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For the past several months, the Pennsylvania Dutch Convention & Visitors Bureau (PDCVB)
has led a community-based effort to address the current challenges with the Lancaster County
Convention Center Authority (LCCCA) bond reserves. The study centered upon identifying
the challenges with the LCCCA debt structure and putting forth the facts. These facts could
then be studied by all stakeholders.

It should be noted that the board of the PDCVB Board of Directors felt that it was necessary to
step forward and lead this effort bringing key stakeholders and community leaders to the table.
More importantly, the board felt that this task force needed to present facts with which all
participants in the effort agreed.

The board debated next steps at its December 2011 monthly meeting. As a result they commis-
sioned the Lancaster County Convention Center Authority Fiscal Impact & Recovery Task Force
to identify the full scope of the financial shortfall in the most transparent way possible and then
provide findings/facts to the community for formulating a long-term solution. The effort was
led by Al Duncan, a pillar in our industry with more than 40 years of hospitality experience.
Our prime concern is the preservation and growth of our tourism industry and the
sustainability of the Lancaster County Convention Center.

The PDCVB parsed out the effort to three work groups – Project Debt Financing, Utilization
and Default -- each comprised of a broad range of stakeholders committed to the long-term
success and viability of the convention center, and each reporting back to the PDCVB board-
appointed LCCCA Impact & Recovery Task Force. The specific objectives of each of the work
groups is outlined below:

1.   Project Debt Financing: Project Debt Financing: Project Debt Financing: Project Debt Financing: Project Debt Financing: Review the current financing position of the
Lancaster County Convention Center Authority (LCCCA) and its possible long-term
implications. Specifically, review agreed upon financial models and assumptions and
put forth various case scenarios for consideration.
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    LCCCA Fiscal Impact & Recovery Task Force    LCCCA Fiscal Impact & Recovery Task Force    LCCCA Fiscal Impact & Recovery Task Force    LCCCA Fiscal Impact & Recovery Task Force    LCCCA Fiscal Impact & Recovery Task Force

2.   Utilization: Utilization: Utilization: Utilization: Utilization: The following ques-
tions were posed to the work group
for their consideration:
-   Is selling and marketing the LCCC
difficult (what are the roadblocks)?
-   What is necessary to increase the
number of large events to Lancaster
County?

3.   Default: Default: Default: Default: Default:  Review the default
provisions of the LCCCA and the
possible long-term implications of
those defaults. Review existing
agreements and provide factual
answers to the following questions:
-   What is a financial default?
-   What is considered a default
between the project’s public and
private partners?
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INTRODUCTIONINTRODUCTIONINTRODUCTIONINTRODUCTIONINTRODUCTION

The PA Dutch Convention & Visitors Bureau (PDCVB) appointed a work group
to review the current financing position of the Lancaster County Convention
Center Authority (LCCCA) and its possible long-term implications.

Work Group Objective:Work Group Objective:Work Group Objective:Work Group Objective:Work Group Objective:
Review agreed upon financial models and assumptions and

put forth various case scenarios for consideration.

Situational AnalysisSituational AnalysisSituational AnalysisSituational AnalysisSituational Analysis

There is currently a 3.9% hotel room rental tax (HRRT) levied on the rental of
rooms (lodging facilities of 10 rooms or more) in Lancaster County. The LCCCA
receives 80% of this tax while the PDCVB receives 20%. The LCCCA utilizes the
tax revenue to pay the following: (1) debt service on the bonds (principal, fixed
interest and variable interest “credit enhancement”), (2) net operating cost of
the Lancaster County Convention Center (LCCC) managed by Interstate Hotels
and Resorts (IHR), (3) LCCCA administration, and (4) FF&E (Furniture, Fixtures &
Equipment) reserves. This tax was instituted by ordinance of the Lancaster
County Commissioners in 1999.

There is an additional excise tax of 1.1% levied on the sale of all lodging rooms
including hotels and bed & breakfasts. The revenue from this tax is directed
entirely to the PDCVB for the purpose of promoting Lancaster County as a
tourist destination.

In the Continuing Covenant Agreement between the LCCCA and Wells
Fargo Securities, the holders of the bonds, there are various financial require-
ments that must be met.
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The two major ones are:

1.  Debt Service Coverage Ratio of 1.25
on a rolling 12 month basis. The
formula for this ratio is as follows:
Hotel Tax Revenue + Interest on
Reserve Amounts for the previous 12
months divided by the bond princi-
pal + interest for the next 12 months.
This is measured at the end of each
calendar quarter.

2.  Minimum Liquidity Covenant – A
minimum reserve amount of
$5,250,000 must be maintained at
the end of each calendar quarter. As
of March 31, 2012 the reserve
balance was $5,164,163.89.

In the event that either of these require-
ments is not met, the LCCCA will be consid-
ered in default and by Lancaster County
hotel tax ordinance the 20% of the HRRT
will be diverted to the LCCCA until the
default is cured. As of April 1, 2012 the
LCCCA was in default and thus receiving
100% of the HRRT. Currently, the PDCVB is
only receiving the 1.1% excise tax.
The consequences of the PDCVB’s loss of
funding for an extended period of time will
be severe for the PDCVB, the LCCCA and
Lancaster County as a whole. As a result of
the reduction of revenue due to the loss of
the 20% HRRT, the PDCVB will not be able
to adequately promote Lancaster County in
an increasingly competitive marketplace.

tions of $4,160,019. Interest income in 2011
was $218,637. LCCC revenue in 2011 was
$1,630,391.

LCCCA Uses of CashLCCCA Uses of CashLCCCA Uses of CashLCCCA Uses of CashLCCCA Uses of Cash
The LCCCA bond indenture (as specified in
Continuing Covenant Agreement dated
October 3, 2011 between the LCCCA and
Wells Fargo Bank, National Association)
includes required uses of cash as well as
permitted uses if minimum reserve require-
ments are met. They are outlined below.

