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There has been a boom in stadium and
arena constfruction in the U.S. over the past
two decades. Between 1989 and 2009, 103
of the 118 sports venues utilized by teams
across five professional sport leagues
(Major League Baseball, National Football
League, National Basketball Association,
Nafional Hockey League, and Major
League Soccer), were either newly built or
had undergone major renovations. The
total estimated construction costs for these

MARKET UPDATE

The Federal Reserve, in a dramatic effort
to rev up a “disappointingly slow” eco-
nomic recovery, said in the release of
FOMC minutes last week that it will buy
$600 billion of U.S. Government bonds over
the next eight months to drive down inter-
est rates and encourage more borrowing
and growth. Ben Bernanke is confronted
by an economy hobbled by high unem-
ployment, a gridlocked political system
and the threat of a Japan-like period of
deflation.

Market participants hoping Congress will
extend the Build America Bond (“BAB”)
program and other expiring municipal pro-
visions before the end of the year cannot
count on incoming House Ways and
Means Committee Chairman Representa-
tive David Camp for support. BAB and
other municipal provisions enacted by the
American Recovery and Reinvestment Act
are scheduled to expire at the end of the
year, and efforts to extend them have
stalled in Congress.
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facilities approached $27 billion. And these
numbers do not include the recenily
opened stadiums such as the $1.6 billion
New Meadowlands Stadium hosting the
NFL Giants and Jets or the Minnesota
Twin's $400 million Target Field, both of
which opened this year.

Public investment in sports facilities has
been considerable as cities have vied with
one another for teams. While sports facility
financings typically involve some combi-

(continued on page 4)

Defaults by some Florida community de-
velopment districts (“CDDs")that sold “dirt
bonds” to finance infrastructure improve-
ments for residential and commercial real
estate projects continued Monday as debt
service payments came due. In just two
days after they were due, 23 districts re-
ported problems with their payments, in-
cluding 13 defaulting and 8 drawing on
reserves, Matt Fabian, managing director
and senior analyst for Municipal Market
Adyvisors, was quotfed in The Bond Buyer.
Read our March 13 article, “Diamonds in
the Rough,” for more information on CDDs.

Total municipal issuance in October
reached $42.5 billion, of which a monthly
record $13.3 bilion were Build America
Bonds.

Secondary market flows remained sub-
dued as primary market issuance contin-
ues to provide price "guidance” for the
retail and institutional investor base. &


http://www.rockfleetfinancial.com/index_files/Biographies.htm
http://www.rockfleetfinancial.com/newsletter/Vol1Issue1.pdf
http://www.rockfleetfinancial.com/newsletter/Vol1Issue1.pdf
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THIS WEEK'S CALENDAR VISIBLE SUPPLY

E.D.T. Amount Ratings Issuer State Structure 30-Day Visible Supply

Monday, November 8 Negotiated: $12.170B

11:15AM 6.385M  NR/A+  Gettysburg Muni Auth PA  2011-2029 BQ Competitive:  $3.825B
11:15AM 10,155M  NR/A+ Perkiomen Valley Sch Dist PA  2012-2021 BQ
11:30AM  15,035M Aa2/NR Spring Twp PA 20122039 BQ | Tofal $15.9968

Tuesday,November
Y5 9 The 30-day visible supply is cal-

10:30AM  102,870M  UR/UR  Virginia PBA Series B3 VA  2012-2024 culated by The Bond Buyer and
11:00AM  94,115M UR/UR Virginia PBA Series B1 VA 2011-2018 reflects the total dollar volume
11:00AM  22,980M NR/AA- Matawan-AberdeenRSD ~ NJ  2011-2027 BQ | of bonds fo be offered at com-

BOE petitive bidding and through
11:00AM 8,000M NR/AA+ Dedham MA  2011-2030 BQ negotiation over the next 30
11:00AM 1,800M NR/AAA Sudbury Wir Dist MA  2011-2020 BQ days.
11:00AM 23,380M  NR/A  Olean School District NY  2012-2026 BQ

Source: Thomson Reuters.

11:00AM 18,000M Aa2/AA- Univ of Alabama Series B AL 2038-2040

RZED
11:00AM  100,420M Aa2AA- Univ of Alabama Series C AL  2019-2038

(T/E or BABs)
11:00AM 31,040M Aa2/AA- Univ of Alabama Series D AL  2011-2019

TAXABLE

:00AM  60,000M Aal/AA Richland Co Sch Dist #2 SC  2011-2028
:00AM  18,105M UR/UR Ocean City (T/Eor BABs) ~ MD  2011-2030

:15AM 3,465M  UR/UR  United School District PA  2011-2023 BQ
:30AM 193,960M  UR/UR  Virginia PBA (T/E or BABs) VA  2019-2030
Series B2

Wednesday, November 10

10:00AM  25,685M Aa2/AA Collier Co FL  2011-2021

10:30AM 19,.375M  UR/UR  Maryland Dept Trans - COP MD  2011-2025

10:30AM 21,175M Aaa/AAA Lower Merion RFDG PA  2011-2028

11:00AM 12,585M  UR/UR  Maryland Dept Trans - COP MD  2011-2025

11:00AM 5818M UR/UR Masphee MA  2012-2029 BQ

11:00AM 60,120M  Aal/AA Horry Co Sch Dist SC  2011-2022 ECONOMIC

CALENDAR

Click here for calendar updates.



http://noir.bloomberg.com/markets/ecalendar/index.html
http://noir.bloomberg.com/markets/ecalendar/index.html
http://noir.bloomberg.com/markets/ecalendar/index.html
http://www.rockfleetfinancial.com/index_files/Calendar.htm
http://www.rockfleetfinancial.com/index_files/Calendar.htm
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BOND INSURER RATINGS

Bond Insurer

Moody’s

S&P

ACA Financial Guaranty Corp.

