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MINUTES 

 

UNIVERSITY OF WASHINGTON 

BOARD OF REGENTS 

 

Finance and Asset Management Committee 

 

Thursday, October 10, 2019 

Petersen Room, Allen Library 

 

 

Call to Order and Attendance 

 

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

 

Present: Regents Riojas (Chair), Ayer, Benoliel, Harrell, Rice, Suarez, Tamaki, Zeeck; President Cauce, 

Provost Richards, the Secretary. 

 

Regents Jaech and MacPhee were absent. 

 

Approval of Minutes 

 

Regent Riojas announced that, hearing no objections, the minutes from the Committee meeting on July 11, 

2019, were approved, as distributed. 

 

Quarterly Investment Performance Report – Quarter Ended June 30, 2019 (Information only) (Item No. F–1) 

Annual Summary of Philanthropic Support (Information only) (Item No. F–2) 

 

Regent Riojas announced that, hearing no objections, Items F–1 and F–2 would appear on the full Board’s 

agenda, as distributed. 

 

See Attachments F–1 and F–2. 

 

Finance, Budget, and Capital Report (Information only) (Item No. F–3) 

 

Sarah Hall, Vice Provost, Planning & Budgeting, reported that Fiscal Year (FY) 2019 ended on track to 

budget. She expects to present first-quarter results in November. The FY 2021 budget is in preparation. 

 

Lou Cariello, Vice President, Facilities, stated that the capital projects report contains twelve projects, of 

which seven are currently underway. Ribbon-cutting for the new Burke Museum is tomorrow. The Seismic 

Improvements project indicator has returned to green, because an improved schedule has reduced overhead 

costs, making on-budget, on-time completion once again possible. The Foster School Expansion and 

Northwest Hospital Childbirth Center both show red for budget, because the former will be a more costly, 

cross-laminated timber structure to be funded through additional fundraising and the latter will include 

higher-cost engineering options than those in the original budget. Funding options are being explored. The 

Population Health Facility (PHF) will be fully enclosed by the end of the month, on schedule and under 

budget. The tower crane will be dismantled next month. A builder has been selected for the UW 

Bothell/Cascade College Science, Technology, Engineering, and Mathematics Building. A short list of 

builders for the Behavioral Health Teaching Facility on the Northwest Hospital Campus has been identified. 

With respect to safety, the PHF has returned to green after the last recordable incident. The North Campus 

Housing and Seismic Improvments projects show yellow, on account of minor incidents. With respect to 
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business equity and the Business Diversity Program, the first three projects on the report show gray, because 

the present target was not in place at the outset of the projects. Remaining projects are tracking well, with the 

exception of Stevens Court and Parrington Hall projects, which are not trending to targets. 

 

Asked why this was the case, Mr. Cariello replied that the bids of minority- and women-owned business 

exceeded project budgets. 

 

Asked how much the Foster School Expansion and the Northwest Hospital Childbirth Center projects were 

over-running original budgets, Mr. Cariello replied: approximately $4 million on a $70 million project and 

less than $2 million on a $25 million project. 

 

Brian McCartan, Vice President, Finance, reported that he will bring an informational update on Finance 

Transformation next month, followed by a request for Stage 2 approval of the project in December. Next 

month the Board will review and approve the issuance of the University’s FY 2019 financial statements, for 

the first time concurrently with those of UW Medicine. The bonds authorized by the Board in July 2019 will 

be issued in January. 

 

Asked the amount to be issued, Mr. McCartan replied that approximately $100 million of bonds will be 

issued, plus any advantageous refundings of prior issuances. 

 

See Attachment F–3. 

 

UWINCO Board Update (Information only) (Item No. F–4) 

 

Regent Ayer, UWINCO Board Vice Chair, stated that the UWINCO Board met on September 25. Regent 

Tamaki will join the board in December. It discussed the governance of advisory bodies and the appropriate 

size of investment committees, issues which Regent Ayer plans to bring to the next meeting of the 

Governance Committee in February. 

 

Keith Ferguson, Chief Investment Officer, UWINCO, stated that recent returns have been lower. Fixed-rate 

experts have suggested that United States Federal Reserve’s funds rate is likely to fall to zero. Because the 

yield curve, comparing the yield of short- and long-term government debt, has been inverted for some 

months, it may be that a recession has already arrived. 95 percent of worldwide bond coupon payments are 

currently being made in the United States, because its government debt is one of the few worldwide yielding 

a positive return. Mr. Ferguson feels that the five-year outlook for investment returns is positive, although the 

University’s investments may not attain their 7.5-percent goal this year or next year. 

