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The MayorTo:

Richard H. Llewellyn, Jr., City Administrative OfficerFrom:

Reference: Correspondence from the Harbor Department dated lyiarqh 22, 2019; referred by the 
Mayor for report dated April 11,2019

PROPOSED REVOLVING CREDIT AGREEMENT WITH PNC BANKSubject:

RECOMMENDATIONS

That the Mayor:

1. Approve the Harbor Department (Port) request to authorize Resolution No. 19-8448 to 
establish a Revolving Credit Agreement with PNC Bank to borrow up to $150 million at any 
one time to meet projected cash-flow needs related to funding capital projects, as needed 
over a three-year contract term; and,

2. Return the document to the Port for further processing, including Council consideration.

SUMMARY

The Harbor Department (Port) Board of Harbor Commissioners (Board) requests approval of 
Resolution No. 19-8448 to establish a Revolving Line of Credit Agreement (Agreement) with PNC 
Bank, National Association (PNC Bank), to enable the Port to borrow up to a total of $150 million 
over a three-year commitment period. The Port plans to use these funds as an additional option to 
meet short-term cash-flow financing to provide flexibility for as-needed capital improvement 
projects (CIPs) at the Port of Los Angeles (POLA). The proposed Agreement will be used for 
construction financing, real property acquisition and purchase of capital equipment.

The revolving line of credit is a type of credit that does not have a fixed number of payments, as 
compared to a credit facility based on installment payments. Pursuant to the proposed Agreement, 
the PNC is offering a certain amount of available credit to the Port for a three-year period. The Port 
states that it will draw down funds and repay the revolving line of credit on an as-needed basis 
during the proposed three-year agreement period. In case of any draw down, the Port plans to pay 
off the loans with cash from its operating account, the Harbor Revenue Fund. The Port’s Indenture 
of Trust is with the United States Bank National Association (US Bank), who will serve as the trustee 
on the revolving loan. The US Bank will make any payments of principal and interest on the maturity 
of the loans on behalf of the Department to PNC.
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BACKGROUND

The Port states that it periodically has a need to borrow funds on a short-term basis to fund the 
development of its CIP program. The issuance of Commercial Paper (CP) notes are unsecured, 
short-term borrowing notes, which mature at any time between one to a maximum of 270 days of 
issuance, as determined by market conditions. In 2012, the Port executed agreements with Mizuho 
Corporate Bank and Wells Fargo Bank to issue CP notes through two three-year standby letter of 
credit agreements (LOC Agreements) for the POLA’s CIP program. The Port states that the LOC 
Agreements supported the CIP with liquidity of $200 million over the final three-year period, which 
expired in August 2018. The Port states that it did not issue any CP notes during that period. After 
the use of the LOC Agreements, the Port states that the Department has either redeemed or 
refunded previously-issued CP notes with cash or long-term bonds.

PROPOSED REVOLVING CREDIT AGREEMENT WITH PNC BANK

The Port selected PNC Bank to borrow up to $150 million at any one time, through a Request for 
Proposal (RFP) issued in October 2018. The Port states that the RFP was advertised on the Port’s 
website, Los Angeles Business Assistance Virtual Network, and transmitted electronically to 24- 
banks, which provide credit provisions in support of CP programs, with a standby LOC or revolving 
credit program. PNC Bank was selected from the 16 proposals submitted to the Port.

The Port plans to use revolving credit with PNC Bank, instead of issuing CP notes. The Port states 
that the revolving credit agreement is a less costly alternative than CP notes in the current market. 
A revolving LOC will be more cost effective and provide economic savings that can be realized 
through the lack of a need to obtain credit ratings from rating agencies, resulting in monetary 
savings both at the inception of the program as well as annual rating review fees. In addition, CP 
notes, which involve issuance of notes through CP dealers in the open market, includes 
broker/dealer fees to market the CP notes and potential need to refinance with long-term bonds, 
which may result in additional costs. The Port states that PNC Bank will not impose any fees 
associated with early termination or reductions in the size of the proposed revolving LOC, if a three- 
day written notice is provided to PNC Bank.

