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MINUTES 

 

UNIVERSITY OF WASHINGTON 

BOARD OF REGENTS 

 

Finance and Asset Management Committee 

 

Thursday, April 9, 2020 

 

Call to Order and Attendance 

 

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

 

Pursuant to Governor Inslee’s Proclamation 20-28, dated March 24, 2020, waiving certain provisions of the 

Open Public Meetings Act, the meeting was held virtually by public videoconference and teleconference. 

 

Assistant Secretary Tennant called the roll. Present by videoconference and telephone were the Regents: 

Regents Riojas (Chair), Ayer, Benoliel, Harrell, Jaech, MacPhee, Rice, Suarez, Tamaki, Zeeck; President 

Cauce, Provost Richards, the Secretary. 

 

Approval of Minutes 

 

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

12, 2020, were approved, as distributed. 

 

Finance, Budget, and Capital Report (Information only) (Item No. F–1) 

 

President Cauce introduced the item, noting that the administration is tracking coronavirus impacts to the 

University’s finances. Impacts are not yet clear, so presenters will offer general updates, with details to 

come at future meetings. 

 

Keith Ferguson, Chief Investment Officer, UWINCO, reported that the economic recovery from the shut-

downs responding to the coronavirus pandemic now appears likely to be u-shaped, rather than v-shaped. 

Markets tend to recover in advance of the economy. The UW’s endowment is in better shape than those of 

its peers, and appears to be performing better than it did in 2008. The coming months will be difficult, but 

he is optimistic about emerging opportunities. The yield curve of government debt is flat: as of March 31, 

ten-year Treasury obligations are yielding 0.67 percent. This means that returns to the Invested Funds (IF) 

will be significantly lower in the future. What is unknown is the level of volatility, which has been unusual. 

Many unknown quantities may affect future performance of the Consolidated Endowment Fund (CEF), 

from continued shutdowns in response to the coronavirus pandemic, to weak demand, to international 

politics. For the first quarter of 2020, the passive 70/30 benchmark returned -13.8 percent. The CEF is 

expected to perform similarly or slightly better. The S&P 500 Index declined 19.6 percent over the same 

period. The CEF and IF have sufficient liquidity to weather this crisis. The reduction of the spending rate to 

4.5 percent approved by the Board will be phased in by Fiscal Year (FY) 2022. Its impact to unit 

distributions will be smoothed because the spending rate is determined by a five-year rolling average. The 

UWINCO Board is bearish, and believes that markets are still underestimating how significantly the 

shutdown will impact the economy, companies and individuals. At the next meeting, Max Senter from 

Cambridge Associates will provide a historical perspective on past crises and on recovery scenarios, along 

with observations on peers. 
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Lou Cariello, Vice President, Facilities, reported that all five active projects are eligible to continue 

construction, either because they are tied to essential sectors or fall under specific exceptions in the 

Governor’s proclamation. As construction continues, his priority is preserving workers’ health. The 

University is ensuring that contractors’ work plans follow public health guidelines. If these protocols are not 

met, he will stop construction. For instance, on the Hans Rosling Center for Population Health site, work 

has been paused while the site is cleaned, because three workers tested positive for the novel coronavirus. 

Mr. Cariello expects further delays at jobsites related to workforce issues and the availability of materials. 

His team seeks to keep projects on budget by reducing scope if necessary and by using contingency funds 

included in approved project budgets. For projects in the planning phase, work is proceeding virtually, with 

attention to potential budget impacts from the expected loss of state revenue. For instance, operations and 

maintenance are likely to be underfunded, underscoring the need to allocate capital spending to the renewal 

of existing facilities. 

