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The University of Vermont –
Background

ÁFounded in 1791.
Á450 acre campus is in Burlington.
ÁEight undergraduate schools, Graduate College,
and College of Medicine.g
Á1016 full-time and 215 part-time faculty.
ÁOver 10,000 students
¸ 8,784 undergraduate (64% out-of-state), g ( )
¸ 1300 graduate
¸ 406 medical
ÁVermont’s flagship university and land-grant
collegecollege.
ÁSignificant capital plan in process.
ÁHalf of board members appointed by the state.
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Financial Background FY 2006
É Total assets: $985,609
É Total liabilities: $427,916
É Net Assets: $557,693

É Cash: $22,962
É Investments: $356,655

É Net Revenue: $30,644 É Debt: $353,647

UVM’ R B kd (2006)UVM’s Revenue Breakdown (2006)
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Impetus for an Internal Bank

ÁState support represents only 8.3% of UVM’s revenues, and there is
minimal support for capital ($1 7 million in FY 2006) Therefore UVMminimal support for capital ($1.7 million in FY 2006).Therefore, UVM
had to become more self-sufficient, including creatively seeking ways
of optimizing resources.

ÁUVM’s capital structure more closely resembles a private institutionÁUVM’s capital structure more closely resembles a private institution
than a public one.

ÁUVM’s new Strategic Plan required significant investment in program
f fand facilities. The Board asked management to develop financial

indicators and a long-term financial representation of the plan
(“Strategic Financial Plan”).

ÁThese models strongly suggested the need to manage and project the
balance sheet and a much greater use of debt financing to accomplish
the goals.
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Impetus for an Internal Bank

ÁHistoric lack of comfort with debt financing – existing bonding was
project-oriented and 100% fixed University was dependent on adviceproject-oriented and 100% fixed. University was dependent on advice
of investment bankers.

ÁInvestment of working capital was passive.

ÁBalance sheet focus was on long-term investments only

ÁLeadership concluded that it had to encourage board members to
look at the entire balance sheet.look at the entire balance sheet.
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Starting the Bank

ÁChange in governance structure: established a standing Debt
Subcommittee of the Finance & Budget CommitteeSubcommittee of the Finance & Budget Committee

ÁEducation of board members regarding approach, accountability

ÁIssued RFP for a financial/debt advisor, independent of the
investment bankers – selected Prager, Sealy, & Co.

ÁSpent the summer developing a Debt Policy with the Trustees on the
Debt Subcommittee, including targets for financial ratiosDebt Subcommittee, including targets for financial ratios
¸ Debt Burden Ratio: less than 5%

¸ Viability Ratio: greater than 1.0x

E i ti d bt “ t d” t tf liÁExisting debt was “converted” to a portfolio

ÁQuarterly meeting to discuss ratios, performance, and opportunities.

ÁCash management and investment of working capital folded in
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Cash management and investment of working capital folded in.
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Current Practices

ÁDebt Structure
D bt i h ld tf li b th I t l B k di ti t f i di id l j t¸ Debt is held as a portfolio by the Internal Bank, distinct from individual projects

¸ The portfolio is currently long-term fixed (approx. $300M) and variable-rate
Commercial Paper (approx. $50M)

Variable debt permitted up to a certain percentage (35%) of the portfolio¸ Variable debt permitted up to a certain percentage (35%) of the portfolio

ÁDebt Budgeting
¸ Debt service by operating units are by “payments” to the Internal Bank

¸ Terms are not dependent on the underlying debt (e.g. 30-year debt paid back on 10-
year terms) – the balance is invested for future “real” amortization.

¸ Payback is based on standard amortization regardless of underlying amortization

¸ Interest rate is currently 5.25% variable depending on:
– Blended cost of capital for portfolio – reset once per year

– Appropriate expenses for the Bank
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Current Practices

Annual Debt Service
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Current Practices

ÁFinancial Ratios
S t i D bt P li
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Current Practices

ÁCash Management
Th B k “ ” ll h / ki it l / ti f d¸ The Bank “owns” all cash / working capital / operating funds

¸ All investment income on operating funds belongs to the General Fund (one
customer)

I t tÁInvestments
¸ Operating funds are invested as a portfolio based on cash flow needs with the

Commonfund Strategic Treasury Solutions Group

L f li idit l d l t d t d li lit f h fl¸ Layers of liquidity analyzed over several years to understand cyclicality of cash flow

¸ Individual layers are invested with different horizons, entry/exit rules, strategies

¸ Portfolio is diversified to smooth out impact of market changes and reduce risk

¸ Target return is 3-month T-bill rate + 150 basis points

¸ Cash flows and allocations are reviewed monthly with Treasurer and Treasury staff –
changes are made to keep as close to policy as possible
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¸ Results so far – an additional $1 Million + for the General Fund budget



Current Practices
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Current Practices
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Current Practices

ÁAccounting
Th B k’ ti i lik “ i t l b idi ” i P l S ft b t th t d¸ The Bank’s accounting is like a “virtual subsidiary” in PeopleSoft, but the assets and
liabilities are truly a part of the corporate University

¸ Statement of Operations and Balance Sheet developed each quarter and reported to
Budget, Finance, and Investment Committee of the Boardg , ,
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Current Practices

University of Vermont Quarterly Treasury Operations Report
Statement of Net Assets

