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Bond payment default mars Eastern Michigan University parking
system P3
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Eastern Michigan University's troubled parking system concession deal hit a new
low this month with the first payment default on a $36 million bond issue tied to
the transaction.

The bonds — investment grade at issuance — are now rated Caa3 by Moody's
Investors Service and trading at 53 cents on the dollar.

The acrimonious relationship between the university and its private partner has
spilled into the courts and prompted a reminder from Moody's Investors Service
last week that higher education institutions still retain risks when entering into
public-private partnership deals.


https://www.bondbuyer.com/author/yvette-shields-bb13
https://emma.msrb.org/P21701724-P21309033-P21740675.pdf
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The shutdown of the central campus parking structure is a pain point in the troubled relationship between Eastern Michigan

University and its P3 parking concessionaire. Eastern Michigan University

"The dispute, which highlights a wider trend in higher education of demand risk or
hybrid public-private partnerships not performing to expectations, underscores
the varying degrees of credit risk that universities retain in these arrangements,
and reinforces our view that universities can never contractually transfer all risks
to a concessionaire," Moody's wrote.

Risk transfer is often an argument used in favor of privatization deals.

"Even well-structured agreements that incorporate various contingencies for
future unknown events can go awry, leaving universities exposed to legal,
reputational, financial and operational risks," Moody's said.

EMU made the P3 leap in 2018, becoming one of the first public universities
nationally and first in Michigan to enter a concession deal involving a parking
system under the P3 category known as asset recycling.



After conducting a competitive bid process, the university entered into a 35-year
concession deal with Preston Hollow Community Capital LLC to serve as the
contractual counterparty to operate its campus parking system.

PHCC then assigned its right, title and interest to the concession EMU Properties
LLC, a special purpose entity of Provident Resources Group Inc.

The concessionaire received the exclusive and irrevocable right to operate
EMU's parking system in exchange for a commitment from the concessionaries
to make $4.2 million in capital improvements and a $55 million upfront payment
to the university in Ypsilanti, 30 miles west of Detroit.

The university said then that the parking P3 reflected difficult economic
conditions for universities, "resulting in a need to rethink the status quo of
traditional funding sources."

The concessionaires financed the payment with a $36 million 2018 revenue bond
sale through the Arizona Industrial Development Authority on behalf of Provident
Group.

In addition to the bonds that mature in 2051 and carry coupons of 4% and 5%,
Provident borrowed $26 million of subordinate notes that mature in 2053 and pay
a 12% interest rate. The subordinate debt was originally privately placed and
purchased by PHCC, according to Moody's.

Provident hired LAZ Parking Midwest LLC to operate the system.

When the COVID-19 pandemic drove a shift to remote learning, parking
revenues sunk, bringing to the fore a series of other conflicts about university
staffing and parking policies that predated COVID. In May 2022, Provident closed
a centrally located parking garage, saying a repair assessment was needed.

Provident missed some portions of loan payments beginning in 2021 triggering
event defaults under the bond and loan agreements.

Provident and the university turned to mediation last year under the concession's
terms but that effort failed.

The concessionaires asked the university to pick up some costs, take control of
the parking garage in dispute, raise some fines, make a compensation payment
and extend the concession by 10 years.

The university agreed to some of the proposed terms, but not the 10-year
extension although it was open to negotiating an extension, according to a
trustee filing.


https://phcllc.com/preston-hollow-capital-closes-59-million-eastern-michigan-university-parking-deal/
https://emma.msrb.org/P21681344-P21293768-P21723957.pdf

The university notified the company in March that it was in default under the
concession agreement for closing the central garage and failing to maintain it.

The concessionaire responded with a complaint against the university's board of
regents in the state court of claims asserting the university breached its contract
resulting in at least $10 million in damages.

Provident and Preston Hollow allege in the lawsuit that the university made "false
and misleading representations concerning the garage during the diligence
period for the concession agreement.” The university countered that it was
upfront in all of its information on the garage and its maintenance needed.

Only a partial interest payment was made on $1.22 million of debt service owed
May 1, comprised of $892,475 in interest and $330,000 in principal, according to
a disclosure notice posted May 3 on the Municipal Securities Rulemaking Board's
EMMA website.

Repairs to an Eastern Michigan University parking lot in the summer of 2019, before the relationship between the school and

its parking concessionaire went sour. Eastern Michigan University

UMB Bank, which succeeded Huntington National Bank as trustee, made
a partial payment of $848,778 on interest due after notifying holders that it would



https://emma.msrb.org/P21681344-P21293768-P21723957.pdf
https://emma.msrb.org/P21699802-P21307652-P21739153.pdf
https://emma.msrb.org/P21699802-P21307652-P21739153.pdf
https://emma.msrb.org/P21699802-P21307652-P21739153.pdf

not follow a supplemental indenture authorizing use of the Capital Improvement
Fund account which held sufficient funds for debt service.