Rating Withdrawn

Rating Withdrawn

AGMC (FSA)

Aa3 Negative

AAA Negative

Ambac Assurance Corp.

Caa?2 Positive

R

Assured Guaranty Corp.

Aa3 Negative

AA+ Stable

Berkshire Hathaway Assurance Corp.

Aal Stable

AA+ Stable

CIFG Assurance North America Inc.

Rating Withdrawn

Rating Withdrawn

Financial Guaranty Insurance Co.

Rating Withdrawn

Rating Withdrawn

MBIA Insurance Corp. B3 Negative BB+ Negative
National Public Finance Guarantee Corp. (MBIA- IL) Baal Developing A Developing
Radian Asset Assurance Inc. Bal Stable BB- Negative
Syncora Guarantee Inc. (XLCA) Ca Developing R

Long-Term Mutual Fund Flows
Total estimated inflows to long-term
mutual funds were $3.32 billion for
the week ended Wednesday, Oc-
tober 27, the Investment Company
Institute reported.

Municipal bond funds had esti-
mated inflows of $545 million.

Money Market Mutual Fund Assets

Total money market mutual fund
assets decreased by $6.59 billion to
$2.800 ftrillion for the week ended
Wednesday, November 3, the In-
vestment Company Institute re-
ported.

Tax-exempt funds increased by
$930 million. Assets of retail money
tax-exempt market funds increased
by $640 milion to $202.04 billion.
Institutional tax-exempt fund assets
increased by $300 million to $124.03
billion.

Source: Investment Company Institute.

MUTUAL FUNDS AND MONEY MARKETS

Long-Term Municipal Bond Mutual Fund Weekly Net New Cash
Flows ($Millions)
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SPORTS FACILITY FINANCING (CONT'D)

nation of public and private invest-
ment, state and local governments
over the past six or seven decades
have provided crucial financial and
logistical support for these projects.

Public investment can take many
forms, such as infrastructure improve-
ments in and around the facility, tax
abatements, zoning changes, con-
demnation, and funding for actual fa-
cility construction. This funding is often
provided through the issuance of
bonds.

Private investment includes owner con-
fributions, team rent, and the alloca-
fion of a variety of revenue streams
derived from the operation of the sta-
dium. The expansion and refinement of
these latter revenues such as personal
seat licenses, luxury suite revenues, and
naming rights have been an important
driver of the stadium building frenzy of
the last twenty years.

This article will offer a brief overview of
the history of sports facility financing as
well as a discussion of the types of
bonds utilized to fund these projects. It
will focus on a few representative fi-
nancings while noting critical factors
that bondholders should take into ac-
count before purchasing specific types
of sports facility bonds.

Historical Roots

In the first half of the 20th century,
team owners financed most stadiums
on their own. Wrigley Field, the original
Yankee Stadium, and Fenway Park are
examples of this early frend. Stadium
design was less complicated and con-
struction costs much lower on a relative
basis to the stadiums of today. Prior to
1948, only four of 28 major league sto-
diums were built with any public funds.

Governments became much more
involved in stadium funding during the

late 1950s and the 1960s. As the popu-
larity of sports increased and urban
populations expanded around the
country, cities began to compete with
one another for sports franchises.

Teams acquired greater leverage over
public officials who wanted to keep
the teams they had or lure a new fran-
chise to the area. Whether it was for
civic pride, economic benefit, con-
sfruction jobs or some combinatfion of
these factors, the public was more of-
ten than not recepftive fo the use of
government funds fo build new stadi-
ums during the late 1960s and the
1970s. Many of the new stadiums were
functional, multipurpose facilities that
were designed to accommodate both
baseball and football.

During this period, government bonds
for new stadiums were issued as indus-
tfrial development bonds (“IDBs"), a
special category of bonds whose pro-
ceeds were used for private purposes
such as industrial parks, factories and
stadiums; however, the interest on the
bonds was tax-exempt, i.e., free from
federal government taxation.

Tax-exemption provided a substantial
government subsidy to stadium pro-
jects by lowering the cost of financing.
IDBs could be repaid either from gov-
ernment funds (offen the bonds were
general obligation bonds of the issuer),
or from private sources such as team
revenues. By 1984, Congress had be-
come increasingly concerned about
the widespread use of tax-exempt IDBs
and enacted laws to curb their use.

The 1986 Tax Reform Act was a con-
tinuation of the federal government’s
efforts to limit the use of tax-exempt
bonds for private activities. By remov-
ing sports facility financing from the list
of projects which qualify for tox-

(continued on page 5)
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UPCOMING
EVENTS

The Bond Buyer's 11th An-
nual Transportation Fi-
nance / P3 Conference
November 7 - 9, 2010
Miami, FL

SIFMA 2010 Annual Meet-
ing

November 8, 2010

New York, NY

Standard & Poor’s 2010
Project & Infrastructure
Finance Hot Topics Semi-
nar

November 9, 2010

New York, NY

Southern Municipal Fi-
nance Society (SMES)
Gulf Coast Credit and
Challenges
November 9 — 10, 2010
New Orleans, LA

NYU Stern Principles of
Credit Analysis
November 10 - 12, 2010
New York, NY

Is Regulation in Your Fu-
ture? Structural Options
for Private Wealth Man-
agement

November 10-11, 2010
Chicago, IL

New York Area Workshop
on Monetary Policy
November 12, 2010

New York, NY

High Speed Rail 2010
November 14 - 16, 2010
New York, NY

More events...



