Agendum

Oakland University

Board of Trustees
Finance, Audit and Investment Committee

April 20, 2007
INTEREST RATE SWAP TRANSACTION RELATING TO THE OAKLAND UNIVERSITY BOARD OF TRUSTEES GENERAL REVENUE BONDS, SERIES 2001

1. Division, Department:  Finance and Administration, Treasury Management.
2. Introduction:  On August 16, 2001, the Board of Trustees (Board) of Oakland University (University) issued and delivered its $48,000,000 General Revenue Bonds, Series 2001 (Variable Rate Demand Bonds).  On February 5, 2001, in anticipation of and related to the issuance of the 2001 Bonds, the University entered into an interest rate swap transaction with Lehman Brothers Special Financing Inc. in the notional amount of $34,370,000 (amortizing) under which the University pays to Lehman a fixed rate of 4.62% and receives a floating rate equal to the variable rate from time to time paid on the 2001 Bonds (except that, under certain circumstances, the floating rate may be tied to the BMA Municipal Swap Index, or a percentage of 30 day LIBOR).

In recent months, the debt markets have experienced an unusual occurrence of an “inverted yield curve,” with interest rates for shorter maturities being higher than those for longer maturities.  As a result of this occurrence, an opportunity exists for the University to modify its hedge with respect to the 2001 Bonds through a swap overlay, so that the University will effectively receive a percentage of a longer term interest rate index as opposed to the short term interest rates paid on the 2001 Bonds.
Through a competitive bid process, CDR Financial Services, Inc. (CDR) was chosen to be the University’s Swap Advisor in considering the merits of a swap overlay.  CDR will not be a party in the transaction, but will advise the University in the evaluation, planning and implementation of a swap overlay agreement.
The possible effects of the proposed transaction have been analyzed by CDR and, while not free from some risk, based on historical averages, the transaction is expected to produce significant debt service savings on the 2001 Bonds.

3. Previous Board Action:  Swap and Bond Resolutions in 2001.     
4. Budget Implications:   Over the next approximately twenty-five years, until 2031, 
the University may reduce its debt service costs by as much as $17,274,848.  There is 
a remote possibility that the transaction could increase debt service costs by as much 
as $4,242,945 during that same period of time.  The debt service on the 2001 bond 
issue is distributed among the General Fund (42.68%), University Housing (45.17%), 
and University Parking (12.15%).
5. Educational Implications:  None.
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6. Personnel Implications:  None.
7. Board Action to be Requested:  At the April 4, 2007 Formal Session of the Board 
of Trustees, the Board will be asked to authorize the President and/or the Vice 
President for Finance and Administration to negotiate and execute a constant maturity 
swap (CMS).  The CMS will be reviewed and approved by the Office of the General Counsel and bond counsel, and be in compliance with the law and University policies and regulations and will conform to the legal standards and policies of the Board. 
8. Attachments:  A. CDR Financial Products PowerPoint presentation “Interest Rate Swap Restructuring Opportunity – Constant Maturity Swap (CMS)”.
Submitted by Vice President for Finance and Administration

and Treasurer John W. Beaghan:





__________












   (Please Initial)

Reviewed by Secretary Victor A. Zambardi:




__________











   (Please Initial)
Reviewed by President Gary D. Russi:




__________











   (Please Initial)

Agendum

Oakland University

Board of Trustees Formal Session
May 2, 2007
INTEREST RATE SWAP TRANSACTION RELATING TO THE OAKLAND UNIVERSITY BOARD OF TRUSTEES GENERAL REVENUE BONDS, SERIES 2001

