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Project Summary

University of South Florida 
Center for Advanced Medical Learning and Simulation Project
Project Description:
The proposed Center for Advanced Medical Learning and Simulation (“CAMLS”) project (the “Project”) will be a 55,000-60,000 square foot medical conference facility which includes a surgical skills lab, lecture halls, auditoria, a robotics lab, virtual hospital/simulation center, and a prototype development lab and office space. The Project will also provide space for the Office of Continuing Professional Development (“OCPD”), the Conflict Resolution Collaborative and the Center for Transformation, which are all contained within the University of South Florida Health Professions Conferencing Corporation (“HPCC”).
The Project is not required to be included in the current Campus Master Plan because it is not contiguous to the main campus. 

Facility Site Location:
The proposed project will be located in the central business district of Tampa, Florida on a site to be acquired by the University of South Florida Board of Trustees (the “University”) at a cost of $3,525,000. The CAMLS site will be purchased by the University Board of Trustees and ground leased to the USF Financing Corporation, (the “Corporation”). The Corporation will borrow funds and construct the CAMLS facility and lease it to HPCC. The lease terms will coincide with the associated debt service costs and terms for CAMLS. The University executed its Land Purchase Contract with the City on June 25, 2010 and will close on the land in October 2010.
Projected Start and

Opening Date:
It is anticipated that construction of the Project will commence in October 2010 and will be completed in December 2011.   

Demand Analysis:
The proposed project is described by the University as a world-class, state-of-the-art medical conference facility that will provide a working and teaching environment located in a controlled access, secure area equipped with advanced technology. In addition to having a training center, it will also include two research and development components. One is the concept laboratory for development and testing of new techniques and technologies in robotic, computer-assisted and image-guided surgery. The other is the educational research component to examine and test educational practices. 

The Project will allow development of more programs that take advantage of the emerging national trend in professional continuing education, which is towards accredited medical schools and away from education programs and conferences at resorts. There is an increasing need for healthcare providers to maintain professional credentials and certifications, and to evaluate practitioner skills. The development of these programs is growing as national accreditation and certification bodies are expanding requirements and the demand for simulation based education increases. The proposed project will provide the HPCC a facility to deliver these training and testing services. While other training centers offer similar component services, the University believes that the comprehensive offerings being incorporated at CAMLS in a single location will uniquely position it as a leader in health conferencing. According to the Accreditation Council for Continuing Medical Education (the “ACCME”), participation in ACCME accredited courses by physicians and non-physicians grew between 2005 and 2008 from over 11 million participants to over 17 million. HPCC has provided over 800 programs to 60,000 medical professionals at various locations, throughout Florida and the U.S. in recent years. Based upon its business plan and significant market research, the University feels that the CAMLS project will enable it to capture a greater share of the larger national market. 
Project Cost and
Financing Structure:
The proposed project total construction costs are approximately $19,900,000.  
The Project will be financed with proceeds from a fixed rate bank loan, in an amount not to exceed $20,000,000 (the “Debt”). The Debt will mature not more than twenty (20) years after issuance, and will be structured with level annual debt service payments with the first principal payment occurring January 1, 2012. The selection of the Bank was accomplished through a competitive selection process. In June 2010 the University chose BB&T from five bank proposals it received in response to the RFP it issued in January 2010. Based on the agreement with BB&T, the interest rate on the loan will be fixed at the 10-year LIBOR Swap Rate at the time of the draw, plus 74 or 99 basis points, depending on if the loan is determined to be bank-qualified or non- bank-qualified, which is approximately 3.64% or 3.89% based on the current LIBOR rate.  The bank is not requiring a funded debt service reserve account. 
The Corporation has the option of utilizing tax exempt or taxable Build America Bonds (“BABs”) and will choose the option most attractive to the University.  If it is determined that the use of BABs would be cost effective, the Corporation would receive a 35% subsidy from the United States Treasury offsetting a portion of the interest cost of the BABs.  Additionally, if it is determined by HPCC that it is in HPCC’s best interest to lease a portion of the Project to for-profit business entities which will be treated as private business use under the Internal Revenue Code, a portion of the Debt may be issued with a taxable rate of interest.  The interest rate on any taxable portion of the loan would be fixed at the 10-Year LIBOR Swap Rate plus 275 basis points, which is approximately 5.65% based on the current LIBOR rate.
(See attachment I for an estimated Sources and Uses of Funds).

Security/Lien Structure:
The Debt is to be secured by a first lien on HPCC’s gross revenues.  The gross revenue pledge provides a priority for the payment of debt service.  Normally, debt service for auxiliary enterprises is secured by a pledge of net revenues, i.e., gross revenues less operating and maintenance expenses.  However, the gross revenue pledge enhances the security for the Debt.  If the projected growth in revenues is not achieved, debt service would likely be paid but HPCC may need to reduce operating expenses or request the University to subsidize its operations from some other source of moneys.  The financial success of HPCC is dependent on its ability to achieve the revenue growth projected in its business plan.