http://www.bondbuyer.com/conferences/trans10
http://www.bondbuyer.com/conferences/trans10
http://www.bondbuyer.com/conferences/trans10
http://events.sifma.org/2010/650/index.html
http://events.sifma.org/2010/650/index.html
http://profile.standardandpoors.com/content/projectfinance2010
http://profile.standardandpoors.com/content/projectfinance2010
http://profile.standardandpoors.com/content/projectfinance2010
http://profile.standardandpoors.com/content/projectfinance2010
http://www.nfma.org/mc/community/eventdetails.do?eventId=289862&orgId=nfma&recurringId=0
http://www.nfma.org/mc/community/eventdetails.do?eventId=289862&orgId=nfma&recurringId=0
http://www.nfma.org/mc/community/eventdetails.do?eventId=289862&orgId=nfma&recurringId=0
http://www.nfma.org/mc/community/eventdetails.do?eventId=289862&orgId=nfma&recurringId=0
http://w4.stern.nyu.edu/execprogfinder/search/display_program_iteration?iteration_id=34
http://w4.stern.nyu.edu/execprogfinder/search/display_program_iteration?iteration_id=34
http://www.foxexchange.com/public/fox/calendar/PTC.asp
http://www.foxexchange.com/public/fox/calendar/PTC.asp
http://www.foxexchange.com/public/fox/calendar/PTC.asp
http://www.foxexchange.com/public/fox/calendar/PTC.asp
http://www.newyorkfed.org/research/conference/2010/monetary_policy1112.html
http://www.newyorkfed.org/research/conference/2010/monetary_policy1112.html
http://www.ushsr.com/events/newyork2010.html
http://www.rockfleetfinancial.com/index_files/Events.htm
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exemption, the Tax Reform Act re-
stricted private financial participa-
fion in these ventures. However, the
Act did not eliminate tax-exempt
government financing for sports
venues. Under the new regulations,
fax-exempt bonds could sfill be
issued for sports facilities but only if
governmental revenues funded
over 90% of debt service on the
bonds.

The practical result of the Tax Re-
form Act was to increase public
financing of sports facilities, as pri-
vate contributions were restricted
to less than 10% of debt service
costs. In 1996, Senator Patrick
Moynihan of New York introduced
legislation that would have banned
the use of federally tax-exempt
bonds for any sports enterprise.
However, the legislation had little
support and it eventually died.

The 1990s experienced a new
wave of stadium building. Stadium
design moved from cookie-cutter,
mulfi-sport stadiums mostly located
in suburban settings fo distinctive,
urban venues such as the one pio-
neered Baltimore — Camden
Yards. Furthermore, sports facilities
were being fransformed info enter-
tainment centers with restaurants,
shopping and other attractions.

As a consequence, construction
costs soared. Plain vanilla financ-
ings gave way to more complex
structures. It was during this period
that use of specialized revenue
streams derived from stadium op-
erations were developed as a way
of generating additional income.

During the mid-1980s, Joe Robbie,
owner of the Miami Dolphins, was
unable to obtain public financing
from the City of Miami for a badly
needed new stadium for his team.

As a result, he implemented a then-
novel idea to finance a new facility
on his own by pledging future reve-
nues from skyboxes and club seats
as collateral for his construction
loan.

Team owners quickly embraced
these rich new sources of income.
They declared their present venues
obsolete and lobbied for new stadi-
ums to incorporate large numbers
of luxury suites, premium seats, and
more extensive concession space.
The main purpose of the redesign
was to maximize the income which
could be derived from these facili-
fies. Revenues from personal seat
licenses, club seats, and luxury suite
rentals provided much of the pri-
vate support for stadium construc-
fion.

Most  sports  financings combine
both public and private funding
sources. The extent of public fund-
ing often depends upon such fac-
tors as the popularity of the team,
taxpayer support for a new sta-
dium, and the team’s ability to lev-
erage the potential of its playing
somewhere else.

Baltimore and the State of Mary-
land, which had seen its Baltimore
Colts depart for Indianapolis sev-
eral years before, provided almost
exclusive funding for the Orioles’
Camden Yards Stadium. Bonds
were issued through the Maryland
Sports Authority secured by pro-
ceeds from a special state sports
lottery with a state appropriation
back-up.

Other cities as well, confronted with
the possible departure of their
team, contributed substantial funds
to construct new stadiums and are-
nas. In the middle and late 1990s,
the owners of the NFL Cincinnati

Bengals threatened to leave Cin-
cinnafi unless a new stadium was
built for them. City and County offi-
cials proposed a %2 cent county-
wide increase in their sales tax to
pay for the new ballpark. The refer-
endum passed and $675 million of
sales tax-secured bonds financed
the entire stadium, which opened
in 2000.

In recent years, there has been
growing opposition to faxpayer
funding of stadiums and arenas. As
government finances deteriorate
under the weight of the recent re-
cession, the public is less inclined o
contribute to many of these enter-
prises.

Sports facility financings continue to
evolve as demonstrated by the
creative use of payment in lieu of
taxes (“PILOT") payments used to
achieve tox-exempt status on
bonds for new stadiums such as the
new Yankee Stadium, Citi Field
(Mets), as well as the new arena in
Brooklyn under construction for the
New Jersey Nefs. All of these newer
facilities, including the Dallas Cow-
boys stadium and the New Mead-
owlands Stadium, have substantial
private backing.

Public Bonds for Sports Facilities

The types of municipal bonds issued
to support sports facilities cover the
range of general government
bonds. The major ones are general
obligation bonds, lease revenue
bonds and tax revenue bonds,
which are individually discussed
below.

General obligation bonds (GO)

GO bonds are secured by the full
faith and credit and taxing power
of the local issuer. Governments
frequently used general obligation

(continued on page 6)
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bonds to finance stadium building in
the 1960s and 1970s, when construction
costs were relatively modest and the
public was generally more supportive
of government involvement.

GO bonds usually entail the lowest bor-
rowing costs because of their unlimited
tax pledge; however, their advantage
is offset by state and local government
statutes which require voter approval
as a condition for their issuance. GO
bonds were used to fund the constfruc-
fion costs of facilities for former stadi-
ums such as Shea Stadium in New York,
McNichols Arena, the former home of
the Denver Nuggets, as well as Tropi-
cana Field, the current park of the
Tampa Bay Rays.