Indenture Required Uses:Indenture Required Uses:Indenture Required Uses:Indenture Required Uses:Indenture Required Uses:
A. Bond Principal and Note

1.   2003 Series Bonds in the
amount of $39,670,000

2.   2007 Series Bonds in the
amount of $23,920,000
The principal payments are
scheduled to begin in 2015 and
increase yearly until paid in full
in 2047.

3.   There is a short-term note in the
amount of $750,000
($375,000 to cover restructuring
cost in 2011 and $375,000 to
cover operational reserves). A
principal payment of $375,000 is
due in 2013 and 2014.

B. Fixed Interest on Bonds

1.   2003 Series Bonds fixed rate is
3.67%

This will, in turn, result in a decrease in
demand, revenue, and hotel room tax
revenue thus leaving the LCCCA and the
PDCVB less money to fulfill the above
financial requirements. The overall eco-
nomic impact to the county will be severely
negative.

   Project Debt Financing Work Group   Project Debt Financing Work Group   Project Debt Financing Work Group   Project Debt Financing Work Group   Project Debt Financing Work Group

LCCCA Sources of CashLCCCA Sources of CashLCCCA Sources of CashLCCCA Sources of CashLCCCA Sources of Cash
The LCCCA has three sources of revenue:
(1) HRRT (mentioned above) represents the
majority of revenue, (2) interest income
generated from guaranteed investment
contract from bond proceeds, and (3)
revenue generated from operating the
LCCC. In 2011 the HRRT received by the
LCCCA on a cash basis was $3,671,829
versus the original 2007 proforma projec-

The consequences of the
PDCVB’s loss of funding
for an extended period
of time will be severe

for the PDCVB, the LCCCA
and Lancaster County

as a whole. . . .
The overall economic
impact to the county

will be severely negative.
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2.   2007 Series Bonds fixed rate is
3.57%

3.   Three year short-term note
interest rate is 3.5%

C. Cost of Credit Enhancement –
variable interest rate obligation
to bond holders. This is the cost for
assuming the risk on the bonds.

rate. Additionally, hypothetical assumptions
are listed as footnotes in each model.

Since the hotel tax was initiated in 2000, the
average yearly increase (compounded) in
HRRT revenue has been 2.45% (see chart
below).

B. LCCCA Operations – Expenses of
the LCCCA. In 2011 the
amount transferred from the bond
funds to the LCCCA was $420,996.

C. FF&E Requirements – This is the
LCCCA’s portion for replace-
ment of furniture, fixtures, and
equipment (FF&E) in the LCCC. At
this time, the FF&E reserve has not

       Project Debt Financing Work Group       Project Debt Financing Work Group       Project Debt Financing Work Group       Project Debt Financing Work Group       Project Debt Financing Work Group

In order to see an improved financial picture there
must be an increase in revenue, a decrease in the
credit enhancement cost or a combination of both.

1.   2003 Series Bonds variable rate is
     1.75%

2.   2007 Series Bonds variable rate is
     1.90%

These rates are only fixed through March
2013, at which time they must be renegoti-
ated.

Permitted Uses of Reserves whenPermitted Uses of Reserves whenPermitted Uses of Reserves whenPermitted Uses of Reserves whenPermitted Uses of Reserves when
Avai lable:Avai lable:Avai lable:Avai lable:Avai lable:

A. LCCC Operations (IHR) This is the
operational loss before depreciation
of the LCCC. In 2011 this loss was
$843,550 versus original 2007
proforma projected loss of $683,897

been funded in accordance with
the governing documents.

Financial Model Scenarios:Financial Model Scenarios:Financial Model Scenarios:Financial Model Scenarios:Financial Model Scenarios:
The two major areas that have a significant
impact on the overall financial situation are
hotel tax revenue and the cost of the credit
enhancement (referred to as the variable
interest rate) on the bonds. In order to see
an improved financial picture there must be
an increase in revenue, a decrease in the
credit enhancement cost or a combination
of both.

Following are the results of various models
based on no HRRT increase (Models 1, 2 &
5), growth rate of hotel tax revenue and the
impact of a reduction in the variable interest

It has been agreed that using a number
higher than this would be unrealistic. In
Models 1 & 2 below it is assumed that due
to a decrease in PDCVB funding, HRRT
revenue will also decrease as a result of
fewer marketing dollars. On average the
PDCVB will lose $900,000 per year in
addition to the loss of state funding, which
at its peak was $1.1 million.
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In Models 3 & 4 it is assumed that the
PDCVB will receive 20% of the increased
(5%) HRRT for the purpose of marketing the
destination and that HRRT revenue will
increase on average 2.25% per year as a
result. One important note: the timing of a
tax increase would determine when the
PDCVB would receive a portion or all of the
20% HRRT revenue. Preliminary projected
cash flows show that a July 1, 2012 in-
creased HRRT start date would result in the
PDCVB receiving its 20% share beginning
at the start of 2013.  A January 1, 2013 start
date would probably result in the PDCVB
not receiving the 20% funding for most if
not all of 2014. This has to do with the
seasonality of the industry and the amount
that needs to be added to reserves to meet
the requirements of the indenture.