The Debt will be issued by the Corporation. HPCC will pay rent under the facility lease agreement equal to the debt service requirements and any associated other costs. HPCC’s rent payments will be secured by a lien on specific gross revenues generated from HPCC programs and CAMLS. The primary sources of revenues are non-USF institutional support, exhibit fees, registration fees, training/meeting room rentals, hotel room rebates, lab fees and course management and processing fees.  Some of these revenue sources, such as exhibit fees, registration fees and hotel rebates, already exist for the HPCC and have been collected since 2001. With the addition of CAMLS, the revenues from the existing sources are expected to increase as the number of programs and participants increase.  Additionally, CAMLS is expected to generate new revenue sources such as training and meeting room rentals and lab fees, which are directly related to the operation of CAMLS. Future revenues associated with CAMLS are uncertain because they rely upon HPCC’s ability, thru the CAMLS facility, to obtain a greater market share.  However, the University has done extensive research into the market and revenue projections and has based future growth on that research.  The University’s projections have been prepared internally, but were validated by an independent feasibility consultant.  The CAMLS project is unique, and while staff of the Board of Governors and the Division of Bond Finance have reviewed the financial projections, staff does not have the requisite technical expertise to independently confirm the reasonableness of the financial projections, nor to independently verify any of the financial information provided by the University.  

There are no other liens against the pledged revenues and no outstanding parity debt. 
Pledged Revenues and 
         

Debt Service Coverage:
For fiscal years 2007-08 through 2009-10 pledged revenues from the operation of the existing HPCC grew from $7,344,698 to $8,550,000. This was primarily due to growth in registration fees. Pledged revenues are projected to grow from an expected $8.6 million in 2010-11 to $14.5 million for the first year of CAMLS operations in 2011-12, which is a projected increase of $5.9 million or 69% in that year. Revenues are projected to continue growing to $19.9 million in 2015-16 with projected annual debt service coverage from pledged gross revenues of 8.69x in 2011-12 and 11.88x in 2015-16.  Although the debt is secured by a pledge of gross revenues and provides significant coverage, operating expenses should be considered when analyzing the overall financial feasibility.  HPCC’s net income over the last three years has been $507,766 in 2007-08; $627,823 in 2008-09; and $277,112 in 2009-10.  HPCC’s historical operating income is not sufficient to support payment of debt service and, therefore, the financial success of the Project is dependent on meeting the projected operating results set forth in the business plan.  HPCC will have to realize significant increases in revenues in order to meet debt service coverage as well as pay operating expenses.  Debt service coverage ratios based upon projected net income range from 2.54x projected in 2011-12 to 3.96x in 2015-16.
 
The projected debt service coverages have been calculated using a fixed interest rate assumption of 5.5% on the debt through the maturity date of January 1, 2031.  The projected revenues are based, in part, upon a 5% annual increase in existing revenue sources in addition to large increases in both revenues and expenses for CAMLS of  17% in 2012-13, 13% in 2013-14 and 11% in 2014-15 and 2015-16. 
(See Attachment 2 for historical and projected pledged revenues and debt service coverage prepared by HPCC). 

Type of Sale:
The USF Financing Corporation provided an analysis of the most appropriate method of issuing the Debt as required by the Debt Management Guidelines.  The Corporation is requesting approval for a negotiated private placement, and has selected BB&T through a competitive selection process.  Because of the narrow pledge of HPCC revenues, the uncertain nature of such revenues, and the substantial growth projections necessary to meet debt service payments, a public offering by either competitive or negotiated sale may be difficult and the Corporation would probably benefit from a negotiated private placement. 

Analysis and
Recommendation:
Staff of the Board of Governors and the Division of Bond Finance has reviewed the information provided by the University of South Florida with respect to the request for Board of Governors approval for the subject financing.   The Debt appears adequately secured by a pledge of HPCC’s gross revenues.  However, HPCC’s historical operating income is not sufficient to support debt service on the Debt and the financial success of the Project is dependent on achieving substantial revenue growth.  Based on its prior operating experience and knowledge of the market, the University believes that the projected revenue growth is achievable.   Staff of the Board of Governors and the Division of Bond Finance have reviewed the financial projections. Staff does not have the requisite technical expertise to independently confirm the reasonableness of the financial projections, nor to independently verify any of the financial information provided by the University.   It appears that the proposed financing is in compliance with the Florida Statutes governing the issuance of university debt and the Board of Governors Debt Management Guidelines.  Accordingly, staff of the Board of Governors recommends adoption of the resolution authorizing the proposed financing.  
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