
The availability of quality purpose built student 

accommodation (“PBSA”) is becoming an 

increasingly important factor for students when 

choosing their university. This, together with the 

fact that many universities have an under-supply of 

accommodation, means that many universities will 

be looking for ways to secure new or upgrade 

existing PBSA.   

In the past 10 years, PBSA has become one of (if not 

“the”) main alternative asset classes for private sector 

investors and funders. This means that universities 

looking to expand their PBSA stock have a range of 

available options - each with their own benefits and 

risks.  The most suitable option (and whether it is 

available) will depend on a number of factors including:  

 does the university have funds to deliver the 

project itself? 

 does it have to be structured to be “off balance 

sheet”?  

 does it require a capital receipt?  

 does the university require the “best” financial 

deal for the long-term?  

 what is the university’s profile?  

 does the university have access to land with 

development potential?  

 is there proven student demand?  

 is control over the PBSA important?  

 are there any political sensitivity issues to 

consider?  

 does the university want to transfer construction/

operational risk? 

There is no “one-size-fits-all” so it is important that the 

university considers all factors and key-drivers before 

deciding on its preferred approach. In this article, we 

explore five of the main options and some of their key 

pros and cons. 

Enter into nomination agreement with local 

providers 

There are many specialist student accommodation 

operators delivering high quality PBSA. Entering into a 

“nominations agreement” with those operators provides 

a very simple and flexible way for universities to secure 

access to additional rooms. This option can provide the 

ideal solution for universities that do not regard student 

accommodation as “core business”, or that need access 

to “spare” PBSA for its students. However, it does not 

give the university control over the PBSA - for example 

the level of rents charged to students, restrictions on 

non-student occupiers or assurance of quality. It also 

does not give the university the benefit of an income 

stream from the PBSA.  

 

Options and issues facing universities 

wanting new or better purpose built 

student accommodation 



“Do it yourself” 

Universities should always consider whether they are best placed to deliver the student accommodation, rather than 

entering into a deal with a private sector investor. Whilst this option typically requires a large upfront capital outlay, it 

is likely to be best option from a pure financial perspective over the long-term. It also allows the university the 

maximum flexibility and control over all aspects of the PBSA. 

However, these benefits must be weighed against other factors such as borrowing restraints and other demands on 

the university budget. It is these factors which lead many universities to opt for one of the “outsourced” options 

explored below.  

 

 

 

 

 

 

 

 

 

DBFO development partner who secures funding through a bond 

Under this model the university engages a private sector partner (“PSP”) to design, build (or refurbish), finance and 

operate (“DBFO”) the PBSA and grants a long lease of the site to the PSP for which the university may receive a 

capital sum. The parties enter into a project agreement which governs their commercial relationship, determining, for 

example, the maximum rent the PSP can charge, the university’s right to reserve rooms and its obligation to market 

them.  

There are a number of advantages to this model, including that the university has no capital outlay, may receive a 

premium for the long lease and transfers “demand risk” to the PSP (as the university only pays for the rooms it 

reserves). This transfer of demand risk typically means that the project is “off balance sheet” for the university.  

However, PSP’s and their funders mitigate against taking demand risk by, for example, requiring the university to 

market the accommodation and restricting the university from entering into new PBSA deals until there is proven 

demand. The PSP and its funder may also seek additional protections. These vary in significance from project to 

project and may depend on the profile of the university and the overall student demand case.  



 

DBFO development partner who secures funding through an income strip 

If bond finance is not available for a project, investors may opt for the “income strip” model. This is a relatively new 

(and for many universities, a very welcome) model for delivering PBSA. It gives universities access to a solution for 

delivering “off balance sheet” PBSA (auditors still view this solution as being off balance sheet if structured correctly) 

without the capital outlay and whilst still benefiting from an upfront premium.  

Under this model, the university will have similar sets of rights, obligations and restrictions as under the bond 

financed DBFO model. However, there is one significant distinction: the university guarantees the SPV’s debt 

obligations to the funder. Universities can help to mitigate the risk of the guarantee being called upon by requiring the 

PSP to model sensible occupancy assumptions. For example, if the financial model relies on 100% occupancy for 

the SPV to be able to service the debt, this is significantly more risky than a model which requires only 80% 

occupancy. 



Development partner using a lease and lease back structure 

This is a more simple structure where the university appoints a development partner to fund, design and construct 

(but not operate) the PBSA. The university grants a headlease to the developer and the developer then grants a full 

repairing and insuring lease with rental obligations back to the university. Under this model, the university retains full 

control of the PBSA and receives a capital receipt for the lease. However, the rental obligation is “on balance sheet” 

and, over the long-term, it is likely to be a worse deal for the university financially compared to the “do it yourself” 

option.    
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