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FILE NO. 101125 RESOLUTION NO.

[Golden Gate Park Music Concourse Garage Refinance]

Resolution concurring in the recommendation of the Controiler and the Director of the
Office of Public Finance that the issuance of $30,000,000 tax-exempt bank qualiﬁéd
bonds with First Republic Bank for and on behalf of the Music Concourse Community
Partnership, a California nonprofit public benefit corporation, is reasonably prudent;
and directing the Controller and the Director of the Office of Public Finance fo do

everything necessary and desirable to provide for the issuance of such bonds.

WHEREAS, At the June 2, 1998, special election the voters of the City and County of
San Francisco (the “City”) approved Proposition J, now codified in Appendix 41 of the City’s
Administrative Code (“Proposition J%); and

WHEREAS, Proposition J is an initiative measure which, among other things,
authorized the creation of the Golden Gate Park Concourse Authority (the “Authority”) and the
construction, by or on behalf of the'Authority, of an underground parking facility (the “Facility”)
containing approximately 800 parking spaces in Golden Gate Park (the “Project”); and

WHEREAS, Proposition J also authorized the City's Board of Supervisors (the “Board
of Supervisors”) to gfant administrative jurisdiction over certain lands in or near the area of the
Golden Gate Park Music Concourse (the “Concourse”) to the Authority to facilitate the Project;
and
| WHEREAS, Music Concourse Community Partnership (“MCCP"), is a nonprofit public
benefit corporation organized and existing under the laws of the State of California, formed
and existing for the primary purpose of funding, designing, constructing and operating the

Facility; and
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WHEREAS, By Resolution No. 737-03, the Board of Supervisors approved a gi'ound
lease (the “Lease”) between MCCP, as tenant, and the City, acting through the Authority and
the Recreation and Park Commission (the “Commission”), as landlord, which governs the
relationship between the parties with respect to the construction and operation of the Facility;
and

WHEREAS, Under the terms of the Lease, MCCP was granted a long-term leasehold
interest in lands beneath the Concourse and the right to construct the Facility at its own
expense, and as such shall be deemed the owner of the physical improvements constifuting
the Facility until expiration or termination of the Lease, at which time title to such
improvements shall be transferred to the City at no cost; and

WHEREAS, Under the terms of the Lease, MCCP is permitted to apply the revenues of
the Facility to help finance the costs of constructing the Facility; and .

WHEREAS, in June 2005, California Statewide Communities Development Authority
(the “CSCDA") issued $26,500,000 in Revenue Bond Anticipation Notes (the “Notes”) on
behalf of the MCCP to finance a portion of the costs of construction of an underground
parking facility in Golden Gate Park located between the M.H. de Young Museum and the
California of Academy of Sciences (the “Project”) in the City; and

WHEREAS, The Notes have a final maturity of December 1, 2011; and

WHEREAS, MCCP expected on or prior to the maturity of the Notes to secure long-
term financing for the Project, including the retirement of the Notes, from the sale of refunding
revenue bonds or other evidences of indebtedness as permitted by law; and |

WHEREAS, The Project was partially completed in October 2005, and finally
completed in 2007 ; and N '

WHEREAS, In July 2007, in order to make final construction payments to the

contractor, MCCP borrowed additional $1,500,000 in private loans (collectively the “Loan”)
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arranged directly with the Fine Arts Museum Foundation and the California Academy of
Sciences; and, |

WHEREAS, The Loan, together with the principal amount of the Notes, did not exceed
the amount reasonably necessary fo facilitate the Project; and

WHEREAS, MCCP now proposes to secure long-term private placement financing with
First Republic Bank in an amount not to exceed $30,000,000 to refund or refinance the Notes
and the Loan, under provisions of the American Reinvestment and Recovery Act of 2008
(ARRA), Bank Qqaiiﬂed Tax Exempt Bond Program ("Bonds"}; and,

WHEREAS, The ARRA Bank Qualified Tax Exempt Bond Program, which expires
December 31, 2010, offers advantageous terms inciuding but not limited attractive interest
rates and lower costs of issuance; and, |

WHEREAS, In accordance with the Ground Lease and the First Amendment to the
Ground Lease, MCCP is ndt required to obtain approval by the Board of Supervisors of a
refunding the Notes and the Loan outstanding if such refunding is reasonably prudent in the
light of MCCP’s financial situation; and,

WHEREAS, The Controller and the Director of the Office of Public Finance, have
determined to proceed with refunding of the Notes and the Loan through the issuance of the
Bonds with First Republic Bank, and believes such financing is reasonably prudent; now,
therefore, be it

