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MINUTES 

 

UNIVERSITY OF WASHINGTON 

BOARD OF REGENTS 

 

Finance and Asset Management Committee 

 

Thursday, September 13, 2018 

Petersen Room, Allen Library 
 

Call to Order and Attendance 

 

Committee Chair Regent Rice called the meeting to order at 8:30 a.m. 

 

Committee Members present: Regents Rice (Chair), Ayer, Blake, Zeeck 

Committee Members absent: Regent Harrell 

Other Regents present: Benoliel, Jaech, Riojas, Tamaki 

Other Regents absent: Zhou 

Others present at the table: President Cauce, Provost Richards, Treasurer Scott, Professor Sandison 

 

Approval of Minutes 

 

Regent Rice announced that, hearing no objections, the minutes from the Committee meeting on July 12, 

were approved, as distributed. 

 

Actions Taken Under Delegated Authority (Information) (Item No. F–1) 

 

Regent Rice announced that, hearing no objections, Item F–1 would appear on the full Board’s consent 

agenda. 

 

See Attachment F–1. 

 

Treasurer of the Board Report (Information) (Item No. F–2) 

 

Dr. Scott reported that annual financial statements are on track to be presented to the Board at its November 

meeting. Preliminary figures will likely be available for the October meeting. KPMG, the auditor, has 

identified no major issues with reporting. Governmental Accounting Standards Board Statement No. 75 

(GASB 75) will affect the UW’s financial position because it requires accounting for what are called Other 

Post-Employment Benefits (OPEB) costs. The State of Washington has quantified the liability of which UW 

accounts for 27 percent. This liability will appear on financial statements, but will not have a material 

impact on the University’s near term cash-flow. The Audit Advisory Committee has discussed the 

accounting for OPEB costs. 

 

Finance Transformation is moving forward.  Deloitte Consulting has been engaged to support the current 

Readiness Phase, and the University has completed a community benchmarking study to gauge readiness 

among campus partners. Work on the chart of accounts will begin this fall.  Implementation of the new 

system is expected within three years. 

 

See Attachment F–2. 
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Introduction of New Leadership: Vice President, Facilities (Information) (Item No. F–3) 

 

Dr. Scott introduced Lou Cariello, Vice President, Facilities, who comes to the UW from Kaiser Permanente 

and the US Navy. 

 

Mr. Cariello stated that he is a career facilities professional, trained in the Navy’s civil engineering corps. 

He brings a technical perspective and hopes to leverage his technical and leadership expertise in service of 

the University’s educational mission. 

 

Regent Rice observed that the Committee will be seeing Mr. Cariello often and looks forward to his help in 

addressing the University’s backlog of deferred maintenance. 

 

See Attachment F–3. 

 

Finance & Capital Report (Information) (Item No. F–4) 

 

Mr. Cariello noted that there are few changes to the Capital Report and no new requests. The only notable 

change concerns delays to the Population Health Facility project. 

 

Steve Tatge, Executive Director, Major Capital Projects, explained that Mike McCormick is in Olympia. 

The Population Health Facility is twelve weeks behind. Remediation of site conditions has added three 

weeks, the City of Seattle’s failure to meet permitting review deadlines has added twelve weeks, and an 

operator strike has added three weeks. Of five required permits, only two have been secured. The scope of 

the UW Medical Center expansion has increased somewhat. It will be impossible to make up cost overruns 

on the Burke Museum project in the remaining construction. North Campus Housing IV(b) is under budget. 

Reconstituting the project as design-build has generated sufficient savings to expand the scope of the project 

to include the renovation of Denny Field and Lewis Field. 850 students will move into North Campus 

Housing for the fall quarter. 

 

Brian McCartan, Vice President, Finance, explained that short-term rates have increased from zero to 1.5 

percent, while long-term rates have been steadier. The bonds issued last January at 2.35 percent would now 

be issued at roughly 4 percent. The UW has $2.419 billion of outstanding debt. $100 million of commercial 

paper was retired in January. The next debt issuance is planned for December and will include variable-rate 

debt. He will update the Board on this in November. 

 

Chris Malins, Associate Vice President, Treasury, highlighted the rating agency scorecards in the Finance 

Report, explaining the factors that each agency takes into account. Moody’s takes the position that robust 

governance and strong market position move the UW into a AAA rating, even with negative outlooks for 

UW Medicine and for the higher education sector as a whole. Mr. Malins reminded Regents that bonds are 

priced at the lower rating, in this case, Standard & Poor’s AA+ rating. The heat map shows that both 

agencies are concerned that expenses are increasing faster than revenues. 

 

Asked about the risk of a downgrade to a AA rating, Mr. Malins replied that this would increase borrowing 

costs by 10 to 20 basis points, but that interest rates remain compressed. 

 

Asked about how financial resources are measured, Mr. Malins stated that agencies look at cash investments 

in hand, the ratio of cash in hand to expenses, days cash on hand, but do not include endowments. 

 

Asked how much ratings reflect the sector outlook for higher education, Mr. Malins and Mr. McCartan 

responded that the outlook influences the ratings of institutions. Asked if unrestricted endowment funds 
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would count in the credit rating, Mr. Malins stated that they would, and that non-endowed gifts count on the 

agency scorecards. 

Asked about the comparison group, Mr. Malins stated that there is an annual comparison of eight other 

public universities with AAA ratings. 

 

See Attachment F–4. 