University of Vermont Quarterly Treasury Operations Report
Statement of Revenues, Expenses, and Changes in Net Assets (SRECNA)

Jan 1 - June 30 200612/31/2005 6/30/2006

Cash and Cash Equivalents 50,907,480 22,291,388
Operating investments* 63,667,830 83,945,491
Internal Loans Receivable 350,134,072 371,803,219
Deposits w/ Trustees 117,485,284 78,528,512
Prepaid Expenses 3,595,786 3,549,158

Jan 1 - June 30, 2006
Revenues

Net Investment income 10,388,760
Interest on internal loans receivable 8,596,910

Total revenues 18,985,670Prepaid Expenses 3,595,786 3,549,158
Investments for capital activities 4,453,610 4,933,652

Total Assets 590,244,062 565,051,419

, ,

Expenses
Interest on indebtedness 2,436,213.01
Debt related fees (CP) 63,092
Amortization of Prepaid COI (Bonds) 46,628
Salary and fringe 22,500

Bonds and Notes Payable 344,520,786 353,647,614
A/P and Accrued Expense 3,998,481 3,975,627
Due to/(from) University Operations 229,853,450 201,976,546
Deferred Revenue 8,201,052 0

Total Liabilities 586,573,769 559,599,787

Total expenses 2,568,434

Transfers
Net transfers - university operations (10,965,604)

, , , ,

Net Assets 3,670,293 5,451,632

Increase/(Decrease) in Net Assets 1,781,339

Net Assets, Beginning of period 3,670,293
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Results So Far

É Board is focused on strategic financial goalsÉ Board is focused on strategic financial goals
É Investment income for General Fund from 

operating funds is up
É Objective measures exist to gauge progress
É Treasury Operations is now part of the 

strategic planningstrategic planning
É Debt service is stabilized for budgeting
É Cost of capital is understood and managed
É Bank is increasing net expendable – and 

unrestricted – assets for the University
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Questions?

For Further Information

J. Michael Gower

Vice President for Finance & Administration

The University of Vermont

michael gower@uvm edumichael.gower@uvm.edu

802-656-0219
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Asset Liability Management

Debt Policy

Á Established by Board of Trustees in 2003

Á Covers policies on bonds, lines of credit, internal loans and
leases. Some parameters include:
Á Maintain AA credit rating

Á Debt service < 5% of annual operating expenditures

Á No capitalization of interest

Á Projects > $ 1 millionÁ Projects > $ 1 million

Á Fund raised projects must have > 75% in hand
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PRINCIPLES REGARDING USE OF UNIVERSITY DEBT 
(Approved March 4 2005)(Approved March 4, 2005)

1.    Access to University issued debt is not an entitlement. Debt will be granted only to those projects     
consistent with the Academic Plan and approved through the University’s capital process.

2.   No debt should be issued without prior recommendation by the Provost, Senior Vice President for p y ,
Business and Finance, and Treasurer to the President and approval by the Board of Trustees. 

3.   The University seeks to maintain a credit rating of at least AA
4.   The University should seek to limit debt service payments to no more than 5% of annual operating 

expenditures.
5 The University should utilize variable rate debt consistent with market conditions (currently 44%)5.   The University should utilize variable rate debt consistent with market conditions (currently 44%)
6.   No debt repayment period shall exceed the useful life of the asset being financed. In most cases,  

this means a maximum of 20 years for construction and 10-15 years for renovation.
7.   Capitalization of interest is not permitted under any circumstances.
8.   All debt issued on behalf of a project sponsored by a unit shall include an approved business plan 

as part of a signed MOU that specifies how the debt service will be paid.
9.   The benefiting unit shall be responsible for the repayment of debt and all associated costs. 

10.   Bonds are not to be used for separate projects under $1 million.
11.   Depending on the nature of the project, a cash down payment utilizing a unit’s cash reserves may

be requiredbe required.
12.   No project is to proceed to design unless 10% of total project budget is available to fund design 

costs. No project shall proceed to construction until 75% of the written pledges, cash receipts, or
other acceptable guarantees have been received in accordance with guidelines developed by the
University.
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Current Practices

ÁDebt Structure
¸ Debt is held as a portfolio by the Internal Bank

¸ The portfolio is currently long-term fixed ($650M) and variable-rate demand
notes( $350M) and Commercial Paper ( $65M)

ÁDebt Budgeting
¸ Debt service by operating units are by “payments” to the Internal Bank

¸ Terms are dependent on the underlying debt (e.g. 20-year debt issued on
20-year terms)

¸ Payback is based on blended rate determined at time of issue. Interest
Income earned on construction funds stays with the internal bank.

¸ Interest rate includes and administrative expense(10bp) and a parking
surcharge (20bp).
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Results So Far

É Board is focused on strategic financial goalsÉ Board is focused on strategic financial goals
É Over 21 years university has saved over $90 

million by issuing variable rate debt and CP
$É Internal Bond reserve has assets > $72 million

cash of $52 million
É Internal Loans made > $47 million since 1994É Internal Loans made > $47 million since 1994
É Have ~ $100 million lines of credit

www.treasuryinstitute.org



Questions?

For Further Information

Al Rodack

Associate Treasurer

The Ohio State University

Rodack 1@osu eduRodack.1@osu.edu

614-688-3658
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