
City of Los Alamitos

Agenda Report April 20,  2015

Consent Calendar Item No:  BE

To:       Mayor Richard D. Murphy & Members of the City Council

Via:      Bret M. Plumlee, City Manager

From:   Jason Al- Imam, Administrative Services Director

Subject:       Refinancing of 2006 Certificates of Participation

1Summary:    This report seeks City Council approval of a Financial Advisor to assist
with the refinancing of the 2006 Certificates of Participation.

Recommendations:

1111 .  Approve the Professional Services Agreement with Fieldman, Rolapp & Associates!
for Financial Advisor Services; and,

2.  Review and approve the Scope of Services for Financial Advisor Services.

Background

In 2006 the City purchased the Laurel Park site from the School District for $ 4. 65
million.      $ 3, 365, 000 of the land acquisition was financed with Certificates of

Participation, which had a 30- year amortization period.  The bonds have an optional call

date in 2016.   However, federal tax law permits the defeasance of bonds prior to the

first call date, which means the City could refinance the bonds this year.

Discussion

The City currently has $ 2, 895, 000 in outstanding principal on its 2006 Certificates of
Participation, which have an all- in true interest cost of approximately 4. 8%.   If the City
refinanced its outstanding debt, it could provide debt service savings due to historically
low interest rates.   The City could realize debt service savings as soon as fiscal year
2015/ 16, which could offset other rising costs such as retirement and insurance costs.

Based on current market conditions (which are subject to change), the City could realize
total cash flow savings of $ 541, 366 if we refinanced the debt over the remaining 21- year
amortization period.  The average annual cash flow savings is estimated to be $ 24,800.



Par Amount 3, 000, 000

All- In True Interest Cost 3. 7%

Debt Service ( Principal and Interest)      4, 140, 000

Cost of Issuance 167, 000

Total Cash Flow Savings 541, 366

Net Present Value Savings* ($) 177, 000

Net Present Value Savings* (%)       6%

Average Annual Debt Service 188, 200

Average Annual Cash Flow Savings 24, 800

Net present value savings is net of issuance costs and is discounted based on
the present value of future cash flow savings.

The aforementioned savings assumes the debt is refinanced through a public offering.

However,  the City may have two options for refinancing the 2006 Certificates of
Participation, a public offering or a private placement.   Public offerings are sold in the
public debt market through an underwriter whereas private placements involve direct
sales to a single or limited number of investors.  In most instances, private placements
are with commercial banks or institutional investors and may be arranged by a
placement agent.

Often investors will require higher interest rates on issues marketed through private
placement.  This is usually because such securities are less liquid ( i. e., more difficult for
the investor to remarket).   These investors may also have limits on the term of the
investment and may not be willing to have as long of a maturity compared to a public
sale.  However, since there is no need for a credit rating or underwriter services the cost
of issuance in a private placement is typically less than what is incurred in a public
offering.   The trade-off on private placement is lower initial cost with perhaps higher
overall cost.

As an alternative to a straightforward refinancing which would yield approximately
24, 800 of annual savings, the City could extend the remaining amortization period from

21 years to 30 years, which would provide for approximately $950, 000 of new money to
be used on capital projects while keeping debt service at levels just below current
payments.  One benefit to combining the new money component with the refinancing is
that issuance costs are only incurred once.   In addition, debt service payments spread
the costs over the life of the capital asset which ensures intergenerational equity; that is,
the capital asset ( e. g. street improvements, park improvements, etc.) will be paid for by
all citizens who will use and benefit from the capital asset, both when the borrowing
occurs and throughout the life of the debt issue.

Roles and Responsibilities of the Financing Team

The bond offering process ( including both private placements and public sales) is a
coordinated effort among various professionals that provide legal and technical
assistance.
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Key members of the financing team generally consist of the following:

Financial Advisor

Bond Counsel
Underwriter or Private Placement Agent

Underwriter' s Counsel and Disclosure Counsel

Financial Advisor

GFOA guidelines recommend the use of a Financial Advisor due to the complexities of

debt financing.  Therefore, staff recommends the retention of an experienced Financial
Advisor. The Financial Advisor provides independent financial advice and assists with
all aspects of the debt issuance process from inception to closing.    The Financial

Advisor prepares, advises and assists in the formulation and execution of the financing
plan.  The Financial Advisor also assists the City with obtaining the best financing terms
and assists with research and analyses for pricing,  including financial terms and
conditions and assessing marketplace timing.

In most cases,  the first professional retained in the debt issuance process is the
Financing Advisor.    By choosing the advisor first,  the issuer has the benefit of the
Financial Advisor' s experience and expertise in the selection of other required
professionals.

Staff solicited proposals through a competitive process in order to evaluate the
experience and qualifications of potential Financial Advisor consulting firms and to
determine fair and reasonable pricing.   The scope of services is set forth in Exhibit A
attached).

Staff recommends the award of a Financial Advisor contract to Fieldman,  Rolapp &
Associates based on the firms extensive experience in municipal debt financing.   It

should also be noted that their fees were also the lowest.  In addition, Fieldman, Rolapp
Associates served as Financial Advisor on the City' s 2006 debt issuance and

therefore the firm has a proven track record with the City.

Tom Johnsen and Josh Lentz will be the co- project managers.   Tom has 27 years of
financial advisor experience serving California cities,  counties and special districts.
Josh Lentz has 17 years of experience in public finance.  Since 2010, Fieldman, Rolapp

Associates has served as Financial Advisor on 88 transactions for over $ 2. 8 billion in
municipal bond transactions in Orange County.

