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MEMORANDUM
TO: John J. Cullerton, President of the Senate

Michael J. Madigan, Speaker of the House of Representatives
Christine Radogno, Minority Leader of the Senate

Jim Durkin, Minority Leader of the House of Representatives
Jerry Stermer, Governor’s Office of Management and Budget
Timothy L. Killeen, President, University of Illinois

RE: Report of the Commission’s Findings Concerning University of Illinois’
Issuance of Series 2014 Certificates of Participation

The Commission met on Wednesday, November 19, 2014, to hear and take action on
the proposed issuance of up to $150 million of Certificates of Participation (COPs) by
the University of Illinois. The following documentation details background information
on the Certificates to be refunded, the Certificates to be issued and the University’s

debt.

The State University COP Act:

The various Boards of Trustees for each public university have very broad authority to
issue revenue bonds and other debt instruments for certain expenses that do not receive
state funding -- auxiliary facilities (i.e. dorms) and non-academic facilities (i.e.
stadiums). The public universities needed the ability to cover certain projects with
certificates of participation during periods when the State’s capital program had stalled.

Universities had been issuing COPs for many different things that were sometimes not
necessarily allowed under existing statutes at the time. The Speaker of the House’s
office questioned this, prompting Southern Illinois University (through Chapman and
Cutler) to ask for explicit authority to issue COPs. The Office of Governmental



Relations at the University of Illinois stepped in to help write the language. During the
discussions about how to allow the universities the ability to issue COPs to deal with
the academic infrastructure, the universities did not want to be caught in the debate
over capital expenditures, such as those that had delayed passage of State capital bills
for several years. The Commission on Government Forecasting and Accountability
(Commission) emerged as the most practical option that provided the universities a
mechanism to pass such debt instruments while providing General Assembly oversight.
(Information provided by Office of Governmental Relations, University of Illinois, 9/2010.)

Provisions under the Act:

Under the State University Certificates of Participation Act [110 ILCS 73], University
Boards are allowed to enter into financing agreements for the “financing of capital
improvements (including technology or other related improvements) by selling
certificates of participation...Such financing agreements may be entered into for any
period of time less than or equal to 30 years, but not to exceed the useful life of the
capital improvement”.  Any State university planning to issue Certificates of
Participation (COPs) must appear before the Commission at a public hearing to present
the details of the proposal.

Upon adoption by a vote of the majority of appointed members, the Commission shall
issue a record of findings within 60 days after the request by the university. As part of
the Commission’s consideration and findings, the Commission shall consider the effect
the issuance of a certificate of participation shall have on the State University’s annual
debt service and overall fiscal condition. Within the findings shall be a statement in
which the Commission makes a recommendation of either (i) “favorably
recommended”, (ii) “recommended with concerns”, or (iii) “non-support of issuance”.
Findings shall be reported by the Commission within 15 days after the hearing. Upon a
finding of “non-support of issuance”, a State University may not proceed with the
issuance of the certificate involved in the finding without the approval of the General
Assembly through adoption of a joint resolution.

Recommendation: Favorably Recommended

The University of Illinois requested a hearing to be approved for the issuance of
Certificates of Participation.

Time Line:

October 8, 2014 Commission Received Request for Hearing
November 19, 2014 CGFA Hearing Held
December 4, 2014 Recommendation and Findings Required




University of lllinois Certificates of Participation Series 2014

Certificates of Participation Amount $150 million
Maturity 2028
Estimated True Interest Cost 2.940%

Note from Jim Beck, Acacia Financial:

As presented at the Commission hearing on November 19", given current interest rates,
credit spreads and cash availability, the current sizing is closer to the $105 million...As
you know, due to many factors (including extensive tax analysis) we are monitoring the
plan of finance on a daily basis and the par amount of bonds refunded and the related
savings will change all the way up to the actual day of pricing based upon the
aforementioned factors (interest rates, credit spreads, tax analysis and cash
availability). Also, please remember that the University will not execute a refunding
transaction if the overall minimum net present value savings of 3.00% is not
achieved...The University would request that the approval from the Commission remain
at the not to exceed amount of $150 million which was also the amount approved by the
University Trustees. This maximum approval amount will allow us structuring
flexibility in a rapidly changing interest rate environment.

Terms of COP

The University of Illinois Series 2014 Certificates of Participation would be sold for up
to $150 million to refund four outstanding Certificates of Participation: Series 2005,
Series 2006A, Series 2007A, and Series 2009A. The University’s Board of Trustees
held a meeting on November 13, 2014, at which they approved the refinancing.

The U of I plans to issue four separate 2014 Series COPs equaling up to $150 million:
Certificates of Participation Refunding - Taxable Series 2014A
Certificates of Participation Refunding - Taxable Series 2014B

Certificates of Participation Refunding - Series 2014C

Certificates of Participation Refunding - Series 2014D

Two of the issuances that are being refunded were refunding COPs (COPs which
refunded previous COP sales). This requires those COPs to be sold as Taxable. All of
the COPs being refunded were sold under separate senior indentures, so they will be
refunded separately pursuant to the original authorizing indentures.