Because the issuer is pledging its GO
credif, bond payment is insulated from
the fortunes of the facility or the team.
The risk of the stadium enterprise is
fransferred to the issuer rather than
bondholders. Investors look solely to the
issuer's general credit quality to evalu-
ate the risk of the issue. As many voters
tfoday are much more skepftical of tax-
payer dollars supporting sports facility
construction, few issuers are wiling fo
go through the time and uncertainty of
a referendum in order to issue GO
bonds when other options are avail-
able.

Lease-revenue bonds

Lease-revenue bonds, which include
cerfificates of participation (“COPs"),
are secured by payments made by the
sponsor government (obligor) accord-
ing to a lease or contract. These pay-
menfts are used to retire the bonds. The
lease payments are subject to appro-
priation in that they must be authorized
(appropriated) each year by the obli-
gor's legislative body (city council,
county board of commissioners, etc.)
before they can be paid. The lease
terms give the obligor the legal right fo
walk away from the lease and leave

the bonds unpaid. When an obligor
fails to appropriate, bond holders are
left with little recourse.

Because the appropriation and pay-
ment cycle is on a year to year basis
(except in multi-year budgets) lease
revenue bonds are not technically
considered long-term debt and as

“..lease revenue bonds are not technically
considered long-term debt, and as such, do not

require voter approval.”

Page 6

UPCOMING
EVENTS

Government Finance
Officers Association of
Texas Fall Conference
November 17 - 19, 2010
Galveston, TX

Municipal Advisory Coun-
cil of Texas Training Day
November 18, 2010
Austin, TX

National Federation of
Municipal Analysts Intro-
duction to Municipal
Bond Credit Analysis 2010

such, do not require voter approval.
State and local governments fre-
quently utilize appropriation debt as an
expeditious way to issue the bonds
while maintaining their GO debt issuing
capacity.

Bond rating agencies and other mu-
nicipal market participants have made
it clear that appropriation-backed
bonds are judged fo be a long-term
obligation of the obligor. Failing to ap-
propriate on an obligor's lease obligo-
tions would be considered the same as
defaulting on its GO debt. Such an
event would result in severe damage
to the obligor’s credit, friggering painful
ratings downgrades and restricting the
obligor's future access to the capital
markefts or at the least, raising their bor-
rowing costs. Because an act of non-
appropriation carries such harsh reper-
cussions from the market, non-
appropriation events among credit-
worthy issuers are extremely rare.

Dedicated revenues, such as sales
taxes or hotel taxes, are often used as
sources of funds for appropriation obli-
gations. A lease-revenue structure typi-
cally affords governments more flexibil-
ity in managing revenues to pay debt
service.

(continued on page 7)

November 18 — 29, 2010
Philadelphia, PA

Smith's Research & Grad-
ings Healthcare Finance
Conference

November 18 - 19, 2010
Boston, MA

Midwest High Speed Rail
Association: 2010 Fall
Conference

November 20, 2010
Chicago, IL

National League of Cit-
ies: 2010 Congress and
Exposition

November 30 - Decem-
ber 4, 2010

Denver, CO

U.S. Securities and Ex-
change Commission Mu-
nicipal Securities Field
Hearing

December, 2010
Washington, DC

More events...



http://www.tml.org/ed_gfoat_fall.asp
http://www.tml.org/ed_gfoat_fall.asp
http://www.tml.org/ed_gfoat_fall.asp
http://www.mactexas.com/Open/IndustryEvents.aspx
http://www.mactexas.com/Open/IndustryEvents.aspx
http://www.nfma.org/mc/community/eventdetails.do?eventId=288313&orgId=nfma&recurringId=0
http://www.nfma.org/mc/community/eventdetails.do?eventId=288313&orgId=nfma&recurringId=0
http://www.nfma.org/mc/community/eventdetails.do?eventId=288313&orgId=nfma&recurringId=0
http://www.nfma.org/mc/community/eventdetails.do?eventId=288313&orgId=nfma&recurringId=0
http://www.smithsresearch.net/HealthcareConference.htm
http://www.smithsresearch.net/HealthcareConference.htm
http://www.smithsresearch.net/HealthcareConference.htm
https://salsa.democracyinaction.org/o/2228/p/salsa/event/common/public/?event_KEY=62009
https://salsa.democracyinaction.org/o/2228/p/salsa/event/common/public/?event_KEY=62009
https://salsa.democracyinaction.org/o/2228/p/salsa/event/common/public/?event_KEY=62009
http://www.nlc.org/CONFERENCES___EVENTS/CONGRESS_OF_CITIES___EXPOSITION/Backtomain.aspx
http://www.nlc.org/CONFERENCES___EVENTS/CONGRESS_OF_CITIES___EXPOSITION/Backtomain.aspx
http://www.nlc.org/CONFERENCES___EVENTS/CONGRESS_OF_CITIES___EXPOSITION/Backtomain.aspx
http://www.rockfleetfinancial.com/index_files/Events.htm
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The obligor's general credit position
is the most important factor when
analyzing an appropriafion-backed
bond. Factors to consider include
its overall financial state, debt bur-
den, underlying economy, and fax
environment. State governments
and most local governments would
be unwiling to ruin their market
standing by not appropriating on
their bonds, even if the financed
facility is not in use anymore; how-
ever, this may not apply to smaller
and weaker credifs.

A recent article in the New York
Times underscores this point as it
highlights several instances of gov-
ernments that continue fo service
the debt of stadiums that are no
longer in existence. These include
the now-demolished Giantfs Sta-
dium in New Jersey and the King-
dome in Seattle.

