Agenda Report

January 12, 2004

TO: City Council
FROM: Rose Bowl Operating Company (RBOC)

SUBJECT: Lease Agreement Between UCLA and the RBOC

RECOMMENDATION:
It is recommended that the City Council approve :

1. Adopt the Negative Declaration and de minimis findings for no impact on fish
and game or their habitat related to the lease and prospective capital
improvements at the Rose Bowl.

2. Approve a 20-year lease agreement between UCLA and the RBOC to play
intercollegiate football games at the Rose Bowl stadium;

3. Commitment on the part of the RBOC to construct new stadium locker rooms and
media center with an approximate cost of $12.5 million;

4. An amendment to the FY 2004 Capital Improvement Program (CIP) adding the
locker room and media center project with an initial appropriation of $250,000
from retained earnings;

5. An amendment to the FY 2004 CIP adding a seismic strengthening project for the
stadium with an appropriation of $386,400 from retained earnings to complete the
required work in all but the south end of the stadium;

6. Direct the City Clerk to file the Notice of Determination and Certificate of
Exemption from State Fish and Game Fees with the Los Angeles County
Registrar-Recorder/County Clerk.

BACKGROUND:

The University of California at Los Angeles (UCLA) has been playing its home football
games at the Rose Bowl since 1981. The RBOC and UCLA have reached a tentative
agreement in negotiations that will keep the Rose Bowl as UCLA’s home stadium for the
next 20 years, through December 15, 2023. Previously, the duration of UCLA’s
agreements have been 4 years, 10 years and 7 years respectively. This long-term
commitment will provide stability to the Rose Bowl stadium, which will be 100 years old
at the conclusion of the proposed agreement.
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The deal points associated with the proposed agreement are detailed in attachment A;
however, the following highlights the major points:

Capital Improvements — Under the terms of the proposed agreement the
RBOC will be required to construct new locker rooms and a media center
below the South end of the stadium. Based upon preliminary estimates, the
cost of the project is estimated in the range of $12.5 million, although the
figure will not be firm until there is further design development. Additionally,
actual construction is not expected to begin for 24 months and is somewhat
contingent on the outcome of discussions between the National Football
League and the City of Pasadena/RBOC. Nevertheless, at this time it is
necessary to proceed with design and development work so that should the
project proceed it can do so in a timely fashion. The estimated cost for this
initial phase is $250,000. Funding for the this work and the project as a whole
will come from the refinancing of current Rose Bowl bonds and the capital
improvement contribution of $1.8 million made by the Tournament of Roses
as part of its master license agreement with the City. It should be noted that
construction documents will need to be drafted 6 months prior to the
beginning of construction, which is estimated to cost an additional $300,000.

Video Board System Repairs — The proposed agreement requires the RBOC to
perform repairs to the video board system. The estimated cost for the repairs
is expected to be approximately $350,000 and include upgraded video
equipment, and a room re-configuration. The need for these repairs is
consistent with a recent condition report prepared for the RBOC which
identified a number of items requiring attention in order to maintain the
stadium in its current state over the next 20 years. As with the proposed new
lockers and media center, these repairs are not expected to begin for 24
months while the City/RBOC continue negotiations with the NFL.

Seismic Strengthening - UCLA requires that the Rose Bowl meet the
requirements of the UC Seismic Safety Policy for Purchased and Leased
Buildings. A number of substantial seismic repairs have been accomplished
over the past twenty years at the stadium, however, the RBOC will be
agreeing to bring the entire stadium to the current UC standards, before the
beginning of the 2005 UCLA season. Based on a study prepared by the
structural engineering firm of Brandow and Johnston an estimated $386,400
will be required to bring all but the South End of the Stadium to the UC
standard. Cost studies are being undertaken and the work could cost up to
$600,000.

RBOC Board Participation — As part of the proposed agreement, UCLA will
have a seat on the RBOC Board of Directors for the duration of the lease term.
By agreeing to a 20-year term UCLA has shown its commitment to the further
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success of the Rose Bowl stadium. It is appropriate to recognize this by re-
establishing a seat on the RBOC Board for UCLA. It is expected that the
school’s participation will strengthen the Board and contribute positively to
the management of the Rose Bow! facilities.

J Participation in NFL negotiations — UCLA will be provided a meaningful role
related to NFL negotiations. On May 20, 2003 the City Council and RBOC
adopted a set of negotiating guidelines relative to discussions with the NFL.
These guidelines call for UCLA not to be harmed as a result of any
rehabilitation of the Rose Bowl stadium to accommodate an NFL franchise.
Staff believes the best way to ensure the interests of the stadium’s current
major tenant is to allow UCLA a meaningful role in negotiations with the
NFL.

