University Fiscal Health Advisory Committee
Lighty 405 Conference Room
June 10, 2019
3:00 to 4:30pm

AGENDA

1. Budget Vision and Process Timeline (Stacy and Kelley)
2. June 2019 Moodys Report-Attached
3. Next Steps



Budget Vision and Process Timeline

Big Vision = Imagine the future
= Annual process to align budget with strategic plan based on these principles
O Budgets should require accountability
0 Resources are limited, demands are unlimited
0 Strategic budgeting requires hard choices
0 Allocations should:
= advance institutional goals,
"  maintain assets,
= facilitate efficiency,
= foster confidence & cooperation
0 Process should include a request phase, evaluation & prioritization, and funding
decisions based on defined criteria
= |nclude space needs as part of process

= Stable central reserves & restored fiscal health
0 Targets $120M total reserves = 10% annual operating budget
0 S60M central goal (Desired reserves: enrollment, provost, president, emergency,
strategic etc.)
0 Establish other financial targets v. peers (e.g. cash/debt service, cash/operating costs)

= Modern systems for budget tracking

0 Phase | Workday
= Budget checking to monitor & control overspending
= Budget v. Actual tracking & reporting

0 Phase 2 Workday
= |mplement planning system
=  Multi-year projection and automated budget submission
=  Full accrual / all fund budget

Start Small = Short term goals (1-3 year goals)
= FY20 Year three of recovery
0 No more deficit spending (annual revenue = > annual expense)
=  Some areas will not make this goal in FY-2020
0 Continued and monitored recovery for units with deficit spending or reserves

= Establish a FY20 Budget process
0 Preparatory step for annual budget process required for Workday implementation
O Budget office templates provided for areas to prepare FY-20 budgets (this was
completed for (most) areas this week)
0 Preliminary area budgets in place July 1



= Revise preliminary FY-20 budget during first quarter
0 Adjust for enacted state budget
0 Consider impacts of final recovery results for FY19
=  Should targets be revised?

=  Publish FY-20 budget by area
0 Continue to refine the process based on preliminary results & feedback

= Develop a formal process for request of additional funding after the budget is established
0 Form to require justification, funding partners, formal approval process.
0 Initially for short-term /temporary/ start-up funding, pending availability of amounts to
fund such requests.

= Coordination around State supplemental (and biennial) budget requests
0 Supplemental due early October 2019
0 Biennial due early September 2020

=  Gather information to inform consideration of future budget models
0 Provide space data to areas to raise awareness of the cost of facilities
0 Document and communicate enrollment funding arrangements
0 Spokane Health Science Campus allocations centralized in Area 57 (Spokane campus)

= Anticipate Impacts of modernization

0 Budget development process for FY-2021 will need to start sooner (January)

0 Workday modifies our foundational data model (FDM) — the backbone for transaction
processing and reporting. Therefore, budgets for FY-21 must be developed with the new
data structure in mind.

= Custom templates will be built (Excel) to capture data needed to load budgets
into Workday
= FDM is not fully developed yet
0 Workday will budget at the ‘cost center’ level — loosely equal to ‘department’ in our
current environment.
= FY-2021 budgets will need to be developed at a lower level than the area level
process implemented for FY-20.
Budgets loaded for all core, auxiliary, and other funds.
0 Analysis of potential policy changes under workday (pooled benefits / accruals / position
budgeting)

o

= Consider ways to begin to restore central reserves
0 Enrollment management / tuition policy resulting in new uncommitted tuition revenue
O Give priority to new revenue generating proposals
0 Increased & targeted fundraising (e.g. general scholarships)
0 Internal reallocations (e.g. Grand Challenge funds after 5 years)
O Evaluate area level carryforward policy



Intermediate steps (3-5 year goals)

Annual leadership summit to discuss strategic goals, opportunities & coordinate around the
budget process including planning for the unexpected (enroliment declines, recession, etc.)

Analysis, evaluation, implementation of new budget models & policies
0 Consideration of landscape changes since last big look at budget allocations
= Changes in State funding
e State used to fund per FTE
e Tuition used to be appropriated
e Used to receive inflation funding
e Great recession / shift in who bears the cost of education from state to
tuition
= |nstitutional changes
e New campuses
e Increases in faculty / staff / students
e Leadership changes
e International students and INTO program
0 New campus models
= Spokane Health Sciences / organizational changes
=  Everett campus model
0 Tuition funding models
= Revisit EBB
=  Professional programs tuition
= Online funding model
0 Evaluation of efficiency of organizational structure / administrative costs / space
=  Modernization may help with this?

