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The next Olympic land mine; 
Worried about cost of staging the games? That’s not the half of it

BYLINE: JOHN PLETZ – June 29, 2009 – Crain’s

As aldermen prepare to debate whether to put Chicago on the hook for any operating losses from the 2016 Olympics, the construction of a $1-billion athletes village poses a far greater potential risk to city finances.

With as many as 3,000 units, the proposed South Side housing complex is the single costliest item in the $4.8-billion Olympics budget. Chicago expects private developers to pick up the construction tab, betting that they'll profit by converting the buildings to apartments and condominiums afterward.

But if Chicago is chosen to host the games, the city will have no choice but to cover any construction costs the private sector won't. That's what happened in London and Vancouver, which are slated to host the next two Olympics and had to write big checks when private funding for athletes villages collapsed.

``Once your name's on the paper, you're hooked,'' says Philip Owen, who was mayor of Vancouver when it launched its bid for the 2010 games. ``You better get your checkbook: You're going to need a lot of cash. There are always a lot of surprises.''

The city will have to persuade private lenders to foot the bill for a large residential development that must go forward whether or not there's enough demand for the housing after the games. Lenders typically won't finance a new condo project unless the developer sells about half of its units in advance, but that may not be an option in this case.

``It's going to be very difficult,'' says Brad White, senior vice-president for acquisitions and development at Chicago-based Habitat Cos., one of the firms interested in building the village. ``How many units do you have at the end and what do you do with those?''

It's a question that has been overshadowed by Mayor Richard M. Daley's recent decision to provide a blanket guarantee to cover operating losses for the 2016 Summer Games, a major reversal that irked some aldermen. Such a broad guarantee improves the odds that the International Olympic Committee will vote in October to award the games to Chicago.

The city has yet to offer specifics on its plan for the village, which would be built on the former site of Michael Reese Hospital. The project would have to be completed in a little more than six years, which means financing would have to be arranged within 18 to 24 months of the IOC vote.

The city approved a tax-increment financing district to help pay for infrastructure at the site, and it's buying the Reese property to sell to developers later. But that may not be enough.

Vancouver and London had to put up hundreds of millions of dollars to finance construction of their athletes villages after the global financial crisis choked off private funding. While both expect to get paid back, Vancouver saw its credit rating downgraded by Standard & Poor's.

Lori Healey, president of the Chicago 2016 bid committee, says the city won't have to play the bank. Institutional investors, such as construction-union pension funds and sovereign-wealth funds, have expressed interest in providing about $300 million in financing for the project, she says.

Chicago 2016 also is trying to spread the risk by involving multiple developers and financial sources and several different uses. The project could include condos, apartments and affordable and senior housing, which could be eligible for government financing. Some of the village could be used as student housing by the Illinois Institute of Technology, which has expressed preliminary interest.

Still, unlike other large residential projects, which are built in phases over several years, the entire Olympic Village would hit the market en masse, potentially flooding the neighborhood with housing units. Both the condo and apartment markets are in a slump, and there's no way to predict demand when developers start shopping for financing. In the South Loop, just north of the proposed village, developers are sitting on nearly 1,500 unsold condos.

Whatever happens, there's no turning back if Chicago wins the games in October. The city will have to deliver a village that meets IOC requirements, whatever the cost.

That's the danger, says Allen Sanderson, senior lecturer in sports economics at the University of Chicago.

``The IOC could come back . . . and say they don't like the village plan, and they will up the ante,'' he says. ``Once you've signed on, there's almost nothing you can do except swallow it. And that means the taxpayers will swallow.''