Model 1 (BASE MODEL)Model 1 (BASE MODEL)Model 1 (BASE MODEL)Model 1 (BASE MODEL)Model 1 (BASE MODEL)
This model represents the current situation
assuming no changes are made to the
financing structure, hotel tax, or any other
components. This model assumes a 1.25%
growth rate in HRRT revenue and no
change in the variable interest rate. It is
expected that the variable interest rate
would increase if no viable financing
solution is enacted. If this occurs, the interest
expense would increase to some degree
and thus increase the deficit shown. In this
model there would be insufficient cash
available to completely fund LCCC opera-
tions, FF&E replacement, and LCCCA admin-
istration. Under this scenario, the PDCVB

Model 5Model 5Model 5Model 5Model 5
No increase in HRRT, bed & breakfast
facilities would pay HRRT, 1.25% growth
rate in HRRT revenue, and a 1.0% reduction
in the variable interest rate. In this model,
there would be enough cash to completely
fund all required reserve accounts, principal
and interest accounts, operational expenses,
and FF&E in the early years only.  The
PDCVB would receive a portion of the
HRRT revenue in the early years only. (See
Appendix C5)

Areas of Potential ImpactAreas of Potential ImpactAreas of Potential ImpactAreas of Potential ImpactAreas of Potential Impact
Below are fixed and variable line items that if
altered could have a significant impact on
the overall funding picture:

1.   HRRT Revenue – Average increase
since inception in 2000 has been 2.45%.
Obviously any significant increase or
decrease over time would dramatically
impact financial condition.

2.   Increase in HRRT – Raising the tax to
the 5% maximum would provide signifi-
cant cash to fund reserves, pay interest
and principle, and fund all operational
budgets and FF&E.

3.   DSRF Interest Income – Fixed at a
higher than market rate through April
2022, based on 2007 investment.

4.   Principal Payments – Fixed as deter-
mined by bond agreement with Wells
Fargo.

portion of the HRRT is never restored. (See
Appendix C1)

Model 2Model 2Model 2Model 2Model 2
No increase in HRRT, 1.25% growth rate in
HRRT revenue and a 1.25% reduction in
the variable interest rate. In this model there
would be insufficient cash available to
completely fund LCCC operations, FF&E
replacement, and LCCCA administration.
Under this scenario, the PDCVB portion of
the HRRT is never restored. (See Appendix C2)

Model 3Model 3Model 3Model 3Model 3
HRRT increases to 5%, 2.25% growth rate in
HRRT revenue and a 1.25% reduction in
the variable interest rate. In this model there
would be sufficient cash available to com-
pletely fund all required reserve accounts,
pay principal and interest, operating ex-
penses, and FF&E.  Also, the PDCVB would
receive 20% (1% of 5%) of the HRRT rev-
enue. (See Appendix C3)

Model 4Model 4Model 4Model 4Model 4
HRRT increases to 5%, 2.25% growth rate in
HRRT revenue, and a 0.60% reduction in
the variable interest rate. In this model there
would be sufficient cash available to com-
pletely fund all required reserve accounts,
principle and interest accounts. In most
years there would be enough cash to fund
operating expenses, and FF&E with the
exception of a few years. The CVB would
receive 20% (1% of 5%) of the HRRT rev-
enue. (See Appendix C4)

   Project Debt Financing Work Group   Project Debt Financing Work Group   Project Debt Financing Work Group   Project Debt Financing Work Group   Project Debt Financing Work Group
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       Project Debt Financing Work Group       Project Debt Financing Work Group       Project Debt Financing Work Group       Project Debt Financing Work Group       Project Debt Financing Work Group

5.   Fixed Interest – Currently 3.67% and
3.57% on the $39,670,000 (series 2003)
and $23,920,000 (series 2007) bonds
respectively. If fixed rates could be
lowered, significant savings could be
realized; however, those savings would
most likely be eliminated by a significant
swap obligation.

6.   Cost of Credit Enhancement
(variable interest rate) – Currently 1.75%
and 1.9% for series 2003 and series
2007 bonds respectively. As shown in
the preceding models, a decrease in the
variable rate would result in a significant
reduction in interest payments.

7.   LCCC Operations (IHR) – Projected
through 2015 and a 1.9% increase per
year thereafter.

8.   LCCCA Operations – Projected
through 2030 based on the original
2007 projection and increasing 3%
thereafter.

9.   FF&E Requirements – Reserves
agreed upon by PSP and LCCCA. At
some point it may be necessary to put
off deposits to cover shortfalls (lower
than expected HRRT revenue, higher
principle payments); however, ultimately
the reserve funds will be required in
order to maintain the Quality Standards
for the facility. The reserve amounts are
based on a detailed schedule developed
by Interstate Hotels & Resorts (IHR) for

FF&E and capital replacement. These are
only projections and actual cost may be
greater or less than the amounts re-
quired based on actual life and replace-
ment costs.

Other Potential ScenariosOther Potential ScenariosOther Potential ScenariosOther Potential ScenariosOther Potential Scenarios
Below are some additional scenarios that
could impact the overall financing situation:

1.   Minimum Liquidity Covenant – Amount
the borrower shall have on deposit at
the end of each quarter, currently set at
$5,250,000 plus additional amounts
required to build the reserve to satisfy
principal payments each December. The
funds are as follows:

•    Debt Service Reserve Fund =
$2,610,270.04

•    2007 Bonds DSRF = $1,500,859.54

•    Bond Fund = $500,000 plus addi-
tional amounts required to build
reserves to satisfy principal payments
each December. For example the
most recent illustrations show that
the bond sinking fund needs to be
about $690,000 at the end of
November 2014.

•    Rate Stabilization Account =
$450,000

•     Other amounts under surplus fund
= $188,870.32

Consideration: Explore having these
required fund balances lowered; the
default trigger would therefore be
postponed but not eliminated.

2.   100% Bond Guarantee – Having an
entity or entities provide a guarantee for
the entire bond amount plus the credit
enhancement. This would in turn lower
the overall financing cost. Currently the
County of Lancaster has an obligation
(guarantee) for 50% of the 2003 $40
million LCCCA Bond Issue. "County
Obligation" shall mean, to the extent the
Authority has failed to provide necessary
funding as required by the Note, the
County's obligation to replenish a
portion of the Debt Service Reserve
Fund in order to maintain the appropri-
ate Required Reserve Amount, but not
to exceed the lesser of $1,506,960 or
50% of the Required Reserve Amount in
any fiscal year.