 

Sarah N. Hall, Vice Provost, Planning & Budgeting, reported that, as of the end of February, the 

University’s core operating funds, net of UW Medicine, are tracking to last year’s performance. Self-

sustaining units’ revenue was above budget at the end of February. For March, revenues are expected to 

decline, and expenses to increase. The University’s operating margin, net of UW Medicine, is 

approximately -2 to -3 percent, to date. She will return next month with more detailed analysis. Mitigation 

efforts are underway at the enterprise and unit levels. In response to COVID-19, her team is creating new 

structures and protocols for reporting coronavirus-related revenue losses each month. She recognized 

Associate Vice Provost Jason Campbell, who is now the Office of Planning & Budget’s (OPB’s) expert in 

all matters related to the Federal Emergency Management Agency (FEMA). Her team is preparing the 

Fiscal Year (FY) 2021 preliminary operating budget. 

 

Provost Richards thanked Ms. Hall and her team for their good cheer in dealing with an accounting and 

planning nightmare. 

 

Asked about self-sustaining auxiliary units other than UW Medicine such as Intercollegiate Athletics (ICA), 

Ms. Hall responded that she has been working with Athletic Director Jen Cohen. There will be revenue 

losses, but ICA and OPB are planning for a number of different contingencies. President Cauce observed 

that the cancellation of fall football competition would be financially devastating, and that it is too early to 

know for sure what will happen. 

 

Asked about potential offsets from Federal stimulus funds, Ms. Hall replied that the lion’s share of CARES 

Act funds are allocated directly to student aid, although a significant portion may be directed to compensate 

for lost revenue. The mechanism for this is not yet clear. 

 

Asked how OPB is modeling different scenarios, Ms. Hall stated that impacts to the FY2020 Supplemental 

Budget will be relatively small. However, she is tracking the State’s revenue forecasts, with the next 

expected in June, to see how much the State might be permitted to reduce funding. President Cauce recalled 

that, in 2008, self-sustaining auxiliaries did not see reductions in their revenue comparable to the 

proportionally greater reduction in the State's revenue, which was passed on to the University in the form of 

greatly reduced state support. This time, in contrast, the first impacts have been felt, not in state-supported 

units, but in self-sustaining auxiliaries. 

 

Asked about the University’s relationship with unions as coronavirus-related impacts begin to be felt, Ms. 

Hall stated that this matter might be better reported by Vice President for Human Resources Mindy 

Kornberg. 

 

Brian McCartan, Vice President, Finance, stated that the current situation is relatively unprecedented. Such 

dramatic and immediate revenue shocks to the clinical enterprise, to housing and dining services, and, in 

part, to research, have not been seen since 1972. As President Cauce pointed out, there will be a ripple effect 
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from the first revenue impacts on self-sustaining auxiliaries to other campus units. Because the State of 

Washington depends on sales and use taxes for much of its revenue, state-supported units will soon be 

impacted. There will also be an effect on philanthropy, on account of reduced wealth. The severity of this 

revenue shock depends on the duration of the downturn. Moody’s has downgraded its economic outlook for 

the higher education sector from stable to negative. There has been a run on cash. The University entered 

the crisis in a strong position, with $2.8 billion in its Invested Funds (IF), of which $700 million are in 

highly liquid instruments or cash, and which is $300 million greater than last year. An extended crisis will 

have serious cash impacts for UW Medicine and Housing & Food Services (HFS). Record outflows from 

tax-exempt bonds have impacted the commercial paper market, which is nevertheless expected to normalize 

as the result of action by the Federal Reserve. In conclusion, Mr. McCartan noted that this crisis will be 

divided between FY 2020 and FY 2021. There will be dramatic fourth-quarter effects on FY 2020 

performance, which was positive through the end of February. 

 

Mr. McCartan then invited Associate Vice President Ed Loftus to join him in discussing Finance 

Transformation. The Board approved the UW Finance Transformation project (UWFT) in December 2019, 

and asked that he provide regular updates. This is the first such update. 

