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Project Summary
Florida Atlantic University
Innovation Village Stadium Project
Project Description:
The proposed Innovation Village Stadium Project (the “Project”) is part of a multi-phase mixed use project known as Innovation Village.  Innovation Village is being developed in order to transform Florida Atlantic University (the “University”) into a more traditional residential campus, with a fuller range of on-campus activities.  Innovation Village includes the Marlene and Harold Forkas Alumni Center and a Student Recreation & Wellness Center, both of which opened in 2009. A student housing facility is under construction, and is scheduled to open fall 2011.  The proposed Project is a 30,000-seat football stadium, with 20 leasable suites, 1,000 club seats and other associated improvements.    
The Project is consistent with the Campus Master Plan and Campus Development Agreement and has received the approval of the City of Boca Raton, Florida.  

Facility Site Location: 
The proposed Project will be located on the north side of the Boca Raton campus of Florida Atlantic University, at the site designated as Innovation Village, previously undeveloped prior to 2009.  
Projected Start and 
Opening Date: 
Construction of the Project is expected to commence in October of 2010 and is anticipated to be completed and available for use by October 2011.
Demand Analysis: 
In 2001, the University entered the National Collegiate Athletic Association (NCAA) as a Division 1-AA member and played home games for two seasons at Dolphin Stadium, in Miami.  In 2003, the University moved its games to Lockhart Stadium, 25 miles south of the Boca Raton campus in Fort Lauderdale.  Lockhart Stadium is owned and operated by the Broward County Athletic Association and its primary use is by local high schools for football games and by the Baltimore Orioles minor league baseball franchises. The stadium has seating capacity of around 20,000.  In 2005 the University moved to Division 1-A status and joined the Sun Belt Conference. The University continues to rent Lockhart Stadium to play its games. 

The University has been notified that the Lockhart facilities are being considered for demolition by the Broward County Athletic Association, perhaps as early as 2011.  In addition, the Lockhart facilities will no longer include the use of the locker rooms by either the University or its opponents for the 2010 season due to scheduling conflicts with the Baltimore Orioles.  

The University retained C.H. Johnson, Inc., a nationally recognized real estate, hospitality, and sports venue consulting firm, to prepare a market and financial analysis for the development of a new football stadium.  This analysis provides the basis of the University’s assumptions with regards to attendance estimates, achievable ticket prices, suite, club seat and other revenues and expenses associated with stadium operations, which indicate that the proposed revenues would be sufficient to operate and maintain the stadium, and pay projected annual debt service.  The historical operating income from the football program is not sufficient to support the Project’s expected debt service, though the historical operating income combined with a portion of away game and conference guarantees and student athletic fees is adequate to support expected debt service payments.  The financial success of the Project is dependent on the accuracy of the feasibility consultant’s projections and achieving the projected growth in revenues.  The projected growth in operating revenue is substantial, increasing from $2 million in 2009-10 to a projected $7.3 million in 2011-12, the first year the Project will be placed into service.  The information included in this analysis assumes the projections are accurate.  Staff is not qualified to, and has not evaluated, the propriety of the consultant’s projections.

The University Board of Trustees originally authorized the stadium project to proceed in concept on September 18, 2007.  On July 21, 2010, the Trustees formally approved a resolution requesting the Board of Governors approve the issuance of debt to finance the Project. 
Project Cost and 
Financing Structure: 
Total Project costs of $69.8 million will be financed through the Florida Atlantic University Finance Corporation (the “Corporation”), a University direct support organization, through a loan with Regions Bank in the amount of $44,585,000,  cash contributions totaling $20.3 million from various university auxiliary enterprises and $4.9 million from a prior housing financing which will be used for common infrastructure improvements that will be shared by all facilities within Innovation Village as follows:


Electrical

$   417,375



Water & Sewer
     425,206



Roadways

     397,670



Technology

     282,900



Site Work

$3,373,657


Total


$4,896,808

The Corporation incurred $12 million in debt in connection with the Innovation Village Housing project to secure a ground lease from the University.  The University has provided $4.9 million of those funds to be used for a portion of the stadium financing associated with common infrastructure elements described above.  The remaining $7.1 million has been deposited into the replacement and renewal fund of the existing University housing system to finance capital expenditures of the existing housing system, and these funds will not be used on any component of Innovation Village.  The University plans to expend these funds within the next three years, which will comply with federal arbitrage requirements, and fully fund the necessary capital maintenance improvements of the existing housing system. 

To ascertain the “functional relationship” of the shared infrastructure, Board staff has reviewed site plans for the Project and discussed with the University the methodology for allocating costs for infrastructure that will serve the stadium, housing and other planned improvements for Innovation Village.  The Innovation Village Site is extensive, and the University must remove a significant amount of the pre-existing historic military airfield infrastructure to better utilize the property.  The site abuts designated conservation areas, so drainage is critical, and transportation corridors must be re-routed to improve traffic flow of the entire site.  A new chiller plant has been added, as well as new potable water and electrical lines.  The chiller plant and utility lines will service all Innovation Village facilities.  Likewise, new infrastructure that will benefit all Innovation Village facilities will be added to handle stormwater runoff resulting from the conversion of pervious to impervious surfaces.  As the first large facility to be located at the new site, Housing Phase I is funding a proportionately larger share of the costs of latter phases of Innovation Village. Appropriately qualified Board staff reviewed the Innovation Village Site plans and inspected the shared site work and infrastructure.  The $4.9 million provided by Housing Phase I to develop common site infrastructure appears reasonable and in line with costs other SUS institutions have incurred in developing housing on previously undeveloped areas of campus.  These common components will benefit all facilities associated with the Innovation Village Site, including the proposed Housing Phase II.  (See Attachment III for map of site.) 