Consider central and departmental staffing needs to achieve these goals
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Washington State University, WA
Update to credit analysis

Summary

Washington State University's (Aa3 stable) credit profile reflects its excellent strategic
positioning including its role as the land-grant university of an economically vibrant and
growing state and its sizable research portfolio. The university has received rising support for
both capital and operations from the State of Washington (Aa1 stable). Improved operating
performance reflects an expense containment initiative following a period of rising expenses
which supported strategic initiatives, including the opening of a medical school. Enrollment
continues to rise, with further growth expected for fall 2019. However tuition pricing limits
for in-state undergraduates, WSU's primary student population, constrains revenue growth
prospects. While WSU's overall wealth is sizable, the majority of the university's nearly

$1.3 billion in total cash and investments is permanently restricted that provides a modest
cushion of spendable cash and investments to debt and operations.

Credit strengths

» Favorable market position as the state's land grant research university with rising
enrollment

» Growing state appropriations and healthy capital support from the Aal-rated State of
Washington

» Solid overall wealth, with nearly $1.3 billion of total cash and investments

» Sizable research portfolio, with nearly $200 million of research expenditures in fiscal 2018

Credit challenges

» Comparatively low liquidity with ongoing need to carefully manage expenses to achieve
operating balance

» State-imposed tuition pricing constraints for in-state undergraduate students limits
pricing flexibility and suppressing revenue growth

» Elevated leverage with modest spendable cash and investments relative to debt and
operations

» Subdued growth in overall wealth in recent years, lagging that of peers

U.S. PUBLIC FINANCE



http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1179441
https://www.moodys.com/credit-ratings/Washington-State-University-WA-credit-rating-600026666
https://www.moodys.com/credit-ratings/Washington-State-of-credit-rating-600026663

MOODY'S INVESTORS SERVICE U.S. PUBLIC FINANCE

Rating outlook
The stable outlook reflects our expectations of continued strong student demand and steady improvement in operating performance. It
also reflects our expectations of an improving liquidity profile beginning in fiscal 2020 and no material increases in debt.

Factors that could lead to an upgrade
» Sizable growth in flexible reserves relative to debt and operations
» Stronger revenue growth at a pace exceeding expense growth

» Sustained improvement in operating cash flows

Factors that could lead to a downgrade
» Inability to stabilize and gradually build unrestricted liquidity
» Deterioration in operating performance or debt service coverage

» Significant additional debt issuance absent growth of spendable cash and investments
Key indicators

Exhibit 1
WASHINGTON STATE UNIVERSITY, WA

Median: Aa

2014 2015 2016 2017 2018  Rated Public

Universities

Total FTE Enrollment 26,567 27,389 27,897 28,428 29,353 30,085
Operating Revenue ($000) 926,066 952,513 989,431 1,032,317 1,045,481 1,136,474
Annual Change in Operating Revenue (%) 3.3 2.9 3.9 43 1.3 3.3
Total Cash & Investments ($000) 1,174,866 1,162,422 1,160,702 1,190,061 1,284,299 1,296,900
Total Debt ($000) 580,330 642,072 647,044 622,587 599,727 663,840
Spendable Cash & Investments to Total Debt (x) 0.7 0.5 0.4 0.4 0.5 1.4
Spendable Cash & Investments to Operating Expenses (x) 0.4 0.3 0.2 0.2 0.3 0.7
Monthly Days Cash on Hand (x) 126 119 97 88 93 168
Operating Cash Flow Margin (%) 9.8 5.8 2.6 9.4 9.5 11.4
Total Debt to Cash Flow (x) 6.4 11.6 25.4 6.4 6.1 4.7
Annual Debt Service Coverage (x) 21 13 0.6 19 18 2.9

Fiscal year ending June 30
Source: Moody's Investors Service

Profile

Washington State University is the state's land grant university with five campuses, a growing online presence and a network of
cooperative extensions across the state. The main and largest campus is in Pullman, while the Spokane campus is the university's health
sciences and research campus, and includes the college of medicine. WSU is a member of the Pacific Athletic Conference (PAC-12). The
university has over 31,000 headcount students and sizable operating revenues of over $1 billion.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Detailed credit considerations