 

Mr. Loftus is proud to report that the UWFT team has been busy over the past three months. The project is 

on schedule and on budget. In March it entered the architecture phase that will last through September, in 

which business processes will be designed. 94 percent of advertised positions were filled by the end of 

February. His team has been working remotely since the first week of March. The State Office of the Chief 

Information Officer (OCIO), which has oversight of the project, has recognized his team’s progress. The 

State-mandated quality assurance consultant has reported, as of the end of March, that the UWFT team is 

meeting commitments and adjusting to the new normal. Mr. Loftus is focused on reducing risks. Despite 

remote working conditions, multi-hour process design workshops have begun with 170 participants. 40 of 

43 academic unit partners invited to assess unit readiness have begun meeting. UW Medicine’s project 

schedule is being collaboratively adjusted. His team has created a detailed contingency plan. The quality 

assurance consultant noted that the UW is the first university on the West Coast to put such a plan into 

action. 

 

Mr. McCartan explained Attachment 6, which is the risk matrix requested by Regent Ayer. Arrows indicate 

change and color intensity. There has been progress with respect to staffing and scope risks. 

 

Regent Ayer thanked Mr. McCartan for producing the risk matrix. 

 

See Attachment F–1. 

 

Annual Internal Lending Program Report (Information only) (Item No. F–2) 

 

Senior Associate Treasurer Annette Sommer explained the attachment. 

 

Asked whether there might be coronavirus-related impacts to donor-funded projects in the Bridge Program, 

Ms. Sommer replied that her office is revisiting donor funding projections and timelines. President Cauce 

observed that the choice is not between spending on buildings and on people, because construction and 

maintenance create jobs. The University will endeavor to balance spending. 

 

Asked whether this report might be revisited after the end of the fiscal year, Ms. Sommer stated that the 

Treasury Office may revert to offering semi-annual, rather than annual, Internal Lending Program (ILP) and 

borrower’s reports, as formerly. President Cauce added that much depends on the State’s next revenue 

forecast. 
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Asked whether the School of Dentistry’s positive financial projections and its accumulated deficit have been 

affected by the response to the novel coronavirus, Ms. Hall replied that a range of losses between $700,000 

and $1.1 million is expected for FY 2020. Her team is exploring additional and upcoming potential impacts. 

Asked further whether the CARES Act might benefit the School of Dentistry, Ms. Hall replied that her team 

is investigating. 

 

See Attachment F–2. 

 

Housing & Food Services Annual Borrower’s Report (Information only) (Item No. F–3) 

 

Denzil Suite, Vice President, Student Life, introduced the item, noting that materials give figures as of 

January 31. He introduced Pamela Schreiber, Assistant Vice President, Student Life, and Executive 

Director, Housing & Food Services (HFS), and Laura Ripley, Assistant Director, Financial Planning & 

Analysis, HFS. 

 

Ms. Ripley reported that, on the basis of FY 2018 and FY 2019 audited financial statements and forecasts, 

HFS’s reserve balance stands at $82.8 million. As of January 31, HFS was on track to exceed ILP covenant 

requirements. Occupancy, which stood at 110.6 percent for Autumn Quarter 2019, is much reduced. There 

will be significant coronavirus-related impacts. HFS is unlikely to meet ILP covenants in the near term. 

 

Ms. Schreiber reported that, as of this morning, 1,467 students in nine- and twelve-month housing under 

contract for Spring Quarter 2020; this, combined with family housing and affiliated properties, brings the 

total number of residents to 2,200 (compared to a capacity of 10,101 residents). A revenue reduction of 

$34.8 million is forecasted for the fourth quarter of FY 2020. Her team is relocating students to single-

occupancy rooms with private bathrooms to comply with public health guidelines. Cleaning protocols and 

food services have also been adjusted to that end. HFS staff are highly engaged with students remotely, 

monitoring their mental and physical states. Many departing students left belongings in their residence halls, 

so HFS has extended the deadline for retrieval. The presence of these belongings creates a challenge with 

respect to cleaning and shuttering residence halls, and relocating students. Her team is doing a wonderful, 

creative job. HFS is seeking to reduce expenses, examining expenditures line by line to find savings to date 

of $10.7 million in ordinary expenses and $2.9 million in capital expenditures. Although the reserves 

required by ILP covenants will help HFS to weather this storm, Summer Quarter revenue is expected to be 

25 percent of historical norms. The Treasury Office is helping to model various revenue scenarios for 

Autumn Quarter 2020, and to explore options for HFS. 

