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EXECUTIVE SUMMARY 
In accordance with the January 2004 Board approved Debt Issuance and Application guidelines and the July 2009 
Board established ceiling on centrally funded debt guideline, this briefing summarizes key borrowing initiatives 
and other relevant information pertaining to debt and debt issuance as at June 30, 2020 together with projections 
for upcoming years.  This briefing is submitted annually, most recently on September 12, 2019. 

UBC Key Ratios 

  Target 
FY2020 FY2021 FY2022 FY2023 FY2024 
(Actual) (Forecast) (Forecast) (Forecast) (Forecast) 

External Debt Ratios1             

Debt Burden < 5.5% 0.91% 1.01% 0.98% 0.94% 0.90% 

Debt Service Coverage > 1.1x 7.76x -2.64x 0.91x 4.47x 8.07x 

Financial Leverage2 >3.0x 4.36x 4.02x 4.09x 4.38x 4.92x 

Internal Debt Ratio          

Operating Debt Burden < 3.0% 1.73% 1.93% 2.35% 2.67% 3.07% 

Total Debt Ratios3             

Total Debt Burden < 5.5% 3.77% 4.37% 4.70% 5.00% 5.19% 

Debt Service Coverage >1.1x 2.11x -0.61x      0.19x 0.84x 1.40x 

In line with the Debt Issuance and Application Guidelines (Appendix i), UBC maintains target ratios for both external, 
internal and total debt.  While the credit rating agencies typically only focus on external debt ratios, it is instructive 
to also consider internal debt and total debt metrics to understand the sustainability of UBC’s financial leverage 
and how UBC benefits from its significant underlying surplus working capital.  Total debt metrics illustrate the 
impact on ratios if UBC sought external funding for all internally financed projects.     

                                                            
1 External ratios are based on external debt only 
2 Financial Leverage (spendable cash and investments to debt outstanding) has been updated to align with Moody’s calculation 
methodology. The internal target is consistent with Moody’s target for highly rated public universities. 
3 Total debt ratios include both external debt and internal debt financed by working capital 
 

https://bog3.sites.olt.ubc.ca/files/2019/09/6_2019.09_Annual-Debt-Report.pdf
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In the short term, the projected impact of Covid-19 on University revenue, together with continued spending on 
the Integrated Renewal Program (IRP) and other capital projects, will significantly affect all of the University’s debt 
ratios for FY2021 and subsequent years.   A negative cash flow from operations, as measured by earnings before 
interest, depreciation and amortization (EBIDA) corresponds to the forecasted $225m budget deficit in FY2021.  
This will cause a negative Debt Service Coverage ratio for FY2021 for both external debt and total debt, and the 
metric remains below the 1.1x target for FY2022 under both perspectives.   

There is uncertainty in the duration and the long-term financial impact from the pandemic. Universities globally are 
all facing similar challenges, particularly with international student enrolment, but Canadian universities typically 
have a more diversified funding mix and are strongly supported by provincial funding. The credit-rating agencies 
have adopted a wait and see approach and anticipate that the most of the financial impact will be concentrated in 
FY2021.  Nonetheless, Standard & Poor’s has adopted a negative outlook on the higher education sector globally.  
While Moody’s notes that Canadian universities enjoy strong Provincial support and maintain flexibility to mitigate 
revenue shortfalls in the short-term, the mitigation measures could begin to impact a university’s reputation and 
long-term strategy over time leading to negative credit pressure if enacted over across a multiyear horizon.   To 
date, there have not been any ratings action on any individual universities to date resulting from the financial 
impact of the COVID-19 pandemic.   

UBC has been and will continue to maintain close communications with both Moody’s and Standard & Poor’s to 
ensure that in addition to financial information and forecasts, updates on broader impacts of COVID-19 and the 
corresponding mitigation efforts are provided and well understood.   

Current projections suggest that total debt levels will peak by the end of FY2024.  This will cause the total debt 
burden to rise to 5.19% in FY2024, close to the upper 5.5% limit set by the Board. The rise is mostly due to the 
temporary setback in revenues along with Integrated Renewal Project (“IRP”) upgrades and proposed new student 
residences.  

In addition, IRP upgrades are projected to cause the operating debt burden to exceed the 3.0% threshold in FY2024. 
This is a result of the IRP loans being set to repay within 10 years with associated high principle and interest 
payments annually.  The impacted ratios will recover rapidly in subsequent years as the loans are repaid. 