The COPs are expected to receive an estimated True Interest Cost of 2.940%, and
create a savings of 6.34% for the University. The U of I plans to issue the Certificates
through a negotiated public offering, and close the sale by December 31, 2014.

The refunded COPs have maturity dates ranging from FY 2026 to FY 2028. The
maturity date on the COPs to be sold would be through FY 2028. The University’s
bond and COP ratings are Aa3 from Moody’s and AA- from Standard & Poor’s.
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Payment of COPs

General revenues of the University will pay for the debt service on the new refunding
COPs (the same as the original funding on the COPs being refunded), and are not

charged against the University’s annual appropriation. A preliminary debt service

schedule is below.

BOND DEBT SERVICE

Proposed Refunding COPs , Series 2014
Market Conditions as of September 26, 2014
Preliminary, Subject to Change

The Board of Trustees of the University of Illinois

Period

Ending Principal Coupon Interest Debt Service
06/30/2015 625,000 % 1,503,665.84 2,128,665.84
06/30/2016 2,605,000 Bl 5,780,363.19 8,385,363.19
06/30/2017 6,410,000 kO 5,737,059.51 12,147,059.51
06/30/2018 6,630,000 % 5,528,760.16 12,158,760.16
06/30/2019 6,865,000 e 0h 5,298,734.93 12,163,734.93
06/30/2020 7,125,000 w0 5,048,591.74 12,173,591.74
06/30/2021 7,225,000 =+ % 4,739,803.62 11,964,803.62
06/30/2022 6,350,000 o % 4,434,570.74 10,784,570.74
06/30/2023 14,935,000 #k % 3,930,74949 18,865,749 49
06/30/2024 15,665,000 B % 3,196,936.02 18,861,936.02
06/30/2025 16,450,000 bl 2,422,013.06 18,872,013.06
06/30/2026 15,695,000 w0 1,603,295.11 17,298,295.11
06/30/2027 10,560,000 ** 0 812,871.31 11,372,871.31
06/30/2028 11,095,000 *E % 275,842.41 11,370,842.41

128,235,000 50,313,257.14

178,548,257.14




Current U OF I Debt

The State University Certificates of Participation Act places a limit on COP debt
service for each of the State universities. The University of Illinois’s COP debt service
limit is $100 million annually.

The tables on the following pages show the amount of debt service for outstanding
COPs and University revenue bonds, not including the requested COPs. The 2014
Certificates’ debt service will go from $2.1 million in the first year, to $8.4 million in
the second year. FY 2017 - FY 2022 will remain around the $11 - $12 million mark.
FY 2023 - FY 2026 will range from $17 - $19 million, with the last two years of debt
service being $11.4 million each year. Added together with the debt service of
outstanding COPs, total COP debt service will not exceed $45 million annually.

Annual Debt Service for COPs will range from $44 million to $45 million from FY
2016 through FY 2021, then $32 million to $21 million from FY 2022 to FY 2026,
with the last two years debt service at $15 million each year.

Annual Debt Service for Bonds will range from $78 million to $99 million from FY
2015 through FY 2030, then $42 million to $65 million from FY 2031 to FY 2036,
with the final years ranging from $27 million to $31 million until FY 2044.

As of October 1, 2014, COP outstanding principal was $336 million, while the
University’s bonds carried an outstanding principal of $1.210 billion.
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After carefully reviewing the information submitted by the University of Illinois to
issue up to $150 million in Certificates of Participation, the Commission voted on
November 19, 2014, by a vote of 10-0-0, to favorably recommend the issuance of
COPs. A copy of the vote appears on the following page.

Recommendation: Favorably Recommended

ﬁWQ Fndl LN

Senator Michael Frerichs " Representative Jil Recy
CGFA Co-Chairman ./ CGFA Co-Chairman
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COMMISSION MEMBERS ROLL-CALL
Hearing Date: Wednesday, November 19, 2014
11:00 a.m. - Room 212, State House

Proposed University of Illinois Issuance of
Certificates of Pamczpatzon

Motion: }?@W&ézy

MOTION VOTE

Commission Member == e

Representative Kelly Burke (D)

Senator Michael Frerichs (D) Co-Chair

Senator David Koehler (D)

Senator Matt Murphy (R)

Representative Elaine Nekritz (D)

Representative Raymond Poe (R)

Representative Al Riley (D)

Senator Chapin Rose (R)

Senator David Syverson (R)

Representative Jil Tracy (R)  Co-Chair

Senator Donne Trotter (D)

Representative Michael Tryon (R)

COP VOTE

Motion: WL 1'/ ML c/é!w
Seconded: m E/QYZLQ/
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