $3.33M
Expenses

City operating expenses, per $2.23M $2.11M
agreement

Stanley’s Sports Bar $0.55M $0.54M
Concession $0.29M $0.30M
Program expenses $0.19M $0.18M
Other expenses $0.11M $0.10M
Total expenses SS.ggM $3.23M
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Please see Attachment 1 for more details.
1(a) Impact of removing the lease from the City’s Arena’s budget

Removing the lease from the arena’s budget

In 2006, the City’s Arena’s revenues were $2.33M and the expenditures were $4.70M resulting in a
deficiency of revenues over expenditures of $2.37M. Of the $4.70M in expenses, $1.71M is the
cost of the operating lease. If the cost of the lease were to be removed from the Arena’s budget and
expensed elsewhere in the City’s financials, the City would still have an operating deficiency of
revenues over expenditures of $0.66M. Regardless of where the lease is charged within the City’s
budget, the lease payment still represents a cash outflow.

As per CICA Handbook Section 1000 - Financial Statement Concepts, for information provided in
the financial statements to be useful, it must be relevant and reliable. Removing the lease from the
Arena’s budget and placing it elsewhere in the City’s budget would misrepresent the true costs and
the economic reality in operating the arenas.

New accounting standards

Under current accounting practices, capital purchases made in a given year are expensed in that
same year (using the City’s capital budget and within the statement of financial activities) with no
impact on operating expenses. This will change, however, once Public Standard Accounting Board
(PSAB) Section # 3150 — Tangible Capital Assets is adopted.

PSAB Section # 3150 will require all tangible capital assets to be capitalized in the year of purchase,
and amortized over the useful life of the asset. As such, the City’s operating expenditures will be
impacted as there will be a depreciation charge on the City’s financial statements, This section
applies to local governments for fiscal years beginning on or after January 1, 2009. Since two
years are reported on the City’s financial statements, the City will need to start accounting for
this in 2008. As a result of this new standard, regardless of whether a building is leased or built,
there will be a charge to the operating expenditures either through a deprecation charge or a lease
payment.

1(b) Impact of charging the lease to the City’s Capital budget

The City’s capital budget sets aside funding from reserves for purchases that the City will make
over the course of each year. These purchases relate to capital assets that the City will have
ownership over once the related expenditure has been incurred. Currently, the Riverport facility
leases are not charged to the capital budget because under generally accepted accounting principles
(GAAP), the lease is considered an operating lease as opposed to a capital lease. In order for the
lease to qualify as a capital lease, substantially all of the risks and benefits incident to ownership
must be transferred to the City. As per the terms of the agreement, there is no automatic transfer
of title nor does a bargain purchase option exist at the end of the lease; the length of the lease
term is less than 75% of the economic life of the leased property; and as per calculation
performed, the present value of the minimum lease payments does not equate to >90% of the fair
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value of the leased property at the inception of the lease. Based on these criteria, the lease does
not qualify as a capital lease. If the lease were charged to the capital budget, then this would not
be in compliance with GAAP and this method would distort the presentation of actual costs related
to the arena progran.

1(c) Freezing the operating fee which RACA pays to the City

The operating agreement the City has with RACA provides the Arenas Association with all
revenues generated from the Minoru Arenas and Richimond Ice Centre facilities. These revenues
come primarily from admissions, programs, rentals and food and beverage sales. The City’s
operational budget includes the majority of the facility operational costs, including core staff,
contracts, lease costs, maintenance, utilities, most supplies and marketing. RACA’s operational
budget expenses include an annual fee to the City, food and beverage staff and supply costs,
selected program costs and some general and administrative expenses. The percentage
breakdown of these revenues and expenses is outlined earlier in this report.

Annually, the City negotiates with RACA to agree upon an annual operating fee that the
Association will pay to the City. This is the only revenue source that the City has for its arenas’
operations. Factors considered in this negotiation include direct increases to the City’s budget
such as wage and utility costs. RACA’s financial situation is also considered as it relates 1o
anticipated revenue increases, and cost increases primarily in the areas of staff and supplies.
Increases to the annual operating fee only offset a portion of the City’s net operating budget
increases.

When RACA agrees to increase its annual payment to the City, the increase is usually covered
through two methods. Higher facility program and rental demands translate into additional
revenues, and an annual review of fees and charges typically results in some modest fee
increases. Attachments 2 and 3 provide the results of a Lower Mainland market survey of Arena
rental rates for both Minor Sport and Adult groups. In the Minor Sport category, the 2007 mean
rental rate for prime time is $83.50 per hour, while Richmond’s rate is $67.00 per hour (2"
lowest in the survey).

Although Richmond’s non-prime rental rate of $67.00 is higher than the mean survey rate of
$55.72, RACA’s past practice has been to not differentiate between prime/non-prime in this
category. Non-prime time use also only represents about 15% of Minor Sport use. In the Adult
category, Richmond’s rental rates are lower than the mean survey rates in 14 of 16 weekly time
slot groupings. Although participating in arena sports is more expensive than membership in
many other sports, Richmond’s arena rental rates continue to be among the lowest in the region.

Another key consideration in the annual operating fee negotiations is the strength of RACA’s
overall financial status. In RACA’s 2006 year end audited financial statements, the Association
had an operating surplus of $70,128 and net assets of $491,309 compared to net assets of
$421,181 in 2005 and $316,703 in 2004.

Arenas is the only Parks, Recreation & Cultural Services operation involving a partnership with

a community association that returns revenue to the City. Should the City freeze RACA’s
contribution to operating costs, this would move more towards the existing model with other
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community recreation partners and associations where the city absorbs all increased operating
costs, which is not financially sustainable.

Since RACA receives all arena revenues ($3.44 million in 2006), the current mechanism by
which the City can offset a portion of its annual Arena budget increases is to negotiate a
reasonable annual operating fee increase with RACA. Continued growing demand for arena
programs and rentals translates into additional facility operational costs that need to be recovered
from the additional revenue. As a result, it would not be prudent for the City to freeze the annual
operating fee that RACA pays, unless the City wishes to fully fund future Arena budget increases
through additional tax increases.

2. Options for dealing with the lease, taking into consideration history and fairness to
RACA and other associations

There are three facilities leased by the City from private sector landlords, Watermania, the
Richmond Ice Centre and a portion of Sportstown BC. In all of these facilities the lease charges
are in the operating budget. Although Watermania is operated directly by the City, the manner
in which the lease charges apply in the Aquatic operating budget is consistent with how the
Richmond Ice Centre lease charges apply in the City’s Arena operating budget. Similarly, the
Sportstown BC lease charges are in the Parks operating budget. As a result, there is no
unfairness to the Richmond Arenas Community Association in comparison with other
associations on this matter.

Financial Impact
None.
Conclusion

The current lease charge will continue to be incurred in the Arena’s operating budget, and it is
not recommended to freeze the Richmond Arenas Community Association’s current annual
operating fee, as future operating cost increases would be entirely incurred by the City.

Q/(\ Rick Dusdnj, CA Dave McBride;Manager
Business & Financial Analyst Aquatic and Arena Services
(4103) (5355)
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