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Wednesday, April 7, 2021 

 
 
Call to Order and Attendance 
 
Committee Chair Regent Tamaki called the meeting to order at 5:30 p.m. 
 
Assistant Secretary Tennant called the roll. Present by videoconference and telephone were the Regents: 
Regents Tamaki (Chair), Ayer, Benoliel, Harrell, Jaech, MacPhee, Pogosian, Rice, Riojas, Zeeck; President 
Cauce, Provost Richards, the Secretary. 
 
Credit Rating Process Overview (Information only) (Item No. F–1) 
 
Brian McCartan, Vice President, Finance, noted that the Board had recently reviewed peers’ financial 
performance, learning that the UW has a strong financial position and lower debt levels relative to peers, as 
well as his financial forecast last month. Today’s presentation provides an overview of the credit rating 
process, the Debt Management Annual Report, and the annual Internal Lending Program (ILP) report, 
including a proposal to reduce the ILP interest rate. 
 
Chris Malins, Associate Vice President, Treasury, then led Regents through the attached slides. Mr. Malins 
explained that it costs approximately $250,000 to have two rating agencies rate the University’s credit, 
roughly 0.10 percent of the par value of the most recent issuance of general bonds. Rating agencies 
independently assess the risk of default according to a standard methodology for both corporations and 
government agencies. The default rate for corporate debt is approximately 2 percent, and for government 
agencies approximately 0.10 percent. Even in the latter category, the UW’s credit rating is favorable, 
reflecting frequent communication with rating agencies. Within the agencies, credit analysts discuss and 
present their findings to their agency’s credit committee, which then votes on the proposed rating. 
 
Asked whether the University might accept a lower rating in exchange for expanded borrowing capacity, 
Mr. Malins replied that the spread between AAA and AA bonds is narrow, recently fewer than 20 basis 
points, although the spread between AAA or AA credit and A or B credit rises to 100 basis points. The 
University’s borrowing is constrained not by the cost of borrowing but by the ability of campus units to 
service debt. In other words, the University could borrow more than might be prudent. This is why internal 
estimates of debt capacity are important. 
 
Asked whether the University’s rating is impacted by significant, unfunded pension liabilities, Mr. Malins 
responded that analysts do not see these as significant for the UW. Mr. McCartan added that this is a 
significant risk for some state governments, though the Washington State pension system is well funded. 
 
Asked what rating agencies are most concerned about, Mr. Malins replied that agency opinions demonstrate 
concern around the size of the clinical establishment and its size relative to the institution, because 
healthcare is a dynamic, low-margin industry. 
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Asked whether the challenges noted in the Moody’s report are manageable, Annette Sommer, Senior 
Associate Treasurer, noted that Moody’s specifies which factors could put pressure on the UW’s rating. In 
this case, Moody’s stated that the UW’s debt could be downgraded from Aaa for three reasons: operational 
weaknesses, material debt plans, and decreased liquidity, especially in the clinical enterprise. Mr. Malins 
observed that the UW has historically had lower cash reserves than peers, although it is now closer to its AA 
peers. In addition, funds in the Consolidated Endowment Fund (CEF) do not count toward the total days 
cash on hand because they are less easily accessed. 
 
Mr. McCartan concluded by noting that the rating agencies are concerned with the quality of an institution’s 
governance, so the Board’s involvement and close management of these matters is viewed quite positively. 
 
See Attachment F–1. 
 
Annual Debt Management Report (Information only) (Item No. F–2) 
Approve Internal Lending Program Rate Reduction (Action) (Item No. F–3) 
 
Mr. Malins explained that the presentation would provide an overview of the University’s debt portfolio, an 
estimate of its debt capacity, and an overview of the ILP, together with a rate recommendation. He spoke on 
the basis of the first seven attached slides, differentiating external and internal borrowing, summarizing debt 
allocation, and eras of borrowing. Last year, the administration estimated the University’s five-year debt 
capacity at $475 million. This year, it is revising that estimate upward to $600 million, constrained by units’ 
ability to service their debt and by the alignment of proposed uses of debt with the University’s Long-Term 
Capital Plan. Utilizing this additional $125 million of debt capacity would increase the University’s balance 
of outstanding debt by $104 million, yielding a compound average growth rate of 1.1 percent for 
outstanding external debt during Fiscal Years (FY) 2022 to 2026. 
 
Asked whether the allocation of debt will shift in response to the new Long-Term Capital Plan, Mr. Malins 
replied that it will, with more debt funding used for the clinical enterprise and to address deferred 
maintenance. Regents observed that it would be useful to see how peer public institutions rated at AA or 
better allocate their debt. 
 
Ms. Sommer then spoke to the ILP on the basis of the four remaining slides. Last year, the Board reduced 
the ILP rate from 4.5 to 4.25 percent. This preserved rate sufficiency of nineteen to twenty-one years, within 
the range for peers operating similar internal lending programs. The target ILP sufficiency is in the range of 
ten to fifteen years. As a result, the administration recommends a reduction of the ILP rate to reduce 
sufficiency to seventeen years, above the target to account for volatility and financial uncertainty. The 
proposed rate reduction to 4 percent, effective July 1, 2021, narrows the spread over the University’s 
weighted, average cost of capital at 3.33 percent and would benefit internal borrowers, yielding savings of 
$3.2 million per year or $68 million total over the life of loans, while preserving $25 million in ILP reserves 
for possible distribution in accordance with institutional priorities. 
 
Asked what market rates are assumed in sufficiency calculations, Ms. Sommer explained that the base case 
ties to the long-term, historical, average rate of approximately 5.5 percent. Mr. Malins noted that sufficiency 
of fifteen years means that reserves will be sufficient to shield borrowers from market rates for fifteen years, 
should these increase significantly. 
 
Asked about the potential distribution of $25 million for institutional priorities, which the Board would have 
to approve, Mr. McCartan replied that there is much uncertainty around final COVID impacts on certain 
units such as Housing & Food Services and Intercollegiate Athletics (ICA), so it useful to retain “dry 
powder.” Asked further what the “guardrails” to that assistance might be, President Cauce stated that this 
would be subject to the same due diligence about future cash flows and financial sustainability as any other 
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assistance. She expects ICA to remain solvent with little assistance so long as some gate revenue is collected 
in the fall. In the event that this is not the case, ICA will be treated no differently than other campus units 
seeking assistance for COVID-related expenses and revenue losses. 
 
Asked whether another rate reduction is likely next year, given the apparent stability of the ILP, Ms. 
Sommer replied that it is possible. Mr. Malins added that the University refinances existing debt each year, 
so long as attractive conditions persist. 
 
Asked how rating agencies view the $200 million line of credit secured earlier this year, Ms. Sommer 
replied that they view is positively. Asked further about maintenance fees, Ms. Sommer explained that these 
are paid out of ILP reserves. 
 
Regent Ayer moved, Regent Harrell seconded, and the Finance and Asset Management Committee 
approved the reduction of the Internal Lending Program rate from 4.25 to 4.00 percent, effective July 1, 
2021, as presented. 
 
See Attachments F–2 and F–3. 
 
Adjourn 
 

Hearing no other business to come before the Committee, Regent Tamaki adjourned the Finance and Asset 
Management Committee meeting at 6:36 p.m. 
 
  Approved at the meeting of the Committee on May 13, 2021. 