RESOLVED, That Board hereby concurs with the Controlier and the Director of the
Office of Public Finance that such financing is reasonably prudent, and directs the Controller
and the Director of the Office Public Finance, and all other appropriate officers, employees,
representatives and agents of the City, to do everything necessary and desirable to provide
for the issuance of not more than $30,000,000 of Tax Exempt Bank Qualified Bonds on a

private placement basis with First Republic Bank on such terms and conditions as the
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Controller and the Director of the Office Public Finance, in consultation with MCCP and the

—i

City Attorney, believe are reasonably prudent and in accordance with the provisions of this
Resolution. Providéd, however, that no funds of the City shall be made available or shall

otherwise secure repay.ment of the Bonds.
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BUDGET aND FINANCE COMMITTEE MEETING DECEMBER 1, 2010

ltem 3 Department:

File 10-1125 : Recreation and Park (RPD)
Office of Public Finance

| Controller's Offic

Legislative Objectives

e The proposed resolution would concur with the recommendation of the Controller and the
Director of the Office of Public Finance that the refunding of not-to-exceed $30,000,000 of
Tax Exempt Bank Qualified Revenue Bonds with First Republic Bank, for and on behalf of
the Music Concourse Community Partnership (MCCP), would be reasonably prudent. .

¢ The proposed resolution would direct the Controller, the Director of the Office of Public
“ Finance, and all other appropriate officers, employees, representatives and agents of the
City to do everything necessary and desirable to provide for the refunding of such bonds.

Key Points

s  MCCP’s existing long term debt extends until December 1, 2011. However, in order to take
advantage of the lower interest rates under the American Recovery and Reinvesiment Act of |
2009 (ARRA), which will expire on December 31, 2010, MCCP wishes to refinance
$30,000,000 of existing Revenue Bond Anticipation Notes at this time. The ARRA made
temporary changes to the Federal Tax Code, including widening the eligibility of tax
exempt bonds for nonprofit organizations, at lower interest rates:

Fiscal impacts

e The pendihg financing is solely the responsibility of the MCCP, does not create any debt or
liability for the City, and will not require any funds of the City to be pledged to repay the
not-to-exceed $30,000,000 of revenue bonds.

e For Fiscal Year 2010-2011, MCCP anticipates total income, including parking revenues
less Parking Taxes and interest income on cash reserves to be $4,357,512. MCCP
anticipates total expenses, including (a) operating expenses, (b) rent, and () debt service to
be $4,187,145. MCCP therefore anticipates a net operating cash flow of $170,367 in Fiscal
Year 2010-2011 from the underground parking garage. MCCP projections anticipate
increasingly larger future year net operating cash flows for the garage. All unexpended
funds from the garage will be transferred to the City at the termination of the ground lease
between the City and MCCP in 2039,

Recommendations

¢ Amend the proposed resolution to notice that the City has scheduled a public hearing to be
held on December 1, 2010 to provide an opportunity for persons to comment on the
issuance and sale of the subject bonds, and approve the proposed resolution, as amended.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE COMMITTEE MEETING : : DECEMBER 1, 2010

MANDATE STATEMENT

According to the existing Ground Lease between the City and the Music Concourse Community
Partnership (MCCP), the MCCP is not required to obtain approval, for the refunding of existing
debt, from the Board of Supervisors, if the Controller and the Director of the Office of Public
Finance determine that the refunding or refinancing of the MCCP’s outstanding debt would be
reasonably pmdent given the MCCP’s financial situation.

As evidenced in the Attachment, a November 9, 2010 memo from Ms. Nadia Sesay, Director of
the Office of Public Finance under the Controller, the Director of the Office of Public Finance
advises that the pending financing structure is prudent given MCCP’s ﬁnanmai situation.

However, because the pending refinancing will have direct impacts on the City', the Controller
and the Director of the Office of Public Finance are seeking the concurrence of the Board of
Supervisors to proceed. -

BACKGROUND | | R

In November 2003 the Board of Supervisors approved the execution and delivery of a ground
lease (File 03- 13 19) between the City (through the Golden Gate Park Concourse Authority?), as
lessor, and the MCCP, a non profit public benefit orgamzat:on as lessee, for the Golden Gate
Park Music Concourse underground parking garage pro;ect Under this ground lease, which
commenced in March 2004, MCCP pays the City $100,000 annually, or $8,333 monthly, in rent
in addition to Parking Taxes charged at-the rate of 25 percent for vehicles which park in the
underground parking garage. In accordance with the ground lease, MCCP is also required to
transfer 100 percent of net surplus revenueés to the City upon termination of the ground lease in
2039. In November 2003, the MCCP planned to issue, through a conduit issuer, an estimated
$53,375,000 in revenue bonds to be repaid from parking revenues generated from the parking
garage, and to raise $7,338,463 in private donations to fund the underground parking facility
-project’s total estimated cost of $60,713,463.

