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MEMORANDUM

To: Banking Committee

From: Board Office

Subject:  Resolution Authorizing the Executive Director to Effect the Issuance of up to
$11,325,000 University of lowa Facilities Corporation Revenue Bonds,
Series 2003

Date: May 12, 2003

Recommended Action:

Recommend that the Board adopt A Resolution (see G.D. 15)
authorizing the Executive Director to take any and all action
deemed necessary to effect the issuance of not to exceed
$11,325,000 University of lowa Facilities Corporation Revenue
Bonds (Pomerantz Center), Series 2003.

Executive Summary:

Request

Purpose

Schedule

Facilities
Corporation

The Banking Committee is requested to recommend that the
Board adopt a resolution authorizing the Executive Director to
take action needed for the issuance of not more than $11,325,000
University of lowa Facilities Corporation Revenue Bonds for the
Pomerantz Center.

The bonds would be sold to provide a portion of the funds needed
to construct the facility, which would permit expansion and
improvement in the University’s career counseling and placement
services, provide new general assignment classrooms and an
auditorium, and house the Academic Advising Center.

The calendar year 2003 bond issuance schedule, approved by the
Board in November 2002, included a sale by the University of
lowa Facilities Corporation in June 2003 to provide partial funding
for the facility.

The University of lowa Facilities Corporation was incorporated in
1967 as a not-for-profit supporting organization of the University
of lowa Foundation to assist in maintaining, developing,
increasing, and extending the facilities and services of the
University.
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Although the bonds are being issued by the Corporation, they are
deemed by Internal Revenue Service rulings to be issued “on
behalf” of the Board of Regents and the State of lowa, meeting
the requirements for tax-exemption of interest for federal (but not
state) income tax purposes. The Board of Regents must
therefore approve the sale and terms of the bonds.

The bond structure for the University of lowa Facilities
Corporation bond issue differs from the structure used for Board
of Regents bonds.

e The Corporation will issue the debt and lease the facility to the
Board for use by the University during the term of the bonds.

o Upon retirement of the bonds, the facility will be conveyed to
the University.

The financing would be issued as a bullet (single) maturity bond,
with only net annual interest costs (annual interest payments less
estimated annual debt service reserve fund earnings) of
approximately $385,000 being paid until the year of maturity
(2010) when the principal would be repaid.

The Facilities Corporation would make the interest payments and
principal payment from rent received from the University under the
terms of the lease. Cash flow requirements would be provided
from qifts to the University of lowa Foundation and University of
lowa funds, with the University’'s interest earnings from
investments as the primary source of funds for the annual interest
only debt service payments.

Background:

History

In March 2000, the Board granted the University permission to
proceed with a project to develop a facility to house expanded
career counseling and placement services for students, with the
new facility to be located on the east side of the T. Anne Cleary
Walkway across from the Chemistry Building.

e Career counseling and placement services are currently housed
in inadequate and scattered locations throughout campus.

e The University noted that it would also identify other compatible
academic / student service needs to be housed in the building
to make the most effective use of the prime central campus
location.
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In November 2001, the Board, pursuant to Board policy, approved
the naming of the new facility in honor of Marvin and Rose Lee
Pomerantz.  University naming actions may be undertaken only
with the specific approval of the Board of Regents.

The Board approved the program statement for the facility in March
2002, the schematic design in October 2002, and the project
description and total budget in January 2003.

e In addition to permitting expansion and improvement in the
career counseling and placements services, the Pomerantz
Center will include new general assignment classrooms and an
auditorium to replace antiquated spaces in the Chemistry
Building.

o The Center will also house the Academic Advising Center which
would relocate from the Quadrangle Residence Hall to maximize
its relationship with the career service functions to be housed in
the facility.

e The approved budget includes the following sources of funds:

Facilities Corporation Revenue Bond Proceeds* $10,000,000
Private Gifts 4,000,000
Income from Treasurer’s Temporary Investments 3,289,000
Utility Enterprise Funds 300,000

TOTAL $17,589,000

* Debt service on the bonds to be paid from interest earnings from
investments and gifts to the University of lowa Foundation.

The project is scheduled to be bid on May 28, 2003.

The Board, at its November 2001 meeting, adopted a resolution
approving electronic bidding procedures.

Analysis:

Financing

Lease Obligations

Financing for the Pomerantz Center would be similar to the
financing used for the Medical Education and Biomedical Research
Facility Extended Project (MEBRF-A) and the Carver Biomedical
Research Building (CBRB).

The Corporation will issue the debt and lease the facility to the
Board for use by the University during the term of the bonds.

The University’s lease obligation with the Corporation will be an
absolute and unconditional obligation of the University of lowa.
Lease payments are to be sufficient to pay the interest and
principal on the bonds; supplemental rents are equal to
administrative and trustee expenses.
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The University expects to enter into a memorandum of
understanding with the University of lowa Foundation regarding the
commitment of gifts to meet the debt service payments of the
bonds, particularly the principal requirements, with the University
committed to fund only annual interest payments.

According to the University, approximately eighty percent of the
funds needed to pay the total debt service requirements have been
pledged. Fund raising is continuing.

The four series of bonds (1998, 2000, 2000A, and 2002) issued by
the University of lowa Facilities Corporation for MEBRF-A and the
one series of bonds issued to date for the CBRB were insured by a
municipal bond insurance policy issued by Ambac Assurance
Corporation; the policy insures the payment of principal and
interest to the bondholders.

The bonds had the highest rating from the credit rating agencies,
Moody’s Investors Service and Standard and Poor’s; this rating
produced an interest rate reduction sufficient to offset the policy
premium.

Due to the continued market acceptance of Facilities Corporation
Bonds and the short duration of the bonds to be sold for the
Pomerantz Center, the Board’s financial advisor does not believe
that bond insurance is needed for this bond issue. The interest
rate reduction would not be sufficient to offset the policy premium.

An issuance size of $11,325,000 would include:

¢ Project costs (estimated at $10,000,000);
e Debt service reserve (estimated at $1,132,500)
e Issuance costs (estimated at $56,600); and

e Bond discount (estimated at $135,900).

The resolution authorizing the Executive Director to take action
needed to effect the issuance of the bonds, which was prepared by
Ahlers Law Firm and reviewed by Springsted, Inc., is available from
the Board Office.

The resolution includes a provision permitting the receipt of bids by
means of both sealed and electronic communication; the receipt by
electronic communication is consistent with the resolution adopted
by the Board in November 2001 approving electronic bidding
procedures.

The bond sale and award would be scheduled in conjunction with
the June Board meeting.
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