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MINUTES 

 

UNIVERSITY OF WASHINGTON 

BOARD OF REGENTS 

 

Finance and Asset Management Committee 

 

May 10, 2018 

Petersen Room, Allen Library 
 

 

Call to Order and Attendance 

 

Committee Chair Regent Rice called the meeting to order at 10:15 a.m. 

 

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

Committee Members absent: Regent Blake 

Other Regents present: Regent Benoliel, Goddard, Jaech, Riojas, Tamaki 

Others present at the table: President Cauce, Provost Baldasty, Treasurer Scott, GPSS President Kim, 

ASUW President Salahuddin, and Faculty Senate Chair Way 

 

Approval of Minutes and Consent Agenda 

 

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

were approved, as distributed. 

 

Treasurer of the Board Report (Information) (Item No. F–1) 

 

Jeff Scott, Executive Vice President, Finance & Administration, Treasurer of the Board of Regents, reported 

that quarterly financial statements show a continuation of prior trends. Finance & Administration is working 

to combine Capital Planning and Development and Facilities Services into an integrated department which 

will emphasize the establishment of a campus stewardship program relying on data-driven decisions. The 

goal is to optimize the usage of campus spaces, enhance the University’s educational and research mission, 

and maintain campus building more efficiently by performing planned rather than emergency maintenance. 

Dr. Scott also reported that Finance and Administration is emphasizing the preparation of business 

continuity plans.  Facilities recently opened its Unit Response Center, purchasing many of its supplies from 

Office of Minority and Women-Owned Business certified firms. Finance Transformation kicked off in April 

with a training for fifty staff members. 

 

Asked how Finance & Administration and UW Medicine collaborated with the Provost’s Office of Planning 

& Budgeting in developing the operating budget, Dr. Scott replied that the budgeting process begins with 

high-level projections focusing on various policy levers. UW Medicine is fully represented in these 

projections, but it is the Provost and his team who drive these projections down to the unit level. 

 

Asked about the possibility of a UW Medicine financial scorecard to be included in the materials for future 

meetings, Dr. Scott stated that he would appreciate the opportunity to ensure alignment between how UW 

Medicine and Finance & Administration report to the Board. Current practice is for him to be in frequent, 

collaborative communication with the Chief Financial Officer of UW Medicine. 
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Finance & Capital Report (Information) (Item No. F–2) 

 

Brian McCartan, Vice President of Finance, reported that third-quarter results showed revenues up 6 percent 

year-on-year and expenses up 3 percent. He is not sure if this trend will hold, but expenses are increasing 

more slowly this year than during the previous fiscal year. 

 

Mike McCormick, Associate Vice President, Capital Planning and Development, reported no major changes 

to the capital projects scorecard. The top three projects are entering their final phases. The Life Sciences 

Building is under budget and North Campus Housing Phase IV(a) has a perfect safety record. The City of 

Seattle has still not yet granted the structural permit for the Population Health Facility, creating further 

delays. The ‘re-boot’ of North Campus Housing Phase IV(b) is tracking well; $10 million of cost savings 

will allow for the renovation of Denny Field. 

 

It was remarked that the red-yellow-green indicator lights on the scorecard are very broad indicators. 

 

See Attachment F–2. 

 

Finance Update and Forecast (Information) (Item No. F–3) 

 

Mr. McCartan stated that his update and forecast are consistent with prior results. He then talked Regents 

through the attached slides, observing that they assume the success of UW Medicine’s Project FIT. 

 

Asked whether $250 million in annual investment income is assumed, Mr. McCartan stated that his 

projections assume a return of 6 percent plus 2 percent in new gifts. 

 

It was noted that some expense items would be difficult to change. Asked which levers can practically be 

manipulated, Mr. McCartan responded that small changes in the growth of salaries and FTE levels have 

large impacts and yield substantial additional debt capacity. 

 

President Cauce thanked Mr. McCartan, observing that these scenarios are helpful in making sometimes 

unpleasant decisions that balance present and future needs and desires. 