However, MCCP was unable {o access capital markets due to Iitigatio-n4 filed shortly after the
approval of the ground lease. As a result, the revenue bond issuance was delayed until June 2005

' The Music Concourse Community Pattnership (MCCP) will not be able to manage the garage and therefore pay
" rent, Parking Taxes, and surplus revenues to the City without the issuance of long debt ﬂnancmg to replace its

current financing.

* Proposition J (June 1998) authorized the creation of the Go%den Gate Park Concourse Authority to “have

administrative jurisdiction over certain lands in or near the Golden Gate Park Music Concourse in order to facilitate

the construction of an underground parking garage.

* The Music Concourse Community Partnership (MCCP) is a nonprofit corporation formed ancE existing for the

primary purpose of funding, designing, constructing, and operating the underground parkmg garage smder the

Golden Gate Park Music Concourse on behalf of the Golden Gate Park Concourse Authority.

*In December 2003, Save Golden Gate Park, et al filed a lawsuit against the City challenging (1) the environmental

review prepared for the garage; (2) the ability of MCCP to make debt payments from garage revenues; and (3) the

proposal to have two garage entrances outside of the park boundaries. The Superior Court issued a Statement of

Decision in June 2003 in favor of the City on all issues raised in the lawsuit, :

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE COMMITTEE MEETING ‘ IDECEMBER 1, 2010

when the California Statewide Communities Development Authority (CSCDA) (a) issued
$26,500,000 in Revenue Bond Anticipation Notes on behalf of the MCCP to finance a portion of
the underground parking garage project, (b) set up a $2,650,000 reserve fund, and (c) paid for the
cost of bond, issuance. The existing $26,500,000 of Revenue Bond Anticipation Notes are for a
term of 5.5 years, with a final maturity date of December 1, 2011. The est:maled total cost of the
underground parking garage project in 2005 was reduced to $35,112, 000,” such that the -
remainder of the costs of $28,612,000 (855,112,000 total cost less $26,500,000 in Revenue Bond |
Anticipation Notes), was to be funded by private donations.

In October 2005 the north side of the garage was completed and the garage began collecting
revenues. In February 2006 the south side, the second and final portion of the garage, was
completed. In July 2007, MCCP borrowed an additional $1,350,000 in private loans arranged
directly with the Fine Arts Museum Foundation and the California Academy of Sciences to make
construction payments to the contractor. According to Mr. Robert Valdez, a financial consultant
for MCCP, this $1,350,000 loan was necessary due to the parking garage’s limited cash flow that
was later determined to be, in part, the result of embezzlement by MCCP’s former Chief
Financial Officer.® Later, MCCP drew a total of $1,540,000 on a line of credit with First
Republic Bank to make two interest payments, in December 2007 and June 2008, on the existing
Revenue Bond Anticipation Notes. In July 2009, this line of credit was replaced by a term loan
with a fixed interest rate of 5.0 percent and a maturity date of July 31, 2010, This maturity date
has been verbally extended to accommodate the pending long term financing.

According to Ms. Sesay, when the existing $26,500,000 in outstanding Revenue Bond
Anticipation Notes is combined with the existing $2,890,000 in private loans ($1,350,000 loan
through the Fine Arts Museum Foundation and the Academy of Sciences plus a $1,540,000 term
loan), and including remaining construction costs of $1,540,233, the total MCCP indebtedness is
$30,930,233. This $30,930,233 total indebtedness is $22,444,767 less than the original
$53,375,000 estimated debt financing when the Board of Supervisors approved the ground lease
i 2003. ‘

The proposed resolution would concur with the finding of the Controller and the Director of the
Office of Public Finance that the issuance of up to $30,000,000 of Tax-Exempt Bank Qualified
Revenue Bonds on behalf of the MCCP, a California nonprofit public benefit corporation,
would be reasonably prudent. The proposed resolution would also direct the Controller, the
Director of the Office of Public Finance, and all other appropriate officers, employees,
representatives and agents of the City to do everything necessary and desirable to provide for
the issuance of such bonds.

5 Accordmg to Ms. Jan Berckefeldt, Managing Director of MCCP, the total estimated cost of the project was lower
in 2005 than in 2003 due to an initial conservative estimate and a quicker than expected construction phase.