A Recommendation
1. Division, Department:  Finance and Administration, Treasury Management.
2. Introduction:   On August 16, 2001, the Board of Trustees (Board) of Oakland University (University) issued and delivered its $48,000,000 General Revenue Bonds, Series 2001 (Variable Rate Demand Bonds).  On February 5, 2001, in anticipation of and related to the issuance of the 2001 Bonds, the University entered into an interest rate swap transaction with Lehman Brothers Special Financing Inc. in the notional amount of $34,370,000 (amortizing) under which the University pays to Lehman a fixed rate of 4.62% and receives a floating rate equal to the variable rate from time to time paid on the 2001 Bonds (except that, under certain circumstances, the floating rate may be tied to the BMA Municipal Swap index, or a percentage of 30 day LIBOR.)
In recent months, the debt markets have experienced an unusual occurrence of an “inverted yield curve,” with interest rates for shorter maturities being higher than those for longer maturities.  As a result of this occurrence, an opportunity exists for the University to modify its hedge with respect to the 2001 Bonds through a swap overlay, so that the University will effectively receive a percentage of a longer term interest rate index as opposed to the short term interest rates paid on the 2001 Bonds.
Through a competitive bid process, CDR Financial Services, Inc. (CDR) was chosen to be the University’s Swap Advisor in considering the merits of a swap overlay.  CDR will not be a party in the transaction, but will advise the University in the evaluation, planning and implementation of a swap overlay agreement.
The possible effects of the proposed transaction have been analyzed by CDR and, while not free from some risk, based on historical averages, the transaction is expected to produce significant debt service savings on the 2001 Bonds.
This agendum was thoroughly reviewed by the Finance, Audit and Investment Committee (Committee) at its meeting on April 20, 2007.  The Committee supported the proposal and asked the University Administration to bring it forward for Board action at the next Formal Session.
3. Previous Board Action:   Swap and Bond Resolution in 2001.
4. Budget Implications:   Over the next approximately twenty-five years, until 2031, 
the University may reduce its debt service costs by as much as $17,274,848.  There is 
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a remote possibility that the transaction could increase debt service costs by as much 
as $4,242,945 during that same period of time.  The debt service on the 2001 bond 
issue is distributed among the General Fund (42.68%), University Housing (45.17%), 
and University Parking (12.15%).
5. Educational Implications:   None.
6. Personnel Implications:   None.
7. Recommendation:



WHEREAS, the Board of Trustees of Oakland University (the “Board”) is a constitutional body corporate established pursuant to Article VIII, Section 6 of the Michigan Constitution of 1963, as amended (the “Constitution”), with general supervision of Oakland University (the “University”) and the control and direction of all expenditures from the University’s funds; and



WHEREAS, the Board has previously issued its $48,000,000 General Revenue Bonds, Series 2001 (Variable Rate Demand Bonds) (the “2001 Bonds”), and in connection with, and as a hedge related to, the Series 2001 Bonds, the Board entered into an interest rate swap transaction (the “Initial Transaction”) dated February 5, 2001 with Lehman Brothers Special Financing Inc. (“Lehman”), in the notional amount of $34,370,000; and 



WHEREAS, the Board has determined it may be economic and appropriate to adjust the effective terms of the Initial Transaction through an overlay interest rate swap transaction (the “Current Transaction”) with Lehman or with another counterparty (in either case, the “Counterparty”), to be designated by an Authorized Officer (hereinafter defined); and



WHEREAS, in the exercise of its constitutional duties, and in order to prudently control and direct expenditures from the University’s funds, the Board determines it is necessary and desirable to authorize the consummation of the Current Transaction as a further hedge related to the 2001 Bonds; and



WHEREAS, documentation related to the Current Transaction, including some or all of an ISDA Master Agreement, Schedule, Credit Support Annex and Confirmation, and related certificates, instruments and opinions (collectively, the “Swap Documents”) must be entered into by and between the Board and the Counterparty; and



WHEREAS, in order to be able to enter into the Current Transaction at the most opportune time, it is necessary for the Board to authorize the President of the University and the Treasurer to the Board (each, an “Authorized Officer”), or either of them, to designate the Counterparty, to negotiate, execute and deliver on behalf of the Board the Swap Documentation, and to approve the terms of the Current Transaction, all within the limitations set forth herein; and
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WHEREAS, the Board has full power under its constitutional authority and supervision of the University and control and direction of expenditures from the University funds to issue its General Revenue Bonds and to enter into related interest rate swap transactions, and to pledge General Revenues (as defined in the General Trust indenture related to the 2001 Bonds); now, therefore, be it



RESOLVED, that the Board hereby authorizes the consummation of the Current Transaction, as described herein, as a hedge related to the 2001 Bonds; and, now, be it further



RESOLVED, that the terms of the Current Transaction shall be determined by an Authorized Officer, but within the following parameters:

(a)
The notional amount of the Current Transaction shall not be in excess of the notional amount of the Initial Transaction from time to time in effect.

