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1. RESEARCH METHODOLOGY

Project Challenge:

Leadership at a member institution approached the Council with the following questions:

i

Project Sources:

*  Advisory Board’s internal and online (www.educationadvisoryboard.com) research
libraries

*  The Chronicle of Higher Education http://chronicle.com

* National Center for Education Statistics (NCES) http://nces.cd.gm"/

¢ Council for the Advancement of Standards in Higher Education, CAS Professional
Standards for Higher Education (6”‘ Edition)

*  Moody’s Investors Services “Special Comment: Privatized Student Housing and Debt
Capacity of US Universities”

Research Parameters:

*  Per the requesting member’s guidelines, the Council targeted its outreach to private
institutions that have pursued public-private partmerships to meet campus housing needs,
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I. RESEARCH METHODOLOGY

A Guide to Institutions Profiled in this Brief

s cnrollment
Institntion ; Location {Tatal / Classification
I ulergraduate)

Source: National Center for Education Statistics

Note: The Council also contacted-

¢  The state economic development corporation for University B, which serves as their third-party
partner for residence hall development

* The system office of real estate and facilities for University C
The system office of real estate and facilities for University D
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II. EXECUTIVE SUMMARY

Key Observations:

L)
0‘0

®,
0.0

Public-private partnerships offer universities an opportunity to improve
housing stock with minimal impact on the university balance sheet; however,
ratings agencies have recently expressed uncertainty regarding these
partnerships. Although most public-private partnerships at contact institutions
do not affect the university's credit, ratings agencies may begin to scrutinize
arrangements that are integral to campus strategic plans. If agencies suspect that a
university might be obligated to assume financial responsibility for a privately-
developed property in case of unforeseen circumstances, these properties may
begin to affect university credit negatively.

In the most common public-private arrangement, the university (and/or
government) establishes a non-profit foundation that issues bonds to fund
development and serves as the property owner until the debt is paid.
Revenues from student rent are first used to service debt; remaining revenues are
allocated to the university and are frequently used to fund future residence hall
projects. The foundation model allows the university to protect its interests while
shielding it from financial obligations.

In a less common form eof partnership, several contact institutions lease land
to a for-profit development company that then invests their own equity to
fund development. Although this method generally expedites construction and
has a lower impact on university finances, the participating university must cede
greater levels of financial and managerial control to the for-profit entity than it
would to a non-profit development foundation.

To ensure a seamless student experience, universities typically oversee the
residence life function in privately-developed residence halls. Although the
property owner may outsource facility management responsibilities to avoid
overburdening university staff, the university can enhance the student experience
by creating integrated service portals and including private management staff in
the university housing office.

Partnering with a private entity may lead to conflict if the entity is not
committed to providing a student-friendly housing experience. To ensure that
partnerships promote university and student interests, contact institutions mandate
that private entities provide the same level of service to students as does the
university housing department. Regular meetings between discrete housing staffs
and standardization of terms and conditions across properties also reduce conflict
between university and private entities.
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[ODEL A: NON-PROFIT DEVELOPMENT FOUNDATIONS

Mishing a Development Foundation Y

nost common model of using public-private partnerships to pursue residence hall construction, institutions (and sometimes state
ments) establish non-profit entities that take ownership of the new property and assume most financial risk. The typical process for
ping a property through a private foundation is outlined below.

Foundation issues .
Foundation bonds to fund Once bonds are paid
established by development and Students move in, off, control of
university and/or contracts with begin paying rent residence hall reverts
government developer for to university
construction
University leases Revenue used to
Y . Developer constructs service debt first;
land to foundation h -
residence hall university may
(rent may be . . .
5 receive remaining
nominal)
revenue

astitutions that use this model of public-private partnership allocate revenues from student rents according to “waterfall” agreements:

University receives any surplus
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II1. MODEL A: NON-PROFIT DEVELOPMENT FOUNDATIONS

Sample Agreement Details

The table below provides additional details of contact institutions’ public-private partnerships
under the foundation model.

Agreement Details for Foundation-Model Partnerships at Contact Institutions

Debt

o . I Service | Fees and Other Financial I Rent . . Residence
Institution | N rte i b . Muaintenance g
i Coverage | Obligations F(Collection Lifte

Ratio

Liniversity B

University A

University

Eniversity F

In the above chart, a " indicates that a service is provided by a third party, while an “*” indicates that
the university maintaing responsibility over a particular function.
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III. MODEL A: NON-PROFIT DEVELOPMENT FOUNDATIONS

Impact of Foundation Model on University Balance Sheets

Outsourcing to Third-Party Management Companies

Third-party developers that specialize in student housing (e.g., Capstone, American Campus
Communities, etc.) frequently have housing management divisions, and several contact
institutions opt to outsource some property management responsibility to these companies under
completion of construction. The varying degrees to which contact institutions work with third-
party management companies are detailed below.

