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SUMMARY

In accordance with the 2014-15 Adopted Budget (C.F. 14-0600), the City Administrative Officer
(CAO) requests authority to issue up to $1.45 billion of Tax and Revenue Anticipation Notes
(TRAN) to pay its annual contributions to the Los Angeles Fire and Police Pension Plan (FPPP)
and the Los Angeles City Employees' Retirement System (LACERS) and to alleviate the City's
short-term cash flow needs that occur early in the fiscal year when certain taxes and revenues
have not yet been received. During the first half of the fiscal year, the City experiences a cash
flow deficit because the City receives its larger share of receipts in December, January, April and
May. The Controller has requested up to $350 million for cash flow management purposes.

The 2014-15 annual contributions to FPPP and LACERS are approximately $624.85 million and
$410.54 million, respectively. The issuance of TRAN enables the City to have the necessary
funds to make the annual contributions in July to take advantage of the pre-payment discount
($35.6 million). This early payment will allow FPPP and LACERS to earn additional interest that
will be used to discount the required City contributions without reducing their annual receipts. The
prepayment discount is actual dollars saved if the City were to pay its annual contributions on a
bi-weekly basis versus in a lump sum in July.

Based on current market conditions, the CAO anticipates a note issuance size of approximately
$1.363 billion with a single June maturity. Total debt service, including principal and interest, on
the $1.363 billion issuance will be approximately $1.389 billion, to be repaid in June 2015 from
collected General Fund revenues and taxes set aside during the fiscal year. In the last five years,
based on market conditions and investor demand, the City has structured the TRAN with multiple
tranches. This year, however, supply in the market and interest rates remain at historic lows
creating an opportunity for a single maturity structure to take advantage of reinvestment interest
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earnings with no arbitrage risk. In accordance with the Authorizing Resolution, the City Treasurer
will invest the note proceeds and General Fund revenues and taxes associated with the TRAN in
the City's General Fund Investment Pool. The projected investment rate is one percent (1%)
resulting in approximately $3.98 million of interest income.

The estimated issuance cost of the TRAN is $27.06 million, which includes interest costs and
expenses. The issuance cost, however, is offset by additional premium proceeds, FPPP and
LACERS discounts, and interest income. Therefore, the issuance of the TRAN will result in a net
savings of approximately $35.95 million to the General Fund.

To proceed with this issuance, the CAO recommends the notes be sold on a negotiated basis by
three underwriting firms selected from the approved qualified list of underwriters (C.F. 10-1763):
Samuel A. Ramirez & Company, Inc. (MBE/LBE) as senior manager, Stifel, Nicolaus & Company
(LBE) as co-senior manager and Citigroup Global Markets Inc. (LBE) as co-manager. The
selected firms are best qualified to serve as the underwriting team for this financing because they
collectively have California short-term experience and the necessary capabilities to sell the
TRAN. The underwriting team will coordinate an investor outreach program to attract short-term
institutional and retail investors. Given the large note issuance size, a negotiated sale gives the
City the most flexibility in the timing of the sale, with the goal of receiving the lowest true interest
cost.

To proceed with the recommended issuance, the Mayor and City Council must adopt the
Authorizing Resolution (Attachment 1), the Note Purchase Contract (Attachment 2), the
Preliminary Official Statement, including the City's disclosure document, Appendix A (Attachment
3), and the Fund Ordinance submitted by City Attorney, under separate cover (C.F. 14-0699).

These recommendations are in compliance with the City's Financial Policies.

RECOMMENDATION

That the City Council, subject to the approval of the Mayor, adopt the attached Authorizing
Resolution, and related documents, authorizing the issuance of the 2014 Tax and Revenue
Anticipation Notes in an amount not to exceed $1.45 billion.

FISCAL IMPACT STATEMENT

The proposed 2014 Tax and Revenue Anticipation Notes financing would result in estimated net
savings of $35.95 million to the General Fund. The estimated total debt service cost is $1.389
billion and will be repaid from collected General Fund revenues and taxes.
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DEBT IMPACT STATEMENT

There is no impact to the City's debt capacity as this transaction represents a short-term
borrowing to be repaid within the same fiscal year. .