® The former Chief Financial Officer of the MCCP pleaded guiity to embezzlement, money laundering, identity
theft, and other charges in December 2008 and is curently in State prison. The former officer embezzled
approximately $3.6 million from MCCP’s donation fund, construction contingency fund, and from private ioans.
MCCP has been able to offset some of these losses from the liquidation of the former officer’s assets, but MCCP has
had to absorb most of the losses.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE COMMITTEE MEETING DECEMBER 1,2010

Under the proposed resolution, as summarized in Table 1 below, the MCCP would secure long-
term Tax Exempt Bank Qualified Revenue Bond financing from First Republic Bank in an
amount not to exceed $30,000,000 plus the original $2,650,000 Bond Reserve Fund from the
existing Revenue Bond Anticipation Notes, for a total of $32,650,000. These sources would be
used to refinance a total of $32,650,000, including the existing $26,500,000 of Revenue Bond
Anticlpatlon Notes, fund a $2,500,000 reserve fund, pay $2,835,000 for other project-related
costs’, and finance $815,000 of repayment penalties, fees and refinancing expenses.

Table 1: Sources and Uses

Sources Amount

Tax Exempt Bank Qualified Revenue Bonds $30,000,000
Bond Reserve Fund from the RBANs® 2,650.000
Total Sources $32,650,000
Uses ' Amount
Pay off Revenue Bond Anticipation Notes ‘ $26,500,000
Bond Reserve Fund® 2,500,000
Other Project Related Costs 2,835,000
Early repayment penalty of BANs (1%) 265,000%
First Repubtlic Loan Fee (1%) : 300,000*
Estimated Other Refinancing Expenses 250,600*
Total Uses ‘ $32,650,000

* Total of $815,000.

As detailed above in Table 1, $2,500,000 of the total funding would be set aside as a Bond
Reserve Fund in a four year Certificate of Deposit (CD) account at First Republic Bank, as
required by the lender. In addition, $2,835,000 of Other Project Related costs would include (a)
$1,540,000 to repay the term loan issued by First Republic Bank to make previous interest
© payments on the current Notes, and (b} $1,295,000 to partially repay the outstanding $1,540,233
to Swinerton Incorporated, the contractor who constructed the underground parking garage and
for related transaction expenses. Other fees totaling $815,000 associated with the proposed
~ refinancing include (a) a one percent, or $265,000, penalty from repaying the existing
$26,500,000 Note before final maturity, (b) a one percent, or $300,000 loan fee to First Republic
Bank for the proposed $30,000,000 bond, and (c) $250,000 in other refinancing expenses such as
bond counsel fees.

Mr. Valdez advises that the $1,350,000 in loans made through the Fine Arts Foundatlén and the
Academy of Sciences are not included in the above refinancing and would be paid back with
separate operating funds begmmng in 2017, w1th the last payment scheduled to be made in.2021.

7 Other project related costs would include partial repayments to the construction contractor and repayments of other
outstandmg debt. -

¥ The Revenue Bond Anticipatory Notes (RBAN) that were issued in J une 2005 by CSCDA.
® The CD would serve as a cash reserve, as reqmred by First Republic Bank.

SAN FRANCISCO BOARD OF SUPERVISORS : ' BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE COMMITTERE MEETING DECEMBER 1, 2010

The $30,000,000 in Tax Exempt Bank Qualified Revenue Bonds are anticipated to have a fixed .
interest rate of 5.5 percent over a term of 28 years, or until February 2039,

The proposed transaction would be a tri-party agreement between (1) MCCP (borrower); (2)
First Republic Bank (lender); and (3) the California Enterprise Development Authonty (CEDA),
a joint powers authority that would serve as the conduit issuer.'®

" The not-to-exceed $30,000,000 of Tax Exempt Bank Qualified Revenue Bonds are anticipated to
be issued under the provisions of the American Recovery and Reinvestment Action of 2009
(ARRA), which expires on December 31, 2010. According to Ms. Sesay, Bank Qualified Tax
Exempt Revenue Bonds were historically limited to $10,000,000 annually, However, under
ARRA, the $10,000,000 limit mcreased to $30,000,000, and includes projects for non-profit
organizations.

