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Short-term Financing 
 
BACKGROUND 

In 2014, Oregon State University established an Internal Bank to manage the university’s cash 
and investments used to fund operations and external debt used to fund capital projects. The 
Board of Trustees established an Internal Bank Policy that guides the operation of the Internal 
Bank. With respect to debt management, the Internal Bank’s goal is to manage the external 
debt portfolio to support capital investments while minimizing the university’s cost of capital.  

The Board also approved a Debt Policy in 2014, which provides a framework for the issuance 
and utilization of financing options ranging from long-term fixed rate debt to short-term variable 
rate debt. Pursuant to the Debt Policy, a Central Loan Program exists within the Internal Bank to 
provide financing for capital investments, including interim financing, in anticipation of 
philanthropy and permanent loans. Approved sources of funds available to the Central Loan 
Program include (1) gift funds from the OSU Foundation; (2) unrestricted university funds; or 
(3) external borrowing.  

CURRENT FUNDING SOURCES USED FOR INTERIM FINANCING 

To date, the Internal Bank has provided funding from unrestricted university funds, which have 
been replenished from proceeds of long-term bonds or from gift funds from the OSU 
Foundation. The 10-Year Business Forecast includes a number of projects that are funded with 
gifts, and the university expects that it will provide interim funding for these projects in 
anticipation of receiving the cash from pledges.  

The Internal Bank can use unrestricted university funds; however, use of unrestricted cash to 
fund projects during construction, pending receipt of gifts, grants, or bond proceeds is not a best 
practice long-term cash management strategy. Unrestricted funds are finite and must be 
available for general operating purposes. While the university has significant cash flow during 
the year, it must consider the impact on year-end Unrestricted Net Assets of Internal Bank 
loans, as well as the opportunity costs of loss of investment income. Generally, the university’s 
unrestricted balances have been invested at yields averaging 1.7% over the past 12 months. 

The university can also access funds in the form of notes, lines of credit, commercial paper, or 
similar short-term instruments to increase liquidity. In addition to potentially providing a lower 
cost, these options can improve the Unrestricted Net Assets position of the university. The 
current liquidity position of the university has an impact on the cost of future external 
borrowings. In its August 2016 report, Moody’s rating agency identified the relatively low liquidity 
of the university as a credit challenge. The university’s liquidity equaled approximately three 
months of expenses, while the median of peer universities (rating peers) was almost five 
months of liquidity. University staff have considered the university’s internal liquidity, its 10-year 
Capital Forecast, and an analysis prepared by the university’s financial advisor, PFM, and 
recommend exploring an external short-term financing option that can provide cost effective and 
flexible interim financing in support of capital projects.  
 
The Debt and Internal Bank policies allow for a number of approved external funding sources 
not currently in use, including short-term instruments such as bank lines of credit, notes (which 
may be fixed rate or floating rate), and commercial paper. The benefit of these types of sources 
is that the university can eliminate negative earnings on construction funds prior to spending by 
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accessing lower short-term rates of interest available in the current market while still being able 
to draw funds as needed. 
 
Over the past decade, short-term interest rates, such as the SIFMA (Securities Industry and 
Financial Markets Association) index and LIBOR (London Interbank Offered Rate) shown in the 
graph below, have been lower than long-term interest rates for 30-year bonds. Short-term 
financing instruments can be based on fixed or variable rates of interest. While interest rates on 
variable rate instruments could increase, resulting in higher interest cost than budgeted, this risk 
is offset by interest earnings from the university’s short-term investments. That is, when short-
term rates rise, both the investment earnings and interest expenses increase.  
 

 
 

1 month London Interbank Offered Rate 
which is a short-term taxable interest rate 
(1M LIBOR) 

Securities Industry and Financial Markets 
Association index which is a short-term tax-
exempt interest rate (SIFMA) 

30 Year U.S. Treasury Bond rates (30 Year 
UST) 

30 Year AAA-rated tax-exempt bond rates (30 
Year MMD) 

 
RECOMMENDED EXTERNAL FINANCING SOURCE - LINES OF CREDIT 
 
A line of credit (LOC) is a short-term financing tool that provides flexibility in timing and use as 
well as variable interest rates, which can result in lower interest costs compared to fixed rates of 
interest. Use of a revolving LOC allows a borrower to draw, repay and draw again, within a 
maximum borrowing amount. Ideally, to maximize flexibility, the university would negotiate a 
LOC that provides for taxable or tax-exempt rates of interest to adapt to project uses. 
 