 

See Attachment F–4. 

 

Advisory Committee on Real Estate (ACRE) Update (Information only) (Item No. F–5) 

Appoint Members to the Advisory Committee on Real Estate (Action) (Item No. F–6) 

 

Items F–5 and F–6 were presented together. 

 

Todd Timberlake, Chief Real Estate Officer, reported that ACRE met on September 18. It discussed 

construction on the Rainier Square site, thanked outgoing, ten-year and founding ACRE members Gary 

Waterman and James Kenyon, presenting each with a football signed by Coach Peterson, heard updates on 

the UW—Gonzaga University—McKinstry partnership, and discussed potential Metropolitan Tract 

transactions. ACRE recommends moving forward with the following item, Item No. F–7. 

 

Regent Benoliel, ACRE Chair, stated that the proposed new members were recruited to replace original 

members of ACRE and to provide important, subject-area knowledge. He has known Jane Blair for many 
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years, and esteems her as an expert in downtown Seattle real estate, who will use this expertise to benefit the 

Metropolitan Tract. Mike Hess is an inveterate supporter of the UW and Washington Rowing. He has 

worked in a number of areas, most recently in sustainable development in the Seattle area. Both are 

outstanding, committed candidates for ACRE. 

 

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

Jane Blair and Michael Hess to three-year terms on ACRE, beginning October 1, 2019.  

 

See Attachments F–5 and F–6. 

 

Rainier Square Unit B: Approve Ground Lease and Development and Delegate Execution of Documents 

(Action) (Item No. F–7) 

 

Mr. Timberlake reminded Regents that the Board authorized the Rainier Square transaction in 2014, entailing 

a ground lease of a larger and a smaller parcel, both under the same Master-Use Permit with the City of 

Seattle. The new Rainier Square building is currently under construction on the larger parcel. Increased 

construction costs have made what was initially planned to be a hotel on the smaller parcel uneconomical. 

This transaction is a viable alternative for the smaller parcel that protects the University against any potential 

downside. 

 

Asked whether the proposed structure has fewer square feet than the originally proposed hotel tower, Mr. 

Timberlake stated that it is smaller for two reasons: first, because the height of the structure on the smaller 

parcel was limited to preserve views of the curvature of the Rainier Tower, and, secondly, because residential 

structures have lower ceilings, two floors were removed in shifting the planned structure to mixed-use 

purposes. Asked further whether the expected revenue will be lesser, Mr. Timberlake replied that it will. This 

is the most advantageous option available today: it guarantees an inflation-adjusted ground rent, and provides 

for the construction of a new building at no additional cost to the University. 

 

Regent Zeeck moved, Regent Rice seconded, and the Finance and Asset Management Committee approved 

the ground lease and development for Unit B on the Rainier Square site, delegating authority to execute 

necessary documents to President Cauce, as presented. 

 

See Attachment F–7. 

 

Approve the Naming of the Population Health Facility (Action) (Item No. F–8) 

 

President Cauce stated that it is a great pleasure to celebrate this great collaboration. The new facility will be 

a convening space for transformative, interdisciplinary work in the area of population health. In recognition 

of the gift of $210 million from the Bill & Melinda Gates Foundation, and in response to the wishes of Bill 

and Melinda Gates themselves, she is happy endorse naming the structure after Hans Rosling, a pioneer in 

the field of population health, a champion of the world’s poor, a visionary in data visualization, and a dear 

friend of Bill and Melinda Gates. 

 

Amy Carter, Deputy Director, Family Interest Grants, Bill & Melinda Gates Foundation, thanked the Board 

and the University on behalf of Bill and Melinda Gates. Hans Rosling was the quintessential teacher, exciting 

listeners to learn more about a given subject. He demonstrated to Melinda Gates the real impact of poverty 

and made her aware of how transformative targeted interventions could be in the lives of billions of women 

across the globe. He was, in Bill Gates’ appreciation, an authentic person who was the same in life as in his 

books. Hans Rosling’s dying wish was for policy decisions to be made on the basis of properly understood 

data. For these reasons, and in recognition of Dr. Rosling’s boundless interests, and his inspirational, 

passionate, and humble work to improve the health of populations, Ms. Carter endorsed the proposed 

naming. 
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Regent Benoliel moved, Regent Rice seconded, and the Finance and Asset Management Committee 

approved naming the Population Health Facility the Hans Rosling Center for Population Health, as 

presented. 

 

See Attachment F–8. 

