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because of its ability to maintain a low cost 
of capital while bringing in important pri-
vate sector development expertise. Many 
of the Pennsylvania State System of Higher 
Education (PASSHE) schools have contin-
ued to utilize this approach.

Historically, colleges and universities 
benefited from PPPs in several important 
ways:

oo By using the private sector’s efficient 
development and management method-
ologies to construct properties faster and 
less expensively than institutions were 
able to do themselves.

oo By bringing a desired asset on line 
without adding institutional overhead, 
such as additional full-time employees or 
increased operating expenses. 

oo By treating the development as an off-
credit, off–balance sheet transaction that 
preserved institutional borrowing capacity 
and balance sheet integrity.

Over the past several years, however, the 
off-credit, off–balance sheet transactions 
have come under considerable scrutiny 
from lenders, rating agencies, and account-
ing standards boards because of the direct 
or indirect ties between the project and 
institution. Over time developers and uni-
versities learned that a project can meet 
the qualifications to be off–balance sheet 
and still be included in an institution’s debt 
profile. These initial on-campus project 
financings were completed without any 
developer equity and as 100 percent “proj-
ect-based” debt. Typically, a not-for-profit 
entity owned the improvements (subject to 
a ground lease) and the developer was paid 
a fee to complete the project. The capital 
markets determined that because of the 
absence of equity, the high loan-to-value 
ratio, the project-based nature of the debt, 
and the lack of any meaningful developer 
commitment to the project, an institution 
was the only logical backstop in the event 
of trouble. “This ‘moral obligation’ resulted 
in potentially negative implications for an 
institution’s debt capacity,” states Bill Bay-

less, president and chief executive officer at 
American Campus Communities. Hence, 
the move to developer-equity arrange-
ments, which will be discussed in detail 
later in this article. 

Clearly, the way the PPP relationship 
is interpreted can have a dramatic influ-
ence on the project’s and institution’s debt 
capacities or credit ratings; however, in 
many cases an increase in debt load does 
not necessarily mean a negative credit 
impact. For schools where the shortage 
of on-campus housing is mission critical, 
the reverse may be the case. The PASSHE 
system is a perfect example. Despite 
hundreds of millions of dollars of addi-
tional issued debt for privatized housing, 
Moody’s has upgraded the system’s rating, 
stating a stable outlook based on modest 
enrollment and revenue growth. The new 
privatized housing at many of the PASSHE 
institutions has played a significant role 
in the overall demand equation, making 
these schools more popular among many 
of their cross-applicant institutions.  

On Thin Ice 
Unlike the last major recession in the 
early 1980s, this economic downturn hit 

colleges and universities particularly hard. 
Not only are state contributions to higher 
education down significantly, but the over-
all economic turmoil caused many schools 
to experience double-digit declines in 
their endowments or the need to borrow 
money or convert liquid assets to cash in 
order to maintain operational stability. The 
economy also forced the cancellation or 
postponement of major capital projects, 
including the highly publicized $1 billion 
Allston Initiative at Harvard University, 
Cambridge, Massachusetts. Under its new 
financial realities, Harvard is considering 
scaling down or delaying development of 
the 589,000-square-foot science complex. 

Meltdown modifies funding choices. 
At press time, the capital markets were 
performing better than in early 2009 but 
are still under significant stress. Wider 
credit spreads, fewer institutional lend-
ers, tighter lending requirements, and 
fewer bond insurers have created major 
obstacles for would-be borrowers. Dur-
ing the height of the crisis, the spreads 
between investment-grade, high-quality 
credit and lower, more speculative credit 
widened considerably, resulting in higher 
borrowing costs for most non–AAA-rated 
entities. Projects that had once seemed 
financially feasible were suddenly unaf-
fordable. Says Michael Baird, director of 
RBC Capital Markets Housing Finance 

Evaluating the Viability of PPPs

READ AN ONLINE EXTRA. For more information on the kinds of 
financial options available, read “Public-Private Partnerships:  
It’s the Right Time” in Business Officer Plus at www.nacubo.org.

When urgency to deliver a project is low and your 

institution has excellent operating and financing 

capabilities, it is wise to evaluate the overall vision of the 

asset to determine its proper delivery method. However, 

when urgency to deliver a project is high but your institution 

suffers from limited operational capabilities, you might con-

sider the public-private partnership (PPP) approach.  

(See table, “Decision Quadrant for Considering PPPs.”)

In addition to more general considerations, you’ll need to 

consider some specific issues when evaluating whether a PPP 

is right for your institution. Here are some points to consider:

Transfer of risk. The structure of your PPP deal can affect 

four types of risks associated with any development project: 

revenue risk, financing risk, capital cost risk, and operating 

cost risk. Identifying the obligations of all parties in terms of 

project delivery, financing, and operations can secure the net 

benefit that this approach provides your university. 

Project control. The level of control your university wants 

over both the construction and management of a project is a 

major factor in the PPP decision. Obviously, as other partners 

are brought into the project, your college’s or university’s 

ability to control all factors will decrease. As partners 

become increasingly involved, pay special attention to sev-

eral areas of possible conflict, including:

oo The amount of nonrevenue spaces included (for example, 

student program space).

oo The types of units to be built.

oo The types and quality of materials used.

oo Operating policies. 

oo Maintenance and capital reserve requirements.

oo Rent levels.

Project timeline. The time required to plan and develop a 

project will likely be different under a PPP approach. Private 

entities can usually develop the project faster than institu-

tions working with initiatives that require state funding and 

oversight. Working with a private industry partner can result 

in cost savings because of the following: 

oo The state’s contracting and procurement procedures often 

are cumbersome.

oo State design requirements and reviews may add significant 

time and costs to the project. 

Construction quality. A primary drawback to private devel-

opment is the institution’s loss of a high level of control over 

the design and construction process. While developers can 

generally build at a lower cost than institutions, some, but 

not all, of the cost reduction has to do with residential versus 

institutional construction quality. On one hand, “stick-built” 

construction will not last as long as a steel or block building, 

and will most likely require more ongoing maintenance expen-

ditures. On the other hand, when weighing material selection 

and construction quality for new facilities, particularly housing, 

be mindful that institutional quality construction often outlasts 

student preferences. In other cases, the project cost is simply 

cheaper, not due to the construction quality, but because of 

more flexibility given to the private entity, which can often 

remove many levels of bureaucratic review and other onerous 

campus or state requirements. 
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Arizona State University, Tempe, partnered with American Campus Communities 
to complete Vista Del Sol, a 1,866-bed resort-style apartment community 
complete with fitness center. 
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Group, “For many of the current projects 
to work financially, interest rates need 
to stay below the 6 percent mark; and, 
unfortunately, they are not quite there 
yet.” Because of this increased cost of 
capital, many 2009 PPP projects delayed 
construction or reverted back to institu-
tional-led financing. For instance, East 

Stroudsburg University, East Stroudsburg, 
Pennsylvania, delayed construction on its 
student housing project to work through 
the financial turmoil. Other schools such 
as Oregon State University, Corvallis, 
cancelled developer-led request-for-
proposal projects in favor of doing the 
projects themselves. 

Stimulus provides some solid ground. 
The American Recovery and Reinvestment 
Act of 2009 (Stimulus Act) is part of the 
reason why some institutions are reverting 
back to traditional institutional borrowing. 
This act has made it more attractive for 
universities or their affiliates to issue debt 
directly. While many of the programs are 