 

Asked whether the baseline projection of negative Net Operating Income (NOI) from 2021 onward reflects 

an issue with the budgeting process, Mr. McCartan replied that the current, forty-two-year-old financial 

system makes interim reporting and cost management difficult. Modern financial systems will allow active, 

monthly management of expenses and revenues. Dr. Scott added that the first time that the Board saw such 

projections was one year ago and that open discussion of these matters has transformed internal dialogue 

with respect to budgeting: for instance, the process now includes discussions of fiscal vitality at the unit 

level. Provost Baldasty noted that the process has two components: chancellors, vice presidents and deans 

must report both on their units’ academic or programmatic vitality and on their units’ fiscal vitality and offer 

four-year projections. As a result of this process, the University has chosen to slow growth on the Bothell 

and Tacoma campuses and to pay sharper attention to deficits. Four-year projections help considerably in 

identifying where deficits might appear. 

 

Asked about the cost of offering a complimentary UPASS to staff and students, President Cauce and 

Provost Baldasty replied that the additional cost to the University for staff passes would be around $13.5 

million next year, depending on who was to pay the tax, but that this cost would inflate considerably as the 

rapid transit network expands over the next decade or two. The experience of offering free campus parking 

to retirees has sensitized the University to the budgetary impact of complimentary services; use of this 

service has grown so much as to have become unsustainable. 
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In response to a request for more dashboard-type information, Dr. Scott replied that this requires operational 

data that will only be available after new systems have been implemented. 

 

See Attachment F–3. 

 

Debt Management Annual Report (Information) (Item No. F–4) 

 

Chris Malins, Associate Vice President, Treasury Office, noted that this report on the University’s internal 

and external debt portfolios is required by Board policy. 

 

Bill Starkey, Senior Associate Treasurer, stated that external debt stands at $2.4 billion, $1.7 billion of 

which is in the Internal Lending Program (ILP). Commercial paper is presently the UW’s only exposure to 

variable-interest-rate debt products. Mr. Starkey led Regents through the attached slides, observing that the 

University could issue $400 million in variable-rate debt while remaining within the 20 percent cap set by 

the Board. Increasing exposure somewhat to variable-rate debt could be beneficial. 

 

Mr. Malins stated that, unlike the State, the UW has no statutory debt cap. He pointed out that slide 12 

explains the three ratios that are now considered during the estimation of the University’s debt capacity. He 

observed of slide 15, which portrays the three phases of the UW’s debt issuance since the millennium, that 

North Campus Housing Phase IV(a), approved in January 2016, was the last wholly debt-funded capital 

project. He reminded Regents that ratings agencies take broad, macro views of universities’ finances, 

making no judgment of underlying business plans. 

 

Mr. Starkey stated that the current rate on ILP and bridge loans is approximately 3 percent. Currently, the 

University is in a situation in which it could keep the internal interest rate at 4.5 percent for twelve years; 

the ILP is therefore lightly overfunded. 

 

Asked how this planning case was synchronized with the capital plan, Dr. Scott replied that the five-year 

capital plan would be presented to the Board next month but that the Board had already approved a 

preliminary capital plan in November 2017 that had been aligned with the University’s projected debt 

capacity over the following six years. 

 

Asked when the ILP was created, Mr. Malins stated that the ILP began operation on July 1, 2008. Prior to 

that date, the University issued bonds based on specific revenue streams. From 2004 to 2008, the University 

did issue, with legislative approval, some general-revenue, non-appropriated bonds. 

 

Asked whether there was any provision for schools with accumulated debts to be given a structural fresh 

start, Mr. Malins replied that policy allows for the restructuring of internal debt because general-revenue 

bonds are not linked to external debt. Mr. Starkey noted that the University had restructured the debts of 

Intercollegiate Athletics. Asked further whether a full write-off of accumulated debts might be possible for 

any school or unit, Mr. Malins responded that this has not been done. Provost Baldasty added that a full 

write-off would be concerning for the potential message it might send about financial discipline. Ultimately, 

writing off one school’s or unit’s debts means that all other campus units will pay a proportional share of 

those debts. Such a write-off would be unfair to campus units that had maintained financial discipline. 

 

See Attachment F–4. 