Additionally, Ms. Sesay advises that interest raies are currently at historically low levels.
According to Ms. Sesay, these terms would not be available through other financing
mechanisms, which would require an interest rate at least 0.5 percent higher than the anticipated
5.5 percent interest rate that is available with the proposed financing. Mr. Valdez advises that the
MCCP’s existing Revenue Bond Anticipation Notes have an interest rate of six percent, which
would be reduced with the anticipated financing at 5.5 percent. '

Under the proposed resolution, the MCCP would be exclusively responsible for the repayment of
the subject not-to-exceed $30,000,000 of Tax Exempt Bank Qualified Revenue Bonds from
revenues generated from the underground parking garage. According to Ms. Sesay, the proposed
refunding does not create a debt for the City, nor will any funds of the City be pledged to repay
the subject not-to-exceed $30,000,000 of Revenue Bonds. Ms. Sesay and Mr. Ben Rosenfield,
the Controller have reviewed the financial projections. As stated on page 2 of the Attachment,
Ms. Sesay states that “I have reviewed the ﬁnanc;ai projections and 1 support MCCP’s proposal
to pursue this ﬁnancmg

For FY 2010-2011, MCCP anticipates total income, including parking revenues less Parkmg

Taxes, and interest income on cash reserves to be $4,357,512. In addition, MCCP anticipates

total expenses, including (a) operating expenses, (b) rent, and (c) debt service to be $4,187,145.

MCCP therefore anticipates a net operating cash flow of $170,367. MCCP cash flow projections

anticipate increasingly larger net operating cash flows in future years, which would be
transferred to the City upon termination of the ground lease in 2039.

- Additionally, Ms, Sesay states that the net present value of the projected cash flows to the City,
under the ground lease with MCCP for the underground parking garage and under the proposed
Tax Exempt Bank Qualified Revenue Bonds, are equal to or greater than the net present value of
the projected cash flows to the City under the ground lease and MCCP’s existing Revenue Bond

¥ According to Ms. Sesay, the MCCP is not authorized to issue debt on its own. It must therefore utilize a conduit
issuer. A conduit issuer is an organization that issues municipal securities to raise capital for revenue-generating
projects where the funds generated are used by a third party (known as the “conduit borrower,” in this case MCCP)
to make payments to investors.

SAN FRANCISCO BOARD OF SUPERVISORS ‘ BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE COMMITTEE MEETING - . DECEMBER 1,2010

Anticipation Notes. Specifically, MCCP will continue to be obligated to pay $100,000 in annual
base rent to the City for the term of the lease, or $2.8 million through 2039, as well as any
amount by which “surplus revenues” would exceed $100,000. According to Mr, Valdez, MCCP
anticipates “surplus revenues” to begin in calendar year 2014 or before. Mr. Valdez estimates
that the City will also continue to receive Parking Tax revenues, which MCCP projects to be
$1,075,718 in FY 2010-2011. Finally, ownership will be transferred to the City from MCCP at
the termination of the lease in 2039.

According to Ms. Katharine Petrucione, Director of Finance for the Recreation and Park
Department, MCCP is three payments behind on its annual rent obligation of $100,000 to the
City, or $300,000. According to Mr. Valdez, MCCP anticipates being able to meet it’s rent
obligations as well as the proposed debt service obligations with the proposed bond refunding.
According to Mr. Valdez, the MCCP will repay, without interest, $100,000 in delinquent rent to
the City in December 2010 and pay the remaining $200,000 to the City in ten equal annual
amounts of $20,000 over a ten year period. According to Mr. Valdez, beginning in January of
2011, MCCP will be able to meet their obligation of $100,000 in annuaE rent payments to the
Ci

POLICY CONSIDERATIONS

The American Recovery and Reinvestment Act (ARRA) provisions expire on December 31,
2010. According to the Director of the Office of Public Finance, the proposed resolution
provides an opportunity for the MCCP to refinance their existing $26,500,000 of Revenue Bond
Anticipation Notes issued in 2005, repay MCCP’s existing other indebtedness and allows the
MCCP to take advantage of current historic low interest rates. In order for MCCP to take
advantage of the ARRA provisions, these Tax Exempt Bank Quahﬁed Revenue Bonds must be
issued by December 31 2010.

‘According to Ms. Sesay, in order for the mterest on the subject bonds to qualify for tax
exemption, a public hearing must be held to allow an opportunity for persons to comment on the
issuance and sale of the proposed bonds. Ms. Sesay advises that although a notice was published
and a public hearing is scheduled to be held in the morning of December 1, 2010, the proposed
resolution does not include language that a required public hearing will be held. Therefore; the
Budget and Legislative Analyst recommends that the proposed resolution be amended to provide
that in order for the interest of the bonds to qualify for tax exemption, the City has scheduled a
public hearing to be held on December 1, 2010 to provide an opportumty for persons to comment
on the issuance and sale of the subject bonds.

