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Project Description:
The proposed University of South Florida St. Petersburg Student Housing and Student Center project (the “Project”) will consist of a mixed-use facility of approximately 81,000 square feet of which 34,800 square feet will be allocated to a student center and the balance of approximately 46,100 square feet to a student housing facility. The student center portion of the Project will be contained in a two-story structure and will support the student activities on campus by providing food service, including food service for the student housing facilities, meeting space, a game room, ballroom and an open atrium lobby area. The student housing facility portion of the Project will also consist of approximately 196 beds adjacent to and on top of the student center.

The Project is consistent with the University’s Campus Master Plan. 
Facility Site Location: 
The Project will be located on the St. Petersburg campus of the University of South Florida (the “University”).
Projected Start and 
Opening Date: 
Construction of the Project will commence in March 2011 and be completed in June 2012. 

Demand Analysis: 
Student life facilities currently available on the University St. Petersburg campus are the Campus Activities Center and the Davis Lobby, which do not meet the needs of the campus community. These facilities have limited offerings, both in terms of space and programming, and do not meet contemporary standards for student center buildings. In June 2004, the University hired an independent consultant to conduct a feasibility study which indicated a need for a new student center. The proposed Project will provide full food and dining operations and needed meeting and function space to enhance campus life and support the institutional mission. 
The proposed Project will also provide for an expanding need for residential accommodations. As the St. Petersburg campus of the University has grown, its students continue to come from parts of Florida outside of Pinellas County. The University has a policy that all new freshman from outside of a 30 mile radius of campus are required to live in campus housing. Currently, the University has the capacity to house 351 students in the existing residence hall, which opened in 2006.  However, high demand for the fall 2010 term required the University to create 30 temporary spaces in the existing hall and place 47 students in rooms at the nearby Hilton hotel. There was an additional wait list of 149 students.  USF St. Petersburg student FTE enrollment has increased from 2,114 in 2005-2006 to 2,763 for 2009-2010. Enrollment is conservatively projected to grow to approximately 2,854 FTE though 2015-2016.  This growth, combined with the current deficit in student housing support expansion of the campus housing inventory.
Project Cost and 
Financing Structure: 
The Project construction cost is estimated at $16.2 million, with planning and design fees estimated at $1.2 million, and furniture and equipment costs estimated at $1.6 million, for a total cost of $19.025 million. 
The Project will be partially financed under a lease purchase financing by the USF Financing Corporation (the “Corporation”), a direct support organization created on behalf of the University. The Corporation anticipates financing the Project with proceeds from a fixed rate public bond issuance in an amount not to exceed $18,000,000 (the “Debt”) and a cash contribution of $2,800,000. The Debt will be structured with a 30-year final maturity and level annual debt service payments, with the first principal payment occurring July 1, 2012.  Included in the bond size are capitalized interest costs of $1,485,000 and costs of issuance. The University will contribute approximately $2.8 million from cash reserves to fund the food service portion of the Project because this portion of the project may be leased to a for-profit entity and not qualify for tax-exempt financing. An estimated 43% of the Debt, or $7.8 million, is for the student center portion of the Project, and 57%, or $10.2 million, is for the housing portion of the Project.
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.  

(See Attachment 1 for an estimated sources and uses of funds).

Security/Lien Structure: 
The Debt is to be secured by and payable solely from revenues legally authorized for such purpose pursuant to Section 1010.62, Florida Statutes, and are therefore limited to revenues derived from the housing facilities on the Tampa and St. Petersburg campuses, the parking facility located on the St. Petersburg campus and revenues from the leasing of the commercial and retail space in the parking facility. The Debt may not be secured by or payable from any revenues or fees derived from or attributable to the Marshall Center on the Tampa campus or any portion of activity and service fees allocable to the Tampa campus. 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.  

The University will also pledge the portion of the activity and service fees allocable to the St. Petersburg Campus (limited to 5% of the prior fiscal year’s collections) to the student center portion of the Project. To the extent the activity and service fees are insufficient to pay the allocable portion of the debt service, the University of South Florida Foundation (the “Foundation”) will guarantee to pay the amount of the shortfall from its assets.  As of June 30, 2010 the Foundation’s unaudited available cash and investments, not encumbered or restricted, equaled $80,197,816. The University and the Corporation are committed to ensuring that sufficient revenues will be generated to fulfill the obligations with respect to the proposed Debt and the outstanding Certificates of Participation. 
The Board must determine whether a functional relationship exists whenever revenues from a Supporting Auxiliary Enterprise will be used to pay or secure the debt of a facility or when proceeds of bonds issued by a Supporting Auxiliary Enterprise will be used, directly or indirectly, to pay costs relating to a facility.  The existing structured parking facility at the St. Petersburg campus is located directly across from the planned Project, and will be a primary parking facility for students and visitors using both the Student Center and Housing portions of the Project.  Additionally, the garage includes some limited retail space used by the entire campus community. Board staff analysis indicates that the proposed facilities pass the Board’s Debt Guidelines functional relationship test, which provides that “functional relationships include, but are not limited to, a parking facility intended to provide parking to residents of a student housing facility and located within reasonably close proximity to a student housing facility.” Accordingly, it appears appropriate to include revenues from the St. Petersburg parking garage in the formal pledged revenues. 