The total costs of $69.8 million include construction costs of $63.5 million, estimated capitalized interest of approximately $2.8 million to cover interest payments through April 1, 2012, and a funded debt service reserve account in the amount of maximum annual debt service of approximately $2.6 million and financing costs and contingencies of approximately $0.9 million.  The Debt will mature no later than thirty (30) years after issuance and will initially be structured with level debt service payments based on the initial interest rate.   The first principal payment will occur in July 2013, resulting in the deferral of principal repayment for one year after expected Project completion.  This extension of capitalized interest and deferral of principal repayment in fiscal 2010‑11 creates a reduction of debt service in fiscal 2010-11 of approximately $2 million.  The University feels the extension and deferral is needed due to the short construction schedule and to provide adequate flexibility to deal with any unanticipated delays. 
The loan will bear interest at a fixed rate for seven years.  The interest formula is the 7-Year LIBOR Swap rate plus 3.36%.  Currently this formula would yield a total taxable rate of approximately 5.91%.  The Corporation plans to claim the Build America Bonds 35% federal subsidy for this debt, which if applied to the current market taxable rate would bring the effective interest rate to an estimated 3.84%.  The University has estimated a final effective interest rate of 4.25% in its pro forma, in case the 7‑Year LIBOR swap rate increases between now and the anticipated closing in late September.  

At the end of seven years, and every three years thereafter, the bank has a put option that gives it the right to reset the interest rate based on the same formula (LIBOR swap rate plus 3.36%).  The bank must provide the University and the Corporation notice of its intent to exercise its right no less than twelve months prior to the put period, and Corporation will then have the option to accept the reset rate or to refinance the remaining principal balance.  Because the Corporation will always have the option to accept the reset rate and continue the loan, the risk should be characterized as a risk of rising interest rates and not a liquidity risk that the entire note will be immediately due and payable.  However, the University and the Corporation recognize that there is no cap on the LIBOR swap rate, which poses interest rate risk, and accordingly plan to hedge this risk. 

The University plans to pursue a six-year capital campaign to establish a significant principal reduction reserve for the Project.  The campaign will be developed and directed by the University Foundation.  Based upon written commitments (pledges) received to date ($2.5 million) and the Foundation’s projections, the University estimates the campaign will generate at least $6,000,000 to fund a principal reduction reserve fund.  The reserve fund can also be supplemented with any operating surpluses. The University’s operating surpluses are projected to be in excess of $5 million per year after payment of debt service. 
The principal reduction reserve fund is not pledged revenue supporting the annual debt service of the loan, and thus the full accumulated balance will be available to pay down the principal balance on the loan in the event that the LIBOR swap rate has increased dramatically in seven years.  The University projects that the principal reduction reserve fund will combine with the amortization schedule to reduce the outstanding principal balance in year seven by over $10,000,000.  

The University considered and priced the possibility of a forward-starting interest rate swap agreement, but currently this does not appear to be a cost effective hedging strategy for the Project.  The University has developed and will comply with a variable rate debt policy prior to entering into any swap arrangement or other hedging activity in the future and will continue ongoing monitoring of interest rates so it will be prepared to take additional steps if interest rate risk rises significantly in the future.  Furthermore, the Corporation will provide to the University Board of Trustees a periodic report describing current interest rates and the interest rate risk, explaining the strategies adopted or opportunities present to mitigate this risk and the success of these various strategies as they are implemented.

