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SUMMARY

On June 13, 2017, the Economic Development Committee ("EDC") instructed (ATTACHMENT 1) 

the Department of Convention and Tourism Development ("CTD") to report back with a 
recommendation for establishing a policy for managing the Los Angeles Convention Center 
Private Operator Reserve ("LACC Reserve Fund"), which is tracked as part of the Los Angeles 
Convention Center Revenue Trust Fund, 725. In response, the CTD prepared the proposed Los 
Angeles Convention Center Reserve Fund Policy (Policy) (ATTACHMENT 2). On October 4, 2017, 
the Policy was presented to the Los Angeles Convention and Tourism Development Board of 
Commissioners for consideration and approval. Attachment 3 of this report is a document 
signed by the Commission approving the Policy.

The Management Agreement between the City of Los Angeles ("City") and the private operator 
for the Los Angeles Convention Center ("LACC") requires the private operator to maintain a 
reserve fund as part of its annual operating budget. Since the Management Agreement was first 
executed in October 2013, the LACC Reserve Fund has accumulated over $7 million. Before the 
time the agreement was entered into, the City did not anticipate that annual savings for LACC 
operations would have been as high as actuals have demonstrated, and thus did not consider 
having a reserve fund policy. In response to the accumulating reserve fund balance however, 
the Budget and Finance Committee instructed the CTD to draft a proposed policy for managing 
the LACC Reserve Fund during the 2017-18 budget deliberations. This instruction was then 
forwarded to EDC for further consideration.

In drafting the proposed policy, the CTD considered information gathered from other 
convention centers, reviewed the LACC's ten year booking calendar, consulted with various 
experts, including the LACC's private operator, and considered the potential financial impact 
should there be an interruption in LACC business. As such, the CTD's proposed policy 

recommends that the LACC Reserve Fund continue to experience growth if appropriate, and be 
capped at an amount not to exceed $15 million. This would result in a reserve fund balance that



exceeds the required amount defined in the Management Agreement of . .a sum equal to ten 

percent (10%) of the Approved Annual Operating Budget . . Should the $15 million limit be 
reached any remaining LACC savings may be budgeted towards facility improvements at the 

LACC to help further offset General Fund costs, at the discretion of the Executive Director of the 
CTD. Since 2013, the LACC budget has on average received an annual appropriation of $5 
million through MICLA (Municipal Improvement Corporation of Los Angeles), to assist with 
capital improvement costs that prior to 2013 had been regularly deferred as a result of 

inadequate funding. CTD anticipates that the need for facility improvements will be ongoing, 
and will require funding at a minimum of $5 million annually just to keep pace with day-to-day 
maintenance needs related to such items as elevators, escalators, carpet replacement, lighting, 
etc. This would not address the need for a major expansion and renovation, which is a separate 
matter and which the CTD believes is critical for the purposes of keeping LACC competitive with 
other convention centers.

DISCUSSION

The following factors were considered in helping shape the proposed LACC Reserve Fund policy.

Management Agreement

On October 24, 2013, the City, represented by the CTD, and AEG Management LACC, LLC, or the 
private operator, entered into a Management Agreement for the operation of the LACC facility 
and campus. One of the primary goals for contracting out management operations of the LACC 
was to create efficiency and ongoing financial stability. The Management Agreement requires 
that the LACC Budget include a reserve "for LACC-related expenses not contemplated in the 
Approved Annual Operating Budget or to fund shortfalls caused by lower than anticipated 
revenues or higher than expected expenses or other LACC Department needs as determined by 
the Executive Director". As a publicly operated facility and prior to the execution of the 
Management Agreement, LACC direct and indirect costs were funded completely with LACC 
revenues, however LACC revenues would typically fall short for facility improvements. Further, 
the LACC facility received little to no General Fund money, which resulted in years of zero to 
minimal capital improvements. The uncertainty of available funds to pay for basic 
improvements and repairs had been an ongoing concern for the City as it related to the LACC, 
which became one of the primary factors for entering into the Management Agreement with 
the private operator and requiring the creation and maintenance of a reserve.

As part of the Management Agreement, the private operator is responsible for collecting, 
managing and expending funds generated from LACC operations. Since the shift from public to 

private management, the LACC has benefited from increases in revenue and a reduction in 
expenses. This has created an opportunity to become less reliant on the General Fund by
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allowing the LACC to partially fund its own facility improvements and by creating and 

maintaining the LACC Reserve Fund to assist during difficult financial years.

