
Agenda Report 

December 12,2005 
TO: City Council 
THROUGH: Finance Committee 

FROM: City Manager 

SUBJECT: APPROVAL OF A RESOLUTION AUTHORIZING THE ENTRY INTO AN 
INTEREST RATE SWAP TRANSACTION AND CERTAIN ACTIONS RELATING 
THERETO 

RECOMMENDATION 

It is recommended that the City Council approve a Resolution authorizing the entry into an 
interest rate SWAP transaction and certain actions relating thereto. 

ROSE BOWL OPERATING COMPANY 

On December 1, 2005, the Rose Bowl Operating Company (RBOC) voted to support this 
Resolution and the recommended financing structure. 

BACKGROUND 

Rose Bowl lm~rovements 
In January 2004, the City and the University of California, Los Angeles (UCLA) entered into a 20 
year agreement to host UCIA home football games at the Rose Bowl stadium. As part of the 
agreement, the City is required to construct new locker rooms and a media center and have 
them operational no later than August 1, 2007. 

The Project, which was included in the fiscal year 2006-2010 Capital Improvement Program 
Budget, provides for the construction of new locker rooms and a multi-purposed media center 
on the south end of the Rose Bowl stadium. The upgrades will improve the space layout, color, 
texture, plumbing, and lighting of the locker rooms and adjacent areas. The media center will 
handle press interviews and also provide for multi-purpose space for special events and 
meetings. 

The Project as originally envisioned was a remodel within and around the existing locker room 
structure. As planning proceeded, it became clear that it would be difficult to meet a number of 
essential locker room program requirements in the structural confines of the South End of the 
Rose Bowl. More importantly, the uncertainties of a remodel project made the delivery of 
completed locker rooms (within the time frame between football seasons, with no construction 
during the season) problematic. 
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The revised Project now calls for the new locker rooms to be subterranean below the existing 
Court of Champions apron, outside the stadium footprint with access from the existing vehicular 
tunnels 23A and 28A. Under the current Project design, the construction will be essentially new 
construction instead of a remodel, with cost and time savings as well as a product which can 
deliver the required program elements. The media center will be constructed under the stadium 
in the location of the existing locker rooms. While the proposed new location of the locker 
rooms is able to meet and exceed the required programmatic requirements for the Project, its 
greatest asset is that it allows for a continuous construction time frame without disruption to the 
existing stadium facilities during the 2006 football season. Accessibility to the media room will 
be improved with the construction of direct elevator access. 

The originally estimated cost for these improvements was approximately $12 million. The funds 
were to come from a combination of approximately $10 million through the issuance of 
Certificates of Participation (COPs) and $1.8 million from the Tournament of Roses (TofR). The 
plan was to restructure the 1991 Press Box COPs and the 1996 Rose Bowl Capital 
Improvement COPs to extend their maturities from the current 201 1 and 2016, respectively to 
2024, the final term of the UCLA lease. The City would then capitalize the debt service savings 
and issue additional debt in the amount of about $10 million. This would put the annual debt 
service payments of the RBOC at $2.5 million, the amount reflected in the 20 year financial 
model previously presented to the City Council. 

Current project cost estimates are $16.3 million for the required improvements. This will add 
nearly $4.3 million onto the originally estimated COP size. Of this amount, $1.8 million will still 
come from the TofR under the current agreement between the City of Pasadena and the TofR. 
This amount could increase, depending upon the success of the National Championship Game 
and the availability of additional cashflow to the TofR. This will not be known until after the 
game and all revenues and expenses have been accounted for. Applying the $1.8 million 
against the increased Project costs, the amount the CitylRBOC will have to fund is still $4.5 
million higher than originally estimated. This will add approximately $400,000 annually to the 
debt service. Based upon the 20 year financial model it is even more questionable whether or 
not the RBOC will be able to fully cover $2.9 million per year. Without generating additional 
revenues or cutting costs elsewhere in the RBOC's operatinglcapital budget, there is a 
likelihood that the City's General Fund will have to cover a portion of the debt service. 

City Hall Im~rovements 
On January 24, 2005, the City Council approved the award of the general contractor contract for 
the City Hall Project to Clark Construction Group. Along with this approval, the City Council 
approved a supplemental funding plan to close the $24,321,083 gap that existed between the 
amount originally estimated for the cost of the Project and the amount of Clark's bid. This plan 
called for a one-time additional transfer from the Light and Power Fund to the General Fund in 
the amount of $9 millions, fund raising and grants in the amount of $6 million, and a General 
Fund contribution in the amount of $9,321,083. The General Fund portion was to come from 
the issuance of COPs at some future date when the funds were needed. Given that the City 
has spent most of the proceeds from the 2002 City Hall COPs and the fact that the City could 
lock in very attractive interest rates, staff is recommending that the City Council incorporate 
these funds into the Rose Bowl financing. The debt service on this portion of the proceeds will 
be paid for by the General Fund and not the RBOC. Annual debt service is projected to be 
$820,000 and has been included in the General Fund forecast. 



The Financing 
As previously noted, the City intends to issue COPs to raise the necessary funds for both the 
RBOC and City Hall projects. After looking at a variety of options, it is staff's belief that the most 
advantageous-structure-is to issue variable rate demand bonds and then lock in a fixed rate by 
entering into a floating-to-fix interest rate swap agreement with a qualified counterparty (a 
highly-rated bank or securities firm). This is the similar structure used by the City for the 2002 
City Hall financing. This is also known as synthetic fixed rate debt. The swap will have the net 
effect of converting the City's variable rate debt service obligation to a fixed rate obligation at an 
interest rate that is more favorable than if the City had issued traditional fixed rate debt from the 
outset. While the savings from the swap cannot be projected with complete accuracy, in 
today's market, the City can expect to lower its borrowing cost by 50 basis points (.5%) or more 
by structuring synthetic fixed rate debt compared to issuing traditional fixed rate bonds. 

The floating-to-fix rate swap agreement can be negotiated with a single provider (usually the 
underwriter of the associated variable rate bonds) or the swap can be competitively bid to a 
broader group of potential counterparties. The proposed plan of finance for the Rose Bowl 
improvements and the proposed balance of the funds required for the City Hall project calls for 
the competitive bidding of the swap. 

The City Council is currently being asked to only approve the interest rate swap portion of the 
financing at this time. This will lock in an interest today and protect the City against rising rates. 
Sometime in late January or February, staff will return to the City Council to seek approval of the 
various bond documents in order to complete the balance of the financing transaction. The 
interest rate swap will not actually take affect until the close of the COP transaction. It is 
estimated that it will cost the CityIRBOC roughly 1 bp (.01%) in order to lock in a rate in 
December for a transaction that will close in February. Based upon the threat of rising interest 
rates, it is staff belief that the benefit of interest rate certainty outweighs the possible 1 bp cost. 

FISCAL IMPACT 

The total amount of the interest rate swap will not exceed $50 million which is the projected size 
of the COP. Of this amount, approximately $20.1 million will cover the refunding of the 1991 
and 1996 Rose Bowl COPs, $14.5 million will cover the cost of the 2006 Rose Bowl 
improvements, $9.3 million will cover the balance of the City Hall project, and balance will cover 
the required reserve fund and the costs of issuance. Debt Service on the COP will be 
approximately $3.7 million annually and will be proportionately paid by the RBOC and the 
General Fund. 

Respectfully submitted, 
/ 

City Manager 

. - 
Director of Finance 