§ RECOMMENDATIONS

1. Amend the proposed resolution to provide that in order for the interest of the bonds to qualify
for tax exemption, the City has scheduled a public hearing to be held on December 1, 2010 to
provide an opportunity for persons to comument on the issuance and sale of the subject bonds.

2. Approve the proposed resolution, as amended.

SAN FRANCISCO BOAR_D OF SUPERVISORS : . . - BUDGET AND LEGISLATIVE ANALYST
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CITY AND COUNTY OF SAN FRANCISCO ‘
' OFFICE OF THE CONTROLLER | ‘Ben Rosenfield
Controller
Monique Zmuda
Deputy Controller
Nadia Sesay
Director
5 Office of Public Firance
MEMORANDUM -
TO:  Honorable Members, Board of Supervisors

FROM: Nadia Sesay, Director of the Office of Public Finance /(,Q(/ o

SUBJECT: Music Concourse Community Partnership (the “MCCP™) Proposed Take-out
Financing .

DATE: November 9, 2010

I have been briefed and was provided financial projections by MCCP staff with respect to their
proposed take-out financing i an amount not fo exceed $30,000,000 in Bank Qualified Tax
Exempt Bonds privately placed by First Republic Bank (the “Bank”). [ support the MCCP’s goal
to prudently proceed with the take-out financing of the Bond Anticipation Notes in the amount of
$26,500,000 issued in 2005 to finance a portion of the costs of construction of an underground
parking facility in Golden Gate Park located between the MH. de Young Museum and the

California of Academy of Sciences (the “Project”) in the City and County of San Francisco (the
“City”). .

Backeround

Tn November 2003, the Board of Supervisor’s of the City (the “Board of Supervigor”) and the
Mayor adopted and approved Resolution 03-1319 approving and authorizing the execution and
defivery of a ground lease between the City, as lessor, and Music Concourse Community -
Partnership, a non-profit benefit organization, as lessee, relating to the Project. In addition, there
“were other pertinent legislation adopted and approved by the Board of Supervisors and the
Mayor to facilitate the financing and constraction of the Project. At the time MCCP planned to
issue an estimated $53,375,000 in revenue bonds and $7,33 8,463 in private donations to fund the
estimated project cost of $60,713,463. The estimated $53,375,000 in revenue bonds was to be
repaid through parking revenues generated from the parking garage.

In December 2003, the City filed a validation action in the California Superior Court, County of
San Francisco which sought approval for the design, construction and operation of the Project,
including a declaration that the City had complied with the terms of the governing ground lease,
the related resolutions adopted by the Board of Supervisors, and the California Environment

1 DR. CARLTON B, GOODLETT PLACE, ROOM 3368 SAN FRANCISCO, CALIFORNIA 84192
{415) 654-59568
RECYCLED PAPER

3-7




Attachment
Page 2 of 3

Quahty Act (the “CEQA”). The lawsuit and related disclosure issues kept the MCCP from
accessing capital markets

In June 2005, California Statewide Communities Development Authority (the “CSCDA™) issued

$26,500,000 in Revenue Bond Anticipation Notes (the “Notes™) on behalf of MCCP to finance a

portion of the Project, fund a reserve fund, and pay for cost of issuance. The Notes have a final

‘maturity of December 1, 2011, The expected total cost of the Project in 2005 was $55,112,000,
" the remainder of which was funded from private donations.

MCCP. expected on or prior to the maturity of the Notes to secure long-term financing for the
Project. The principal of the Notes will be paid with the proceeds from the sale of refunding
revenue bonds issued by CSCDA on behalf of MCCP as penmi:ted under the Ground Lease at or

prior to the matumy of the Notes

In 2007 the entiré garage becarne fully functional. In July 2007, MCCP borrowed additional
$1,500,000 in private loans arranged directly with the Fine Arts Museum Foundation and the
California Academy of Sciences. The loan was to make final construction payments to the
contractor, This loan, when combined with the $26,500,000 of Notes did not exceed the amount
reasonably necessary to facilitate the Pro;ect

MCCP now proposes to secure long-term financing in an amount not to exceed $30,000,000 to
réfund or refinance the Notes and other project related indebtedness. ‘

