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Introduction

At its October 27, 2005 meeting the Board of Trustees acted to authorize the Vice President for Finance and Administration to negotiate and execute a contract(s) with Chevron Energy Services and/or other designers and contractors for energy-related projects not to exceed $17,668,188 (“Project”).  In addition, the Vice President was directed to evaluate and present to the Board for its consideration and approval a debt plan to finance the Project.  
The Vice President has met with the Chair of the Finance, Audit and Investment Committee to discuss a proposed debt plan.  This recommendation is a result of that meeting and is based on an evaluation of numerous scenarios including using existing reserves ($4.6 million), currently designated by the Board to support deferred maintenance budgets, to supplement external financing.  The resulting analysis determined that based on the following assumptions there is neither added financial benefit nor added financial cost in liquidating the reserves to support the Project.

Assumptions:

1. Financing cost 4.5%

2. Projected endowment investment earnings 8.0%

3. Endowment spending rate 5% (per Board policy)

4. Reinvestment of all savings from debt service and Project enhancements into the deferred maintenance reserve

5. Twenty year debt amortization (plus construction period)

6. Capitalization of net interest costs
Attachment A demonstrates the relative indifference in net earnings over the 20 year amortization period between three scenarios with the above assumptions (First scenario: full external financing; Second scenario: full external financing less half of the reserve; Third scenario: full external financing less all of the reserve).  Each scenario has net interest earnings of approximately $1.6 million.
Considering the University’s available debt capacity, relatively low current cost of capital and available funding source for debt service, the following debt plan for the Project is recommended:
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· Execute a tax-exempt agreement (“Financing Agreement”) to finance the Project reached through a competitive bid process that best meets the financing requirements of the Project and the financial interests of the University.  The financing is not expected to exceed $19,000,000, including the not to exceed project cost of $17,668,188, all issuance costs, and net capitalized interest costs. 

At this time, the Financing Agreement that appears to best meet the financing requirements of the Project and the financial interests of the University is a fixed-rate tax-exempt lease: however, issuing bonds and variable rate financing are still being evaluated and considered.

Recommendation 

WHEREAS, the Board of Trustees (“Board”) of Oakland University (“University) acted to authorize the Vice President for Finance and Administration to negotiate and execute a contract(s) with Chevron Energy Services and/or other designers and contractors in an amount not to exceed $17,668,188 for the Project; and

WHEREAS, the Board is a constitutional body corporate established pursuant to Article VIII, Section 6 of the Michigan Constitution of 1963, as amended (“Constitution”), with general supervision of the University and the control and direction of all expenditures from the University’s funds; and
WHEREAS, 
the Vice President for Finance and Administration has proposed a suitable and acceptable plan to finance the Project; and

WHEREAS, the Board finds that it is in the best interests of the University to finance the Project by entering into a tax-exempt Financing Agreement; now, therefore, be it

RESOLVED, that the Board hereby authorizes the execution and delivery of a suitable tax-exempt Financing Agreement through a competitive bid process that best meets the financing requirements of the Project and the financial interests of the University, in a form acceptable to the Vice President for Finance and Administration provided that the term of the Financing Agreement shall not exceed 20 years, plus any construction period; the principal amount financed pursuant to the Financing Agreement shall not exceed $19,000,000 including project costs, issuance costs and net capitalized interest; and annual net interest costs shall not exceed 5% per annum; and, be it further
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RESOLVED, that the Board designates the Financing Agreement as a tax exempt obligation; and, be it further
RESOLVED, that the Financing Agreement shall be limited and not a general obligation of the Board, and payable from and secured by a lien on the University’s General Revenues (to include generally student tuition and other fees, housing and auxiliary revenues, revenues or receipts from departmental or educational activities, unrestricted gifts and grants, unrestricted recoveries of indirect costs, unrestricted investment income and other miscellaneous revenues, subject to certain reductions, limitations and exceptions), on a parity basis with certain outstanding general revenue obligations of the Board; and, be it further

RESOLVED, that the Board hereby authorizes and directs the Vice President for Finance and Administration to do any and all things necessary to effect the execution and delivery of the Financing Agreement and the performance of all other acts of whatever nature necessary to effect and carry out the authority conferred by this Resolution to execute all papers, documents, certificates, and other instruments that may be required for the carrying out of such authority or to evidence the exercise thereof; and, be it further
RESOLVED, that prior to the execution of the Financing Agreement, instruments and documents authorized to be executed hereunder, that the Financing Agreement, instruments and documents shall be reviewed and approved by the Office of the General Counsel, 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, 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.
Budgetary Implications

It is anticipated that the payments on the Financing Agreement will not increase the current annual debt service or purchased utilities lines in the General Fund Budget as currently approved by the Board.
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Attachment
A. Oakland University ESA Financing Scenarios, November 2005
Submitted to the President

on __________________, 2005 by

____________________________

John W. Beaghan, CMA
Vice President for Finance and Administration
and Treasurer to the Board of Trustees
Recommended on ______________, 2005
to the Board of Trustees for approval by

____________________________

Gary D. Russi

President