Consideration: Engage local banks,
current bond holders, large community
constituents, county commissioners, and
other key stakeholders to discuss guar-
antee scenarios that significantly reduce
the risk of the bonds and lower the
variable interest amount. The enhanced
cash flow from the lower interest
payment will make the likelihood of the
need to exercise the guarantee less
likely.
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    Project Debt Financing Work Group    Project Debt Financing Work Group    Project Debt Financing Work Group    Project Debt Financing Work Group    Project Debt Financing Work Group
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•    In order to make the long-term financing pack
age viable, the fixed interest rate must be re-
duced and/or the variable interest rate must be
lowered. This may be accomplished in a variety of
creative ways that will require the efforts of key
stakeholders as well as new financial and/or non-
financial entities.

•    A second alternative (alone or in conjunction
with the first) would be to increase the HRRT
(maximum rate of 5%). This would provide the
LCCCA an additional 0.1% in revenue (currently
$100,000) annually, in comparison to the 3.9%
that the LCCCA is currently receiving with the
mechanism in place, and fund the PDCVB. The
greater benefit would be realized in a minimum
decrease in the variable interest rate by $381,000
annually. In this scenario, Wells Fargo has ex-
pressed a willingness to extend the duration of
this lower rate.

•    Additionally, it should be noted that imposing the
HRRT on bed & breakfast properties would net
approximately $250,000 to $500,000 in additional
tax revenue.

•    Other revenue sources and expense cutting
measures can and should be actively pursued as
part of an overall plan, however the items listed
above are clearly the only alternatives that will
have an immediate and significant impact and
would produce the type of long-term commit-
ment needed for long-term stability.

•    We would be remiss in not restating the concern
that improved auditing techniques, which are
already contemplated in the ordinance, and the
addition of stronger penalty provisions in the
ordinance might encourage greater compliance
with regard to hotel tax collection. We are not
implying that problems are widespread, but there
is concern, which may be cost-effectively ad-
dressed.

10



Pennsylvania Dutch Convention & Visitors Bureau

○
○

○
○

○
○

○
○

○
○

○
○

○
○

○
○

○
○

○
○

○
○

○
○

○
○

○
○

○
○

○
○

○
○

○
○

○
○

○
○

○
○

○
○

○
○

○
○

○
○

○
○

○
○

○

Work Group Members
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Dutch Wonderland & PDCVB Board Chair

PDCVB Staff:PDCVB Staff:PDCVB Staff:PDCVB Staff:PDCVB Staff:
Christopher BarrettChristopher BarrettChristopher BarrettChristopher BarrettChristopher Barrett

Mike MessinaMike MessinaMike MessinaMike MessinaMike Messina

INTRODUCTIONINTRODUCTIONINTRODUCTIONINTRODUCTIONINTRODUCTION

The PA Dutch Convention & Visitors Bureau (PDCVB) appointed a work group to review
the current utilization of the Lancaster County Convention Center (LCCC).

Work Group Objective:Work Group Objective:Work Group Objective:Work Group Objective:Work Group Objective:
The following questions were posed to the work group for their consideration:

1.  Is selling and marketing the LCCC difficult (what are the roadblocks)?

2.  What is necessary to increase the number of large events to Lancaster
     County?

Situational AnalysisSituational AnalysisSituational AnalysisSituational AnalysisSituational Analysis

When considering Priority 1 & 2 events it is important to note the distinction between
the two. Priority 1 events produce 500 or more guestrooms and/or 1,500 total room
nights with overflow to Lancaster County hotels. Priority 2 events produce 300 or more
guestrooms and/or 900 total room nights with overflow to Lancaster County hotels. For
reference, Priority 3 events produce 200 or more peak night guestrooms and/or 600
total room nights, and may or may not produce overflow rooms to other hotels in the
county.

For the combined years 2010 and 2011 Lancaster County hosted 29 Priority 1 & 2
events, plus an additional 12 Priority 3 events. All these events combined generated
approximately 64,000 room nights. Of these, 21 were held at the LCCC. These events
certainly also provided a larger overall economic benefit for Lancaster County in terms of
guest spending. This cannot be easily calculated and is done on an event-by-event basis.
The primary goal of building a convention center in Lancaster County was to assist in the
revitalization of the Downtown as well as to increase both visitation and spending to the
destination as a whole. In order to accomplish the latter, it is imperative that we identify,
prospect and secure events that generate sufficient overflow room blocks to area hotels.

Utilization Work GroupUtilization Work GroupUtilization Work GroupUtilization Work GroupUtilization Work Group
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Since the LCCC opened in June 2009, the
PDCVB and Interstate Hotel & Resorts (IHR)
sales teams have worked together on
several initiatives to secure those types of
events. Through our efforts we have a
better understanding of the challenges in
promoting the LCCC as well as the opportu-
nities to retain existing business and obtain
new business. Each market and its capabili-
ties and needs are very different. Lancaster
County is very heavily skewed toward
leisure as well as tour & travel guests. It will
take time and effort to develop the corpo-
rate market and to change the mindset of
meeting planners that we can be more
than just a leisure destination.

