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Memorandum
To: Fell Stubbs, Executive Director — University of South Florida Financing Cotporation

From:  David Moore, Managing Director — Public Financial Management
Jay Glover, Managing Director — Public Financial Management

Re: University of South Florida Arena and Convocatdon Center Project —
Financing Structure Review

Public Financial Management (“PFM”) has been retained by the University of South Florida (the
“University” or “USF”) to serve as financial advisor on its proposed issuance of $20,000,000 of debt
to refinance a portion of the cost to renovate the USF Arena and Convocation Center Project (the
“Project”) and to fund a debt service reserve fund equal to one year’s debt service. The scope of
this review did not involve PFM prepating a feasibility report on the operations of the Arena
including the revenue and expenses expected to be generated by the Project. Rather, PFM reviewed
the financial proforma prepared by the University and assisted with the development of the plan of
finance and credit structure as well as review of the bank loan proposals reccived by the University.

Project Description

Based on information provided to PFM by the University, it is our understanding that the Project
included modifications to the existing 250,000 gross square foot arena aimed at improving the
building’s overall functionality. 'The modifications extended the useful life of the Arena for an
additional 30 years which included the replacement of the 10,000-seat bowl structure, added aew
seating with retractable sections at the lower level, enhanced life safety and energy efficient HVAC,
added a new concourse level with concession stands and restrooms, added ten new loge boxes with
premium seating, added new student, upscale hardwood and arena clubs, added 2 new retail area,
added a new center hung scoreboard with ribbon and display boards and a 4-cluster sound system,
added new NCAA broadcast capabilitics including level C lighting and a large media conference
room, enhanced the southeast, northeast and southwest entries, modified the temporary hurricanc
shelter, and restored the plaza, loading dock, broadcast and performer staging areas, sidewalks,
parking, landscaping and exterior concrete. The project was completed in May of 2012 at a total
cost of $35.6 million, which was initially funded from legaily available ausiliary cash resources of the
University. From the outset it has been the University’s intention to reimbutse itself for a portion of
the cost via an external financing and as such a reimbursement Resolution was adopted by the
University of South Florida Financing Corporation (USFFC) Board of Directors on November 6,
2012. Subsequently, the University Board of Trustees adopted the reimbursement Resolution
authorizing the 1ssuance of the debt by USFFC on March 21, 2013.
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the University generated proforma included as Exhibit A. Specifically, the proforma relies on
increased Arena Revenues (Pledged Revenues) from $2.96 MM in 2013 to $4.6 MM in 2018 (55%
increase). The most significant portion of this revenue stream ($1.2 MM) is related to a recently
renewed pouring rights/sponsorship agreement with Coca-Cola that provides for a 50% increase in
payments and has a revised expiration date of 2017. Ttis vital to the ongoing operation of the Arena
as well as the timely payment of debt service that this agreement be extended or re-negotiated prior
to its expiration date. Based on conversations with the Univessity, it is their expectation that Coca-
Cola will enter into negotiations to extend this longstanding agreement priot to its expiration, as well
as maich any offers from competitors. Another element of the Pledged Revenues that warrants
discussion is the Arena naming tights ($255,000 in 'Y 2014 increasing to $585,265 in FY 2018).
Currently there is not a contract in place for these naming rights, but the University has engaged
IMG Sports Marketing to accurately value and actively market them on a national basis. As such,
PEM has recommended to USFFC that the proforma debt service coverage calculations be shown
with and without naming rights revenues.

Preliminary revenue projections were prepared by Convention Sports & Lelsure (“CSL”) in its 2009
Feasibility Assessment: Sun Dome Renovation ot New Arena Development. While CSL. was not
retained to update their feasibility study based on the final project configuration, the Project is
generally consistent with the recommendations in the feasibility report. Due to the competitive
environment for similar facilities, it is impossible to determine whether the additional revenues will
matetialize as projected, but the study demonstrates that similar facilities are able to generate similar
revenues. Itis worth noting in the study that the Arena’s geographic location, anticipated
renovation and link to the University will likely be a significant asset in the effort to draw new, more
lucrative activities to the Arena.

Based on the revenue and expense estimates included in the proforma, the Arena is projected to
generate positive net income in FY 2013, These projections tepresent six months of actual
performance and a forecast for the balance of the year. Upon issuance of the contemplated debt,
the Arena is projected to continue operating at a surplus in FY 2014-FY 2018. In addition, gross
debt service coverage ranges from 2.48 times to 2,81 times over this imeframe. When analyzed on
a net coverage basis (afier payment of operating expenses) the debt service coverage ranges from
1.48 times to 1.70 times (with naming rights included) and 1.20 times to 1.34 times (without naming
rights included). The University has indicated its intention that the Arena will be operated in such a
manner that will allow the net debt setvice coverage ratio to be maintained at a minimum of 1.30
times.

Given the uncertainty regarding the magnitude of certain revenue streams and expense projections,
it Is important to have additional liquidity for bondholder protection. As such, PEM recommended
that USSFC fund a debt service reserve equal to one year’s debt service. In the event of unforeseen
circumstances, the DSRE would be available to make debt service payments and allow the University
time to make strategic long-term decisions regarding changes in the operating parameters required to
return the Arena to profitability. 'This reserve will remain in place through the duration of the
financing and, if ever used, would be replenished from next available Pledged Revenues.



FExhibit A:

Financial Proforma Developed by the University
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