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MCGLADREY & PULLEN

Certified Public‘Accountants and Consultants

To the Honorable Mayor and
City Council

City of Pasadena

Pasadena, California

The attached report presents the findings and conclusions régarding the financial operations
review of the Rose Bowl Fund that you requested. An executive summary is presented to
give an overview of the report, followed by the more detailed report of the study objectives,
observations, conclusions and recommendations. A substantive set of graphic exhibits and

appendices are also presented a$ separate sections to augment and facilitate understanding
of the report.

The assistance and cooperation of City personnel, especially within the Rose Bowl and
Finance departments, during the performance of the study has been invaluable and very
much appreciated. Extensive information and significant insight were incorporated into the
review by their participation. We also wish to acknowledge the assistance of the firm of
Quezada Godsey & Co. and thank them for their contribution to the project.

We are pleased to present this report and have enjoyed this opportumty to be of service to
the Clty of Pasadena. If we can provide additional information or assistance regarding the
issues in the report, please contact Mr. L. Michael Lynch or Mr. Mark J. Wirth.

| Welusiey ¢ At

Pasadena, California
November 15, 1991



REPORT ON A FINANCIAL OPERATIONS REVIEW

EXECUTIVE SUMMARY

The Rose Bowl has become, in its 77-year history, a world famous site of major events. The

facility is operated as a department within the City of Pasadena, officially as an enterprise
fund with the objective of generating profit on activities.

CONCERN ABOUT REPORTS OF DIMINISHING PROFITS

During the last five years, financial statements for the Rose Bowl Fund have reported losses
except when the NFL Super Bowl was held there, causing concern about operational
profitability. Recent construction plans and bond financing efforts have focused further
attention on profit trends of operations, prompting a sense of urgency to determine why
profitability appears to be diminishing. A financial operations review was initiated to
analyze the circumstances and factors affecting financial results.

| REVIEW OF FINANCIAL TRENDS AND PROFIT FACTORS

The review set out to identify financial trends and to isolate the underlying factors for
analysis of major financial segments. The study focused on revenue generation, direct
expense of events, overall operating expenses, costs of financing and fund balance changes
over a period of nine years. A summary financial operating statement was compiled for
each year to highlight and compare profit contributed by activities as well as net operating

income and total fund income or loss. Further detailed analysis was performed as explained
in the following report.

OBSERVATIONS OF THE STUDY

Net operating income remains positive, though diminished, and has covered assigned
overhead charges, as the following analysis and exhibits show. However, the fund balance

has decreased such that the income will not fully offset interest and debt obligations, nor
- provide sufficient cash for maintenance, refurbishment and other purposes.



Revenue

Exhibit 1 (at the end of the Executive Summary, after page 5) highlights the trends of
revenue, gross profit after direct event expenses, and income after operating expenses since
1983, not including allocated City expenses, financing and transfer of funds.

Due to the absence of extraordinary events in recent years, revenue and operating income
. have been lower than in the 1983 to 1987 period when the Super Bowl and Olympic events

were held at the Rose Bowl. Revenue from regularly recurring events has shown a gradual
upward trend, but event costs and operating expenses have increased faster than income, -

The trend chart of Exhibit 1 shows:

= Extraordinary events in certain years, such as the Super Bowl in 1983 and 1987 and

the Olympics in 1985, cause spikes in income which makes comparison of results
from one year to another difficult.

m Regularly recurring events, such as the Tournament of Roses, UCLA games and
swapmeets, provide some underlying consistency in the trends.

= No extraordinary event income has affected revenue volume since the 1987 Super
Bowl, which will be at the Rose Bowl again in 1993.

= Revenue trends for recurring events are generally upward, notably from 1989 to 1991,

due to increased rental income and billable cost recovery which are 2/3 of overall
revenue.

Exhibit 2 shows revenue by type of event as compared to profit contribution by event.
Swapmeets and special events show a higher percentage of contribution than percentage of
revenue, while UCLA games and New Year’s Day show a lower contribution.

Direct Expenses and Gross Profit

Event expenses somewhat parallel revenue trends, especially for extraordinary events. The
trends for gross profits from recurring events show some fluctuation from year to year, but
at a level generally consistent with revenue.

»  Gross profit shows a slightly upward trend from 1989 to 1991, but at a slower rate
than revenue, indicating that expenses are rising faster than revenue.

= Event expenses increased $630,000 between 1986 and 1991, or 42% overall, with 2/3
of the increase for services and supplies and 1/3 for personnel costs. More than 90%
‘of the personnel cost increase was from overtime. Inflation accounted for over 1/4
of the overall increase, or 11 of the 42 points.