The original indenture restricted capital improvement account funds for capital
only but a supplemental indenture allowed transfers for debt service. UMB
concluded after consulting with bondholders that the authorization was never
granted to establish the supplemental indenture and so its terms are moot.

Moody's Investors Service cut the rating on the bonds to Caa3 from Caa2 May 4.
They originally were sold with an investment grade Baal rating. A series of
downgrades began shortly after the pandemic struck in May 2020, falling to
speculative grade in April 2022.

Moody's rates the university at A3 with a stable outlook.

Provident and Preston Hollow charge in the lawsuit that the university's policy
changes on parking subsidies and staffing led to declining use and in turn
reduced revenues. Remote learning was implemented in March 2020 at the start
of the pandemic.

"EMU continues to adopt policies and procedures encouraging and allowing
remote learning at the expense of on-campus instruction that have had the effect
of reducing the use of EMU's parking system," the plaintiffs charge.

The lawsuit accuses the university of breaching its contract on its disclosure of
the number of parking spaces that were in use, the parking garage issues,
staffing policies, and the COVID-related closure policies. It also seeks a
declaratory judgment that the university improperly served it a notice of
agreement default and compensation of at least $10.9 million.

The university called the lawsuit meritless and is fighting it with its own
counterclaims for breach of contract.

"Provident is attempting to rewrite the contract it signed," the university said in a
statement noting its default notice against Provident. "In particular, Provident
failed to operate and maintain University's central parking garage."

The system collected $2.7 million of parking revenue in 2021 and $3.8 million in
2022 but fell far short of expenses leading to a $8.2 million loss in 2021 and a $7
million loss last year.

The latest financial statements warn that "the company does not believe it will
have sufficient cash flows to meet future required debt service payments due to
decreased revenues since the COVID-19 pandemic and declining enrollment.".



https://today.emich.edu/story/news/12330
https://emma.msrb.org/P11663955-P11281524-P11710366.pdf

The downgrade to Caa3 reflected the default and "the project's significant longer
term challenges, with weakened revenue generating potential given material and
ongoing enrollment declines and a high share of students taking courses online
versus on-campus,” Moody's said.

"The project remains exposed to uncertain actions or exercise of remedies by the
senior trustee following the recent payment default, and the university has also
filed a notice of default against the project relating to the concession,"” Moody's
said.

An uncured concessionaire event of default could lead to termination of the
concession, with no required compensation to lenders, and bondholders could
accelerate debt service and/or foreclose on the collateral due to the payment
default.

Moody's initially rated the bonds at Baal on the strength of the concession
agreement terms granting exclusive rights to the system.

In a special sector comment last week, Moody's warned of the risks associated
with demand risk, hybrid and/or availability payment PPPs as well as the
benefits.

Flexibility and the ability to work together to resolve unforeseen circumstances
like an epidemic-driven shutdown are among tenets of a successful partnership.

Risks include a subpar partner, impaired project demand, reputational harm, and
exposure to a long term debt-like contract. Benefits include financing for capital,
more efficient operations, other direct benefits of monetizing an asset, and partial
risk transfer.

"Even with their risk profile, demand risk and hybrid PPPs will remain an
attractive option for many universities seeking to upgrade campus infrastructure
because of the various opportunities they can provide," Moody's said.

The EMU deal isn't alone as a troubled case.

The University of lowa's concession partner alleged a breach of contract terms
on a 50-year utility system concession in a federal lawsuit which the university is
seeking to dismiss.

Moody's noted that the University of Louisville canceled a proposed utility system
monetization following the lowa litigation.


https://arizent.brightspotcdn.com/e0/1f/c38e66994f6fbf1e53a882442970/univ-of-iowa-p3-federal-complaint.pdf
https://www.bondbuyer.com/news/university-of-iowa-moves-to-dismiss-public-private-partnership-lawsuit

Eastern Michigan, which serves 14,000 students, last year entered into another
P3 to overhaul its student housing stock. The school turned to the P3 to limit its
financial risk and keep the borrowing off balance sheet.

A $210 million revenue bond issue was sold through the Public Finance
Authority, a Wisconsin-based national conduit agency, on behalf of Eastern
Michigan University Campus Living LLC for the university's Welcome Home
2025 Plan.

Moody's assigned the bonds an underlying Baa2 project revenue bond rating
based on the bond structure, which has some "speculative" elements, and the
university's A3 rating and stable outlook. S&P Global Ratings rated the bonds AA
based on the Build America Mutual insurance.


https://www.bondbuyer.com/news/eastern-michigan-university-makes-p3-play-to-transform-student-housing
https://www.bondbuyer.com/news/eastern-michigan-university-makes-p3-play-to-transform-student-housing
https://www.emich.edu/welcome-home-2025/index.php
https://www.emich.edu/welcome-home-2025/index.php