Challenges uncovered from lost business
reports provided by potential clients in 2011:

• Lack of quality hotel rooms (within
walking distance)

• Proximity to a major airport

• Transportation from a major regional
airport and between overflow
guestroom venues

• Meeting room rental rates too
expensive compared to other
competitive locations

Priority 1 & 2 Events for LancasterPriority 1 & 2 Events for LancasterPriority 1 & 2 Events for LancasterPriority 1 & 2 Events for LancasterPriority 1 & 2 Events for Lancaster
It has been determined through our sales
process that the top market segments for

Lancaster are:
1. Sports
2. Religious
3. State and Regional Associations

has been deployed according to the above
markets with adjustments made for opportu-
nities revealed by the changing guest
demographics and those of the markets. We
recommend that the establishment of an
agreement be explored so that the responsi-
bilities of Priority 1 & 2 event attainment on
behalf of the PDCVB for the county are
crystal clear between all the stakeholders.
In defining the specifics of such an agree-
ment, the PDCVB will continue to be
responsible for prospecting, controlling and
securing Priority 1 & 2 events (primarily
more than 18 months from the date of
client commitment) for all venues in Lan-
caster County with such capacity (including
the LCCC) and will allocate the appropriate
resources to achieve the greatest return on
its investment. The PDCVB will also include
a line item in each year’s budget titled
“Event Investment Fund” to be used to
secure events. It’s important to note that a
booking agreement currently exists outlin-
ing the classification of events within the
county as well as the PDCVB role in event
booking at the LCCC (Appendix B). How-
ever, this agreement is very murky in its
application and has actually been an impedi-
ment to establishing a clearer understand-
ing of a process. For example, the PDCVB
was not consulted nor was it a signatory on
that booking agreement. We should also
consider devising a system to report ongo-
ing metrics to all stakeholders.

   Utilization Work Group   Utilization Work Group   Utilization Work Group   Utilization Work Group   Utilization Work Group

Currently, no formal agreement exists
between the LCCCA, IHR and the PDCVB
concerning the sales processes of obtaining
Priority 1 & 2 events. The PDCVB and IHR
have collaborated on prospecting booking
and servicing such events since 2009.
Beginning in 2010, the PDCVB sales team

The PDCVB will continue to
be responsible for prospect-

ing, controlling and securing
Priority 1 & 2 events (primarily

more than 18 months from
the date of client commit-

ment) for all venues in
Lancaster County with

such capacity (including the
LCCC) and will allocate the

appropriate resources to
achieve the greatest return

on its investment.
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The utilization of the LCCC does not have a material
impact on the overall current debt condition of the
project. Even doubling the current usage would not
solve the current problem. In short, a long-term
community-wide financing solution needs to be
reached in order for the LCCCA to solve the financial
problem currently plaguing the LCCC’s viability. At
the same time, the creation of a long-term solution
will allow marketing dollars to return to the PDCVB to
market the county leading to increased visitation,
revenue and taxes.

The PDCVB will continue to promote all of
Lancaster’s assets in order to attract large events that
will provide positive economic benefit for the com-
munity. It is imperative that the PDCVB have ad-
equate funding to efficiently market our destination
to generate the necessary tax revenue, which will
satisfy the financial obligations of the LCCCA, and to
continue to promote Lancaster in the years to come.

We also felt it important to have a formal
meeting schedule with our partners at IHR
and the LCCC. To that end we have reestab-
lished the Convention Sales Committee,
comprised of members from IHR, the
PDCVB and LCCC. Those meetings will
begin in June 2012.

The economic benefits from large events
are much wider spread than just hotel
rooms utilized by attendees. Based on the
Destination Marketing Association Interna-
tional (DMAI – CVB industry association)
Impact Calculator, a recent Priority 1 event
in Lancaster generated approximately $5.8

million in economic impact within the
county. In light of current funding issues, it
is critical that the PDCVB have the dollars
necessary to compete for these type events
in an increasingly competitive marketplace.
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Work Group Members

Chuck Simmons (Chair)Chuck Simmons (Chair)Chuck Simmons (Chair)Chuck Simmons (Chair)Chuck Simmons (Chair)
Tanger Outlets

Mark FitzgeraldMark FitzgeraldMark FitzgeraldMark FitzgeraldMark Fitzgerald
High Real Estate Group

Kevin FryKevin FryKevin FryKevin FryKevin Fry
Lancaster County Convention Center
Authority Board Chair

Larry HinnenkampLarry HinnenkampLarry HinnenkampLarry HinnenkampLarry Hinnenkamp
Lancaster County Convention Center
Authority Board Member

Kevin MolloyKevin MolloyKevin MolloyKevin MolloyKevin Molloy
Lancaster County
Convention Center Authority

Rick StammelRick StammelRick StammelRick StammelRick Stammel
Dutch Wonderland & PDCVB Board Chair

PDCVB Staff:PDCVB Staff:PDCVB Staff:PDCVB Staff:PDCVB Staff:
Christopher BarrettChristopher BarrettChristopher BarrettChristopher BarrettChristopher Barrett

Dan LaFauciDan LaFauciDan LaFauciDan LaFauciDan LaFauci
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INTRODUCTIONINTRODUCTIONINTRODUCTIONINTRODUCTIONINTRODUCTION

The PA Dutch Convention & Visitors Bureau appointed a work group to review the default
provisions of the Lancaster County Convention Center Authority (LCCCA) and the possible
long-term implications of those defaults.

Work Group Objective:Work Group Objective:Work Group Objective:Work Group Objective:Work Group Objective:
Review existing agreements and provide factual answers to the following questions:

•   What is a financial default?

•   What is considered a default between the project’s public and private
      partners?

Situational AnalysisSituational AnalysisSituational AnalysisSituational AnalysisSituational Analysis

All agreements relating to the LCCCA as well as Interstate Hotels & Resorts (IHR) and Penn
Square Partners (PSP) were reviewed. All of the documents reviewed are listed in this report
and can be found in their entirety online at the LCCCA Fiscal Impact & Recovery webpage (in
the Resources section of members.padutchcountry.com).

The agreements were evaluated purely for default provisions only. The task was not to opine
on what the requirements of the documents are and what is contained therein. The defaults
are explained simply in three contexts: (1) LCCCA agreements with the private partner (PSP),
(2) LCCCA agreements with Wells Fargo Bank, N.A., and (3) LCCCA agreements with IHR.