Financing Plan

The California ,Economic Development Authority (the “CEDA™)on behalf of the MCCP is
proposing to issue Bank Qualified Tax Exempt Bonds in an amount not to exceed $30,000,000
(the “Bonds™) privately placed by the Bank to take out the existing Notes, fund a reserve find,
pay other project related indebtedness and find cost of issuance. The Bonds will bear a fixed
interest rate of 5.5%, over 28 years or final maturity of February 2039. The Bonds are executed
under the provisions of the American Recovery and Reinvestment Act of 2009 (the “ARRA”)
which expires on Decernber 31, 2010. Historically, “Bank Qualified” tax-exempt bonds up to
$10 million annually are dvailable to government agepcies. This is particularly advantageous to
non«frequent issuers which provided attractive accounting treatment for the lending bank which
results in lower interest rate to the issuer. Under ARRA the $10,000,000 was increased to
© $30,000,000 and included projects of non-profit orgamzatmns The structure is simple. It

requires no public underwntmg, rating, trustee, or ongoing public disclosure or financial
information. The transaction is evidenced by a tri-party loan agreement between the MCCP, the
borrower, the Bank and the CEDA, the government entity that serves as the conduit issuer. Due
to the fact that the Project and related revenues are isolated, gelting a rating stronger that BBB
will be challenging. In addition, this structare allows for attractive negotiable covenants
including prepayment provisions prior to the matunty as a whole or in part on any date pius
accrued interest with no prepayment penalty.

Additionally, MCCP has prov1ded financial projections, I have reviewed the financial projections
and I support MCCP’s proposal to pursue this financing. The Bonds will be repaid from parking
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revenues generated from the parking garage. The proposed financing does not create a debt of
the City, nor will any funds of the City be pledged to the repayment of the Bonds. In addition,
the net present value of the projected cash flows to the City under the ground lease and the
Bonds are equal to or greater than the net present value of the projected cash flows to the City

under the Lease and the Bonds.

As noted above, the ARRA provision expires on December 31, 2010 This is a great opporfunity
for the MCCP to the refund the Notes and allows the MICCP to take advantage of the cumrent
historic low interest rate environment. I would respectfully request this item be introduced at the

November 9, 2010 meeting and expeditiously assigned to the Budget and Finance Commitiee of

the Board of Supervisors to allow the MCCP: to meet the deadline.

ce:  Angela Calvillo, Clerk of the Board of Supervisors ‘
Harvey Rose, Board of Supervisor’s Budget Analyst
Ben Rosenfield, Controller
Virginia Elizondo, Deputy City Attorney
Mark Blake, Deputy City Attorney
Phil Ginsburg, General Manager of the Recreation and Park Department
Katharine Petrucione, CFO of the Recreation and Park Department
Greg Wagner, Mayor’s Budget Director
Starr Terrell, Mayor’s Liaison to the Board of Supervisors
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CITY AND COUNTY OF SAN FRANCISCO

OFFICE OF THE CONTROLLER Ben Rosenfield
Controller
Monique Zmuda
Deputy Controller
Nadia Sesay
Director
Office of Public Finance
MEMORANDUM
TO: ~ Honorable Members, Board of Supervisors o
FROM: Nadia Sesay, Director of the Office of Public Finance A(/%/
SUBJECT: . Music Concourse Community Partnership (the “MCCP”) Proposed Take-out
Financing B
DATE: November 9, 2010

I have been briefed and was provided financial projections by MCCP staff with respect to their -
proposed take-out financing in an amount not to exceed $30,000,000 in Bank Qualified Tax
Exempt Bonds privately placed by First Republic Bank (the “Bank”). I support the MCCP’s goal
to prudently proceed with the take-out financing of the Bond Anticipation Notes in the amount of
$26,500,000 issued in 2005 to finance a portion of the costs of construction of an underground
parking facility in Golden Gate Park located between the M.H. de Young Museum and the
California of Academy of Sciences (the “Project”) in the City and County of San Francisco (the
“City™). '

Background

Tn November 2003, the Board of Supervisor’s of the City (the “Board of Supervisor”} and the
Mayor adopted and approved Resolution 03-1319 approving and authorizing the execution and
delivery of a ground lease between the City, as lessor, and Music Concourse Community
Partnership, a non-profit benefit organization, as lessee, relating to the Project. In addition, there
were other pertinent legislation adopted and approved by the Board of Supervisors and the
Mayor to facilitate the financing and construction of the Project. At the time MCCP planned to
issue an estimated $53,375,000 in revenue bonds and $7,338,463 in private donations to fund the
estimated project cost of $60,713,463. The estimated $53,375,000 in revenue bonds was to be
repaid through parking revenues generated from the parking garage.