Nevertheless, investors should also
be familiar with the provisions of the
facility lease between the team
and the governmental owner. Is-
sues fo consider include the period

“Issues to consider include the period of
time the team is required to play at the
facility, penallties to be paid if the team

breaks the lease and relocates, the team’s
rent obligations to the owner, and the

allocation of facility revenues between the

team and the owner.”

of time the team is required to play
at the facility, penalties to be paid
if the team breaks the lease and
relocates, the team’s rent obliga-
fions to the owner, and the alloca-
fion of facility revenues between
the team and the owner. Leases

(continued on page 8)
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A Stadium Grows in the Bronx: The Yankee Stadium Bonds

The Yankee Stadium financing employed innovative strategies that enabled fax-
exempt bonds to be issued for a privately funded stadium. In August 2006, the New
York City Industrial Development Authority (“NYCIDA"), a city agency whose mission is to
promote economic growth, sold $942.6 million of 40 year bonds for the construction of
Yankee Stadium. The bonds are secured by payments in lieu of taxes (“PILOT") to be
made annually by the Yankees. PILOTs compensate governments for services to entities
that are not subject to taxation such as governments, colleges or hospitals. They also
serve as an economic development tool as a way of providing tax abatements to tar-
geted industries. The bonds were crafted with the pledge of PILOTs rather than by reve-
nues from the Yankees (“Team”) in order to qualify the issue for tax-exempt treatment.

The tax code considers a bond to be a private activity bond and therefore taxable if it
complies with two tests; the private business use test, which is satisfied if a private busi-
ness utilizes more than 10% of the bond proceeds, and the private payment test. Under
the private payment test no more than 10% of bond repayment can be derived from a
private business. If the bond structure fails to comply with any one or both of the tests,
the bonds are eligible for tax-exemption. As PILOTs are a form of property taxes, the
issue is deemed to be payable solely from government revenues and thus fails the pri-
vate payment test. The value of the tax-exemption is significant. The Tax Foundation has
estimated that the savings as a result of the lower tax-exempt rates the Yankees range
from $230 million to $470 million over 30 years.

The fransaction was constructed as a series of leases among four parties. New York City
owns the site of the new stadium and leased it for 99 years to the NYCIDA. The NYCIDA
then subleased the land and leased the new stadium for 40 years to the Yankees LLC
(“LLC"). The LLC is a special purpose, bankruptcy remote vehicle affiliated with the part-
nership that controls the Team) and was set up to build, operate and maintain the new
stadium. Under the Stadium Sublease, the LLC subleases the project to the Team for the
same 40-year term.

Because the City owns the site, the property, including the new stadium, is exempt from
taxes. Instead, according to a PILOT Agreement, the LLC makes PILOT payments directly
to the bond trustee for debt service. The Yankees assigned their Team ticket sales and
suite license fees to the LLC as a funding source for the PILOTs, but these revenues are
not formally pledged to debt service. The Yankees have signed a non-relocation agree-
ment that has them playing at Yankee Stadium for at least the full term of the lease.

The distinctive use of PILOTs for stadium financing prompted bond counsel to request a
private letter ruling from the IRS seeking an exemption of the issue from the private pay-
ments test. In order to categorize the Yankee's payments as PILOTs under tax law, the
bond participants must demonstrate that the PILOTs would not exceed the Yankee's
property tax bill had they owned the property. Complicating matters, PILOTs had to be
sized to cover full debt service on the $940 million issue. It was therefore essential that
the City produce an assessment of the property large enough to generate property
taxes above the scheduled PILOTs. While there was some controversy as to whether or
not the City's estimated assessment of the property was elevated, the final numbers
were adequate to meet the requirements of the tax code. The IRS accepted the City's
assessment and sanctioned the use of PILOTs for the Yankee Stadium financing.

Expected annual PILOTs would total about $56.7 million, enough to cover expected
annual debt service of $51.2 million by approximately 1.11 times. In 2005, the year be-
fore the issuance of the bonds, the Yankees took in nearly $157 million of ticket and suite
revenues, close to three times the amount required for each year’s estimated PILOT.

The bonds are insured by FGIC and MBIA, both rated AAA at the time they were issued.
Moody's and S&P rated the underlying credit of the Yankee Stadium bonds in the low-
est investment grade category, Baa3 and BBB-, respectively. In 2009, the NYCIDA issued
approximately $259 million of additional PILOT bonds, guaranteed by Assured Guaranty,
to fund cost overruns and complete the project.
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that bind the team to play in the facility
beyond the final term of the bonds or
require payment from the departing
team which are sufficient to retire the
remaining debt are considered the
strongest from a credit perspective.

In 1991, the St. Louis Regional Conven-
tion and Sports Complex Authority is-
sued $259 million of lease revenue
bonds to fund the construction of the
now named-Edward Jones Dome, cur-
rent home of the NFL

became the St. Louis Rams and
opened the 1995 season at the Dome.

The Ram'’s lease with the City contains
some very favorable provisions from
the team’s point of view. One of them
requires that The Dome must be
judged to be in the top 25% (top 8) of
NFL stadiums, according to stipulated
set of qualitative criteria. These include
the status of luxury suites and club seat-
ing, lighting, scoreboards, concession

areas, electronics,

St. Louis Rams. The
issue  consisted  of
three separate bond
series, each secured
by lease payments
from one of the three

government sponsors  ® the extent to which the pledged

- the state of Missouri,
St. Louis County, and
the City of St. Louis.

The State’s bonds ac-  m the stability of the revenues;

counted for half of
the entire issue while
the remaining obliga-
fions were split be-
tween the City and
County. The bond

payments of the gov-  ® restrictions on additional bonds

ernment sponsors are
subject to annual ap-
propriation. The

State’s general funds  m reauthorization risk. NFL

support its debt ser-

In assessing the risk of revenue bonds,
investors must take into account factors

such as:

revenue streams cover both current

and maximum debt service;

m historical trends;
m dependence of pledged revenues on
the performance of the team and/or

sports facility;

secured by the same revenues;

m reserve funds; and,

playing surface, etc.
The next measuring
date is 2015. If the
Dome does not meet
these standards, then
the Rams will have
the option to revert to
a year-by-year lease
and exit the facility.
Since the Dome
opened inl?95 as a
state of the art facil-
ity, 24 NFL football
stadiums have been
built or extensively
renovated incorpo-
rating new designs
and technology not
available back then.
This leaves the Dome
as one of the older
stadiums.  De-
pending upon the

vice liabilities. The
County utilized revenues from a portion
of its hotel tax while the City dedicated
conventfion center revenues to cover
their respective obligations.

