
City of Davenport  
 
         
Committee: Finance 
Department: Administration 
Contact Info: Craig Malin – 326-6139 
Wards:  All 

Action / Date
FIN 10/17/12

 
 
 
Subject:  MOTION directing the Mayor to sign Proposed Asset Purchase Term Sheet, dated 
October 12, 2012. 
  
Recommendation:  Approve the motion. 
 
Relationship to Goals:  Resolve land-based casino.  Hold taxes to reasonable level.  Diversify 
revenue.   
 
Action:  Sign term sheet for proposed City buyout of Rhythm City casino, to begin formal 
processes which may lead to City purchase of casino.    

Background:  A City negotiating team and representatives of Isle of Capri Casinos, Inc. 
(IOC), the owner of the Rhythm City Casino, have arrived at a non-binding term sheet 
(attached) for the City’s possible purchase of the Rhythm City Casino, as the first step to 
opening a land-based casino in Davenport, and removing the casino from the riverfront.  

The proposed terms are subject to the approval of the City Council and the negotiation and 
execution of a final purchase agreement and will be subject to customary conditions to 
closing, including IOC Board approval and regulatory approval.  Should the City Council 
approve the term sheet, IOC will give the City permission to present the proposed terms to 
the Riverboat Development Authority (RDA) for approval.  The proposed buyout is subject 
to the approval of the Iowa Racing and Gaming Commission (IRGC).  If the proposed 
buyout is completed, the transaction could close as early as mid-2013, with a land-based 
casino expected to open by 2015. 

The term sheet includes a $46 million acquisition cost (subject to adjustment) of the 
Rhythm City Casino.  The acquisition will be paid for with future gaming revenue. Property 
taxes will not be used to buy out the casino. With the City’s excellent credit rating, the 
acquisition cost is expected to be repaid at $3.5 million a year, for 20 years. After paying all 
gaming taxes and operating expenses, the current Rhythm City Casino posted $8.26 million 
in operating income and $10.48 million in adjusted earnings in FY12. 

 

 



Negotiations with IOC began in late September, after negotiations with a national gaming 
company brought to the City by MSEG concluded. As the final projections for a potential 
private / public partnership with this company were reviewed, it became clear the City 
could lower enterprise risk and retain gaming profits in the community by buying the 
Rhythm City casino itself.  

The City of Dubuque and Polk County have owned casinos for years. The Mystique casino 
in Dubuque is owned by the City of Dubuque, while Prairie Meadows casino in Altoona is 
owned by Polk County. Both are operated as non-profits, with all gaming profits being 
retained in the community. The buyout proposal would allow a similar arrangement to 
occur in Davenport. The City of Dubuque budgeted $10.8 million in revenue from the 
casino they own in FY12, which substantially assists Dubuque in posting a lower City tax 
rate ($10.78) than Davenport ($16.78). Over the past ten years, the City of Dubuque has 
received an average of $7.6 million annually, solely from renting the Mystique casino to the 
non-profit Dubuque Racing Association. 

If the term sheet is approved by the City Council, the City will issue a request for proposals 
for potential private development partners for a land-based casino. Pending review of 
proposals, a development plan for a land-based casino will be presented to the IRGC. The 
City will also issue a request for proposals for operational management of the casino. If the 
transaction is completed, casino employees would not become employees of the City; they 
would become employees of a non-profit formed for the purpose of operating the casino. 
The proposed term sheet includes a provision that Rhythm City employees would be 
transferred to positions with the non-profit which would operate the casino. Thus, current 
Rhythm City employees would keep their jobs. Through a new agreement with the 
Riverboat Development Authority and by moving the casino onto land, the City intends to 
increase the amount of revenue to the RDA and our local non-profits. 

The final location of the land based casino, casino brand and use of gaming profits by the 
City are all future decisions. 
 