No Third Party Involvement

University F purchases all
third-party-developed residence
halls upon completion,
assuming all debt. These
residence halls are fully
integrated with the campus and
are managed completely by
university housing and
residence life services.

Contacts at University C’s system office note that institutions within the system are trending
away from using third-party management companies in order to improve the integration of
privately-developed residence halls with the rest of campus. Managing residence halls in-house
generally results in cost savings for the institution, despite increases in workload for existing
housing management staff,
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II1. MODEL A: NON-PROFIT DEVELOPMENT FOUNDATIONS

Advantages and Drawbacks of Development Foundation Model
Advantages

¥ Alignment of Interests: In this model of public-private partnership, the non-profit
foundation generally exists solely to facilitate residence hall construction and lacks
incentives to charge additional fees to the university. Contact institutions report that
foundations consistently ensure that work is completed on time and according to
budget.

v" Opportunity for University Control: Agreements are typically structured to transfer
ownership of properties to the university after all debt is paid, helping to promote the
seamless integration of residence halls with the rest of campus.

¥ Revenue Generation: Once debt service and fees are paid, remaining revenues are
transferred to the university and are frequently dedicated to the renewal of housing
stock.

Drawbacks

x  Uncertain Impact on Credit: As discussed earlier, the impact of privately-developed
residence halls on university balances and credit ratings may change in the future. As
a result, institutions and their foundations may face increased borrowing challenges,
and instituttons may be held more liable for debt.

% Issuer Fees: Although foundations are not-for-profits, they frequently charge issuer’s
fees to institutions to finance foundation operations. State regulations may increase the
costs of using this model by requiring institutions to issue debt through certain entities
that charge higher fees. Contacts at University D suggest that issuing debt through the
state-mandated educational housing authority dramatically increased project expenses.

Choosing Cheaper Fina elopment
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IV. MODEL B: THIRD PARTY EQUITY FINANCING

Financing Development through Equity

University A and University H have both used this less-common model to facilitate residence
hall development. Under this model, institutions contract with for-profit corporations that assume
financial risk by using equity to fund residence hall construction. Universities typically sign
long-term contracts with private developers to ensurc that a developer will recover the initial
investment; for example, University A’s equity agreement extends for 65 years with two 10-year
extension options, while University H has a 25-year equity agreement that will likely be renewed.
This model allows projects financed by equity to be executed faster than projects managed by
foundations, with a lower impact on university balance sheets. The typical process for
developing a property through equity financing is outlined below.

. . Developer
University leases Developer uses Developer velope
. . . L transfers
land to private own equity to receives building
percentage of
development fund revenues from

. . revenue o

corporation construction student rent . .
university

Universities receive a share of facility revenues; however, contacts at University H report that the
university’s share (5.5 percent) is not sufficient to cover costs of providing residence life support
1o the privately-developed buildings. Although University A receives a higher percentage (8.1
percent of gross revenue), these funds are dedicated to the central administration for debt service
and do not support the university's housing operation.

Impact of Equity Model on Uni
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IV. MODEL B: THIRD PARTY EQUITY FINANCING

Managing Equity-Financed Properties

Property management duties are shared by the institution and private partner under equity
financing arrangements: the partner generally manages most facilities and maintenance
operations, while the institution manages residence lite. Although these arrangements remove the
burden of operations management from universities, challenges can arise in providing a seamless
residential experience to students who live in privately-controlled residence halls. During
negotiations to establish partnerships, institutions must demand that private partners commit to
providing equitable housing experiences to students. Potential management challenges are
highlighted below.

Mandating Vendors

Private  developers and management
companies may resist using the same
vendors as the institution, resulting in
variations in service quality for students.
University A created an MOU with
American Campus Communities (ACC)
articulating that the private company would
provide the same level of service that is
available to students on the rest of campus;
this agreement prevented ACC from using a
different internet provider in its residence
hali, which would have provided lower-cost
but lower-quality service.

Ensuring Student-Friendly Policies

Contacts at University H warn that
institutions must ensure that private
managers’ terms and conditions match
university housing policies. While the
university automatically cancels housing for
students who graduate or withdraw, the
management company requires students
living in its residence halls to sign year-long
leases that are not dependent on student
status.  Under this policy, students who
graduate are held responsible for the full
value of their leases; therefore, the
university frequently pays students’ lease
penalties and is working to renegotiate these
terms and conditions.
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IV. MODEL B: THIRD PARTY EQUITY FINANCING

Advantages and Drawbacks of Equity Model

Advantages

v" Off balance sheet, off credit: Barring a significant change in ratings agency policy, public-
private agreements financed by a private corporation’s equity have no impact on the
university’s balance sheet or credit rating.

v" Low financial risk to university: Neither contact institution using this model is required to
guarantee revenues or occupancy rates for privately-held properties. The responsibility for
management and development costs lies with the private partner, not the institution.