 

Asked what break-even occupancy for Autumn Quarter might be, Ms. Schreiber stated that she cannot yet 

say. A fully remote Autumn Quarter would be devastating. President Cauce interjected that the UW may 

benefit from its relatively late starting date in late September, which is approximately one month later than 

many peers begin classes. Dr. Suite noted that newer residence halls accommodate public health guidance 

more easily than older residence halls. 

 

See Attachment F–3. 

 

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

 

Ms. Sommer summarized the attached annual report and summarized the attached slides. Last September 

the Board elected, on the advice of staff, to adopt an annual cadence for ILP reporting and a semi-annual 

cadence for reporting on the University’s external debt. Debt is a scare resource. It is not a source of 

revenue, but a commitment of future revenue. Due diligence on potential risks is therefore necessary, and 

provided by the Treasury Office. The rating agencies confirmed the University’s credit ratings in February. 

Only seven other public universities have achieved a Aaa rating from Moody’s. COVID-19 is a challenge. 

Auxiliary revenues will decline. Management must respond proactively and reasonably. Resources must be 
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deployed carefully and expenditures adjusted appropriately. The United States is now formally in economic 

recession. 

 

The ILP was approved by the Board to provide internal borrowers with a stable, long-term interest rate. The 

Board can suspend or modify ILP covenants and payment structures in emergencies. The current rate of 4.5 

percent affords the ILP 9 to 13 years of sufficiency. Reducing the rate by 25 basis points, effective May 1, 

2020, would afford the ILP 7 to 11 years of sufficiency and provide some assistance to internal borrowers 

by reducing their interest payments by a total of $73 million over the term of their loans. 

 

Asked about peer comparisons, Ms. Sommer noted that the UW’s internal borrowing rate is close to that of 

peers. Asked further about the impact of reducing the rate by 50 rather than 25 basis points, she replied that 

would need to evaluate the long-term impact of such a move. Chris Malins, Associate Vice President, 

Treasury, stated that the relationship between rate and sufficiency is approximately linear. A rate of 4.0 

percent would result in ILP sufficiency of 5 to 9 years, depending on external interest rates. He will model a 

greater reduction in the ILP rate, but observed that the University’s external debt portfolio does not reprice 

in real time. Municipal bonds typically have ten-year call dates, so that it would be hard to reset the 

University’s debt, unless it were all variable-rate. The University’s external debt currently has a weighted 

average cost of 3.6 percent. 

 

Asked what the worst outcome for the University’s debt portfolio might be, Mr. McCartan replied that it 

would be a rate increase. Asked further whether the target sufficiency assumes low volatility, Mr. Malins 

stated that rate increases would shorten the length of ILP sufficiency. Inflation could drive the University’s 

cost of borrowing externally above the ILP rate. 

 

Some suggested that the ILP rate be reduced to 4 percent, to help internal borrowers at this challenging 

juncture, and then gradually increased thereafter. 

 

See Attachment F–4. 

 

Approve Internal Lending Program Rate Reduction (Action) (Item No. F–5) 

 

Ms. Sommer requested that the Committee endorse the proposed ILP rate reduction of 25 basis points. Mr. 

McCartan added that he will return with models of different ILP scenarios and updates. 

 

Regent Ayer moved, Regent MacPhee seconded, and the Finance and Asset Management Committee 

approved the Internal Lending Program rate reduction of 25 basis points, from 4.50 to 4.25 percent, 

effective May 1, 2020, as presented. 

 

See Attachment F–5. 

 

Adjourn 

 

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

Management Committee meeting at 11:48 a.m. 

 

  Approved at the meeting of the Committee on May 14, 2020. 