 

Audit Advisory Committee Update (Information) (Item No. F–5) 

 

Joel Benoliel, Regent and Vice Chair of the Audit Advisory Committee, reported that the Audit Advisory 

Committee met the previous day and had a good, efficient meeting. Dr. Scott added that the Committee 
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heard about new data analytics software for grant management that will alleviate compliance issues. It also 

discussed the impact of Governmental Accounting Standards Board Statement 75 concerning the inclusion 

of pension liabilities in financial statements. The State of Washington is currently calculating its liability 

and will inform the University of its portion of that liability within the next three to four months. 

 

Seismic Improvements: Stage 1 & 2 Approval (Action) (Item No. F–6) 

 

Mr. McCormick stated that this approval concerns Phase 1 of a three-phase seismic improvement plan. It 

consists of many small projects that together amount to $17.5 million, appropriated by the Legislature from 

the University’s building account. The project will mitigate risks of partial or full building collapse and 

reinforce unreinforced masonry, parapets, and decorative elements on campus buildings. The University has 

signed a memorandum of understanding with the City of Seattle exempting the project from historical 

preservation review and from compliance with the requirements of the Americans with Disabilities Act. 

 

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

Stage 1 and 2 approval to the first phase of the Seismic Improvements project, as presented. 

 

See Attachment F–6. 

 

UW Bothell Student Housing Budget and Rate Development Process Improvement Plan (Information) (Item 

No. F–7) 

 

Provost Baldasty stated that the next two items showed how the Bothell and Tacoma campuses had, in 

response to questions raised by Committee members during the March meeting, carefully analyzed their 

student-consultation processes in setting housing fees so as to identify weaknesses and potential 

improvements. 

 

Ruth Johnston, Vice Chancellor, UW Bothell, introduced the item. Chelsea Knodel, Director, Auxiliary 

Services, UW Bothell, explained the attached documents, illustrating how UW Bothell had ‘Bothellized’ the 

Seattle Housing and Food Services consultation program, fitting it to the size and needs of the Bothell 

campus. 

 

Nate Blanchard, ASUW Bothell Director of Government Relations, standing in for ASUW Bothell 

President Leah Shin, thanked the administration for engaging students and residents of campus housing in 

this dialogue around fees. He stated that the Housing Budget Advisory Council preserves the student voice 

in the process and establishes multiple touchpoints throughout the year around the setting of housing and 

parking rates. 

 

Regent Harrell warmly thanked all involved, observing that this was much more than she had expected. 

 

See Attachment F–7. 

 

UW Tacoma Housing Report (Information) (Item No. F–8) 

 

Mark Pagano, Chancellor, UW Tacoma, stated that he takes shared governance seriously and is always 

looking for improvements. Mentha Hynes-Wilson, Vice Chancellor, Student & Enrollment Services, UW 

Tacoma, reported that the development of co-curriculars has been a learning process for UW Tacoma as its 

residential life program grows. The enhanced fee-setting process, aimed at financial viability and 

responsiveness to student concerns, involves sustained, ongoing, conversations with students and residents 

of campus housing throughout the year. Tye Minckler, Vice Chancellor, Finance & Administration, UW 

Tacoma, thanked Arwa Dubad, ASUW Tacoma President, for bringing these issues to the Administration’s 
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attention. He stated that 92 percent of surveyed students residing in the Court 17 Apartments were satisfied 

with their internet service but reported the survey had revealed considerable dissatisfaction with custodial 

services, which is being addressed. 

 

Ms. Dubad stated that she was pleased with the process and reported that a clean apartment building was 

pleasant. 

 

Gurtej Singh, Residence Hall Association President, UW Tacoma, stated that the implementation of this 

consultation process involved leadership training for officers and was helping to develop community among 

residents of UW Tacoma campus housing. 

 

Regent Harrell thanked all involved and commended them for great improvements in process. 

 

See Attachment F–8. 

 

Investment Program Annual Report and UWINCO Board Update (Information) (Item No. F–9) 

 

Keith Ferguson, Chief Investment Officer, UWINCO, set the frame for discussion by observing that he is 

cautious but finds the current market environment interesting. He emphasized that, as an economist, his 

outlook is necessarily more guarded than that of Dr. Scott or Mr. McCartan. He reminded the Board that a 

change in asset value does not equate to net income and of their duties under the Uniform Prudent 

Management of Institutional Funds Act (UPMIFA). 

 

The mission of UWINCO is to preserve and increase the value of the UW’s investments. It is defensive. 

