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1Financial Market Disruptions Led to Bank 
Consolidation and Limited Lending Capacity

Dec 2008
Bank of New York

informs City intent to
discontinue LOC product

2007 
Mortgage

Crisis

Feb 2008
Bond

Insurance
collapse

May 2008
UBS closes U.S.
public finance

March 2008
Bear Stearns 
Bankruptcy/
purchased by

JPMorgan

Sept 2008
Lehman Bros
bankruptcy/

purchased by
Barclays

Merrill Lynch
purchased by

Bank of America

Oct 2008
Establishment of

$700 Billion
Troubled Asset
Relief Program

(TARP)

Auction Rate
Securities

Market
collapse

* Illustrative events that most impacted the City in 2008.
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What is Commercial Paper (CP)?

• Commercial paper is a short-term debt
• Remarketed periodically (1-270 days)
• Supported by letters of credit (LOCs) from 

commercial banks that provide:
– Security for investors of the commercial paper 

notes
– Guarantees timely payment of principal and interest 

to investors
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Airport Commercial Paper (CP) Program 
Established to Fund Airport Master Plan

Jun 2006
Increased to $200M to 

fund design & construction

Nov 1999
$100M for initial capital 

projects

Sep 2007
$725M airport revenue 

bonds issued

Mar 2008
Increased to $600M to 

refund 2004 Auction 
Rate bonds

Dec 2010
LOCs supporting $450M 

program expires

Jan 2007
Increased to $450M to fund North 

Concourse projects & TAIP

May 2011
LOC supporting Mar ’08 program 

expansion expires
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Benefits of a CP Program

• Lower cost and greater flexibility
– Issue CP notes as required to pay project costs
– Increased flexibility to prepay debt at any point in time

• Budgetary savings with the CP Program due to 
lower average interest cost than fixed-rate 
bonds
– 2007 fixed-rate bonds:  Average Interest Rate = 5.3%
– 3-Year Average CP all-in fee:  3.0%
– Interest Savings (3 yrs):  $10.4 million



5

Airport CP Program Structure
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CP
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$108 Outstanding

$32 Available

$327 Outstanding

$123 Available

 Letter of Credit 
Provider 

Proportionate
Share

Expiration
Date

JPMorgan 44.44% 199.98 12/2/2010
Bank of America 18.52% 83.34 12/2/2010
Dexia 37.04% 166.68 450.00 12/2/2010
Lloyds 100.00% 140.00 140.00 5/7/2011
Total 590.00 590.00

Amount
(in millions)
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Airport CP Program Structure
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Current Airport Successes
Outlook Positive
• Passenger activity has bottomed out – September 

showed slight growth
• Modest growth forecast for balance of fiscal year
• SJC flights are essentially full
New Flights
• Alaska adds service to Mexico, Hawaii, more to come
• Alaska has signed Focus City incentive
• Southwest adds Austin “Nerd Bird” in November
• JetBlue restored Boston service in May
• Encouraging signals from other carriers
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Current Airport Successes

Airport Modernization Boosts Reputation
• Industry and architectural awards
• Community, customer and airline response 

very positive
• Modernization completed $140 million under 

budget 
• Airport industry showcase for technology and 

efficiency



9

Current Airport Successes
Effective Cost Control to Stay Competitive
• Council approved competitiveness strategy
• Office consolidation saves $2 million/year
• Custodial outsourcing saves $3 million/year
• Restructuring Airport Communications Center saves 

$500,000/year
• Staffing reduction of nearly 50% since 2008
CPE Impact
• Originally forecasted CPE (2014) has been cut from 

$25 to $17
• Current plans for alternative service delivery will take 

it down further to goal of $12 
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Next Steps
• Continue negotiations with the RFP responders and 

reach out to other banks.
• Airport staff is updating estimated program budget 

savings to determine CP capacity needed.
• It is possible that the updated CP capacity needs will 

be within the LOC bank commitment amounts.
• If the updated CP capacity needs are greater than the 

LOC bank commitments, then alternative sources, 
including exploring the use of the $78 million of 
excess bond funds to fund some TAIP projects.
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Future Actions
• Return to Council for approval of new LOC 

agreements of up to $450M in January 2011
• Continue discussions with Lloyds Bank to 

renew or replace the $140M LOC expiring on 
May 7, 2011

• Evaluate the long-term financing structure for 
the Airport debt portfolio
– Interest rate mode 
– Tax status
– Term
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Banking Relationship Building

• City’s complex financial portfolio requires 
continued relationship building with banks 

• Lack of access may result in adverse City 
budget impacts

• Strong relationships and financial flexibility 
provide opportunities for the City to fund new 
programs and projects
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