Market profile: land grant university with growing enrollment and solid research profile

WSU will continue to benefit from sound student demand, steady enrollment growth and a stable research enterprise due to its
importance as the state's land grant university. The university's broad variety of programs and campuses, including urban, regional and
online, fuel healthy student demand and enrollment stability. This will expand further as the College of Medicine, located in Spokane,
enrolled its inaugural class in fall 2017 and will grow to 80 students per cohort in fall 2019. Favorable regional demographics and
programmatic investments have fueled enrollment growth of over 10% since fall 2014 to 29,353 full-time equivalent (FTE) students
in fall 2018, which is important given stagnating net tuition revenue. FTE enrollment rose 3.3% in fall 2018 alone with further growth
expected in fall 2019.

WSU's notably stable research enterprise is an important credit strength and will likely grow slowly over the next few years as

the university delays some investment in efforts to reign in expense growth. State capital support however, remains healthy, with
additional appropriations recently approved for the College of Medicine. Diversity of funding, with roughly half of grant funding
from federal agencies in fiscal 2018, helps cushion the university from federal funding pressures. Areas of research include food and
agriculture, global animal health, clean technology, energy, engineering and information technology, environmental research and
human health.

Operating performance: operating deficits minimizing with stronger fiscal discipline

Operating performance will continue to slowly improve through fiscal 2020 as the university makes progress with an expense reduction
initiative. WSU's expenses rose over 20% from fiscal 2013-16 driven by programmatic investments and athletics costs. After years of
budget imbalances, management has embarked on a plan to improve run-rate operating performance for its academic and auxiliary
units by 2.5% annually for three years beginning in fiscal 2018. Expense growth will continue to wane through fiscal 2020 as the
university focuses on improving its fiscal health by delaying capital projects, deferring hires, re-evaluating programmatic offerings, and
leveraging efficiencies across units. Operating performance continues to trend higher with a fiscal 2018 cash flow margin of 9.5% in
fiscal 2018 and further improvement expected in fiscal 2019.

Net tuition revenue has declined nearly 3% since fiscal 2015 resulting from losing tuition setting authority and the state legislature
mandating cuts in resident undergraduate tuition rates of 5% for fall 2015 and 10% for fall 2016. These tuition cuts were backfilled in
those years with increased state appropriations, which grew over 30% since fiscal 2015 to $233 million in fiscal 2018. State operating
support will increase over 12% in the upcoming 2019-2021 biennium, further bolstering the university's operating performance. Also,
the state legislature will allow a 2.0% resident undergraduate tuition increase for fall 2019 and a 2.4% increase for fall 2020. Continued
strong state support and prudent budgetary oversight will help WSU return to balanced operating performance.

Wealth and liquidity: flexible reserves thin relative to peers but improving

WSU's financial reserves will gradually grow driven by gift revenue, investment performance, and higher retained cash flow. Total
cash and investments grew by 9% since fiscal 2014 to $1.3 billion. However spendable cash and investments declined 23% over the
same period due to strategic investments, which include the new medical school, the Everett campus, a museum of art, classroom
facilities and athletics. Only 23% or $301 million of the university's total cash and investments is spendable due to the spending and
WSU's considerable permanent fund of nearly $517 million (fiscal end 2018). This results in a thin 0.3x cushion of spendable cash and
investments operating expenses which is low relative to the median for Aa3-rated public universities of 0.7x.

The university's endowment investments achieve returns on par with similarly sized endowments (8.0% for the foundation and

4.4% for the land grant endowment funds for the year ending June 30, 2018) and are managed by the Washington State University
Foundation and the Washington State Investment Board. WSU's fundraising is sound, with three-year average gifts per student of
$1,670 higher than the Aa3-rated public university median of $1,185. The university's last fundraising campaign was completed in 2015
and raised $1.065 billion. It is in the early stages of planning its next campaign with hopes to launch within the next few years.
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Liquidity

WSU's relatively weak but improving liquidity profile will remain an ongoing credit challenge through fiscal 2020 given continued,
although smaller, operating deficits. In fiscal 2018, unrestricted monthly liquidity of $249 million provided just 93 monthly days cash
on hand, up from 88 days in fiscal 2017. This remains down from the 126 monthly days cash on hand in fiscal 2014 and materially
weaker relative to a median of 148 for Aa3-rated public universities. Potential capital calls are manageable, particularly given WSU's all
fixed rate debt structure.