At the fime the bonds were issued, St.
Louis did not have a commitment from
an NFL team to play in the facility. The
City's previous team, the Cardinals,
had departed for Arizona in 1987. City
officials were anxious to lure a team to
their city and, in 1994, were able fo sign
a 30-year lease with the Los Angeles
Rams to relocate to the City. The Rams

outcome of negofio-
tions with the team, local governments
may be required to invest tens of mil-
lions to bring the Dome up to the 25%
standard and retain the Team beyond
2014. It should be noted that even if
the Rams do leave St. Louis in 2015, it is
highly unlikely that the sponsoring gov-
ernments will renege on their bond obli-
gations. However, the St. Louis experi-
ence underscores some of the uncer-
fainties involved with sports facility fi-
nancings.

(continued on page 9)
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UPCOMING
EVENTS

North Central Texas Re-
gional Certification
Agency Gala
December 2, 2010
Dallas, TX

Texas Municipal League
Public Funds Investment
Act (PFIA) Workshop
December 2 -3, 2010
San Antonio, TX

Investment Management
Network's 15t Annual
Super Bowl of Indexing
December 5 -8, 2010
Phoenix, AZ

MSRB Municipal Securities
Outreach Seminar
December 6, 2010
Chicago, IL

Advanced Learning Insti-
tute: Social Media for
Government

December 6 -9, 2010
Las Vegas, NV

Smith's Research & Grad-
ings All-Star Municipal
Analysts Program
December 8, 2010

New York, NY

Standard & Poor’s 2010
Leveraged Credit and
Recovery Hot Topics
Conference
December 9, 2010
New York, NY

The Bond Buyer's ?th An-
nual Deal of the Year
Awards

December 9, 2010

New York, NY

More events...
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Special Tax bonds

The most common sources of re-
payment for publicly-supported
bonds issued for sports facilities are
special taxes. These include sales
faxes, excise taxes, hotel and motel
taxes, car rental taxes, food and
beverage taxes, liquor and cigo-
rette taxes efc. Tax revenues de-
rived directly from the operations of
the sports facility include taxes on
admissions, parking, and conces-
sions.

Special Tox bonds are popular for
several reasons — issuance does not
typically require voter approval,
sales-based tax increases generally
arouse less opposition than prop-
erty tax hikes, and officials can jus-
fify their imposition as a tax primarily
on oufsiders, especially with hotel
and car rental taxes.

In Houston, three major sports facili-
fies — Reliant Stadium, Minute Maid
Park, and Toyota Center, home of
the NFL Texans, MLB Astros and NBA
Rockets, respectively - were fi-
nanced in part from bonds secured
by hotel taxes, car rental fees, and
taxes on mixed beverages. The
funding for Target Field, the ball-
park of the Minnesota Twins, was
provided by bonds secured by a
0.15% countywide sales tax in-
crease in Hennepin County.

In assessing the risk of revenue
bonds, investors must take into ac-
count factors such as the extent to
which the pledged revenue
streams cover both current and
maximum debft service, the stability
of the revenues, historical trends,
dependence of pledged revenues
on the performance of the team
and/or sports facility, restrictions on
additional bonds secured by the
same revenues, reserve funds, and
reauthorization risk.

Credit strength is dependent upon
the breadth and diversity of the
sales tax base and the level of debt
service coverage. Hotel taxes and
car rental fees can be volatile due
to their dependence upon tourism.
Bonds secured by taxes derived
from ficket sales or other stadium
operations are subject to a severe
downtfurn in revenues should there
be a players strike or other ex-
tended interruptfion of play. Bond
provisions should include viable
back-up revenue support or ex-
fended reserve funds to cover such
contingencies.

The City of Orlando’s complex, mul-
fiple lien hotel tax bond financing
of the $380 milion Amway Center
illustrates that even a strong reve-
nue stream can be overleveraged
info a high-risk credit. The Amway
Center, which just opened, hosts
the NBA's Orlando Magic. The $311
million 2008 bonds are secured by
distribution to the City of one half
percent of Orange County’s six
percent hotel/motel tax known as
the Tourist Development Tax (“TDT).
The TDT is a robust revenue genera-
for due to the presence of Walt
Disney World Resort, one of the
world’s top tourist destinations.

The pledged one half percent por-
fion of the TDT (“pledged TDT") was
aggressively leveraged. Historic
collections were sufficient to cover
only maximum annual debt service
(“MADS") requirements of the first
lien bonds but well below the
amounts necessary to pay both
senior lien and subordinate lien
debt service. Pledged TDT revenues
would have fo grow over time in
order to pay debt service on all
bonds.

Given their reliance upon growth,
the Orlando TDT bonds are not rep-

resentafive of most tax-revenue
bonds. The vast majority of tax
revenue bonds are issued with cov-
erage “out of the box;” actual col-
lections that already exceed MADS
with margin to spare. Coverage
requirements vary depending upon
the stability of the revenue source
and the inherent risk associated
with the bonds. The TDT bonds were
structured without existing cover-
age because of the need to maxi-
mize bond proceeds for construc-
fion combined with the TDT's duro-
ble growth patterns. In its 28 year
history up to 2008, the TDT experi-
enced annual declines in only two
years. Based on historical patterns,
a 2% average annual growth as-
sumption for payment of all bonds
appeared reasonable.