The default provisions were reviewed by legal counsel: Matthew J. Creme, Jr. / Attorney at
Law, Nikolaus & Hohenadel, LLP, 212 North Queen Street, Lancaster, PA 17603.

Default Work GroupDefault Work GroupDefault Work GroupDefault Work GroupDefault Work Group
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F&B Concession Agreement (2001)F&B Concession Agreement (2001)F&B Concession Agreement (2001)F&B Concession Agreement (2001)F&B Concession Agreement (2001)
    • Pages 5, 9-12, 15

Joint Development Agreement (2001,Joint Development Agreement (2001,Joint Development Agreement (2001,Joint Development Agreement (2001,Joint Development Agreement (2001,
2005)2005)2005)2005)2005)
    • Pages 11-14 (2001)
Joint Development Agreement - - - - - 2005
    • Pages 13-19, 22, 24
 JDA – Exhibit I
    • Default language on Page 20
JDA – Exhibit J
    • Default language on Page 4

Professional Services DevelopmentProfessional Services DevelopmentProfessional Services DevelopmentProfessional Services DevelopmentProfessional Services Development
Agreement (2001, 2005)Agreement (2001, 2005)Agreement (2001, 2005)Agreement (2001, 2005)Agreement (2001, 2005)
    • Pages 10, 18-23 (2001)
PSDA (2005)
    • Pages 10, 18-22

Amended & Restated LeaseAmended & Restated LeaseAmended & Restated LeaseAmended & Restated LeaseAmended & Restated Lease
AgreementAgreementAgreementAgreementAgreement
Tab 14 Amended and Restated Lease
Agreement - 2007
    • Pages 6-7, 10-12, 19, 21-29, 34-35
Tab 15 Memorandum of Amended and
Restated Lease Agreement - 2007
    • Page 7

Bond RestructuringBond RestructuringBond RestructuringBond RestructuringBond Restructuring
    • All pages that include language

relating to default (and pages that
provide context)

8.2  Remedies
a.   The non-defaulting party may

make any payments the default-
ing party failed to make

b.   May terminate the agreement

Joint Development Agreement Joint Development Agreement Joint Development Agreement Joint Development Agreement Joint Development Agreement –
November 9, 2005 - LCCCA, LancasterNovember 9, 2005 - LCCCA, LancasterNovember 9, 2005 - LCCCA, LancasterNovember 9, 2005 - LCCCA, LancasterNovember 9, 2005 - LCCCA, Lancaster
Redevelopment Authority and PennRedevelopment Authority and PennRedevelopment Authority and PennRedevelopment Authority and PennRedevelopment Authority and Penn
Square PartnersSquare PartnersSquare PartnersSquare PartnersSquare Partners

Article 3 Default and Remedies
3.1  An event of default shall occur if

any party:
• 3.1.1  Fails to comply with  any

provision or requirement of
agreement

• 3.1.2  Files bankruptcy or similar
proceeding

3.2  Remedies are cumulative
• 3.2.1  Non-defaulting party may

terminate agreement
• 3.2.2  Non-defaulting party may

sue for specific performance
• 3.2.3  Non-defaulting party may

bring any other action at law or in
equity

NOTE – Same provisions in 2001 Agree-
ment

Professional Services DevelopmentProfessional Services DevelopmentProfessional Services DevelopmentProfessional Services DevelopmentProfessional Services Development
Agreement – November 9, 2005 -Agreement – November 9, 2005 -Agreement – November 9, 2005 -Agreement – November 9, 2005 -Agreement – November 9, 2005 -
LCCCA and High AssociatesLCCCA and High AssociatesLCCCA and High AssociatesLCCCA and High AssociatesLCCCA and High Associates
Article 4 – Default and Remedies
An event of default shall occur by a party if:

Qualif ied Convention CenterQualif ied Convention CenterQualif ied Convention CenterQualif ied Convention CenterQualif ied Convention Center
Management Agreement (2002)Management Agreement (2002)Management Agreement (2002)Management Agreement (2002)Management Agreement (2002)
    • Pages 17, 28, 29, 32, 33, 47

Declaration of CondominiumDeclaration of CondominiumDeclaration of CondominiumDeclaration of CondominiumDeclaration of Condominium
    • Pages 21, 24, 28-30

Condominium ManagementCondominium ManagementCondominium ManagementCondominium ManagementCondominium Management
Agreement Agreement Agreement Agreement Agreement (2009)
    • Pages 19-21

Outline of Events and ConsequencesOutline of Events and ConsequencesOutline of Events and ConsequencesOutline of Events and ConsequencesOutline of Events and Consequences
of Events of Default:of Events of Default:of Events of Default:of Events of Default:of Events of Default:

Food and Beverage ConcessionFood and Beverage ConcessionFood and Beverage ConcessionFood and Beverage ConcessionFood and Beverage Concession
Agreement – December 20, 2001 -Agreement – December 20, 2001 -Agreement – December 20, 2001 -Agreement – December 20, 2001 -Agreement – December 20, 2001 -
LCCCA and Penn Square PartnersLCCCA and Penn Square PartnersLCCCA and Penn Square PartnersLCCCA and Penn Square PartnersLCCCA and Penn Square Partners

Article 8 - Default
 8.1   Any of the following shall

constitute an event of default:
a.   Failure to pay in full any

amount payable under agree-
ment

b.   Failure to observe any other
term, etc. of agreement

c.   Ceasing of operation of facility
d.   Filing of bankruptcy or similar

proceeding
e.   Failure to maintain quality

standard
f.   Engaging in any illegal business

at center
g.   Failure to pay third party vendor

   Default Work Group   Default Work Group   Default Work Group   Default Work Group   Default Work Group