As stated previously, there are several financial instruments available for short-term financing, 
including notes, commercial paper and LOCs. Notes generally require the receipt of all 
proceeds up front, even if the full amount is not needed immediately, which means interest is 
charged on the full borrowing amount. Historically, many large public universities have used 
publicly traded commercial paper for interim financing because it provides flexibility to draw only 
amounts needed at any given time. However, over the last year, the money market fund 
regulations (effective October 14, 2016) significantly reduced the number of investors 
purchasing tax-exempt commercial paper and certain variable rate notes, resulting in increased 

0.00%
1.00%
2.00%
3.00%
4.00%
5.00%
6.00%
7.00%
8.00%
9.00%

Short-Term Rates and 30-Year Bond Rates

1 M LIBOR SIFMA 30 Year UST 30 Year MMD



  TAB B 

Board of Trustees 
April 24, 2017 Finance & Administration Committee Meeting Page 3 

interest costs as compared to LOCs. LOCs are also easier to administer and do not require a 
commercial paper dealer to attract interested investors.  
 
The proposed LOC would be used to provide funds to the Internal Bank solely for interim 
financing of capital projects. The graph below shows an example draw and repay mechanism 
for a revolving LOC. Repayment may be provided from issuance of long-term bonds or from 
proceeds of multi-year gifts. 
 

 
 
 
There are certain risks relating to a LOC, including the following:  
 

• Interest Rate Risk: The risk that variable interest rates will increase after the funds are 
drawn.  

• Tax Risk: Risk of changes in tax law that could affect interest rates. 
• Renewal/Rollover Risk: The risk that the university cannot secure a cost-effective 

renewal of a LOC. In addition to pricing, renewal terms and covenants may be 
renegotiated. 

• Refinancing Risk: The risk that the university cannot secure cost-effective long-term 
financing to repay the LOC. 

• Bank Regulation Risk: The risk that bank regulations increase the costs of funds for the 
LOC provider, which providers will retain the right to pass along to the university. 

 
The Debt Policy helps manage some of these risks by limiting university’s variable rate debt 
allocation to 20% of the total debt portfolio, which is estimated at $100 million. In determining 
the amount proposed to be borrowed through a LOC, the university will review and consider the 
expected cash flow needs for anticipated capital projects, including those that are to be funded 
from gifts, State-issued bonds, and university revenue bonds. The recommended maximum 
borrowing amount will be provided to the committee with information to support the requested 
amount upon completion of pending due diligence actions. 
 

$ MM
$5 MM

$10 MM
$15 MM
$20 MM
$25 MM
$30 MM
$35 MM
$40 MM
$45 MM
$50 MM

Example Draw and Repay Mechanism
Repayment Borrowing LOC Outstanding



  TAB B 

Board of Trustees 
April 24, 2017 Finance & Administration Committee Meeting Page 4 

IMPACT ON UNIVERSITY FINANCES 
 
By adding a LOC, the university can improve both the Unrestricted Net Assets position and 
liquidity while the university continues to undertake planned capital and operating investments 
as envisioned by the 10-year Capital Forecast.  
 
Pursuant to the Internal Bank and Debt Policies, the use of short-term financing is limited to 
capital projects. The Vice President for Finance and Administration proposes the addition of a 
Liquidity Management Policy, to be presented to the committee at the June 2017 meeting. Such 
a policy will support transparency in decision-making, relative to use of cash and external 
borrowing, and will link the Internal Bank Policy and other related policies. 
 
A LOC represents debt of the university, and as such will use a portion of the university’s debt 
capacity. Similar to issuance of Bonds, the Board will be asked to approve the issuance of a 
LOC and the Vice President for Finance and Administration will inform the Board of the impact 
of any new debt on the university’s debt capacity and affordability ratios.  
 
NEXT STEPS 
 
Based on committee discussion and feedback, as a next step, the university would work with its 
Bond Counsel and Financial Advisor to prepare a resolution to authorize the university to enter 
into one or more lines of credit for consideration at the June 2017 Board meeting. To further 
determine the viability of a LOC within the debt portfolio, staff would also issue a request to 
solicit bank proposals for a line of credit.  
 
Staff would also develop policies to support the use of external short-term financing as a funding 
source for the Internal Bank. This will include development of a Liquidity Management Policy 
that will address the determination of when various sources of funding will be used 
(i.e., university reserves, external funding), as well as assessment of various external funding 
options (i.e., line of credit, commercial paper, notes). The Liquidity Management Policy would be 
available for Board consideration at the time of approval of the LOC. Additional 
recommendations for amendments to the Internal Bank Policy and Debt Policy would be 
presented at future committee meetings as completed. 


	Short-term Financing