Security/Lien Structure: 
The Debt will be secured by the gross operating revenues of the Project, a portion of away game and conference guarantees, and a portion of student athletic fees (limited to 5%).  The pledge of gross revenues enhances the security for the Debt.  A pledge of gross revenues contrasted with a more typical pledge of net revenues means that debt service is paid before operating and maintenance expenses are paid.  Gross operating revenues include ticket sales revenues, concession sales, catering services, novelty sales, parking revenues, premium seating revenues, advertising, sponsorship revenues, and facility service fees.  Gross revenues pledged to pay debt service also include a portion of away game and conference revenues, fundraising revenues, revenues from the sale of naming rights, and a portion of student athletic fees (limited to 5%).  The consultant’s feasibility study projects substantial increases in operating revenues and pledged revenues available for debt service.  Operating revenues are projected to increase from $2 million to $7.3 million in 2011-12.  Projected gross revenues available for debt service are also increased from $4.9 million per year to $9.0  million per year.  Lastly, net operating income is projected to increase from $1.7 million in 2009-10 to approximately $6.1 million.  If the projected growth in revenues is not achieved, it will not likely adversely affect the payment of debt service because the pledge of gross revenues provides that debt service payments are paid first.  The University is committed to ensuring that sufficient revenues will be generated from the Project to fulfill the Corporation’s obligations with respect to the Debt.  The University also believes it has sufficient financial flexibility built into the projections so that if projections are not realized, the shortfall will not have a materially adverse effect on its ability to support its athletic programs or student athletic activities.
Pledged Revenues and 
Debt Service Coverage: 
For fiscal year 2011-12, the first year of operation for the Project, pledged gross revenues are expected to be $9,004,733 and debt service will be paid with capitalized interest.  For fiscal year 2012-13, which is the first year of principal and interest on the debt service, through fiscal year 2016-17, the pledged gross revenues of the Project are projected to increase from $9,211,350 to $10,115,717 and produce debt service coverage ratios of 3.52x in 2011-12 and 3.87x in 2016-17.  Because expenses of operating the stadium must be considered when analyzing the financial feasibility of the project, debt service coverage based upon net revenues must also be reviewed.  When estimated expenses are included, the net coverage ratio for 2012-13 is 3.06x with improving coverage in all subsequent years.  Annual debt service will be structured on a level basis, assuming a 4.25 % interest rate, and is projected to be no more than $2,617,000 in any given year.  However, in 2017-18, the year of the first interest rate reset, the coverage is 1.58x when an assumed interest rate of 12.75% is tested, which is triple the current coupon rate of 4.25%.

The primary sources of revenues pledged to pay the bonds are gross operating revenues of the Project which include ticket sales revenues, concession sales, catering services, novelty sales, parking revenues, premium seating revenues, advertising and sponsorship revenues, and facility service fees.   Gross revenues pledged also include revenues from the sale of naming rights, fundraising revenues, and a portion of away game and conference guarantees and a portion of student athletic fees (limited to 5%).  The consultant’s projections provided indicate that the pledged revenues will be sufficient to pay required debt service on the bonds. Several primary sources of revenues being pledged to pay debt service are new and have no historical performance.  However, the University does have the benefit of prior experience in running the football program as a basis for projecting future growth.  The financial projections are based on data provided by C.H. Johnson Consulting, Inc. If the projections provided by the feasibility consultant are not realized, a revenue-shortfall could occur causing fiscal challenges and requiring a change to the operating plan for the Project.  The University believes that if revenue projections are not met, it has sufficient financial flexibility to absorb any shortfalls without materially adversely affecting its athletic programs.  Of the approximately $5.2 million (after payment of debt service) in projected total net income, only $1.9 million is needed for athletic programs with the remaining $3.3 million expected to be available to fund the principal reduction reserve, enhance student activities and facilities, or support other University priorities.  Additionally, the University’s finance plan includes building an expected $6 million principal reduction reserve which could be used to mitigate the negative impact of revenue shortfalls or expense increases.

Type of Sale: 
The University is requesting approval for a negotiated sale through a private placement of the debt with Regions Bank.  The University provided an analysis of the most appropriate method of issuing the Debt (competitive versus negotiated) as required by the Debt Management Guidelines.  In that analysis, the University states that it will not be able to obtain a rating on the bonds and the security for the bonds consists of revenues that are relatively new and unproven.  Both of these factors would make it extremely difficult to sell the bonds through a public offering.  Regions Bank was selected using a competitive selection process for the private placement bank loan in which three banks responded to an ITN.
Analysis and 
Recommendation: 
Staff of the Board of Governors and the Division of Bond Finance has reviewed the information provided by the University with respect to the request for Board of Governors approval for the subject financing. The projections provided by the University indicate that the revenues from the Project will be sufficient to pay for the required debt service and operating expenses and generate a substantial increase in net operating income from $1.7 million in 2009-10 to $6.1 million in fiscal 2011-12.  The historical net operating income of the football program is not sufficient to pay expected debt service on the Debt, though the historical operating income combined with the pledged portion of away game and conference guarantees and student athletic fees is adequate to support expected debt service payments.

The financial success of the Project is dependent on the accuracy of the feasibility consultant’s projections.  The projections are based on a feasibility study prepared by C.H. Johnson Consulting, Inc.  The Debt appears well secured by a pledge of gross revenues, a debt service reserve fund and a principal reduction reserve expected to be funded with moneys from fundraising and a portion of annual operating income.  The Debt does have interest rate risk because the interest rate can be reset after seven years and every three years thereafter.  However, the Corporation has a plan to monitor and manage this risk.  

The primary uncertainty regarding the Project is the ability to meet the feasibility consultant’s projections.  Although the Debt appears reasonably secure, failure to meet projections could create budgetary challenges.  However, the University believes it has sufficient financial flexibility to absorb any operating deficits without creating a materially adverse effect on its athletic programs or student athletic activities.  The proposed financing is in compliance with the Board of Governors Debt Management Guidelines except for relatively minor deviations deferring principal repayment in fiscal 2010-11 and extending the capitalized interest period six months past the anticipated construction completion date which appear reasonable given the nature of the Project being financed.  Accordingly, adoption of the resolution authorizing the proposed financing is recommended.
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