Leverage: elevated leverage profile however no plans for material additional debt

Despite healthy state capital support, WSU will remain highly leveraged relative to peers. While total direct debt has remained
relatively stable, fiscal 2018 spendable cash and investments of $301 million covered debt by just 0.5x, below the 1.4x median for Aa3
public university peers. WSU's near-term capital plans will primarily be funded via state capital support and fundraising. The university
plans to partially refund Trust and Building Fee Revenue Bonds, Series 2009B for debt service savings in fiscal 2020.

Debt structure
Favorably, all of the university's debt is fixed rate with relatively level amortization, providing predictability for budgeting.

Legal security

Trust and Building Fee Revenue (TBFR) bonds are secured by a mandatory student building fee, distributions from WSU's permanent
endowment and income from lease agreement on trust lands. All trust land revenues and one half of the university's annual building
fee revenues are deposited into the university's bond retirement account, Fund 347, which is pledged to the bonds. In the event

that there is insufficient amount in Fund 347, WSU is required to deposit the remaining half of the building fee revenues from the
university's building account into Fund 347. There is currently a reserve requirement to maintain at least three years of debt service
within Fund 347. Should the state relax this requirement in the future, WSU has covenanted to maintain funds to support current fiscal
year's debt service.

As of May 1, 2019, the university has nearly $121 million of Trust and Building Fee Revenue bonds outstanding including Series 2012B
General Revenue Bonds and $16 million of Series 2014 General Revenue bonds which are both secured by Trust and Building Fee
revenues. Fiscal 2018 pledged revenues provided roughly 3.4x coverage of maximum annual debt service.

General Revenue Bonds are payable from general revenues of the university, defined as all non-appropriated income, revenues,
including available system revenues. Available system revenues includes all revenues of the various systems, less operating expenses
and net of debt service payments on outstanding system obligations to which revenues have been pledged. In fiscal 2018, general
revenues available for debt service totaled $356 million.

Fiscal 2018 debt service coverage (on a net basis) for each of the outstanding legal securities were as follows:
» Housing and Dining System Revenue Bonds: 2.9x

» Student Fee Revenue Bonds (Wilson Compton Union — CUB): 1.5x

» Trust and Building Fee Revenue Bonds: 3.4x

Debt-related derivatives
The university has no debt-related derivatives.

Pensions and OPEB

WSU's retirement contributions and liabilities related to pensions and post-retirement health benefits (OPEB) are growing but remain
manageable within the scope of its operations and on par with peers. The plans are largely controlled by state statute. Employees
participate in one of the state-administered cost sharing, multi-employer defined benefit pension plans (Public Employees Retirement
System, the Washington State Teachers Retirement System (TRS), the Law Enforcement Officers' and Firefighters' Retirement System
(LEOFF) or WSU's single employer defined contribution retirement plan, depending on employee classification. Both WSU and the
employees are required to contribute to the retirement plan in both type of plans. In fiscal 2018, WSU contributed $45 million to all
pension plans, representing a manageable 4% of total operating expenses.
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Moody's three-year adjusted net pension liability (ANPL) of $448 million is moderate to low relative to peers, making WSU's leverage
position with total adjusted debt more in line with medians. Fiscal 2018 total adjusted debt (including the ANPL and capitalized
operating leases) to operating revenue was 1.0x, in line with the Aa3-public university medians of 1.1x.

Post-retirement health benefits are administered through the Washington State Health Care Authority (HCA). Contributions are
relatively stable and are currently subsidized by the state, but the legislature is permitted to increase the system's contribution
requirements in the future.

Management and governance: increasingly prudent and transparent fiscal oversight

WSU's increasingly prudent fiscal oversight is evident by its fiscal health initiative which was rolled out in 2017. After years of running
strategic operating deficits, the university's campuses, colleges and central units are working to reduce spending levels. Leadership is
transparent regarding the budgetary pressures the university is facing, providing regularly updates to the WSU community both online
through a dedicated fiscal health website and in university town halls. The university recently announced a strategic plan to become
one of the nation's top 25 public research universities by 2030 and will continue to fund specific research programs and delay funding
for others.
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