The Financial Leverage ratio has been updated to align with Moody’s calculation methodology, and a target 
minimum has been set at >3.0x to be consistent with Moody’s target for public universities with similar ratings. 
Current projections suggest that UBC will comfortably exceed this target going forward.  

Liquidity is projected to reach a low of $210m in August 2024 (See separate Liquidity Report for September 2020 
Board meeting).  As a result of the financial impacts related to COVID-19, it is very unlikely that UBC will be able to 
fund all of the proposed capital projects within the timeline initially anticipated.  

The University’s borrowing and internal lending processes are consistent with “internal bank” best practices 
employed at major US universities such as Harvard and University of California.  UBC, along with the University of 
Toronto have the highest credit ratings of any university in the country. 

APPENDICES 

Appendix I Annual Report on Debt issuance and Application 

Appendix ii Existing External Debt 

Appendix iii Key Ratios Trend Analysis 
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Appendix i 

ANNUAL REPORT ON DEBT ISSUANCE & APPLICATION 

In accordance with the January 2004 Board approved Debt Issuance and Application guidelines (see Supplemental 
Materials 1) and the July 2009 Board established ceiling on centrally funded debt guideline, this report summarizes 
key borrowing initiatives and other relevant information pertaining to debt and debt issuance including:  

a. listing of all University and related entity borrowing including original principal, term, interest rate, and 
current status of principal or sinking fund repayment,  

b. trend analysis of key ratios, weighted average cost of debt service, and relevant projections,  
c. listing of projects dependent upon debt,  
d. review of other university best practices, and  
e. e. credit rating status.  

The guidelines also establish an upper limit for the University’s aggregate borrowing based upon the application of 
the following criteria:  

1)  Any long-term University borrowing from an external third party to replenish working capital can neither 
result in an increase to the University’s debt burden ratio, such that the projected rate over time would exceed 
5.5%, nor shall such a borrowing provoke a downgrade of any one of the University’s credit ratings.  

2)   Internal long-term loans for projects financed from working capital must further contemplate the prospective 
impact upon long-term debt such that any third-party borrowing required to replenish working capital, as a 
result of approvals of such projects, shall not result in a debt burden ratio exceeding 5.5%.   

3)   Centrally or faculty funded debt service as a percentage of operating revenues should not exceed 3.0%. 

This submission follows the outline as specified in the guidelines referenced above. 

a) Listing of all University and Related Entity Borrowing  

As at June 30, 2020 the University had $361.3m outstanding principal on external long-term debt, net of 
$30m of sinking funds, with a weighted average cost of 5.69% (see Appendix ii). This includes $15.3m of 
new Provincial fiscal agency loans to support the Skeena student housing project advanced in June 2020.   

The composition of the debt is as follows: $250.0m debenture (“bond”) issue debt, $140.3m Provincial 
fiscal agency loans, $1.3m CMHC mortgages less $30.3m sinking funds related to Provincial fiscal agency 
loans.  

The University has internally financed a further $860.8m of long-term debt via the use of the Student 
Housing Finance Endowment ($258.0m), an additional Endowment Borrowing for Orchard Commons 
($95.4m), and the use of excess cash reserves ($507.3m). 

b) Key Borrowing Ratios and Weighted Average Cost of Debt Service  
The following key ratios measure debt burden, debt coverage and viability:  

i. The Debt Burden Ratio (defined as debt service payments as a percentage of total revenues) 
determines practical debt capacity and is limited to 5.5%. The University’s debentures are secured by 
a general pledge of all University revenues and therefore annual debt service as a percentage of total 
revenues is one of the key benchmark ratios.   
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ii. The Debt Service Coverage Ratio determines the financial comfort level with which the University can 
meet debt service payments and is defined as operating cashflow divided by debt service payments.  
A target ratio of 1.1x indicates the University should have at least 1.1x annual debt service payments 
in operating cashflow.  For example, if the University has $50m in debt service payments annually, 
total operating revenues less expenses before debt service should be $55m.   

iii. The Financial Leverage calculation measures the spendable cash and investments to debt outstanding. 
A target ratio of 3.0x indicates the University should have at a minimum three times available cash 
reserves and investments compared to total debt. UBC’s calculation of expendable resources is based 
on Moody’s methodology, which includes the University’s operating cash and investments plus 
unrestricted endowment balances net of sinking funds in the numerator of the ratio.  Financial 
Leverage highlights the ability of a university to repay bondholders from wealth that can be accessed 
over time or for a specific purpose. This measure is of particular importance for universities with non-
amortizing debt structures that do not intend to repay debt from annual cash flow. 