 

Audit Advisory Committee Update (Information only) (Item No. F–9) 

 

Regent Zeeck reported that the Audit Advisory Committee met on September 12, when it welcomed three 

new members: Regent Rice, Kelly Wallace, the former Chief Financial Officer of the Seattle Children’s 

Hospital and Medical Center, and Lynnette Frank, the Chief Financial Officer of Ben Bridges Jewelers and 

former partner at Deloitte. In addition to the usual review of internal audit activities and financial reporting, 

the meeting focused on Finance Transformation. The committee was briefed by the independent, quality 

assurance consultant, who discussed key risks of the project and reported that the project status was green. 

The committee reviewed its charter, and discussed its responsibility with respect to UW Medicine’s financial 

statements and with respect to information security and data breaches. The committee will review and then 

meet to discuss the University’s and UW Medicine’s financial statements with the independent auditor in 

November before these are presented to the Board for approval. 

 

See Attachment F–9. 

 

Approve Extension of UW Medicine Financial Stability Plan (Action) (Item No. F–10) 

 

Annette Sommer, Senior Associate Treasurer, explained that a Financial Stability Plan (FSP) is a tool used 

by the Treasury Office to mitigate the credit risk of internal loans. In November 2017, the Board approved a 

FSP for UW Medicine through June 30, 2019, including a five-year proforma and entailing the suspension of 

Internal Lending Program (ILP) covenants. The Treasury Office and UW Medicine recommended that the 

FSP be extended for an additional three-year term, or through June 30, 2022, based on historic unit 

performance as opposed to the original FSP proforma and based on projected performance after the end of 

the original FSP. If approved, the internal loan covenants would be suspended for the defined period. 

 

Jacqueline Cabe, Chief Financial Officer, UW Medicine, and Vice President for Medical Affairs, stated that 

this is the third year of Project FIT, UW Medicine’s FSP. Work is underway, and has been since the approval 

of the FSP, to meet ambitious financial performance targets in every area of UW Medicine operations. While 

in Fiscal Year (FY) 2017, UW Medicine had a negative margin of $75 million, FY 2019’s margin is positive, 

indeed better than budgeted. Achieving financial stability is a top strategic priority for UW Medicine. There 

are continued losses at Northwest Hospital (NWH), which will become a campus of UW Medical Center 

(UWMC) on January 1, 2020. Although UW Medicine’s operating performance has improved, its capital 

position has not. She plans to present a long-range financial plan to the Board of Regents this winter that 

includes prioritized capital needs. Ms. Cabe concluded by thanking the Treasury Office for its partnership 

and the Board for its support. 

 

Asked what the impact might be if the Board chose to defer this action until November, after it will have 

reviewed UW Medicine’s financial statements, Ms. Sommer stated that the ILP covenants suspended by the 

initial FSP will again become operative. When it was noted that this sequence of approvals seems out of 

order, Ms. Cabe noted that approving extension of the FSP entails no additional risk, but maintains the 

Board’s and the University’s attention to UW Medicine’s financial performance. 

 

When it was suggested that a one-month approval be granted, and when asked what current covenants were, 

and how they related to the goals of Project FIT, Ms. Cabe stated that UW Medicine will engage in a process 

with the Treasury Office to determine appropriate covenants for its ILP loans. Asked further about interim 

performance targets prior to 2022, Ms. Sommer stated that each year’s UW Medicine operating budget and 
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long-range financial plan will contain Project FIT targets. Ms. Cabe agreed, and noted that UW Medicine’s 

cash position must be improved. 

 

Asked whether it is likely that UW Medicine will return to compliance with the covenants of its ILP loans by 

2022, Ms. Cabe stated that determining appropriate covenants might better be done at the organization level, 

rather than as presently at the unit or loan level. When it was observed that the Board would like UW 

Medicine to exit its FSP by 2022, and that limited access to the University’s debt has encouraged UW 

Medicine to finance capital expenditures with cash, President Cauce suggested that a two-month approval be 

granted. 

 

When it was what noted that UW Medicine must define and present an appropriate covenant for UW 

Medicine as a borrowing entity, and that the UW Medicine Advisory Board should have input into the 

related financial targets, it was observed that this would be appropriate. 

 

There was agreement when Margaret Shepherd, Chief of Staff in the Executive Office of the President and 

the Provost, suggested that approval to the extension be granted until June 2020, so that UW Medicine might 

present its new Project FIT targets and the revised covenant or covenants to the Board prior to approval of a 

further FSP extension. Regents expressed wishes that this might be supplemented by additional information 

and that the UW Medicine Advisory Board track consolidated and entity-level cash positions and be briefed 

on new covenants as these are developed. 