 
 



Proposed Asset Purchase Term Sheet
October 12, 2012

The following is a proposed term sheet (“Term Sheet”) summarizing the basic terms on
which the City of Davenport (“Buyer” refers collectively to City of Davenport (the
“City”) as well as any entity to be formed and controlled by the City) is prepared to
purchase (the “Contemplated Transaction”) the assets of the business commonly known
as the “Rhythm City Casino” located in Davenport, Iowa (the “Business”) and owned by
IOC Davenport, Inc. (“Seller”) for the sum of $46,000,000, subject to adjustment as
provided below. This Term Sheet is non-binding and is for discussion purposes only.

Purchase and Sale of
Assets

At the closing of the Contemplated Transaction (the
“Closing”), Buyer would purchase, receive and acquire from
Seller, and Seller would sell, transfer and assign to Buyer, free
and clear of all liens, claims and encumbrances of any nature,
substantially all of the assets of Seller relating to the Business
(“Acquisition Assets”), including:

• the vessel, barge and casino operated in Davenport, Iowa
(the “Property”);

• those assets reflected on an agreed upon balance sheet of
Seller (“Acquisition Balance Sheet”), excluding any
disposed of in the ordinary course of business between the
date of the Acquisition Balance Sheet and the Closing,

• all inventories,
• all supplies, furniture and fixtures, machinery and

equipment,
• all leased real property and improvements thereon and

interests therein, and
• all rights under leases, purchase orders and other contracts;

but, in each case, excluding cash and any other assets
mutually agreed upon by Buyer and Seller in the Definitive
Agreement (as defined below).

There will be a working capital adjustment based upon any
increase or decrease in the working capital (excluding cash) of
the Business as of the Closing Date (as defined below) as
compared to a mutually agreed upon target amount of
working capital (excluding cash) of the Business.

The Definitive Agreement would contain a transitional license
to use specified trademarks currently used at the Property for
a defined period of time.
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Purchase Price The purchase price for the Acquisition Assets would be
$46,000,000, subject to adjustment as provided herein. A
nonrefundable deposit of $2,500,000 will be paid in cash upon
execution of the mutually satisfactory definitive purchase
agreement (the “Definitive Agreement”) and the balance of
$43,500,000 will be paid in cash on the date of Closing (the
“Closing Date”).

In addition to any working capital adjustment, the purchase
price would be subject to (a) a downward adjustment to
account for the assumption by Buyer of certain so called “Sky
Bridge” debt of Seller under that certain Development
Funding Agreement, dated as of March 6, 2002, by and
between Seller and the City and (b) an upward adjustment to
account for the transfer to Buyer of the pre-paid gaming tax
credits of Seller relating to the “Rebuild Iowa Infrastructure
Fund.”

Downtown Casino In light of the unique characteristics of the City as purchaser
and its plan to revitalize downtown Davenport, Iowa with a
land-based casino as significant factors in Seller’s
consideration of moving forward with the Contemplated
Transaction, Buyer would pay to Seller, unless otherwise
mutually agreed, an additional $5,000,000, if Buyer or any of
its affiliates, within ten (10) years after the Closing Date,
commence construction, renovation or operation of any
gaming facility outside the area commonly known as
downtown Davenport, Iowa.

Transfer of Assets In light of the unique characteristics of the City as purchaser
and its plan to revitalize downtown Davenport, Iowa with a
land-based casino as significant factors in Seller’s
consideration of moving forward with the Contemplated
Transaction, Buyer would pay to Seller an additional
$5,000,000, if Buyer, directly or indirectly, sells or otherwise
transfers the Acquisition Assets or any operator or
development agreement relating to the Business to any third
party within five (5) years after the Closing Date.

Assumption of Certain
Liabilities

Effective as of the Closing, Buyer would assume Seller’s
current liabilities incurred in the ordinary course of business
and reflected on the Acquisition Balance Sheet (adjusted to
reflect changes therein occurring in the ordinary course of
business between the date of the Acquisition Balance Sheet
and the Closing and reflected in the working capital
adjustment), the Sky Bridge Debt and other mutually
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acceptable liabilities set forth in the Definitive Agreement, but
excluding any tax liabilities and other mutually acceptable
liabilities set forth in the Definitive Agreement (“Assumed
Liabilities”). Buyer would not assume, and Seller would
retain, pay, discharge and perform, in full, all other debts,
obligations and liabilities of Seller, known or unknown, fixed,
contingent or otherwise.