Compensation to the Financial Advisor is contingent upon successful closing of the
refunding issue.

Bond Counsel

Bond counsel renders an opinion on the validity of the bond offering, the security for the
offering, and whether and to what extent interest on the bonds is exempt from income
and other taxation. The opinion of bond counsel provides assurance both to issuers and
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to investors who purchase the bonds that all legal and tax requirements relevant to the
matters covered by the opinion are met.

Underwriters and Private Placement Agents

Underwriters are securities firms and commercial banks that purchase an issuer' s debt
securities with the intention to resell the securities to investors at a profit.

Private placement agents are generally banks or securities firms that act for the issuer
in the arrangement of a bond sale directly to a private placement purchaser. They differ
from underwriters in that a private placement agent does not actually purchase the
bonds from the issuer; rather they arrange the bond sale to a third party for a fee.

Underwriter' s Counsel and Disclosure Counsel

Underwriter's counsel is customarily selected by the underwriter to represent the
underwriter and its interests in a negotiated sale.  Underwriter's counsel customarily
review, from the underwriter' s perspective, the documents prepared by bond counsel
and negotiate matters relating to those documents on behalf of the underwriter.

Disclosure counsel handles many of the tasks traditionally handled by underwriter's
counsel, except when it is clear that the disclosure counsel' s client is the issuer and not

the underwriter. If underwriter' s counsel has been retained, it may be unnecessary to
retain disclosure counsel.

Fiscal Impact

All costs of issuance will be paid from proceeds from the refunding of the 2006
Certificates of Participation.      No costs will be borne by the General Fund.
Compensation to the Financial Advisor and other members of the financing team is
contingent upon successful closing of the refunding issue.

A goal of the refinancing,  besides savings,  will be to maintain flexibility for other
potential financings  (such as the Civic Center Relocation Project)  and to provide
information to the market about the City.

Submitted By:    Approved By:

di       ' d 19 r i t r

Jason Al- Imam Bret M. Plumlee
Administrative Services Director City Manager

Attachments:

Attachment 1— Professional Services Agreement
Exhibit" A"— Scope of Services

Exhibit" B"— Approved Fee Schedule

2006 COP Refinancing
April 20, 2015

Page 4 of 4





















EXHIBIT A

SCOPE OF SERVICES

In connection with the proposed advance refinancing of the City' s 2006 Certificates of
Participation, the financial advisor shall:

Provide independent financial advice serving the interests of the City solely.
Provide the City with an analysis of the various financing options (e. g., direct bank
loan versus bonds issued through a public or private offering).
Formulate a comprehensive plan to refund the Certificates of Participation along
with the possibility of a new money component.
Develop a sale calendar that describes the responsibilities of each participant.
Coordinate the selection of the financing team and additional service providers
through a competitive process to ensure that needed services are obtained at a
fair and reasonable cost.

Review all documents relating to the proposed debt issuance.
Attend and participate at public meetings, hearings and/or workshops as the City
deems necessary.
Assist with research and analyses for pricing,  including financial terms and
conditions and assessing marketplace timing.
Assist in the creation and distribution of the Preliminary Official Statement, Notice
of Sale,  Official Statement,  Offering Memorandum and other documents and
materials required to facilitate the debt issuance.

Coordinate meetings with and presentations to rating agencies, bond underwriters,
institutional investors, etc. on an as- needed basis.

Attend the bond pre- closing, computing closing figures and assist bond counsel in
the coordination of closing events.   Provide a closing memorandum report and
financing summary.
Provide an evaluation of assessment of bond market conditions at time of bond
sale.



EXHIBIT B

APPROVED FEE SCHEDULE

Consultant agrees that the total compensation contained in Section 6 of this Agreement
be contingent upon, and payable at, the closing of the debt issuance undertaken to
refinance the 2006 Certificates of Participation. In the event the services of the consultant
are abandoned prior to completion of consultant's work, consultant shall not be entitled

to compensation or reimbursement for expenses of any amount or type.

Hourly Fees

The hourly rates reflected in the table below are fully contingent upon a successful closing
of a refunding issue.

DUE  ?F FEES
Executive Officer 300 Per Hour

Principal 290 Per Hour

Principal/Senior Vice President 275 Per Hour

Vice President 225 Per Hour

Assistant Vice President 195 Per Hour

Senior Associate 150 Per Hour

Associate 125 Per Hour

Analyst 85 Per Hour

Administrative Assistant 65 Per Hour

Clerical 35 Per Hour

Not-To-Exceed Fees

The table below lists the "not-to- exceed" service fee for the contemplated refunding based
on the structure and method of sale.

CONWETITIVE SALE NEGOTIATED SALE

Private Placement 21, 500 20,000

Public Sale 24,500 23,000

Expenses

Expenses will be billed separately and will cover, among other things, travel, lodging,
overnight courier, document reproduction and the like.  Any travel or lodging shall only be
incurred if approved in advance by the City.   Expenses will not exceed $ 1, 500.  In the
event that expenses in excess of $ 1, 500 need to be incurred for a successful closing,
Consultant agrees to pay same and not look to City for reimbursement.  Additionally, a
surcharge of 4% of the compensation is added to the verifiable out-of-pocket costs for
recovery of costs such as telephone, postage, document reproduction and the like.




