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STAFF MEASURE SUMMARY
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Fiscal: Fiscal statement issued

Action: Do Passthe A-Engrossed Measure
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- Exc
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Prepared By: Steve Bender, Legidative Fisca Office
Meeting Date:  6/15/07

WHAT THE MEASURE DOES: This measure allows the State to enter into financial agreements relating to
Article X1-F(1) bonds issued for capital construction projects in the Oregon University System (OUS). Currently,
Article X1-F(1) bonds are issued on afixed-rate basis. The financial agreements that the measure authorizes would
allow OUS to structure long-term Article X1-F(1) bond debt on a variable-rate basis, and to enter into interest rate
swap agreements to mitigate some of the risk of interest rate increases on debt service costs. Thisauthority is
intended to reduce debt financing costs. Historically, bonds sold with avariable rate of interest are able to be sold at
overal interest rates of approximately 1% less than the interest rate on a similar fixed-rate bond.

| SSUES DI SCUSSED:

* Article XI-F(1) bonds and their uses

» Types of financial agreements sought

* Costs of the program and potentia debt service cost savings

* Risks associated with variable-rate debt and measures to control those risks

EFFECT OF COMMITTEE AMENDMENT: No amendment.

BACKGROUND: Article XI-F(1) bonds are atype of General Obligation bond authorized by the State Constitution
for financing Oregon University System capital construction projects. These bonds may only be used for projects that
arewholly self-liquidating and self-supporting from revenues, gifts, grants, or building fees. Debt service on Article X1-
F(1) bondsis not paid by the Generd Fund. It ispaid by the campuses from the self-supporting funds available for the
project. Typica projectsinclude housing or dining facilities, paid by housing or dining fees; athletic facilities, paid by
intercollegiate athletic program revenues (ticket sales, loge rentals, donations, NCAA revenues); and student centers and
student recreation centers, paid by the student building fee. In some cases, however, Article X1-F(1) bonds finance
academic facilities, with tuition revenue used to pay debt service. Each session the Legidature or Emergency Board
approves the use of Article X1-F(1) bondsfor identified capital construction projects on a project-by-project basis.

Article X1-F(1) bonds are currently issued on afixed-rate basis. The Department and the Treasury indicate that debt
service costs could be reduced if the State sold Article X1-F(1) bonds on avariable-rate basis. Variable-rate bonds do
subject the state to the risk of increased costsif interest ratesincrease.

The costs and savings associated with this measure have been incorporated in the Department of Higher Education
budget bill [SB 5515-A].
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