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RECOMMENDATION

Accept staff report regarding an NBA Franchise for the HP Pavilion at San Jose.
OUTCOME
To provide current information to the Council regarding The Arena Management Agreement.

BACKGROUND

On June 20, 2006 the City Manager, Les White, received a letter from Don Gralnek, General
Counsel of the San Jose Arena Management, requesting the co-operation of the City in securing
an NBA Franchise for the San Jose Arena. The Mayor requested staff to review the Arena
arrangement agreement regarding the goal of securing an NBA Franchise.

The City entered into the original Arena Management Agreement in 1991. The Agreement
contained language to ensure the City receives a fair share of revenues that resulted from
securing an NBA franchise to play its home games at the Arena. After execution of the original
Agreement, the City and the Arena Management failed in attempts to secure an agreement with
the Golden State Warriors to relocate to the San Jose Arena.  Consequently, in 2000 when the
City and the San Jose Arena Management came together to negotiate the naming of the Arena,
the City proposed new language for the Agreement to enhance our joint efforts to secure an NBA
franchise. The following is a portion of the new provision that was added:

Section 3.03 NBA or Other Professional Sports Team

B. Specific Goal 1o Obiain an NBA Team.
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It is the specific goal and objective of both City and Manager to obtain a National Basketball
Association franchise (the "NBA Franchise") to play its home games in the Arena.
Therefore, the parties agree as follows:

That Manager shall, with the consultation and participation of City, use its reasonable best
efforts to market the Arena to the NBA and to its individual member clubs as a long term home
venue for an NBA Franchise on those general terms and conditions including, but necessarily
limited to, remt, marketing and advertising, ticket and suite sales and customer services and
relations as may at the time prevail for existing long term leases between NBA Franchises and
arena venues in the United States and Canada taking into consideration conditions existing at
the Arena and in other similar venues in which an NBA and an NHL team both play all of their
respective home games. It is agreed that both Manager and City will act in a timely and diligent
manner and will use their best efforts to agree on the general terms and conditions for such a
lease between an NBA Franchise and the Arena 1o be presented to either the NBA or an NBA
Franchise ("Letter of Intent") and to prepare for successful marketing of Arena prior to any
presentation to the NBA...

The statement in the agreement constitutes City policy on this matter. Since there would be no
need to construct a new facility, a vote of the public would not be required to bring a second
professional franchise to the building.

ANALYSIS
Why would the City and the San Jose Arena Management want to pursue an NBA Franchise?
Citv

e The NBA features an eighty-two game regular season schedule, similar to the number of
regular season games played in the NHL. With the addition of an NBA franchise in San
Jose, 41 regular season home dates would be added annually to the schedule at HP
Pavilion at San Jose. This does not include any pre-season games or post season (playoff)
games that could occur as well, resulting in a significant economic benefit to Downtown
San Jose.

« Current estimates based on projections from fees paid to the City from HP Pavilion
Management for the operation of the Pavilion should result in approximately $100
million in revenues to the City during the term of the Arena Management Agreement
(through 2018). The addition of an NBA franchise would create a series of new revenue
streams for the City that could enhance the general fund.
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HP Pavilion at San Jose will be 15 years old in September 2008. Still regarded as one of
the finest sports and entertainment facilities in the country, the Pavilion will soon require
a number of capital enhancements and improvements in an effort to maintain the Pavilion
at the “Applicable Standard” as defined in the management agreement. The “Applicable
Standard™ 1s defined as “a standard of performance, operation, maintenance equal to or
exceeding those generally applicable to contemporary comparable major arenas in the
United States at which NBA and/or NHL games are plaved”. The addition of an NBA
franchise could enhance the level of funding to the HP Pavilion Capital reserve fund and
support the funding of long-term capital improvements to the building.

The addition of an NBA franchise would bring further national exposure to San Jose.
The success of the San Jose Arena Management clearly illustrates how a professional
sports franchise can elevate the name recognition of a city. The affiliation with an NBA
franchise would be of great benefit to San Jose and would add a significant member to
San Jose’s professional sports team roster.

San Jose Arena Manacement

The San Jose Arena Management is in a very competitive industry. Surprisingly the
Sharks are now playing in one of the older buildings in the NHL. Only seven (7)
buildings out of 30 in the NHL were constructed prior to 1993, As such, HP Pavilion in
coming years will require upgrading. The Pavilion is in stiff competition with a host of
other attractive local venues of various sizes. The competition between venues
exacerbates the fact that there are fewer entertainers who can sell-out tickets at big arenas
like HP Pavilion. In this context, attracting other established professional sports
franchises is very important. The addition of an NBA franchise would secure the
profitability of the Arena in the vears ahead.

HP Pavilion Management has indicated to the City that the Pavilion will soon require a
number of significant capital improvements and enhancements. As mentioned, the
addition of another professional sports franchise in the Pavilion could help facilitate the
funding of these improvements and maintain the Pavilion as one of the top facilities in
the industry.

PUBLIC OUTREACH/ INTEREST

N/A

COORDINATION

This memo was reviewed by the City Attorney’s Office
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FISCAL/ POLICY ALIGNMENT

Any opportunity that allows for the City and San Jose Arena Management to investigate
supplemental revenues through the addition of an NBA franchise should receive careful
evaluation and consideration. Staff intends to follow through as outlined in Section 3.03 of the
Agreement by co-operating with Arena Management. At this time no deal points have been
discussed. If we receive a proposal from Arena Management we will come to Council with
specific recommendations regarding a letter of intent.

COST SUMMARY/ IMPLICATIONS

Language in the Agreement envisions two separate (NHL and NBA) franchises in the building
under separate ownerships. Attracting a separately owned NBA Team is a challenge. Staff
considers it highly unlikely that the City would undertake an effort to purchase an NBA
franchise. Therefore, it is most likely that the San Jose Arena Management ownership either will
secure or undertake common management with an NBA Team at the HP Pavilion.

The basic financial elements of a deal with San Jose Arena Management regarding a new NBA
Team would include: franchise fee, relocation fee, offices and practice facilities, and changes to
the arena e.g. parking improvements, dressing rooms, club space, etc. The City can expect 1o be
asked to participate in the relocation fee and facilities costs. Obviously, there would be increased
revenues to offset most of these expenses.

CEQA

Not a project

Dan McFadden
Deputy City Manager

For questions please contact Dan McFadden, Deputy City Manager, at (408) 535-8120