However, proving the maxim that
historic performance does notf al-
ways predict future trends, actual
TDT collections fell by over 15% in
fiscal 2009 and were continuing to
decline during the first part of 2010.
The City was forced to tap its re-
serve funds to service its subordi-
nate debt. This led the rating
agency Fitch to downgrade its un-
insured ratings on the senior and
subordinate bonds to junk status. In
its report, Fitch stated that while it
still expected the senior bond debt
service to be paid on a timely basis,
the subordinate bonds could ex-
haust their reserve funds and de-
fault by 2012 unless TDT revenues
stabilized. TDT collections have re-
covered their early 2010 losses in
recent months and it is likely that
TDT revenues will perform better in
the future. However, Orlando’s ex-
perience demonstrates how quickly
bonds dependent on growth can
get into frouble when that growth
fails to occur.

Private Funding Techniques of

(continued on page 10)
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Sports Facilities

As previously mentioned, Joe Robbie,
the owner of the Miami Dolphins, pio-
neered the use of premium seating
revenues as d financing vehicle for sta-
diums and arenas. In the mid-1980s,
Robbie was unhappy with his Dolphin's
current home, the 50-year-old Citrus
Bowl, and pressed Miami city officials to
provide him with a new stadium. When
the City refused, Robbie decided to

year. With those funds, he was able to
pay off his $90 million construction loan
(issued as a tax-exempt IDB in 1985) for
the new stadium within ten years.

Skyboxes, now called luxury suites, and
club seats are two major sources of
contractually obligated income
("CQlI"). These enhanced stadium fao-
cilities can generate tens of millions,
even hundreds of million of dollars for

build his own stadium without
public monies.

Robbie planned to generate include:

the necessary funds through = renewal risk;

the leasing of skyboxes and
club seats. Skyboxes, private
enclosed booths designed to
accommodate ten to
guests, provide amenities such

. and,
as a wet bar, food service,

private bathrooms, televisions, ® strike risk.

etfc. Skyboxes have been part

Risks to investors

m construction risk;
u team risk;

15 m relocation risk;

team owners. Other COIl in-
come streams are discussed
below:

¢ Personal Seat Licenses
(“PSLs”) are contractual agree-
ments giving the purchaser the
right to buy seasons tickets at a
specific location for a set num-
ber of years in exchange for a
fee. The ftickets themselves
must be purchased separately.
PSLs can be sold and traded

of sports facilities for the past two dec-
ades, but Robbie's actions enabled
feams to exploit their true economic
potential. He created 216 skyboxes at
his new stadium, priced between
$29,000 and $65,000 per season, and
leased them for ten years.

Club seats are general stadium seafts
placed in choice locations and pro-
vided with various amenities such as
more comfortable seating, food ser-
vice, access to restaurants, efc. Like
skyboxes, fans lease club seats for a
certain period and pay much higher
prices than for regular seating. Rob-
bie's new stadium confained 10,000
club seats leased for ten years at sea-
sonal prices ranging between $600 and
$1,400 per season.

Skyboxes and club seats especially ap-
pealed to corporations, who could use
them fo entfertain their clients and write
off the costs on their taxes. Between
the skyboxes and club seats, Robbie
raised, on average, $10 milion each

on the open market. PSLs can pro-
vide team owners with a substantial
upfront cash deposit to help fund
stadium construction costs. The NFL
Carolina Panthers raised $140 million
in PSLs fo finance their stadium. The
Dallas Cowboys were selling PSLs for
their new stadium at prices ranging
from $16,000 to $50,000. The San
Francisco Giants raised between $50
and $60 million from the sale of
15,000 PSLs for their new ballpark,
which opened in 2000

+ Naming Rights were initiated in 1987
when the Los Angeles Forum was
renamed the Great Western Forum.
Naming rights are an exiremely lu-
crafive source of income for profes-
sional teams. Citigroup signed a sta-
dium naming rights deal with the
Mets for 20 years at approximately
$20 milion per year. The Houston
Texans garnered $300 million over 30
years when it sold the naming rights
fo ifs stadium to Reliant Energy. Nam-

(continued on page 11)
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UPCOMING
EVENTS

Housing Trust Fund Cor-
poration (NY) Board
Meeting

December 9, 2010
Webcast

Smith’s Research and
Gradings State & Local
Government Finance
Conference

January 19 - 20, 2011
Chicago, IL

Texas Municipal Ufilities
Association Annual Con-
ference

January 20 -21, 2011
Fort Worth, TX

Texas City Management
Association William
"King" Cole Session |
January 27 - 28, 2011
Austin, TX

Texas Municipal League
Elected Officials’ Confer-
ence

February 11 - 13, 2011
Austin, TX

Texas Municipal League
Legislative Briefing
February 14, 2011
Austin, TX

Texas City Management
Clinic

February 17 - 18, 2010
Salado, TX

Texas Municipal League
Public Funds Investment
Act (PFIA) Workshop
March 3 -4, 2011
DeSofo, TX

Securities Industry Institute
March 6 -11, 2011
Philadelphia, PA

More events...
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ing rights are also sold for certain
areas within the stadium such as
enfranceways, breezeways, the
field, etc.

Revenues from parking are one
of the smaller revenue genero-
tors for tfeams.

Advertising has been a key reve-
nue source for professional sports
teams since at least the 19th
century. However, new technol-
ogy and creative media have
opened up many more opportu-
nities for ad income. For exam-
ple, signage can now contfain
numerous ads, which are rotated
around throughout the course of
a game. Another option involves
sponsorship where sponsors pur-
chase the right to display their
ad or logo on uniforms, team
paraphernalia, or other promo-
fions. Naming rights is a form of
sponsorship.  Other advertising
strategies include pouring rights,
which allow a concessionaire fo
exclusively sell its product at the
ballpark, and virfual advertising.
Virtual advertising consists of pro-
motions and ads situated in the
stadium which only felevision
viewers can see. Projected reve-
nues from advertising can be
sizable - the Dallas Cowboys
anticipated $90 million annually
from marketing and sponsorship
activifies.