¥v" Quick solution to housing shortages: Institutions may avoid a lengthy bond-issuing
process, as corporations are frequently willing to invest equity and begin construction upon
deal closure,

Drawbacks

x  Loss of university control: Institutions have less oversight over private entities’
construction procedures and terms and conditions (foundations generally must make
financial data public and often include members of the university in financial discussions).
The university must ensure in the beginning of negotiations that the private entity will
provide high-quality service to students.

x  Sacrifice of revenue opportunity: Properties developed under this model! exist primarily to
provide revenue to the investor, not to the institution. Although the institution may receive a
small perceniage of property revenues. contacts report that this share may either be
dedicated to other university financial obligations or insufficient to cover housing
expenditures on the privately-controlled property. Furthermore, a reduced share prevents
institutions from uvsing housing revenues to create a housing renovation and refurbishment
fund. For this reason, contacts at University H suggest that they would not pursue an equity
model partnership in the future; furthermore, a University H branch campus has elected to
use a foundation to facilitate residence hall development rather than an equity arrangement.

% Very long-term contracts: To recoup initial investments, private entities generally expect
a long-term engagement with the university. If the university is unsatisfied with the private
entity’s practices, it may have few opportunities to renegotiate or end agreements.
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V. ADDITIONAL CHALLENGES AND STRATEGIES

Both the foundation and equity models provide promising means to increase housing stock on
campus while limiting direct costs to the institution; however, universities must ensure when
working with private partners that projects fully meet campus needs. Three common challenges
to successful partnerships and potential solutions are discussed below.

Challenge

Incorporate partnerships into strategic plans: The board of regents for
University C's system requires institutions to incorporate public-private
partnerships into campus master plans before approving any externally-developed
real estate ventures. This requirement forces institutions to consider long-term
goals and implications of public-private partnerships, as well as the project’s

Strategies relationship to the rest of campus.

* Require design approval by campus leaders: To ensure that externally-
developed projects are aesthetically integrated with the rest of campus, University
D’s system grants individual campuses authority to approve designs for new
developments.

Challenge

Include Institutional Leaders in Foundations: University F's director of
housing sits on the board of the university’s non-profit development foundation,
ensuring that university interests are represented.

¢ Establish Integrated Housing Offices: To facilitate communication between the
university and private partners, both University A and University H’s housing
offices include private partner staff. At University A, ACC has appointed a
Strategies dedicated university liaison who works in the housing office. The housing office
also hosts monthly meetings with representatives of all private partners, which has
successfully reduced infighting between private partners and the university.

¢ Create Non-Negotiable Service Standards: By mandating in MOUs that private
managemen! companies must provide the same level of service to students as the
university housing department, University A was able to bar 2 management
company from selecting a lower-quality internet provider for a residence hall.
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VY. ADDITIONAL CHALLENGES AND STRATEGIES

Challenge

Strategies

Request Service Fees from Private Partners: For one foundation-owned
property, University A charges the foundation a $100-per student fee to defray
expenses incurred by the university in marketing the property to students; the
university also receives a management fee (2.5 percent of gross revenue) from
the foundation.

Create a Decentralized Management Structure: To manage a dramatic
increase in residential students, University A created a “neighborhood”
management structure. The main campus was divided into four neighborhoods,
and each satellite campus was considered a neighborhood. Each neighborhood
is served by a student housing council and a housing director; contacts suggest
that a neighborhood housing director has a similar workload to that of a housing
director on a small residential campus. This relatively decentralized housing
management structure has resulted in quicker response and solution times to an
array of housing issues, ranging from maintenance requests to billing and
assignments.
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PROFESSIONAL SERVICES NOTE

The Advisory Board has worked to ensure the accuracy of the information it provides to its members.
This project relies on data obtained from many sources, however, and The Advisory Board cannot
guarantee the accuracy of the information or its analysis in all cases. Further, The Advisory Beard is not
engaged in rendering clinical, legal, accounting, or other professional services. Its projects should not be
construed as professional advice on any particular set of facts or circumstances. Members are advised to
consult with their staff and senior management, or other appropriate professionals, prior to implementing
any changes based on this project. Neither The Advisory Board Company nor its programs are
responsible for any claims or losses that may arise from any errors or omissions in their projects,
whether caused by the Advisory Board Company or its sources.

© 2010 The Advisory Board Company, 2445 M Street, N.W., Washington, DC 20037. Any
reproduction or retransmission, in whole or in part, is a violation of federal law and is strictly prohibited
without the consent of the Advisory Board Company. This prohibition extends to sharing this
publication with clients and/or affiliate companies. All rights reserved.