UBC Key Ratios: 

  
Target FY2020 

(Actual) 
FY2021 

(Forecast) 
FY2022 

(Forecast) 
FY2023 

(Forecast) 
FY2024 

(Forecast) 

External Debt Ratios4             
Debt Burden < 5.5% 0.91% 1.01% 0.98% 0.94% 0.90% 

Debt Service Coverage > 1.1x 7.76x -2.64x 0.91x 4.47x 8.07x 

Financial Leverage5 > 3.0x 4.36x 4.02x 4.09x 4.38x 4.92x 

Internal Debt Ratio          

Operating Debt Burden < 3.0% 1.73% 1.93% 2.35% 2.67% 3.07% 

Total Debt Ratios6             

Total Debt Burden < 5.5% 3.77% 4.37% 4.70% 5.00% 5.19% 

Debt Service Coverage >1.1x 2.11x -0.61x 0.19x 0.84x 1.40x 

• The University’s Total Debt Burden currently remains under the Board mandated 5.5% threshold even 
when internally financed projects are considered.  

• The Debt Service Coverage is expected to fall below the 1.1x threshold for the next couple of years while 
the University recovers from the Covid -19 impacts  on net earnings.  

• The Financial Leverage metric has been updated to align with Moody’s credit criteria calculations and 
demonstrates a comfortable cushion exceeding the Target of 3.0x. 

• Going forward, in addition to COVID-19 impacts the Integrated Renewal Program (IRP) projects and 
proposed new student residence projects will continue to put pressure on this and other ratios.  

                                                            
4 External ratios are based on external debt only 
5 Financial Leverage has been updated to better align with Moody’s calculation methodology. The internal target is consistent 
with Moody’s target for highly rated public universities. 
6 Total debt ratios include both external debt and internal debt financed by working capital  
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It should be noted that the total debt ratios are meant to demonstrate the impact should the University 
seek external funding for all internally financed projects. The total debt ratios are also based on an internal 
financing rate of 5.75%, which is significantly higher than current borrowing rates.  

c) Projects Dependent Upon Debt 

Current projections show total debt peaking in FY2024 at $1.61B. The total debt burden ratio in FY2024 is 
forecasted at 5.19% and close to the 5.5% target. This will be monitored closely in relation to revenue 
projections as the University proceeds with its Capital Plan. Should the Student Housing GBE proceed, 
where it is expected that internal loans will be refinanced externally, the debt ratio will decrease 
significantly. 

At the July 2009 Board meeting, the Board established an operating debt burden ceiling of 3.0%, to assess 
all central and faculty funded debt service as a percentage of operating revenues. As shown in Appendix iv 
the University is forecasted to exceed this cap in FY2024 as a result of the IRP. However, the IRP loans are 
set to repay within 10 years and so the impacted ratios will decrease rapidly in the years following.  

The University has a Capital Plan with debt financing and working capital contributing to the funding of 
many projects. Currently, $740m of the University’s  capital is tied up in funding capital projects (including 
outstanding construction deficits).  

Liquidity is projected to reach a low of $210m in August 2024 (See separate Liquidity Report for Sept 2020 
BoG).  As a result of the financial impacts related to COVID-19, it is unlikely that UBC will be able to fund all 
of the proposed capital projects within the timeline initially anticipated.  

d) Other University Best Practices  

While UBC’s debt profile and guidelines are consistent with larger Canadian universities, we are increasingly 
focused on US university best practices to advance our debt framework. UBC’s borrowing and internal 
lending processes are consistent with “internal bank” best practices employed at major US universities such 
as Harvard and University of California.  

e) Credit Rating Status  

The University’s credit ratings were reaffirmed at Aa1 and AA+ from Moody’s (December 2019) and 
Standard & Poor’s (February 2020) respectively. UBC, along with UofT have the highest credit ratings of any 
university in the country. 
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Appendix ii 
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Appendix iii 
Key Ratios Trend Analysis 

 

 

 

 

Note:  Median Ass/Aa1 US Schools benchmark based on Moody’s FY2019 US Public College and University Medians, July 2020 
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Supplemental Material 1   
Debt Issuance and Application Guidelines 
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Supplemental Material 2 
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