 

Regent Harrell moved, Regent Rice seconded, and the Finance and Asset Management Committee approved 

the extension of the UW Medicine Financial Stability plan through June 30, 2020, with the provision that 

further extensions be accompanied by appropriate targets for exiting the FSP. 

 

See Attachment F–10. 

 

Public Higher Education Sector Overview – A Financial Perspective (Information only) (Item No. F–11) 

 

Mr. McCartan introduced the item, which is based on study of the UW’s peers, chosen for size, complexity, 

academic quality, possession of an academic medical center, endowment size, and other factors. 

 

Joe Beare, Partner, The Yuba Group, then elaborated upon the attached slides. He noted that last year’s pace 

of expense growth was unsustainable, and that state support has been only slowly growing. Peers such as the 

University of California, Berkeley (UCB), the University of California, Los Angeles (UCLA), and the 

University of Colorado have increased enrollment and tuition. The largest contributions to the growth of 

operating revenues have come from academic medical centers, which are now the dominant source of peers’ 

revenue. This makes the question of their access to capital important. For instance, the Pennsylvania State 

University has chosen to create a separate, debt-bearing arm called Penn State Health, to fund capital 

spending for its medical center. Long-term borrowing rates are currently at historic lows. Rating agencies 

have not removed their negative outlook for the higher education sector, although Mr. Beare noted that this 

impacts regional universities more than flagship, high-research activity universities. 

 

Mr. McCartan observed that 80 percent of the UW’s enrollment growth over the given time frame occurred 

on the Bothell and the Tacoma campuses. The UW takes in more research dollars than peers, but this amount 

has grown slowly. Similarly, patient-care revenue has grown more slowly than peers’ patient-care revenue. 

 

President Cauce added that some peers operate in rural states where there are fewer political barriers to 

outsourcing services and where there are fewer competitors to academic medical centers. Mr. McCartan 

noted that Penn State, the University of Utah, the Ohio State University, and the University of Iowa have less 

research exposure than the UW. 
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Chris Malins, Associate Vice President, Treasury, said that the UW’s tuition, patient-care, and research 

revenue streams are balanced. This is an advantage, from a credit perspective and in comparison to peers 

within the University of California system. The UW lags peers because of relatively low cash reserves, 

particularly in the medical enterprise, and has lost ground with respect to peers over the past five years. 

 

Asked about the 8.7-percent endowment contribution to UCB’s revenues, Mr. Beare replied that UCB’s 

revenues are much smaller than the UW’s because it has no clinical enterprise. This is why the endowment 

distribution makes up a greater proportion of UCB’s overall revenue. 

 

Asked why the UW’s clinical margins were so much lower than peers’ margins, it was noted that other 

medical systems may not be subsidizing the poor to the same extent as the UW. Regents noted that it is 

important to have accurate comparisons of clinical margin and to understand the regional healthcare market. 

 

Asked about the creation of Penn State Health, Mr. Beare stated that the intention there was to shift the 

liability for clinical capital spending to the medical system over time. The medical system’s credit rating will 

be lower than the University’s, and borrowing costs correspondingly higher. Asked further whether other 

universities have chosen this option, Mr. Beare replied that other public universities are exploring similar 

strategies. Mr. Malins added that emulating Penn State would externalize the UW’s internal loan covenants, 

almost certainly at greater cost to borrowers. Approximately $1 billion of capital spending at UW has been 

for medical equipment, classroom equipment, furnishings for residence halls, and overall facilities 

improvements; this was neither debt- nor gift-funded. In sum, the UW’s debt level is low on a per-student 

basis and as a percentage of operating revenue. 

 

Mr. McCartan concluded that the UW is a high-impact, low-margin enterprise. The University must 

prioritize its spending, and delimit key initiatives. 

 

Provost Richards thanked UW Finance and the Yuba Group for an improved presentation on the basis of a 

more appropriate peer group. 

 

Asked about potential trade-offs between increased debt and the University’s credit rating, Mr. McCartan 

replied that the fifteen-year capital plan will explore this issue. It is possible that an Aa1 rating would not be 

much costlier than the University’s current Aaa/Aa1 split rating, because debt is priced to the lower rating. 

Asked further about the potential impact of a recession, Mr. Malins noted that the UW’s rating was upgraded 

during the last recession. 

 

Asked whether the UW’s net assets were valued at cost, Mr. Malins required that they were. Mr. Beare stated 

that the UW is not highly leveraged. Mr. Malins added that peers’ assets are also valued at cost. 

 

See Attachment F–11. 

 

Adjourn 

 

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

Management Committee meeting at 10:20 a.m. 

 

  Approved at the meeting of the Committee on November 14, 2019. 