 

Public Higher Education Sector Overview – A Credit Perspective (Information) (Item No. F–5) 

 

Dr. Scott introduced Joe Beare and Roger Goodman, partners with The Yuba Group. Mr. Beare stated that 

this update on last year’s presentation presents the same key trends with note of new areas. Fiscal year 2018 

data is not yet available. He then presented the attached slide deck, noting that margins are declining 

everywhere for institutions of higher education. There are important questions about the allocation of debt 

capacity within institutions, particularly those with hospitals or medical systems attached, and about using 

public-private partnerships to fund construction. Michigan State University, the Ohio State University, and 

the University of Southern California have all face considerable litigation costs. Michigan State University 

has issued $500 million in tax-exempt bonds. Public institutions are affected by GASB 75. Institutions such 

as the UW that derive much revenue from federal grants are particularly exposed to an uncertain federal 

environment. 

 

Asked about the last one to two years, Mr. Beare stated that the UW has spent more on construction and 

capital expenses than top performers in the selected peer group. 

 

Asked to compare the UW to Pennsylvania State University, Mr. Beare noted that Pennsylvania State has 

more out-of-state students than the UW, has increased its operating expenses more slowly, and has spent 

cash surpluses rather than borrowing for capital costs. President Cauce observed that the Ohio State 

University in particular has privatized services such as energy and parking. 

 

Mr. Beare noted that many top performers in the selected peer group are rural institutions that have seen 

relatively slow expense and revenue growth. The University of North Carolina, the low performer, is 

particularly reliant on state appropriations and federal grants and contracts. It is likely that the UW’s 

aggressive capital spending over the past few years will be an advantage, as interest rates seem likely to 

continue climbing for the foreseeable future. 

 

Mr. Goodman stated that the general higher education outlook is negative, but that the sector is divided 

between public flagship universities and rural, private, liberal-arts schools. Public flagships have a more 

positive outlook. However, that does not outweigh decades-long trends towards higher costs, increasing 

regulatory burdens, and lower margins for universities and colleges. With respect to academic medical 

centers, there is a trend towards consolidation, affiliations to increase the covered population base, or 

divestiture. 

 

Asked about the potential impact of new models for NCAA athletics, particularly at the Division 1-level, 

Mr. Goodman stated that it is difficult to account for potential shifts in the athletics funding and revenue 

model. 

 

Asked about Vanderbilt University’s divestiture from its medical center, Mr. Goodman noted that the 

medical center’s credit was downgraded. 

 

Asked about the peer group, Mr. Malins noted that the University of California and University of Texas 

campuses are part of state-wide systems and therefore make a challenging comparison. Peers for this 
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exercise must have more than $1 billion in revenue, must be flagship universities, must have exposure to the 

healthcare sector, and must have a AA or AAA rating. It might be possible to create other peer groups. 

 

Asked if any university provides an instructive “gold standard” with respect to credit, presenters and 

attendees were unable to identify any such model. 

 

See Attachment F–5. 

 

University District Station Building: Stage 1 Approval (Action) (Item No. F–6) 

 

Todd Timberlake, Chief Real Estate Officer, reported that the UW owns the air rights over the University 

District light rail station through a property exchange agreement of 2013. Benefitting from the University 

District upzone voted by the City Council, he is proposing a twelve-story, 240,000 square foot 

administrative building, to be constructed through a public-private partnership. If the Board approves 

issuing a request for proposals, he will return in the spring to ask for permission to execute a contract. 

 

The proposed building would allow the UW to consolidate its current leased office space in the University 

District, save on long-term rental and leasing costs, build without capital expenditure, and create the 

ultimate in transit-oriented development. 

 

Asked about the size of the building, Mr. Timberlake replied that it is the maximum allowable under current 

zoning. 

 

Regent Benoliel reminded the Committee that this is an opportunity with a time limit. If the University fails 

to act, the air rights revert to Sound Transit. 

 

Regent Ayer moved, Regent Blake seconded, and the Finance and Asset Management Committee granted 

Stage 1 approval to the University District Station Building, approving solicitation of developer proposals 

for ground lease / lease-back of the site, as presented. 

 

See Attachment F–6. 

 

Audit Advisory Committee Update (Information) (Item No. F–7) 

 

Regent Rice thanked Regent Blake for her generous sharing of expertise with respect to financial items, 

above all her commitment to numerical accuracy, commitment to institutional oversight, and her steadfast 

attendance. 

 

Regent Blake asked Regent Benoliel to update the Committee on the recent meeting of the Audit Advisory 

Committee, which she had been unable to attend because of a delayed flight. 

 

Regent Benoliel affirmed that the Audit Advisory Committee is a high-functioning body that is a credit to 

Regent Blake’s vision, skills, and hard work. He reported that the committee had discussed 2018 financial 

statements, on track to be delivered to the Board in November, received updates on internal controls on 

financial reporting, on Finance Transformation, and on the workload of Internal Audit. The committee had 

also discussed the UW’s OPEB liability. 

 

See Attachment F–7. 
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Executive Session 

 

Regent Rice announced that the Committee would hold an executive session to consider the minimum price 

at which real estate will be offered for sale or lease when public knowledge regarding such consideration 

would cause a likelihood of decreased price, per RCW 42.30.110. 

Adjourn 

 

Returning to open session, and hearing no other business to come before the Committee, Regent Rice 

adjourned the Finance and Asset Management Committee meeting at 10:25 p.m. 

 

  Approved at the meeting of the Committee on October 11, 2018. 