(b)
The Effective Date of the Current Transaction (i.e., the date of the commencement of the calculation of the required payments thereunder) shall be not earlier than April 1, 2007, and not later than December 31, 2011, and the Current Transaction shall have a stated Termination Date not later than March 1, 2031.

 (c)
The amount to be paid by the Board on the Current Transaction shall be measured by the BMA Municipal Swap Index or a percentage thereof or a percentage of 30-day LIBOR, with, if appropriate, a positive or negative spread, and the amount to be received by the Board shall be measured by five or ten year swap rates or treasury rates, or percentages thereof, with, if appropriate, a positive or negative spread, all as shall be determined as necessary or appropriate by an Authorized Officer.

(d)
The Board shall have the right to terminate the Current Swap, on such terms as are determined to be appropriate by an Authorized Officer; and, now, be it further



RESOLVED, that the faith and credit of the University shall not be pledged in any way to payment of any amounts owing with respect to the Current Transaction or under the Swap Documents; and, now, be it further


RESOLVED, that the obligations of the Board under the Swap Documents and with respect to the Current Transaction shall be limited and not general obligations of the Board payable from and secured by a lien on the General Revenues, on a parity basis with the 2001 Bonds and certain other outstanding General Revenue obligations 
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of the Board, and a lien on moneys, if any, from time to time on deposit as collateral pursuant to the Credit Support Annex; and, now, be it further



RESOLVED, that no recourse shall be had for the payment of any amounts under the Swap Documents or in connection with the Current Transaction, or any claim based thereon, against the State of Michigan, or any member of the Board or any officer or agent of the Board or of Oakland University, as individuals, either directly or indirectly, nor shall the Current Transaction or any payments due in connection therewith or under the Swap Documents become a lien on or be secured by any property, real, personal or mixed of the State of Michigan or the Board, other than the General Revenues and the moneys from time to time deposited as collateral under the Credit Support Annex; and, now, be it further




RESOLVED, that the right is reserved to issue additional bonds, notes or other obligations payable from and secured on a parity basis with the Board’s obligations under the Current Transaction and the Swap Documents upon compliance with the terms and conditions as are set forth in the Board’s Trust indentures relating to its outstanding General Revenue Bonds; and, now, be it further



RESOLVED, that an Authorized Officer is hereby authorized and directed, in the name and on behalf of the Board, and as its corporate act and deed, to designate the Counterparty and to negotiate, execute and deliver the Swap Documents, all within the limitations set forth herein; and, now, be it further



RESOLVED, that the Authorized Officers or either of them and any other appropriate officer of the Board or the University are hereby authorized to perform, execute and/or deliver all instruments and documents  for and on behalf of the Board required by this resolution, or the Swap Documentation, or necessary, expedient and proper in connection with the ongoing administration of the Current Transaction and to take any and all actions related thereto, as contemplated hereby; and, now, be it further



RESOLVED, that prior to the execution by any Authorized Officer or other officer of the Board or the University of instruments or documents authorized to be executed hereunder, that the instruments and documents shall be reviewed and approved by the Office of the General Counsel prior to execution, and shall be in compliance with the law and University policies and regulations and shall conform to the legal standards and policies of the Board of Trustees; and, now, be it further



RESOLVED, that all resolutions or parts of resolutions or other proceedings of the Board in conflict herewith are hereby repealed insofar as such conflict exists.
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8. Attachments:   A. CDR Financial Products PowerPoint presentation “Interest Rate Swap Restructuring Opportunity – Constant Maturity Swap (CMS)”.






Submitted to the President







on _________________, 2007 by







___________________________







John W. Beaghan







Vice President for Finance and Administration







and Treasurer to the Board of Trustees

Recommended on ________________, 2007

to the Board of Trustees for Approval

____________________________________

Gary D. Russi

President