Agreements ReviewedAgreements ReviewedAgreements ReviewedAgreements ReviewedAgreements Reviewed
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4.1.1
• Failure to pay any sum due
• Failure to comply with any

material term of agreement
• Failure to cure after written notice

4.1.2
• Files bankruptcy or similar

proceeding
4.2

• Remedy by owner – termination
of agreement and release of
further liability

4.3
• Remedy by developer – whatever

available at law or inequity –
cumulative

NOTE:  Same may be found in PSDA 2001

Amended and Restated Lease – MarchAmended and Restated Lease – MarchAmended and Restated Lease – MarchAmended and Restated Lease – MarchAmended and Restated Lease – March
27, 2007 - LCCCA and Penn Square27, 2007 - LCCCA and Penn Square27, 2007 - LCCCA and Penn Square27, 2007 - LCCCA and Penn Square27, 2007 - LCCCA and Penn Square
PartnersPartnersPartnersPartnersPartners
Section 27 – Events of Default
The occurrence of any of the following
shall constitute an event of default:

a.   Failure to pay rent
b.   Failure to pay any sum other

than rent
c.   Filing of bankruptcy or similar

proceeding
d.   Failure to take occupancy
e.   Removal of goods etc without

payment
f.   Transfer of interest in lease other

than under terms of lease
g.   Failure to comply with terms of

lease, including covenants

Section 28 – Remedies upon default:
a.   Terminate lease & repossess
b.   All other remedies at law and in

equity
c.   Interest on unpaid sum at default

rate
d.   Remedies are cumulative and

not exclusive
NOTE: Nothing additional in Memorandum
of Lease

Bond Restructuring IndentureBond Restructuring IndentureBond Restructuring IndentureBond Restructuring IndentureBond Restructuring Indenture - 2012 -- 2012 -- 2012 -- 2012 -- 2012 -
LCCCA and Wells Fargo BankLCCCA and Wells Fargo BankLCCCA and Wells Fargo BankLCCCA and Wells Fargo BankLCCCA and Wells Fargo Bank
Default Provisions
Section 6.01 – Any of the following shall
constitute an event of default:

a. Failure to pay interest of any Bond
b. Failure to pay principal or premium

of any Bond
c. Failure to pay purchase price of any

Bond at mandatory purchase date
d. Failure to observe or perform any

covenants
e. Any default under the

reimbursment agreement
f. Any default under the continuing

covenant agreement
g. Failure to make any swap payment
h. Any default under the parity

indebtedness

Remedies
Section 6.02 – Acceleration of the debt
Section 6.03 – May direct Trustee to notify
County to pay 100% of taxes collected
to Bank

• Any other remedy under any other
security documents

Section 6.04 – May commence legal pro-
ceeding to enforce this agreement

Exhibit I – Agreement to Transfer andExhibit I – Agreement to Transfer andExhibit I – Agreement to Transfer andExhibit I – Agreement to Transfer andExhibit I – Agreement to Transfer and
Reimbursement Agreement betweenReimbursement Agreement betweenReimbursement Agreement betweenReimbursement Agreement betweenReimbursement Agreement between
Lancaster City Redevelopment Author-Lancaster City Redevelopment Author-Lancaster City Redevelopment Author-Lancaster City Redevelopment Author-Lancaster City Redevelopment Author-
ity and Penn Square Partnersity and Penn Square Partnersity and Penn Square Partnersity and Penn Square Partnersity and Penn Square Partners

• If LCCCA doesn’t exercise option to
purchase property, Redevelopment
Authority may sell to Third Party

Exhibit J – Purchase Option Agree-Exhibit J – Purchase Option Agree-Exhibit J – Purchase Option Agree-Exhibit J – Purchase Option Agree-Exhibit J – Purchase Option Agree-
ment between Lancaster City Redevel-ment between Lancaster City Redevel-ment between Lancaster City Redevel-ment between Lancaster City Redevel-ment between Lancaster City Redevel-
opment Authority and LCCCAopment Authority and LCCCAopment Authority and LCCCAopment Authority and LCCCAopment Authority and LCCCA
Default – Failure exercise Option

•   #8: May sell property to Third Party
Default – Failure to close on sale of property

•   #15: Remedy for Redevelopment
Authority – out-of-pocket expenses
reimbursed

• #16: Remedy for LCCCA – specific
performance of agreement to sell

Qualif ied Convention Center Manage-Qualif ied Convention Center Manage-Qualif ied Convention Center Manage-Qualif ied Convention Center Manage-Qualif ied Convention Center Manage-
ment Agreement – January 23, 2002ment Agreement – January 23, 2002ment Agreement – January 23, 2002ment Agreement – January 23, 2002ment Agreement – January 23, 2002
– LCCCA and IHR– LCCCA and IHR– LCCCA and IHR– LCCCA and IHR– LCCCA and IHR
Article 4 – Management Term; Extension;
Termination
4.2  Termination

• This QMA may be terminated prior
to the expiration of the then effec-
tive Management Term upon the
occurrence of one or more of the
following events:

o    Upon any Event of Default,

      Default Work Group      Default Work Group      Default Work Group      Default Work Group      Default Work Group
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at the option of the non-
defaulting party exercised by
written notice to the default-
ing party and following the
expiration of all applicable
cure periods

Article 12 – Events of Default; Remedies
12.1  Manager Event of Default

a. Manager fails to pay any sum of
money to the Authority

c. Manager fails to keep or perform
any other material covenant agree-
ment term or provision of QMA for a
period of 30 days after written
notice

12.2 Authority Event of Default
a. Authority fails to pay any sum of

money due to the Manager or
Manager’s Affiliate

d. Authority fails to keep, observe or
perform any other material cov-
enant agreement terms or provision
of QMA for a period of 30 days after
written notice

12.3 Hotel Owner’s Right to Cure
a. If Manager notifies the Authority of

an event of default, they must also
notify PSP

b. If Authority notifies Manager of an
event of default, they must also
notify PSP

12.4 Remedies
• Party asserting event of default may

seek arbitration

Executive Summary
G. Termination

• The agreement provides that it may
be terminated if, among other things,
any of the following events occur:

o   By the non-breaching party
upon the occurrence of an event of
default by the other party under the
management agreement.