Employees Except for any employees identified by Seller in connection
with the Definitive Agreement, Seller would release all
employees of IOC Davenport, Inc. and key employees in the
operation of Business to become employees of Buyer, and
Buyer would hire such employees, effective as of the Closing,
on terms and conditions of employment, including cash
compensation, bonuses and benefits, that are substantially
comparable in the aggregate to those that applied to such
employees immediately prior to Closing.

Patrons At Closing, Seller would provide to Buyer a list of
information from the customer database of Seller’s parent
company with respect to those customers who are indicated as
having gambled or wagered at the Property in the twelve (12)
months preceding the Closing Date.

Milestones / Closing
Date

Following the date hereof, Buyer will promptly submit this
Term Sheet for the consideration and approval by the City
Council of the City of Davenport (the “City Council”) and
Seller will promptly submit this Term Sheet for the
consideration and approval by the board of directors of
Seller’s parent company, Isle of Capri Casinos, Inc. (the “Isle
Board”).

If this Term Sheet is approved by the City Council and the
Isle Board, Buyer and Seller anticipate that they would enter
into an Exclusivity Agreement (as defined below). During the
Exclusivity Period (as defined below): (a) Buyer would
conduct its due diligence investigation of the Business in
accordance with the terms hereof; (b) Seller would give
permission to the Riverboat Development Authority (“RDA”)
to commence discussions with the City concerning an
agreement between them to allow Buyer to seek the operator’s
license for the Property (“Buyer Operator Agreement”); (c)
Buyer would commence discussions with third parties relating
to the post-Closing operation or management of the Business;
(d) Buyer would commence its financing process with PFM,
Inc. or another similar advisory firm to prepare and complete
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its anticipated bond sale to fund the purchase price for the
Contemplated Transaction; (e) Buyer and Seller would jointly
meet with the Iowa Racing and Gaming Commission to
discuss the Contemplated Transaction; and (f) Buyer and
Seller would negotiate a form of Definitive Agreement.

As soon as practicable after the form of Definitive Agreement
has been negotiated, Buyer would submit the form of
Definitive Agreement to the City Council for consideration
and approval and Seller would submit the form of Definitive
Agreement to the Isle Board for consideration and approval.

Buyer and Seller agree that the Closing Date of the
Contemplated Transaction shall occur as soon as practicable
after Buyer’s bond proceeds become available and the
fulfillment of the contingencies set forth herein, but in no
event later than a mutually agreeable outside date set forth in
the Definitive Agreement.

Contingencies Buyer and Seller acknowledge that this Term Sheet and the
execution of the Definitive Agreement are subject to the
approval of the City Council and the Isle Board.

The closing of the transactions contemplated by the Definitive
Agreement will be contingent upon: 1) execution by Buyer
and the RDA of the Buyer Operator Agreement; 2) approval
by the Iowa Racing and Gaming Commission of the
Contemplated Transaction; 3) the termination and full release
of claims against Seller and its affiliates relating to any
development agreements, leases or other contracts or
arrangements between the City and Seller or their respective
affiliates; and 4) the termination and release of claims against
Seller and its affiliates relating to any operating agreements,
leases or other contracts or arrangements between the RDA
and Seller or their respective affiliates.

Future Gaming
Locations

Subject to the terms contained in the section hereof captioned
“Downtown Casino,” Buyer and Seller agree not to protest or
work to defeat any future proposal by Buyer to convert the
Business into a land-based gaming facility or any future
proposal by Seller or its affiliates to convert any of its gaming
properties into a land-based gaming facility, as applicable.

Definitive Agreements The general terms embodied by this Term Sheet would be
contained in a Definitive Agreement and any necessary
ancillary agreements and documents necessary to the
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Contemplated Transaction. In addition to the basic terms and
conditions outlined in this Term Sheet, the Definitive
Agreement would contain terms and conditions customary in
transactions of the type contemplated herein, including,
without limitation:
- representations and warranties by Seller with respect to the
Acquisition Assets, Seller, and Seller’s liabilities, financial
condition and business operations and customary
representations by Buyer, and

- provisions for Seller’s indemnification of Buyer from and
against liabilities incurred by Buyer with respect to the
breach of any covenant, representation or warranty made by
Seller in the Definitive Agreement (except for the Assumed
Liabilities), subject to customary limitations on
indemnification, and provisions for Buyer’s indemnification
of Seller from and against liabilities incurred by Seller with
respect to the breach of any covenant, representation or
warranty made by Buyer in the Definitive Agreement.

