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Annual Report on the Cash Pool Investments and Debt Programs
For the Fiscal Year Ending September 30, 2018

In accordance with the Board of Governors Statutes (WSUCA) 2.73.03 and 2.73.04, the
Administration presents the annual report of our cash pool investment and debt programs
for the fiscal year ending September 30, 2018.

Cash Pool Investment Program

This annual report was prepared by Wayne State University’s investment consultants,
NEPC, LLC. At September 30, 2018, the cash pool was approximately $418 million. The
main objective is to generate income to support the budget while protecting principal and
maintaining sufficient liquidity.

The cash pool represents the cash reserves and working capital of the University and
experiences variability in inflows and outflows throughout the fiscal year. Inflows are
largely dependent on tuition and fees, sponsored programs and state appropriations.
Outflows are driven by general disbursements, payroll and debt service payments. The
University had access to a $35 million line of credit that is used periodically throughout the
year to support liquidity needs due to the cyclicality of cash flows. In December 2018, the
Board of Governors approved the renewal of the line of credit, and increase of total line(s)
to $50 million, and the award of the line of credit(s) to two banks, $25 million to each bank.

The cash pool portfolio’s investment returns were 0.2% for the fiscal year ending
September 30, 2018. This was in line with the allocation index of 0.2%. Asset allocation is
in compliance with the investment guidelines within the policy.

The portfolio had the following attributes at September 30, 2018:

Average yield to maturity of 2.4%
Average credit quality is A-

Average effective maturity is 2.8 years
Effective duration is 2.2 years

The University is in compliance with credit risk, concentration of credit risk and interest rate
risk policies.

The University conducted an assessment of the portfolio’s ability to achieve the
appropriate balance between income needs and an acceptable level of risk. As a result of
the assessment, University staff recommended, and the Board of Governors approved on
September 21, a new asset allocation for the Cash Pool. The transition to the new asset
allocation will be implemented opportunistically predominantly throughout the January
through March 2019 timeframe. The new allocation is as follows:
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~ Asset Class _ Liquidity | ‘Lkiqu‘i;ﬁty Diversified | Total | Tier 3 Policy
- . ~ Pool | Reserve | Pool Portfolio | Ranges
@) el
| o (Tier2) | .
Cash 100% 30%
Fixed Income 100% 30% 56% +- 7%
Equities 45% 9% +-T%
Hedge Funds 10% 2% +/- 5%
Real Assets 15% 3% +/- 5%
Total 100% 100% 100% 100%

Thresholds ($mils) | $70-$110 $140- | Remainder

Target $175
$105 Target
$165

Debt Program

The University uses debt as a source of funds for capital projects that support its Mission.
In assessing the use of debt, other financing and revenue sources are considered as well,
including State appropriations, philanthropy, project generating revenues, grant revenues
and other sources.

The University’s outstanding debt as of September 30, 2018 was $422.4 million. In
November 2017, a private-public partnership with Corvias for on-campus student housing
closed and subsequently allowed the University to defease approximately $100 million of
debt related to housing projects. In February 2018, the University issued $130 million of
new debt. The bond proceeds had an average coupon interest rate of 4.5 percent and
were used to fund various university projects and related issuance costs. The projects
include a) construction, renovation and expansion of the Hilberry Theatre; b) construction
of the Mike llitch School of Business; c) renovation and repurposing of the Science and
Engineering Library; d) construction of a new Data Center; e) construction of building
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electrical upgrades; f) weight room addition; g) construction and relocation of Campus
Health Center; h) construction of an art gallery; i) various relocation activities.

All debt in the portfolio is fixed rate debt. Approximately $13 million per year amortizes
each year. The weighted average life of the portfolio is 14 years and the average interest
cost is 3.76%. All of the debt has a 10 year par call feature, with the exception of Series
2009B bonds which have a make whole call until 2019, when the call provision becomes a
par call, and a certain maturities of the Series 2018A series have a 7 year par call. The
Series 2009B bonds are taxable Build America Bonds (BABs) and therefore a federal
subsidy is received which makes the interest rate paid approximately equivalent to the tax-
exempt interest rate that was available at the time of issuance.

The University has two basis swaps outstanding related to the Series 2015A bonds with a
total notional amount of $40.9 million as of September 30, 2018. The swaps have a
combined positive mark-to-market of $266 thousand as of September 30, 2018. The
University has not had to post collateral. Since inception, the swaps have generated about
$2 million in cash receipts.

Reports attached:

- Wayne State University Cash Pool Investment Performance Report
- Schedule of Long-Term Debt Outstanding
- Bond Debt Service Schedule
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Bond Principal Amount Outstanding at Fiscal Year End
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