Declaration of CondominiumDeclaration of CondominiumDeclaration of CondominiumDeclaration of CondominiumDeclaration of Condominium
Article 7 – Mortgages
7.4  Notice of Unit Owner Default

a. The Executive Board shall give
prompt notice to a unit mortgagee
of any default in the unit
mortgagers obligations which are
not cured within 30 days

Article 8 – Insurance; Casualty
8.6  Indemnification
• Unit owner will indemnify and hold
harmless other unit holder, the Association
and any lessee or sublessee

Article 12 – Management
12.2  Termination by a Unit Owner or the
Association

• Each Unit Owner shall provide the
other Unit Owner a copy of any
notice of default it gives to Manager
under its management agreement

• The second Unit Owner shall have
the right to cure the default of the
Manager

• If no cure, First Unit Owner may
terminate agreement

12.3  Termination by the Manager
• A Unit Owner or the Association

shall provide other Unit Owner a
copy of any notice of default it is
given by the Manager

• The non defaulting Unit Owner
shall have the right to cure the
default of the other Unit Owner

• If defaulting Unit Owner fails to pay,
the non defaulting Unit Owner is
entitled to interest

12.6  Indemnification
• The Association shall defend,

protect, indemnify and hold harm-
less the Unit Owners and any lessee
or sublessee

Management Agreement – June 19,Management Agreement – June 19,Management Agreement – June 19,Management Agreement – June 19,Management Agreement – June 19,
2009 – Penn Square Condominium2009 – Penn Square Condominium2009 – Penn Square Condominium2009 – Penn Square Condominium2009 – Penn Square Condominium
Assn. and Interstate HotelsAssn. and Interstate HotelsAssn. and Interstate HotelsAssn. and Interstate HotelsAssn. and Interstate Hotels
Article 10 – Events of Default; Remedies
10.1  Manager Event of Default

a. If Manager fails to pay any sum of
money due to the Association it will
result in an immediate event of
default

b. If Manager fails to keep, observe or
perform any other material cov-
enant, agreement, term or provision

10.2 Association Event of Default occurs if:
a. Association fails to pay any sum of

money due to the Manager
b. Association fails to furnish required

operating funds
c. Association fails to provide and

maintain the insurance policies
called for

   Default Work Group   Default Work Group   Default Work Group   Default Work Group   Default Work Group

18



Pennsylvania Dutch Convention & Visitors Bureau

d. Association fails to keep, observe or
perform any other material cov-
enant, agreement, term or provision

10.3 Hotel Lessee’s and CC Authority’s Right
to Cure

a. If Manager notifies Association of the
Association’s default, Manger shall

also notify Hotel Lessee and CC
Authority

b. If Association notifies Manager of the
Manager’s event of default, Associa-
tion shall also notify Hotel Lessee
and CC Authority

      Default Work Group      Default Work Group      Default Work Group      Default Work Group      Default Work Group

Example of Default in ApplicationExample of Default in ApplicationExample of Default in ApplicationExample of Default in ApplicationExample of Default in Application
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10.4  Remedies
•  Party asserting an event of default

may seek arbitration in accordance
with agreement

The Project Debt Financing Work Group
developed a base model identified in the
report as Model 1 (see Appendix C1 of the
Project Debt Financing report). This model
represents the current situation assuming no
changes are made to the financing struc-
ture, hotel tax or any other components. This
model further assumes a 1.25% growth rate
in HRRT revenue and no change in the
variable interest rate. It is expected that the
variable interest rate would increase if no
viable funding solution is enacted. If this
occurs, the interest expense would increase
to some degree and thus increase the
deficiency shown. In this model there would
be insufficient cash available to completely
fund LCCC operations, FF&E replacement,
and LCCCA administration, and under this
scenario, the PDCVB portion of the HRRT is
never restored.

More importantly, this model coming to
fruition would trigger numerous defaults
outlined in the existing agreements between
all three partners.

Before we embark on the exercise, it’s
important to note that the LCCCA realized

situation will get deeper and trigger the
following additional default events:

• The LCCCA’s debt will be funded
and the LCCCA’s operational costs
will be funded based upon Model 1’s
conservative projections, so the HRRT
will continue to be collected.

• The FF&E cost will not be funded,
possibly causing additional agree-
ment defaults related to the decline
of quality standards due to lack of
investment. This may cause PSP and
IHR to seek legal relief available to
them as per the agreements outlined
in this report.

• The LCCCA will not have an
operating budget.

• The CVB will never receive the 20%
HRRT, which would severely hamper
its ability to sell and market the
destination.

It’s clear that the LCCCA is now in default
and given no change in the current rev-
enue and expense scenarios, the situation
will only become direr and trigger additional
defaults that would be costly as well as make
the scope of the problem more immense.

during the fall of 2011 that a default was
imminent and communicated with the
affected parties concerning that eventuality.
The LCCCA restructured the debt with Wells
Fargo at significant cost to provide six months
to resolve the matter and restructure the
revenue and expense side of the operation.
Failure to do so would lead to an event of
default. In that six month period -- despite
everyone’s best efforts to avoid it -- the
default outlined in the Bond Restructuring
Indenture 2012 was exercised (as the bonds
were in actual default) and the PDCVB lost
the 20% of the HRRT beginning in February
of 2012. The dialogue was conducted in a
very proactive manner, but was not success-
ful in getting everyone to the table to
formulate a communitywide solution.  So, we
do find ourselves in a first stage of default at
this time.

If this situation is allowed to continue, the
Project Debt Financing Work Group fore-
casts an anemic HHRT growth of 1.25% due
to the lack of dollars available to the PDCVB
to market the destination. The LCCCA default
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