Interim Operation
Warranty

The Definitive Agreement would contain customary
covenants relating to the operation of the Business by Seller
between the date of execution of the Definitive Agreement
and the Closing Date.

Expenses Each party will bear its own expenses incurred in connection
with this Contemplated Transaction, including, without
limitation, all expenses (e.g., attorney’s fees, gaming
application or transfer fees and similar expenses) incident to
the negotiation, preparation and performance of this Term
Sheet, the Definitive Agreement and any necessary ancillary
agreements and documents.

Due Diligence During the Exclusivity Period, Seller will provide Buyer and
its attorneys and other representatives with reasonable access
to records and information relating to the Business, assets, and
affairs of Seller as may be reasonably requested, and will
permit Buyer and its attorneys and other representatives
reasonable access to the properties, premises, books, accounts,
records and documents of Seller related to the Business.
During the Exclusivity Period, Buyer’s representatives will
conduct a customary purchaser’s due diligence investigation
of Seller.

Confidential Due diligence materials provided to Buyer and Buyer’s
discussions with the RDA or any potential third party
operators in respect of the Contemplated Transaction will be
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subject to a mutually satisfactory confidentiality agreement
(the “Confidentiality Agreement”) and appropriate procedures
for the exchange of information to be agreed upon by Buyer
and Seller. The City Council hereby authorizes, approves and
ratifies the execution of the Confidentiality Agreement.

Exclusivity Buyer and Seller anticipate entering into a mutually
satisfactory definitive exclusivity agreement (“Exclusivity
Agreement”) after the approval by the City Council of this
Term Sheet, which shall provide for a period ending on the
earlier of (a) the date that is thirty (30) days after the
execution of the Exclusivity Agreement or (b) the date of
execution of a Definitive Agreement (the “Exclusivity
Period”), during which period Buyer would conduct its due
diligence investigation of the Business and have the exclusive
right to negotiate a Definitive Agreement with Seller. The
City Council hereby authorizes, approves and ratifies the
execution of the Exclusivity Agreement.

Expiration This Term Sheet shall expire automatically upon the
expiration or termination of the Exclusivity Agreement, unless
earlier terminated by Buyer or Seller (a) upon a negative vote
by the City Council in respect of this Term Sheet or the
Contemplated Transaction or if the City Council otherwise
fails to approve this Term Sheet or the Contemplated
Transaction, (b) in the event that Buyer or its representatives
indicate any change in the purchase price noted herein or any
other material term of the Contemplated Transaction
(including, without limitation, any change in the form or kind
of purchase consideration) or (c) in the event that Buyer
determines that it is no longer interested in pursuing the
Contemplated Transaction. Buyer agrees that it will promptly
deliver written notice to Seller in the event that Buyer
determines that it is no longer interested in pursuing the
Contemplated Transaction.

This Term Sheet is a non-binding document prepared for discussion purposes only, and
shall not constitute a legally binding agreement. The Contemplated Transaction is
specifically subject to negotiation and execution of a Definitive Agreement and those
conditions contained in the Definitive Agreement.

This Term Sheet does not contain all matters upon which agreement must be reached and
a binding commitment of Buyer and Seller will only result from the negotiation,
execution and delivery of a mutually satisfactory Definitive Agreement. Until such time,
if any, that Seller and Buyer enter into a Definitive Agreement, no binding arrangements
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will exist as to the negotiation or sale of the Acquisition Assets or the Business, and
neither Buyer nor Seller nor their respective affiliates shall have any obligation to
negotiate or continue negotiations relating to the Contemplated Transaction or to enter
into a Definitive Agreement or otherwise consummate the transactions contemplated
herein.
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