LACC Reserve Fund Status

According to the Management Agreement, the LACC Reserve Fund should amount to a sum 
equal to ten percent (10%) of the Approved Annual Operating Budget, which would range 

between a $2 to $3 million reserve fund balance. Since the Management Agreement has been 
in effect, year-end savings have enabled the private operator to, on average, increase the LACC 
Reserve Fund by approximately $1.8 million each year. As of June 30, 2017, the total LACC 
Reserve Fund Balance has amounted to $7.1 million (accrual based), approximately 28 percent 
of the 2016-17 Adopted Budget ($25.5 million). Should the LACC's financial performance 
continue at its current rate, and assuming there are no unique circumstances that could 
interrupt its performance, a $15 million reserve fund balance could be achieved in another five 
years.

Circumstances Unique to LACC

The CTD is planning for and anticipating a number of events that, when combined, places the 
LACC in a unique position with competing convention centers. The City has been discussing the 
expansion and modernization of the LACC. The LACC will also be host to two major events in 
which the LACC facility will be uniquely utilized. This includes the 2022 National Football League 
("NFL") Super Bowl, which would provide exclusive use of the facility to the client for 
approximately one month, and the 2028 Olympic and Paralympic Games, which would provide 
exclusive use of the facility to the client for a four month period. The CTD has also been 
discussing with the Los Angeles Tourism and Convention Board ("LATCB") the feasibility of 

applying for additional bids that would enable the LACC to be considered as a host for similar 
large scale city and county wide events.

Although the CTD is looking forward to an expansion and modernization plan, and to hosting 
the 2022 NFL Super Bowl and the 2028 Olympics, the LACC needs to be financially prepared. 
Under either scenario, the LACC risks losing major clients due to scheduling conflicts, including 
citywide clients that are highly sought after by competing facilities. Further, there is no 
guarantee that the loss would be isolated to one fiscal year. Frequently, competing convention 
centers will strategically offer multi-year licenses that would make it difficult and sometimes 
impossible to lure a client back. In Fiscal Year 2016-17, the LACC hosted 32 citywide clients, or 
clients that are highly sought after by competing convention centers. Diversions from regular 
business, such as a major capital improvement project or hosting the 2028 Olympics, could 

have a multi-million dollar financial impact, making the ten percent (10%) reserve requirement 
insufficient. Although the Super Bowl and the 2028 Olympics are anticipated to have a
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significant economic boost for our local economy, the LACC receives no General Fund money 

and is expected to pay for its own expenses, therefore making critical the need for a large 
reserve fund.

LACC Fixed Expenses

The LACC hosts approximately 300 events a year. Revenues generated from these events, 
including sources attributed to parking, food and beverage, utilities, and rent, offset day-to-day 
fixed operating expenses. Fixed operating expenses are those costs that would exist regardless 
of whether the LACC is hosting an event. Approximately 50 percent of fixed operating costs are 
wages, salaries and benefits. Other significant fixed costs includes contractual services and 
utilities. The facility is operated and staffed in a manner to accommodate last minute bookings. 
Should the facility undergo construction, which could impact business and revenue, or by 
providing exclusive use for an atypical period of time, which could result in a loss of bookings of 
repeat clients, the LACC would need to financially plan for ongoing fixed costs. The associated 
fixed expenses resulting from exclusive use of the facility for a four month period could amount 
to approximately $12 million.

The proposed not to exceed amount of $15 million would cover only 72 percent of LACC's fixed 
annual operating expenses (not including event related expenses), equivalent to a 260 day 
reserve. Further, this would not account for expenses related to facility improvements, which 
the LACC has only recently had sufficient funds to invest towards. There is a significant amount 
in improvements yet to be made as a result of multiple years of deferred maintenance, as well 
as the age of the facility. As mentioned above, such financial loss is not isolated to one year and 
could impact LACC business for years following the event.

Other Convention Center Practices and Policies

There is no specific industry standard on whether convention centers should maintain reserves. 
The CTD Department has reviewed other convention center practices and has collected 
information from six competitive facilities, including operating budgets, governance structures, 
and whether a reserve is maintained. The CTD found that no convention center model is exactly 
alike. There are varying factors among each facility that impact the size and shape the purpose 
of a reserve, and helps management determine whether a reserve is necessary. Such factors 
include convention center sources of funding, governance models, and how municipalities 
prioritize its convention center facility in comparison to its other capital assets.

