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<Abstract>
Developing Financial Structures for the Promotion of
Professional Sports in Korea

Park, Whon-il *

Hundreds of thousands of enthusiastic football fans, "Be the Reds”, gathering at
the Seoul City Plaza for the 2002 World Cup Games showed that sport could
change the collective psychology of a contemporary society. When the World Cup
Games were over, however, those World Cup stadiums turned into something like
ghost towns. Since most of them are not used more than a few times a year,
there is an increasing need to make the most of such facilities other than eternal
monuments to past sporting memories.

Recently Samsung Group abruptly withdrew its sponsorship for the 2005-06
Professional Basketball Games, confronted with politicians’ arguments against the
Samsung-only sponsorship. President Noh said that the government will exert
every effort to develop value-added sporting goods, to enhance the domestic sports
leisure industries to the top notch in quality and variety, and to consolidate the
infrastructure of professional sports.

These circumstances show that it is time to develop and employ more
innovative financing techniques rather than traditional financing methods for sports
facilities.

In the United States, there has been a boom in sports facility construction
since 1990. According to the Fitch Report on "Changing Game of Sports
Finance” (797 PLI/Comm 841), of the 120 or more professional franchises in the
four major sports leagues - National Basketball Association, National Football
League, Major League Baseball, National Hockey League - more and more teams
are seeking new facilities or have new facilities under construction. In the
meantime, the financing of sports facilities has shifted from the public finance debt
market to sports facility revenue based project financing and securitization
transactions.

Sports facility debt has been issued in the U.S. municipal bond markets. Also,

project finance transactions have been arranged in the financial markets, and, more

* Assistant Professor of Law at Kyung Hee University.
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recently, some facility related revenue streams have been successfully securitized.
Consequently, such revenue streams and cash flows have to be reinforced by solid
lease agreements with the anchor tenants, premium seat license agreements,
long-term contracts with concessionaires and TV broadcasters, naming rights
agreements, title sponsors and advertisers. Projected cash flows for project
financing transactions must undergo various stress test scenarios. Financial
projections must be able to withstand several sensitivity analyses. For example, a
credit rating agency like Fitch may assess such asset-backed transactions as an
investment grade on condition that they maintain a debt service coverage ratio
(DSCR) of at least 1.0x, exclusive of the debt service reserve account, subsequent
to each debt service payment.

A professional sports franchise may use a stadium, arena or ballpark by either
a lease agreement or delegated management agreement with a host municipality.
The franchise may employ, as the case may be, the method of BOO
(build-own-operate), BTO (build-transfer-operate), ROT (rehabilitate-operate—
transfer), or BTL (build- transfer-lease) in securing the sports facilities. The
selection of the financial structure, based upon the given conditions and situation

of the sports facilities, could be processed in the following diagram.
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In all traditional project finance and those structures incorporating elements of
securitization, security is derived from pledged revenues and often a mortgage on
the building and improvements. The collateral usually includes possible revenue
streams, the right to future revenues, the right to enter into future contracts, and
the right to renew contracts.

Also it is advisable to establish a project company as a special purpose vehicle
(SPV) to apply for the government support in accordance with the Act on Private
Investment to the Social Infrastructure Facilities (the "Private Investment Act”).
Then it is required for the SPV to build and operate the sports facilities open to
the local residents’ use. The newly amended Private Investment Act has adopted a
BTL method in implementing SOC projects by expanding the scope of social
infrastructure to sports facilities, school buildings, hospitals, health care facilities,
and so on.

When professional sports facilities are to be constructed on the BTL basis,
asset-backed lending is available with the lease paid regularly by the public sector
as collateral. Otherwise, the facility related revenue streams could be securitized
into asset—backed securities. In this case, SPV would raise the considerable portion

of funds necessary to construct the facilities in advance.
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