Environmental

The proposed project is a new lease between the City of Pasadena (Rose Bowl Operating
Company - RBOC) and the University of California, Los Angeles (UCLA) for purposes
of UCLA home football games for a period not to exceed 20 years. The lease would
require the renovation of the locker rooms and addition of a media room at the south end
of the existing stadium, minor changes to a former locker room in the north end of the
stadium, and seismic strengthening of the stadium to meet the seismic rating required by
the University of California seismic policy. The project was reviewed in accordance with
the California Environmental Quality Act. No potential for impact was identified. The
project includes measures to protect the existing structure and no change in operations of
the Rose Bowl are anticipated to result from the project. Minor construction impacts
would occur. A Negative Declaration was prepared and circulated for public review,
December 2 to January 1, 2004. Minor comments were received from Caltrans that
reminded the City that large sized construction equipment using state highways would
require a Caltrans permit and recommended that such equipment be transported during
off-peak hours.

The City Council, before they consider this project will act on the Negative Declaration.
Based on the Initial Study, the Environmental Administrator has determined that the
project will have no significant impact on the environment. The Initial Study, Mitigated
Negative Declaration and Certificate of Fee Exemption are (Attachment E). The
Certificate of Fee Exemption contains the de minimize finding of no impact on fish and
wildlife”

Financial Analysis

While the RBOC has been able to meet its financial obligations, without the continued
support of the Golf Course Fund, the Rose Bowl Fund would have serious problems. The
primary reason for this is the current Rose Bowl debt service burden. This, coupled with
the uncertainty of attracting enough profitable special events and unstable advertising
revenues, will continue to plague the Rose Bowl for at least the next 10 years, the time at
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which the 1991 press box debt will be retired. Today, the only guaranteed events include
UCLA, the Tournament of Roses, and the flea market. This is nothing new and has been
discussed with the RBOC Board and the City Council numerous times over the past
~ several years. In addition, there are numerous issues facing the Rose Bowl that cannot be

taken lightly. These include the likelihood of an NFL team returning to the greater Los
Angles area, the long-term capital needs of the Rose Bowl and Golf Course, paying for
these improvements, preservation of relationships with long term tenants, and the ability
to attract additional tenants or events to the Rose Bowl that are acceptable to the RBOC,
City Council and community.

With these issues as a backdrop, staff believes it is in the City’s best interest to secure a
long term relationship with UCLA, at similar terms to the existing agreement
(Attachment A). While this does not significantly improve the cashflow for the RBOC, it
definitely protects the RBOC and ultimately the City from further deterioration. A
financial pro-forma has been developed that projects the cashflow of the RBOC under the
terms of the recommended UCLA lease. While the model is carried out through 2023,
the projected expiration of the UCLA lease, there is no question that the reliability of
these numbers dramatically diminishes after the first three to five years. Attached for
your reference (Attachment B) is a summary schedule that reflects the projected financial
operating results of the Rose Bowl Operating Company. It breaks out the projected
income and expenses by event type. (Attachment C) presents the same information, but
- combines the revenues and expenses for each event type so that the reader can see the net
contribution or obligation each event/cost center places on the RBOC. It is clear from
these two schedules that the long term concern for the RBOC and ultimately the City is
being able to satisfy the existing debt service and capital maintenance needs of the
stadium and golf course. Since both of these areas need to be covered by the net income
of the Rose Bowl and Golf Course, it is clear that virtually ever dollar of positive
cashflow from the golf course is required to keep the RBOC afloat.

Relating to the Rose Bowl, key assumptions factored into this model include:

1.  Average rent revenue per UCLA game for the 2004 season year is projected to
be $140,000. This is slightly higher than the $135,000 average rent revenue
per game for the 2003 season. Future per game rent is projected to grow at a
rate of 2% every other year.

2. Parking rates will be increased to $10 from the current $5 beginning with the
2004 season. It is anticipated that there will be parking rate increases every
five years.

3.  Concession revenues and television revenues will grow at a 3% per annum
rate, while suite net revenues will increase by 3% per year.

4.  Rent paid by the Tournament of Roses will increase by 3% every fifth year.

5. Parking rates increase to $25 in years where there is a national championship
game and is set at $20 during the other years.

6.  The national championship game continues every four years.

7.  All Rose Bowl game related revenues increase at a 3% per annum rate (i.e.,

concessions, suites and catering).
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16.
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The Flea Market operator will continue to be a tenant through fiscal year
2023.

Rent from this event will grow at a 1% per annum rate.