Operating Expenses

Operating expenses show steady increases since 1986, as shown on Exhibit 3, in two major
categories: 1) personnel and 2) services and supplies.

n Personnel costs for facility operations doubled from 1986 to 1991.

n Services and supplies increased 150% from 1986 to 1991.

'm Operating expenses are increasing faster than gross profit, resulting in a flat net
income trend.

m  Cost control procedures appear not to be stringent and can be improved.

Fixed and Allocated Expenses

Overhead charges for City administrative suliport personnel and management services are
allocated to the Rose Bowl Fund. These expenses are slightly increasing, but they are still

covered by operating income. Although diminished, net operating income for the Rose
Bowl, as shown on Exhibit 4, remains positive.

» A precipitous slide of both operating income contribution and net operating income
are shown between 1987 and 1989, when there were no extraordinary events and a
sequence of five different managers directed the Rose Bowl.

m  Profit contribution and net operating income for 1989 through 1991 show a flat or
slightly upward trend, though at a low level since no extraordinary events nor a
significantly higher level of activity was experienced.

Financial Income and Expense

Investment Income and Interest Expense are managed on a City-wide basis through an
investment pool and Certificates of Participation similar to bonds, rather than by the Rose
Bowl Department. Resulting net fund income and balance changes are shown on Exhibit 5.

»w Income is based upon fund balance, which has diminished as funds are provided to
other activities.

» Interest expense has remained on a consistent but slightly downward trend as
originally predicted, but has exceeded interest income during the last six years.

= Total fund income from all revenue and expense categories has diminished in recent
years to show losses from 1989 to 1991.

= Cash flow has been insufficient to pay excess interest expense, provide funds for other
activities, or maintain and refurbish the facilities.



CONCLUSIONS

The overall financial trend charts mask many profitability factors which are identified in the
following report on the financial operations review. Exhibit 6 displays trends on the same

comparative scale for Rose Bowl revenue, net operating income and net fund changes from
1983 to 1991. '

The recompiled operating statement, as shown on Exhibit 7, indicates that the Rose Bowl
has actually continued to generate positive net operating income, but that it has not

generated sufficient funds to cover allocated City overhead, costs of financing and provision
of funds for other activities.

n  Profits decreased precipitously between 1987 and 1989, during a period when five
management changes were made, and have leveled off subsequently at a low volume
in the absence of major events like the NFL Super Bowl since 1987.

m Breakeven, to just cover expenses without any provision for capital improvement or
refurbishment, is over 22 events per year; more than double that number if
refurbishing the facility and park maintenance are also to be funded by operations.

m Increased cash flow is needed to meet existing demands for maintenance and

obligations to repay Certificates of Participation; otherwise, additional financing by
the City may be needed.

The result is a reduced fund balance which does not provide 1) sufficient investment income
to pay debt service charges and 2) adequate funds for refurbishing the facility.

The Rose Bowl operations are profitable and have been paying for other activities, but
profitability needs to be improved if debt service, refurbishment, deferred maintenance and
allocated expenses are to be paid and/or any contribution to City funds is to be obtained.

Improvements can be made in revenue enhancement, administration and accounting for the

Rose Bowl as outlined in the subsequent report.

= Revenue shows a positive trend but can be enhanced by' better utilization of the
facility.

s Cost control procedures are not sufficiently effective to prevent expenses from
increasing faster than revenue.

= Management accounting and control improvements are needed to facilitate more
profitable operations.

m Administrative improvements will be needed to enhance performance whether
operated as a City department or under alternative management approaches.
Improvements of the same type will be needed in either case.



RECOMMENDATIONS

An aggressive and substantive program should be pursued to improve the profit picture for
the Rose Bowl. Cost - volume - profit relationships need to be improved through better cost

control, enhanced utilization of the facility, and increased management planning in a
-program which will:

Institute a judicious cost control/expense reduction program within both Rose Bowl

operations and event projects, especially as to supplies, contract services and
overtime. '

Increase utilization of the facility, preferably with high gross profit margin activities,

to achieve the volume of profit and cash flow to meet financial goals and
commitments.

Develop long-term funding plans for deferred maintenance and capital improvernent.

Enhance revenue by exploiting additional sources.

Set enterprise objectives and guidelines, stabilize existing operations and develop

business plans prior to (and in preparation for) consideration of alternative
organizational structures and management approaches.

Develop organizational charts and job descriptions to support the business objectives
and plans of the Rose Bowl.

Set up accounting coordination and control within the Rose Bowl Department easily
accessible to the managers, including formal budget documents, interim progress
reporting and financial statements geared to management control.

Initiate improvements to administrative management and consider the potential
benefits, limitations and implications of operating concepts which may be alternatives
to the current organization as a department of the City.
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