Unlike some other competing convention centers, LACC operations are financed with one 

source of revenue (revenues generated through LACC activity) and receives no General Fund 
money, including Transient Occupancy Tax. The LACC has demonstrated to be self-sufficient 
and pays for its own operating expenses. Especially since the transition from public to private
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management, the LACC is expected to operate with a certain level of independence and to 
solve for its own financial problems. In comparison to other municipalities, the LACC is not a 
General Fund priority as there are competing and critical citywide needs such as public safety 
and street services that require resources; however this strengthens the justification for 

building and maintaining a large reserve for the LACC.

While some reserves are designated for capital reasons, others are designated for operational 
purposes, and there are reserves that serve both. Although the Management Agreement is not 
specific, the LACC Reserve Fund was created to serve as a safety net for addressing unforeseen 
financial shortfalls driven by operational reasons. Furthermore, the obligation to pay for capital 
improvements and capital equipment remained as the responsibility of the City, while the 
private operator has the responsibility to manage operating expenses through LACC operating 
revenues. However, a financial shortfall may be caused by a significant failure in equipment 
that could, under the contract, qualify as a capital improvement. Regardless, the language in 
the Management Agreement maintains the flexibility to utilize the Reserve Fund for any need 
that may be deemed appropriate and necessary by the Executive Director of the CTD.

The following is a matrix of information collected from six other municipalities with convention 

centers located in San Diego, Anaheim, San Francisco, Seattle, Washington DC, and Omaha. The 
matrix addresses whether these facilities have existing reserves, and whether the reserves are 

managed in accordance to a policy. The CTD found that five of the six convention centers 
maintain some kind of cash reserve separate from its operating budget, and that most maintain 
such reserves in accordance to a reserve policy.
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OPERATING BUDGET 
(OB) ESTIMATE

SOURCES OF 
REVENUE for OB

RESERVE
BALANCE

CONVENTION CENTER POLICY

$10 million $34 million Facility
Operating
Revenues

Maintain a minimum reserve 
amount of $10 million.

Anaheim Convention 
Center

$36 million Facility
Operating
Revenues

$5 millionMaintain a minimum of at least 
8% of budget with a goal of 
attaining 14% of the most recent
three year average.____________
Based on 100 days of budgeted 
operating costs

San Diego Convention 
Center

$34 million$10 million Facility
Operating
Revenues

Seattle, Washington 
State Convention Center

$45 million$55 million Facility 
Operating 
Revenues; Hotel 
taxes

Certain percentage maintained 
for capital purposes; may also be 
utilized for operational purposes

Washington D.C., Walter 
E. Washington 
Convention Center

$8.2 million $15 to 20 million Facility
Operating
Revenues

Annual Reserve Fund increments 
equivalent to the greater of 35% 
of year end net profit before 
depreciation and amortization or 
$600,000_______________

Omaha, Century Link 
Center,

$28 millionN/A Facility 
Operating 
Revenues and 
General Fund

No policy, no reserveSan Francisco, Moscone 
Center

$25.5 million$7 million LACC Operating
Revenues
(Facility
Operating
Revenues)

No formal policy, other than the 
Management Agreement 
provision which states that 
private operator shall maintain a 
reserve that is a sum equal to 
ten percent (10%) of the 
Approved Annual Operating 
Budget_______________________

Los Angeles Convention 
Center

The recommended "not to exceed" amount for the LACC Reserve Fund is higher than the other 
reserve balance amounts maintained by its competitive convention centers. Unlike the other 

facilities, the combination of a potential expansion and modernization project, hosting major 
events such as the 2022 NFL Super Bowl and the 2028 Olympics and looking into the potential 
for further increasing LACC bookings with similar high profile events, coupled with the 
expectation of operating with a certain level of independence leads the CTD Department to 
conclude that a $15 million "not to exceed" amount is appropriate and necessary.
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CONCLUSION

In consideration of the current Management Agreement, the City's expectation of the LACC 
operating independently, upcoming events, a potential expansion and modernization project, 

the potential financial impact as a result of a loss in business, and upon review of other 
convention center practices, the CTD believes that ten percent (10%) of the Approved Annual 
Operating Budget for the LACC Reserve Fund should be the minimum amount, and 
recommends that the LACC Reserve Fund continue to experience growth to an amount not to 
exceed $15 million, as appropriate to do so and as determined by the Executive Director of the 
CTD.

FINANCIAL IMPACT

The CTD anticipates no negative financial impact on the General Fund.

RECOMMENDATION

That the Economic Development Committee approve Attachment 2 of this report as the 
adopted policy for the LACC Reserve Fund.