The Corporation currently has outstanding Certificates of Participation Series 2005A, Series 2005B, Series 2005C and Series 2007 in the aggregate principal amount of $240,305,000. Approximately 62% of the system’s outstanding debt is variable rate. The University Board of Trustees Finance and Audit Workgroup reviewed the University’s “Annual Debt Management Policy Report” on 08/19/2010.  The University’s current policy is not to issue new variable rate debt. 

As of June 30, 2010, the University Housing System had two outstanding variable rate series. These are the Series 2005B, with outstanding amounts of $78,825,000 hedged at 3.22% and $12,250,000 at a variable rate of .25%; and the Series 2007, $73,700,000, hedged at 3.55%.  The Board of Governors considered the adequacy of the University’s variable rate debt management plan in connection with its approval of the 2007 Series. Since 2007, the Corporation has continued to effectively manage its variable rate debt, and has disclosed all required information in its annual financial report, including significant changes related to the management of its variable rate debt and associated derivatives portfolio to maintain compliance with outstanding covenants and commitments. Furthermore, the University retained external experts (PFM Group) to provide an independent assessment of the University’s debt management program. 

All Housing System variable rate debt originally issued as Auction Rate Securities (ARS) has been converted to Weekly Period Variable Rate Debt Obligations, and are secured by a bank Letter of Credit (LOC). The LOC has been extended by the bank through October 8, 2012 and any further extensions must be requested by the University and approved by the bank.  The Corporation has also entered into an interest rate swap agreement through 2015 for the 2005 Series and through the life of the debt for the 2007 Series to limit the effective changes in interest rates. The Corporation believes that it continues to be in compliance with all required covenants and commitments required by the outstanding Certificates of Participation and/or other Debt instruments.
Pledged Revenues and 
Debt Service Coverage: 
From fiscal year 2005-06 to 2009-10, pledged revenues grew from $20,509,583 to $31,516,635.  This growth was primarily due to the opening of new facilities, including St. Petersburg’s existing residence hall and parking garage, and the Tampa Campus residence hall. The increasing revenues were also due to increases in housing rental rates and parking permit fees. For fiscal years 2010-2011 to 2014-2015, pledged revenues are projected to grow from $34,877,121 to $40,905,956. Debt service for the new bond issue, representing principal only for a partial year, will begin in fiscal year 2011-2012. The pledged revenues for that year are projected at $35,606,229 with debt service coverage of 2.83x. In fiscal year 2012-2013, (the first full year of principal and interest payments), the pledged revenues are projected at $38,519,589, and the debt service coverage ratio is projected to be 2.84x. The projected debt service coverage has been calculated using an assumed interest rate of 5.5% on the Debt through the assumed maturity date of July 1, 2041.  

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.  The net revenues have grown from $9,299,019 in 2005-2006 to $16,695,171 for 2009-2010. After a small decline in 2010-2011 due to the additional operating costs of new Tampa housing, the net revenues are projected to continue growing, producing implied net coverage ratios of 1.27x in 2010-2011 and 1.43x in 2014-2015.
The revenues, as projected and as used for the coverage calculations, are based on a 6% rental rate increase for 2010-2011 and a 3% increase thereafter for the Tampa housing facilities. St. Petersburg housing facilities assume a 10% increase for 2010-2011, a 7 % increase for 2011-2012 and a 3% increase thereafter. A 3% annual increase in parking permit rates for the St. Petersburg parking garage is also assumed. Revenues for the Student Center portion of the Project are shown equal to debt service since they will be guaranteed by the Foundation.  Enrollment growth has been conservatively estimated at 1% annually. 

(See Attachment 2 for a table of historical and projected pledged revenues and debt service coverage prepared based upon revenue and expense information supplied by the University). 

Type of Sale: 
The Corporation provided an analysis of the most appropriate method of issuing the Debt as required by the Debt Management Guidelines and is requesting approval for a negotiated sale utilizing an underwriting firm(s) that will be selected through a competitive process.  The Corporation feels that the small transaction size combined with the Certificate of Participation structure and the likely inclusion of BABs warrant a negotiated sale.
Analysis and 
Recommendation: 
Staff of the Board of Governors and the Division of Bond Finance have reviewed the information provided by the University with respect to the request for Board of Governors approval for the subject financing.  Projections provided by the University indicate that sufficient revenues will be generated to pay debt service on the Debt.  It appears that the proposed financing is in compliance with the Florida Statutes governing the issuance of university debt and is in compliance with 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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