Concessions revenues from this event will grow at a 3% per annum rate.
Expenses relating to this event will grow at a 3% per annum rate.

Special events, including soccer games, concerts, and motocross type events,
will generate $400,000 per year in net income of $400,000 through 2023. Of
course, if a new stadium is constructed in the greater Los Angeles area, the
$400,000 assumption will definitely need to be revised.

Advertising revenue is projected to be $500,000 in fiscal year 2005 and is
projected to grow at 3% per year.

Advertising revenue is allocated between UCLA (65%) and the Tournament
of Roses (35%).

In fiscal year 2007, the current debt is refinanced and extended to fiscal year
2023. At that time, it is projected that $10 million in new money will be
generated for necessary improvements to the Rose Bowl.  These
improvements are spelled out in the proposed agreement between UCLA and
the City. Please refer to (Attachment D) for a comparison between the current
debt service and the anticipated new debt service.

Annual debt service is targeted at a level $2.5 million annually.

Interest on the bonds is 3.5%. As a side, each one percentage point increase
or decrease in interest rates will cost/save the RBOC approximately $250,000
in the early years.

Relating to the Golf Course, key assumptions factored into this model include:

1.

(95

Green fees are projected to increase beginning in fiscal year 2005 and an
additional $108,000 in revenues has been added.

Beginning in fiscal year 2006, the contract with American Golf calls for the
RBOC’s share of revenues to increase to 40% from the current 35%.

Future revenue growth is at 2% per annum.

No “real” capital dollars for the golf course have been included in the pro-
forma. When a new contract is negotiated, investment in new greens, etc. is
assumed to be part of the terms.

Capital improvements restricted revenue will increase from $1.00 per round to
4% of green fee revenues beginning fiscal year 2005.

In order to provide some capital funding for the golf course, 12% of the
RBOC’s golf course, pro shop, restaurant revenues will be restricted for
capital improvements to the golf course though fiscal year 2010. This equates
to approximately $250,000 to $325,000 per year.

The minimum rent for the restaurant will increase to $400,000 in fiscal year
2005. The estimated annual growth each year thereafter is 3%.

The Pro Shop minimum rent is projected to decrease to $100,000 from the
current $120,000, beginning in fiscal year 2006, after that it is projected to
growth by 3% per annum thereafter.
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9. The RBOC will continue to retain 95% of the 10% Green Fees for capital
maintenance of the golf course or Rose Bowl once the current bonds being
supported by the 10% Green Fees have been retired through fiscal year 2023.

Finally, with respect to general operating expenses:

1. RBOC expenses have been escalated at an annual rate of 3%.
2. The RBOC spends $550,000 per year on capital repairs to the Rose Bowl
facility.

With these core assumptions at the heart of the pro-forma you can see that staff will need
to continue to look for ways to control costs and/or raise additional revenues. Because
there are the assumed capital set-aside dollars within the Golf Course Fund, this is one
area that will be closely monitored and may need to be made available from time-to-time
to ensure that the RBOC can meet its other obligations without placing a financial burden
on the City.

FISCAL IMPACT

It is projected that the contract with UCLA will generate approximately $1.5 million in
annual net income for the RBOC over the next six years and then grow slightly thereafter.
This represents an approximately $200,000 - $300,000 increase (depending upon teams
performance) over recent previous years.

Respectfully Submitted: Pr?pared by .
atrick T. Green Darryl’ Dunn

RBOC President General Manager
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DEBT SERVICE COMPARISON

ATTACHMENT D

BETWEEN CURRENT 1991 & 1996 DEBT SERVICE
AND PROPOSED RESTRUCTURED DEBT SERVICE

Fiscal

Year

2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
. 2014
2015
2016
2017
2018
2019
2020
2021
2022
2023

Proposed Annual

Current Annual
Debt Service Debt Service*

1,922,625.00 1,922,625.00
2,391,000.04 2,391,000.04
2,433,249.98 2,433,249.98
2,472,000.00 2,500,028.00
2,507,249.98 2,500,028.00
2,637,249.96 2,500,028.00
2,662,000.00 2,500,028.00
2,683,250.00 2,500,028.00
2,799,250.00 2,500,028.00
1,532,750.02 2,500,028.00
1,585,500.02 2,500,028.00
1,634,750.04 2,500,028.00
1,582,250.04 2,500,028.00
1,628,000.02 2,500,028.00

2,500,028.00

2,500,028.00

2,500,028.00

2,500,028.00

2,500,028.00

2,500,028.00

* Assurnes approximately $13.3 million in new gross bond proceeds
and nearly $10 million in net proceeds.