ATTACHMENTS

DL: dm
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ATTACHMENT 1



File No. 17-06Q0-S21

ECONOMIC DEVELOPMENT COMMITTEE REPORT relative to establishing a guiding 
policy for the Los Angeles Convention Center (LACC) Private Operator Reserve Account within 
the Convention Center Revenue Fund.

Recommendation for Council action:

INSTRUCT the Convention and Tourism Department (CTD) to report within 60 days to the 
Economic Development Committee in regard to establishing a guiding policy for the LACC 
Private Operator Reserve Account within the Convention Center Revenue Fund with said report 
to include a discussion of how this account is funded and for what purposes it will be used.

Fiscal Impact Statement: Neither the City Administrative Officer nor the Chief Legislative Analyst 
has completed a financial analysis of this report.

Community Impact Statement: None submitted.

Summary:

On June 13, 2017, your Committee considered an Adopted Budget Recommendation (ABR), 
adopted pursuant to the Mayor's 2017-18 Budget on May 18, 2017, relative to establishing a 
guiding policy for the LACC Private Operator Reserve Account within the Convention Center 
Revenue Fund. After consideration and having provided an opportunity for public comment, the 
Committee moved to approve the ABR and further recommend instructing the CTD to make its 
report within 60 days. This matter is now submitted to Council for its consideration.

Respectfully Submitted,

ECONOMIC DEVELOPMENT COMMITTEE

MEMPER 
PRICE:
CEDILLO: 
HARRIS-DAWSON: YES 
KREKORIAN: ABSENT
O'FARRELL: YES

VOTE
YES
YES

ARL
6/13/17

-NOT OFFICIAL UNTIL COUNCIL ACTS-



ATTACHMENT 2



LOS ANGELES CONVENTION CENTER RESERVE FUND POLICY

OBJECTIVES

The Los Angeles Convention Center (LACC) Reserve Fund Policy is intended to provide 
guidelines during the preparation of the annual budget on sizing the LACC Reserve Fund 
(Reserve Fund) to ensure that sufficient funding levels are maintained for unanticipated 
expenditures or revenue shortfalls, and to preserve flexibility throughout the fiscal year to 
make adjustments in funding for items approved in connection with the annual budget. The 
objective is for the Los Angeles Convention Center to be in a strong fiscal position that will be 
better able to weather negative economic trends, or losses in bookings resulting from 
construction and renovation efforts or unique use and occupancy of the facility. Unless 
addressed otherwise in said Reserve Fund Policy, the most current Management Agreement 
shall define the purpose and management of the Reserve Fund.

ACCESSING THE RESERVE

In the event that during the year there are unanticipated expenses or revenue shortfalls 
impacting the LACC budget, the Reserve Fund will be the source for additional funding. 
Accessing funds from the Reserve Fund will be determined by the Executive Director of the 
Department of Convention and Tourism Development (CTD), subject to the terms of the 
Management Agreement between the private operator and the CTD Department, and subject 
to compliance with the City of Los Angeles Administrative Code and Charter.

SIZING OF THE RESERVE

The LACC operating budget shall include a Reserve Fund funded with annual operational 
savings, with a minimum of at least ten percent of the approved operating budget and with a 
goal of attaining an amount not to exceed $15 million, based on a cash basis accounting 
method.

SOURCE OF FUNDS

The source of funds for the Reserve Fund shall be sourced to the Los Angeles Convention 
Center Revenue Trust Fund, 725. General Fund dollars shall never be appropriated to the LACC 
Reserve Fund.

REPORTING

The status of the Reserve Fund will continue to be reported upon by the private operator and 

regularly addressed during CTD Commission meetings, and by the CTD Department through 
departmental financial status reports submitted to the Office of the City Administrative Officer.
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TRANSMITTAL

October 4, 2017Date:

Los Angeles Department of Convention and Tourism DevelopmentTo:

Board of Los Angeles Department of Convention and 
Tourism Development Commissioners

From:

PROPOSED LOS ANGELES CONVENTION CENTER RESERVE 
POLICY - REPORT NO. 17-004

Subject:

Approve the proposed policy for the LACC Reserve Fund, provided as Attachment 2 to 
the draft report addressed to the Economic Development Committee.

Subject ^approved and transmitted for further processing.

K
Jor/Vein, President

Board of Los Angeles Department of Convention & 
Tourism Development Commissioners

fkh>C\AA.C>

Adria Ybarra, Comrtftssion Executive Assistant
{