The Port states that it does not expect to access funds from the revolving credit account unless a 
need arises, such as liquidity support (i.e., converting investments into as-needed cash) or to repay 
a portion of outstanding commercial paper notes. In 2009, the Port entered a revolving credit 
agreement with Union Bank for approximately $60 million over two years and never accessed the 
use of the funds. According to the Port, the addition of the revolving credit may be perceived 
favorably by rating agencies and reinforce and complement the fiscal standing of the Port during 
uncertain economic times. The Port states that the costs associated with maintaining the loan 
agreement, as a liquidity back-up, are less expensive than the Port's current financial assistance 
program in support of the commercial paper program.

Below are the provisions included in the proposed Agreement by the Port and PNC Bank for the 
revolving line of credit loan of $150 million:
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• The estimated interest rate for the revolving credit currently ranges from 2.0 to 2.30 percent;

• The Port will be financially responsible for $40,000 in one-time PNC Bank legal fees, to establish 
the revolving credit account;

• PNC Bank will charge annual fees of $228,125, for three years, for a total of $684,375, and an 
one-time $40,000 legal fees, for a total three-year contract cost of $724,375;

• Additional costs may be added by PNC if any amounts are drawn against the revolving credit;

• PNC Bank will charge a commitment fee on the unused portion of the revolving line of credit of 
either 0.15% per year on the Available Commitment for each day that the Available Commitment 
is at or greater than $75,000,000 or 0.075% per year on the Available Commitment for each 
day the Available Commitment is less than $75,000,000, plus $0 annual fee, for a total of 
approximately $228,125 per year assuming the revolving credit line is not accessed by the Port;

• The commitment fee on the unused portion of the revolving credit line will be paid quarterly in 
the amount of approximately $57,031. Other than the commitment fee there are no other 
ongoing separate non-refundable annual fees if the Port does not access revolving credit line;

• Securing the pledge of revenues (line of credit) under an indenture of trust (terms of an 
agreement) to the PNC Bank will rank equally with other senior-level debt holders;

• Minimum annual policy debt service coverage ratio, which is the capacity of the borrower (Port) 
to pay annual debt service on the loan, remains unchanged at a minimum 2.00x. This represents 
the Port’s ability to pay at least twice the annual debt service payment requirements from its net 
revenues. The net revenue is the Port’s gross revenue less its operating expenses; and,

• The Port to submit unaudited financial, cash and investment reports and annual audited 
financial statements to demonstrate the financial health of the Port.

The City Attorney has approved the Port Resolution and the proposed conditions of the financial 
documents. City Charter Section 609 authorizes the Port to borrow money and issue and refund 
bonds, commercial paper notes, and other outstanding debt instruments for any Port purpose, 
subject to approval by the Board, Council and Mayor. The Port has determined that this is an 
administrative action to establish and expand a revolving line of credit. Therefore, it is exempt from 
the requirements of the California Environmental Quality Act (CEQA), under Article II, Section 2(f) 
of the Los Angeles City CEQA Guidelines.

FISCAL IMPACT STATEMENT

Approval of the revolving line of credit agreement for up to $150 million for a three-year period will 
range from 2.0 to 2.30 percent. PNC Bank will charge annual fees of $228,125, for three years, for 
a total of $684,375, and one-time $40,000 legal fees, for a total three-year contract cost of 
$724,375. Additional costs may be added by PNC if any amounts are drawn against the revolving 
credit. PNC Bank will not penalize the Port for reductions in size of the proposed revolving line of 
credit or early termination, if the Port provides a three-day prior written notice to PNC Bank. Since
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the Port is only bound by the City's Debt Management Policies, there is no impact on the City’s 
General Fund. Applicable funding for the revolving credit agreement will be provided in the budget 
from the Harbor Revenue Fund.
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