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SUBJECT:
A Resolution of the Board of Governors Authorizing the Issuance by the Florida Atlantic University Financing Corporation of Debt to Finance the Construction of a Student Residence Facility on the Boca Raton Campus of Florida Atlantic University. 
PROPOSED BOARD ACTION
Adoption of a resolution approving the issuance of fixed rate debt by the Florida Atlantic University Financing Corporation (“Corporation”), in an amount not to exceed $140,000,000 for the purpose of financing a Student Residence Facility on the main campus of Florida Atlantic University (“the Project”), paying interest during construction and providing the University a $12 million payment for a portion of the cost of a football stadium and infrastructure related to the development of Innovation Village. The Board is also being requested to make a determination that the $12 million for the football stadium and infrastructure related to Innovation Village is “functionally related” to the Project as contemplated under s. 1010.62, Florida Statutes.  Lastly, the Board is being requested to make an exception to the Board’s Debt Management Guidelines, in accordance with the provision for such exceptions in the Guidelines, to provide for a junior and subordinate lien on the housing system revenues from the existing housing system. 
AUTHORITY FOR BOARD OF GOVERNORS ACTION

Florida Board of Governors Debt Management Guidelines dated April 27, 2006; Section 1010.62, Florida Statutes; and Article IX, Section 7(d), Florida Constitution.   
BACKGROUND INFORMATION

Florida Atlantic University has submitted a proposal for financing and construction of a new student residence facility on the main campus of the University.  The proposed Project will be constructed as an apartment style residence hall and will consist of two buildings and approximately 1,218 beds.  The Project is consistent with the University’s Campus Master Plan.  The total Project construction cost is expected to be $111,229,005.  

The Corporation, a direct support organization of Florida Atlantic University, proposes to issue up to $126,685,000 of fixed rate, Senior Series revenue bonds (the “Series A Bonds”) and up to $3,365,000 of fixed rate, Junior Series revenue bonds (the “Series B Bonds”) to finance the construction of the Project, fund a debt service reserve, fund capitalized interest during construction and pay costs of issuance.  The Debt will mature slightly more than thirty (30) years after issuance with level debt service payments after the construction period.   
The debt service payments will be funded by a lien on net revenues generated from the operations of the Project, surplus revenues of the existing housing system, subject to the payment of amounts due for the currently outstanding housing bonds under the State Bond Resolution.  The Series A and B Debt will not be issued on parity with the existing Housing System debt, currently outstanding in the principal amount of $77,740,000.

Projections provided by the University indicate that sufficient revenues will be generated to pay debt service on the proposed Debt, based upon assumptions used in the development of the preliminary analysis and five year revenue projection for the Project provided by the University. The debt has certain unusual features which are further described in the Project Summary. These issues must be appropriately considered by the Board of Governors in determining whether or not to approve adoption of the resolution authorizing the proposed financing.
A result of the proposed structure raises an issue regarding the BOG Debt Guidelines, which states that “All bonds of a particular program should be secured by a first lien on specified revenues. Additionally, bonds should generally be equally and ratably secured by the revenues pledged to the payment of any outstanding bonds of a particular bond program.  However, the creation of a subordinate lien is permissible if a first lien is not available or circumstances require.”  Revenues from the University’s existing housing inventory on the Boca Raton campus secure outstanding bonds that were previously issued by the Division of Bond Finance on behalf of the University.  The lien on these existing housing revenues will not be adversely impacted by the proposed financing, as the DSO lease of the existing housing units from the University is expressly subject to the prior lien granted by the University on these revenues to the existing bondholders.  Only future surplus revenues from the existing housing facilities – that is, the surplus that will remain after payment of the annual debt service on the existing bonds – will be added to the net revenues from the Project to form the Pledged Revenues for the Bonds.  The holders of the Series A Bonds will have a first lien on the Pledged Revenues and the holders of the Series B Bonds will have a subordinate lien on the Pledged Revenues.  Thus, the university believes that the creation of a subordinate lien is permissible.     

In this case, the DSO is issuing bonds that, while not technically subordinate to the University’s outstanding bonds, do rely on the pledge of surplus revenues from the University’s existing housing system to enhance the new system’s credit rating. The DSO’s bonds are being issued in order to provide funding for the Project and an additional $12 million to fund improvements related to Innovation Village, including shared utility, infrastructure, and road improvements, as well as a portion of the capital costs of a football stadium. The University’s position is that these improvements are critical to improve and support student life.  Since the additional $12 million in Housing debt is not being secured by any other funding, this use is not prohibited by s. 1010.62.  This credit enhancement in turn allows the DSO to borrow funds (bond proceeds) at a competitive “A” rated rate for the Project and related components of Innovation Village. The University believes the circumstances described provide sufficient justification to issue the Bonds with the lien structure described.           

The interest rate on the Series B will carry a higher rate than the publicly offered Series A Bonds because those Bonds assume an increased risk, and their repayment is contingent on the success of the Project.  Therefore, consideration must be made as to whether having the Developer’s equity at risk warrants paying interest rates of more than 200 basis points over current rates. In the event of a shortfall in revenues sufficient to pay the Series B Bonds, the obligation to pay remains, but the Subordinate Bondholders must wait to be paid until the revenues are sufficient to satisfy such obligations.   The DSO also has the right to prepay the Series B Bonds at any time, without penalty.  The Series B Bonds will not be transferrable until the term of the Management Agreement expires or is terminated by the University, including any extensions or renewals.  The initial term of the Management Agreement is ten years.
A second unusual feature is that the typical ground lease to a DSO for university housing purposes would be for a nominal amount, rather than $12 million.  The Project being financed with the Bonds is the first phase in the multi-phase Innovation Village that will be available to all students and faculty of the University.  The University plans to spend the $12 million on infrastructure costs that will benefit not only the first phase but all future phases of Innovation Village. This includes running the water, sewer and electric utility improvements and new roads to the undeveloped portion of campus where the housing, commercial retail, student life and athletic facilities which will be located in and near Innovation Village, as well as defraying the capital costs of a proposed football stadium that is the next planned phase of Innovation Village.   Specifically, the road improvements will enhance traffic flow for the Project, Innovation Village and the entire campus.  Likewise, the utility improvements, which are anticipated to include an expansion of the University’s chilled water plant, will also benefit the Project, Innovation Village and other University facilities including the existing residence halls.
The Florida Atlantic University Financing Corporation Board of Directors, at a meeting held on November 13, 2009, and the Florida Atlantic University Board of Trustees, at its December 16, 2009, meeting, approved the Project and the financing thereof. 

STAFF ANALYSIS AND REVIEW 

Staff of the Board of Governors, State University System of Florida, and the Division of Bond Finance, State Board of Administration of Florida, has reviewed this resolution and all supporting documentation.  

As described above, and further detailed in the Project Summary, the University has provided information supporting the conclusion that all components of the proposed Project and associated debt are functionally related.   The University has also provided information demonstrating the circumstances which warrant issuing the new debt on a non-parity basis with existing Housing debt. 
BOG staff has concluded that the University has established the functional relationship and demonstrated that the circumstances warrant issuing new debt on a non-parity basis.  Based on BOG staff analysis, the proposed financing is in compliance with the Florida Statutes governing the issuance of university DSO debt and with the Board of Governors Debt Management Guidelines.  However, this approval should be subject to the condition that the Series B Bonds, if issued, be non-transferrable during the term of the Management Agreement, including any renewals or extensions.  Accordingly, staff of the Board of Governors recommends adoption of the resolution authorizing the proposed financing, as presented.
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