MAS:NRB:HTT:09140245

Attachment 1: Authorizing Resolution
Attachment 2: Note Purchase Contract
Attachment 3: Preliminary Official Statement, including Appendix A
Attachment 4: 15% of Total Direct Debt Service to General Fund Revenues Debt Chart
Attachment 5: 6% of Non-Voter Approved Debt Service to General Fund Revenues Debt Chart
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FINDINGS

1. Background

The TRAN constitutes a short-term (less than one year) borrowing in which cash is
borrowed and repaid within the same fiscal year. Therefore, the TRAN does not affect the
Mayor and Council-approved limit of 15% of Total Direct Debt Service to General Fund
Revenues or the limit of 6% of Non-Voter Approved Debt Service to General Fund
Revenues (see charts in Attachments 4 and 5).

The City briefly issued TRAN in the mid-1980s, but in subsequent years relied on internal
cash borrowing to manage timing differences between the receipt of revenue and the
expenditure of General Fund monies. Since 1996, however, the City has consistently
issued TRAN every fiscal year. In recent years, borrowing externally has been less
expensive than borrowing from special funds. Issuing the TRAN to fund the City's
projected cash flow deficit is a cost-effective option, provided interest rates for the TRAN
remain below the General Fund Pool Rate, which appears likely.

In the last five years, based on market conditions and investor demand, the City has
structured the TRAN with multiple tranches with each tranche maturing on a different date
but all maturing in less than a year. This year, however,'supply in the market and interest
rates remain at historic lows creating an opportunity to structure the TRAN with one
maturity to be repaid at fiscal year-end. A TRAN with one fiscal year-end maturity is
advantageous because it allows the City to reinvest the note proceeds and set aside
payment funds at attractive investment rates with no arbitrage risk. In accordance with the
Authorizing Resolution, the City Treasurer will invest the note proceeds and General Fund
revenues and taxes associated with the TRAN in the City's General Fund Investment Pool.
The projected investment rate is one percent resulting in approximately $3.98 million of
interest income. Actual investment rate and interest income may vary from projections.

2. Los Angeles Fire and Police Pension Plan (FPPP)

If the City paid its contribution to FPPP on a bi-weekly basis, the total contribution would
be approximately $646.63 million. The City receives a discount for paying the contribution
in whole at the beginning of the fiscal year, reducing the contribution to $624.85 million, a
$21.78 million savings.

3. Los Angeles City Employees' Retirement System (LACERS) Portion

If the City paid its contribution to LACERS on a bi-weekly basis, the total contribution
would be approximately $424.34 million. The City receives a discount for paying the
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contribution in whole at the beginning of the fiscal year, reducing the payment to $410.54
million, a savings of $13.8 million.

4. Cash Flow Portion

Up to $350 million in notes will be issued to meet the projected 2014-15 cash flow deficit
that occurs during the first six months of the fiscal year. This financing will not impact the
City's debt capacity as it is a short-term borrowing, less than one year, and borrowed and
repaid within the same fiscal year.

5. Financing Team

The financing team is comprised of Montague DeRose & Associates, LLC (LBE) and
Acacia Financial Group Inc. (WBE) as co-financial advisors, Hawkins Delafield & Wood
LLP (LBE) as note counsel, Nixon Peabody LLP (LBE) as disclosure counsel, and Kutak
Rock LLP (LBE) as special tax counsel. The underwriting team is comprised of Samuel A.
Ramirez & Company, Inc. (MBE/LBE) as senior manager, Stifel, Nicolaus & Company
(LBE) as co-senior manager and Citigroup Global Markets Inc. (LBE) as co-manager. The
team members were previously approved on qualified lists by the Mayor and City Council
(C.F. 14-0412, C.F. 12-0917 and C.F. 10-1763).