Concessions are rights trans-
ferred to the concessionaire to
sell food, refreshments, merchan-
dise, and other items in the facil-
ity according to a concession
agreement. The team’s revenues
are usually based on a percent-
age of the profits on certain
sales. A variation of concession
agreements is concession slot-
fing, where the team receives a

one-time fee in exchange for a
long-term contract to the con-
cessionaire. Concession slotting is
typically used to provide upfront
funds for facility construction.

Because their prices are usually
fixed for the term of the confract,
club seatfs and luxury suite rentals
produce stable revenue streams for
team owners. However, these con-
fracts, which typically extend out
five, ten or 15 years, are subject to
renewal risk. Even before the lease
or contract expires, the team strives
to renew the contract at the same
or befter terms than the prior one.

Negative developments such as a
bad economy, a poorly performing
feam, and competing entertain-
ment options may bring down the
renewal rate and lower the overall
value of the facility’s premium seat-
ing opfions. Key Arena, former
home of the Seattle Supersonics
NBA team, was only able to sell 28
of 48 luxury suites for the 2005-2006
season. This may have been one of
the factors leading to their move to
Oklahoma City in 2008.

Other risks fo investors include con-
struction risk, especially given the
enormous costs involved with build-
ing today’'s stadiums, team risk in-
cluding exposure to the team’s
financial condifion, relocation risk,
and sfrike risk.  Stadium bonds
should have reserves set aside to
cover any interruption in revenues
due to along lockout or strike.

With the proliferation of premium
seating and suite revenues as well
as income from naming rights and
advertising, corporations have be-
come a much larger component of
teams’ revenue base. A 2007 study
found that three out of five profes-
sional teams had over 90% of their

luxury suites owned by corpora-
tions. The profitability of local cor-
porations can have a sizable effect
on COlI revenues even in the major
sports markefs. For example, in
2009, Cablevision, the owner of the
NBA New York Knicks and NHL
Rangers, reported reduced suite
renewals as the recession scaled
back corporate spending.

The COI revenues form the back-
bone of private financing efforts for
sports facilities. One example of
their use is the financing of the Sto-
ples Center, home of the NBA’s Los
Angeles Lakers and Clippers, NHL's
Kings, and the Los Angeles Sparks
of the WNBA. The financing con-
sisted of a securitization of facility
revenue streams through the crea-
tion of a bankruptcy remote entity
named LA Arena Funding LLC. The
future revenue streams were frans-
ferred to the LLC who in 1999 then
privately placed $315 million of tax-
able notes secured by those reve-
nues. These include revenues from
the luxury suites, 10 corporate spon-
sorships, naming rights with Staples,
Inc., premium seat revenues, and a
portion of a concession agreement
with Levy Restaurants. Final maturity
is in 2026. The issue received ratings
in the A category from Moody’'s
and Fitch. Coverage of debft ser-
vice has averaged about 1.5 times
over the past three years.

Lakers and Kings have signed
leases to play at the Staples Center
through 2024 while the Clippers’
lease extends to 2014. The major
risks include renewal risk, which re-
mains low as the Staples Center
officials announced earlier in the
year that all luxury suites had been
leased, and the real possibility of an
NBA lockout in the 2011-12 season.

(continued on page 12)
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The financing of the Dallas Cow-
boys Stadium, which opened in
2009, was accomplished through a
partnership between the Cowboys
and the City of Arlington. Originally,
construction costs were estimated
to be $650 million so the City's con-
tribution of $325 million in bonds
represented about half of the cost.
However, the project encountered
massive cost overruns, for which the
Team was responsible, and the final
price doubled to $1.2 to $1.3 billion.

The City's bonds are secured by
proceeds from V2 % of the City's 1 %4

SPORTS FACILITY FINANCING (CONT'D)

% sales tax, a 5% tax on car rentals
within the City, and a 2% share of
the City's 7% hotel tax. A small
$20.1 million taxable portion of the
offering is also payable from the
Team’'s annual $2 milion rent pay-
ment to the City (for 30 years) and
5% of any naming rights revenues
up to $500,000 per year. So far, the
team has not signed a naming
rights agreement with any sponsor.
The issue structure provides that
excess revenues in the early years
are used to retire principal maturing
later on. At current tax revenue
levels, the bonds will be fully retired

before scheduled final maturity.
The bonds were insured by MBIA
but carried A-category underlying
ratings.

Other sources of financing for the
Cowboys Stadium included $25
million of infrastructure improve-
ments from Tarrant County and
$148 million of taxable bonds issued
by the City secured by a 10% tax
on ftickets and a $3 per vehicle
parking fee. The issue was privately
placed and insured by AMBAC. In
addition, the team secured a $76
million loan from the NFL in which
repayment is made from the visiting
tfeam’s share of club seaf revenues.
Another $350 million was provided
through a Bank of America loan
payable from premium seating
revenues. The remaining $276 mil-
lion consisted of cash put up by the
Team. While it is not certain how
the Cowboys raise the funds, ano-
lysts have estimated that the sale of
PSLs could bring in over $700 million
in upfront revenues.

Stadium revenue bonds are often
sold tfo institutional investors in the
private placement market and are
not generally available fo retail
investors. Still, given the public-
private nature of today’s stadium
development, these bonds form an
infegral component of many sto-
dium and arena financing pack-
ages. Sports facility bond investors
on the fax-exempt side should
have an understanding of how all
of the pieces fit together, in order
to reasonably gauge the prospects
of the enterprise and the impact it
would have on the value of their
own stadium bonds. &

Larry Levitz is a contributor to Muni Mar-
ket Update. The opinions expressed are
his own.

Neither the information nor any opinion expressed in this report constitutes an offer or an invitation to make an offer, to buy or sell any secu-
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