Currently, UWINCO is doing more with less. The US is in the ninth year of the second-longest bull market 

in the past century. If a recession comes, it may well be a growth recession, but Central Banks will lack the 

monetary tools they deployed during the last recession. Performance to date has been good, with increases 

in exposure to emerging markets and private equity planned. Mr. Ferguson introduced the attached slides. 

 

Garth Reistad, Deputy Chief Investment Officer, UWINCO, stated that, when UWINCO was created in 

1997, cash yielded returns of 5 percent and investments yielded returns of 15 percent per year. Returns for 

either are currently below the University’s 7 percent spending hurdle, with cash returns persistently close to 

zero. Attaining a premium over cash requires taking on additional risk. Without greater rises in interest 

rates, it will be challenging and risky to meet the 7 percent hurdle required to sustain current spending 

levels. In addition, as former Regent Jeffrey Brotman used to observe, one cannot spend percentage returns, 

only dollars earned. Those dollars earned are largely restricted: of the $120 million that will be distributed 

from nearly 5,000 endowed funds, 98 percent is restricted by donor intent. 

 

Asked to reconcile this report with the finance and debt reports presented earlier in the meeting, Mr. 

Ferguson stated that UWINCO uses cash accounting rather than generally-accepted accounting principles 

(GAAP). Net investment includes realized and unrealized gains. In Fiscal Year 2017, the endowment paid 

out more than it gained from incoming donations. If returns continue to fall, the endowment will shrink. 

Looking ahead, Mr. Ferguson advised that it is better to be an opportunistic buyer in a downturn than a 

forced seller. 

 

Regent Ayer, Vice Chair of the UWINCO Board, stated that there is considerable expertise among members 

of the UWINCO Board, which has a clear vision and, in his opinion, is a model advisory committee. He 

stated that the Board always measures returns against a passive benchmark, net of fees. He further stated 

that next year it may be time to reopen discussion of reducing the spending rate by 50 basis points. 
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President Cauce stated that the University seeks to be fiscally prudent without discouraging donors who 

wish to realize their intentions swiftly. 

 

Mr. Ferguson reiterated that UWINCO is still yielding better returns than its active and passive benchmarks. 

 

See Attachment F–9. 

 

Comparative Performance and Asset Allocation (Information) (Item No. F–10) 

 

Mr. Ferguson introduced Max Senter, Investment Consultant and Managing Partner with Cambridge 

Associates. Mr. Senter has consulted for the UW since 2002. Cambridge Associates was founded in 1973 to 

support institutions of higher education and has consulted for the UW since 1988. In 1988, the UW’s 

endowment of $100 million was too small to interest large institutional investment consultants. 

 

Mr. Senter stated that he provides independent, objective evaluations of UWINCO’s investment strategies. 

He noted that his evaluation was less positive five years ago but is presently quite positive. He feels that the 

governance of the Board of Regents, and the advice of the UWINCO Board, are good. 

 

Mr. Senter measures performance against a 70-percent equities, 30-percent fixed-income benchmark and an 

active policy benchmark, as presented on slide 2 of the attached slides. With reference to slide 3, he noted 

that the UW’s investment yields have exceeded those of two further peer groups. He agrees with Mr. 

Ferguson on market outlook in the coming years. 

 

The positive performance of the UW’s investments reflects the quality of implementation, with asset 

allocation being the most important choice. He concurs with Mr. Ferguson’s plan to increase exposure to 

private equity and emerging markets. 

 

Mr. Ferguson added that he is buying for the long term, noting that ten-year returns are less positive because 

the UW was a forced seller during the Great Recession, in comparison to Harvard, which was able to 

borrow $1 billion to buy at the bottom of the market trough. 

 

Regents commended Mr. Ferguson and Mr. Senter. 

 

Regent Benoliel observed that the items presented to the Committee today ask Regents to balance policy 

guidance and management guidance, suggesting that may sometimes be necessary for the Board to overstep 

into management so as to enforce or improve the implementation of policy. 

 

See Attachment F–10. 

 

Adjourn 

 

Hearing no other business to come before the Committee, Regent Rice adjourned the Finance and Asset 

Management Committee meeting at 12:27 p.m. 

 

  Approved at the meeting of the Committee on June 7, 2018. 