Tn December 2003, the City filed a validation action in the California Superior Court, County of
San Francisco which sought approval for the design, construction and operation of the Project,
including a declaration that the City had complied with the terms of the governing ground lease,
the related resolutions adopted by the Board of Supervisors, and the California Bnvironment

1 DR. CARLTON B. GOODLETT PLACE, ROOM 338 SAN FRANCISCO, CALIFORNIA 94102
{445) 554.5956
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Quality Act (the “CEQA™). The lawsuit and related disclosure issues kept the MCCP from
accessing capital markets. ' -

Tn June 2005, California Statewide Communities Development Authority (the “CSCDA”) issued
$26,500,000 in Revenue Bond Anticipation Notes (the “Notes”) on behalf of MCCP to finance a
portion of the Project, fund a reserve fund, and pay for cost of issuance. The Notes have a final
maturity of December 1, 2011. The expected total cost of the Project in 2005 was $55,112,000,
the remainder of which was funded from private donations. ' : :

MCCP expected on or prior to the maturity of the Notes to secure long-term financing for the

_ Project. The principal of the Notes will be paid with the proceeds from the sale of refunding

revenue bonds issued by CSCDA on behalf of MCCP as permitted under the Ground Lease at or
prior to the maturity of the Notes. . ' '

In 2007 the entire garage became fully functional. In July 2007, MCCP borrowed additional
$1,500,000 in private loans arranged directly with the Fine Arts Museum Foundation and the
California Academy of Sciences. The loan was to make final construction payments to the
contractor. This loan, when combined with the $26,500,000 of Notes did not exceed the amount
reasonably necessary to facilitate the Project.

MCCP now proposes o secure long-term financing in an amount not to exceed $30,000,000 to

refund or refinance the Notes and other project related indebtedness.

Financing Plan

The California Bconomic Development Authority (the “CEDA™)on behalf of the MCCP is
- proposing to issue Bank Qualified Tax Exempt Bonds in an amount not 1o exceed $30,000,000
(the “Bonds”) privately placed by the Bank to take out the existing Notes, fund a reserve fund,
pay other project related indebtedness and fund cost of issuance. The Bonds will bear 2 fixed
inferest rate of 5.5%, over 28 years or final matuity of February 2039. The Bonds are executed
under the provisions of the American Recovery and Reinvestment Act of 2009 (the “ARRA™)
which expires on December 31, 2010. Historically, “Bank Qualified” tax-exempt bonds up to
'$10 million annually are available to government agencies. This is particularly advantageous 1o
non-frequent issuers which provided attractive accounting treatment for the lending bank which
results in lower interest rate to the issuer. Under ARRA the $10,000,000 was increased to
$30,000,000 and included projects of non-profit organizations. The structure is simple. It

requires no public- underwriting, rating, trustee, or ongoing public disclosure or financial
information. The transaction is evidenced by a tri-party loan agreement between the MCCP, the -

borrower, the Bank and the CEDA, the government entity that serves as the conduit issuer. Due
to the fact that the Project and related revemues are isolated, getting a rating stronger that BBB
will be challenging. In addition, this. structure allows for attractive negotiable covenants
including prepayment provisions prior to the maturity as a whole or in part on any date plus
accrued interest with no prepayment penalty. ' | ' .

- Additionally, MCCP has provided financial projections. I have reviewed the financial projections
~ and I support MCCP’s proposal to pursue this financing. The Bonds will be repaid from parking
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revenues generated from the parking garage. The proposed financing does not create a debt of
the City, nor will any funds of the City be pledged to the repayment of the Bonds. In addition,
the net present value of the projected cash flows to the City under the ground lease and the
Bonds are equal to or greater than the net present value of the projected cash flows to the City
under the Lease and the Bonds. :

As noted above, the ARRA provision expires on December 31, 2010. This is a great opportunity
for the MCCP to the refund the Notes and allows the MCCP to take advantage of the current
historic low interest rate environment. I would respectfully request this item be introduced at the
November 9, 2010 meeting and expeditiously assigned to the Budget and Finance Committee of
the Board of Supervisors to allow the MCCP to meet the deadline. :

ce:  Angela Calvillo, Clerk of the Board of Supervisors
Harvey Rose, Board of Super\risor s Budget Analyst
Ben Rosenfield, Controller
Virginia Elizondo, Deputy City Attorney
Mark Blake, Deputy City Attorney
Phil Ginsburg, General Manager of the Recreation and Park Department
Katharine Petrucione, CFO of the Recreation and Park Department
Greg Wagner, Mayor’s Budget Director
Starr Texxell Mayor’s Liaison to the Board of Supervisors
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