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Speaking Points

Fiscal Year 2007 Financial Results

· External Audit was completed before November 30 (critically important in avoiding  even a technical default with our loan agreements), a marked improvement over the past 3 years (2004 completed in Jan 2005, 2005 completed in Feb 2006, 2006 completed in Mar 2007)

· Pace received an unqualified opinion and complied with debt covenants, both ratios and filing date in loan agreements

· Overall net loss or Decrease in Unrestricted Net Assets totaled $26.8m
· Operating Expenses exceeded Operating Revenues resulting in a deficit of approximately $16m.  The projected deficit was $15m - $20m, so the final outcome of $16m was within the range. 
· Non-operating adjustments totaled $10.8m 

· $5.2m = Write-off of Plant assets (this adjustment was necessary because no physical inventory of our plant assets had been done since 2001; the write-off reflects the reconciliation of what is on our books with what is actually physically present.)  The areas written down were primarily computers and furniture and fixtures.
· $4.2m = Termination of Mid-town Center Lease 9th and 10th floors ($2.8m buyback + $1.4m unamortized leasehold improvements write-off, an accounting charge for monies spent in prior years to improve the space, but required to be recognized as expense if space no longer in portfolio)

· Termination of Mid-town Lease for 9th and 10th Floors realizes $1.7m reduction in rent expense annually

· Remaining Lease Payments totaled $6.5m less buy-out costs of $2.8m = $3.7m savings

· $1.1m for Change in Accounting for Post Retirement Benefits (simply stated without getting into the technicalities of accounting for post retirement benefits costs and liabilities, historically the accounting rules allowed you to amortize any increased costs for the eligible cohort over 14 years, new accounting rules coming into effect in FY2007 requires ones to recognize the year over year change in the estimated costs in the year determined). If the healthcare benefits plan had not been restructured, an additional $5m of expense would have been recorded, further decreasing unrestricted net assets. 
· $0.3m for Change in valuation of forward swap derivative instrument

· Total Unrestricted Net Assets (University’s Unrestricted Reserves) Decreased from $70.3m to $43.5m, a dangerously low level for a $260m operating budget

This trend MUST be reversed and we are seeing progress in FY2008 towards that goal.

Fiscal Year 2008 to Date

· FY2008 Budget provided for a $6m deficit
· We are now trending towards achieving a $2.2m deficit or $3.8m better than we had budgeted for the current fiscal year, IF spring numbers hold based on current projections and the Contingency goes unutilized.

· Void date is February 23, so until then, we will not have final enrollment numbers.

· The multi-year budget model provided for no new students (transfers) in for Spring semester

· Historically, Pace has received on average 200+ transfer students, even last year one of the worst enrollment periods, 190 transferred in for spring.  We have, in fact, received transfer students this spring (we’ll know the final number after the void out), which has also helped out deficit.
Fiscal Year 2009 and 2010 Budget Process

· Began with a focus on revenue from moderate enrollment growth and retention improvement

· Each Dean working with Robina Schepp provided both “base budget” enrollment and “stretch” enrollment numbers

· In the multi-year budget developed last year, tuition was modeled to increase 3.5 % and based on data from Enrollment management, and in consultation with Jack Maguire and Associates (enrollment consultants replacing Noel Levitz), and in consultation with Steve Friedman and with the Trustee Executive Committee approval, we are modeling a 4% increase in tuition for 2009.  On the expense side we are modeling a 3% increase in salaries with all other expense budget items, e.g. supplies and services, held constant other than where contractually bound, e.g. contract services for security and maintenance staff, utilities. Benefits costs related to the 3% salary increase will have to be provided for in the budget modeling as well. Overall benefits costs information to budget with is in the process of being obtained from Oxford Health and not available at this point

· Housing is being modeled at a 7% increase but that figure is blended across all properties, so some will go up less and others more to offset.  Maria Tower and 106 Fulton are significantly under market.

· The Financial Aid Discount rate is being budgeted at 42% compared to 38%, with training of Financial Aid staff to encourage them to use all of these funds and not be restrained by the budget, as it represents a guide (they did not use the full 42% budgeted last year)
· The aforementioned parameters were presented and discussed at the University Budget committee last week and approved

· We are also developing a sensitivity analysis (a what if model) of results should enrollment results for example be 5% or something percentage or number of students less than base budget enrollment, which will also result in modeling less than a 3% salary increase.

· We will be meeting with the University Budget Committee in the next few weeks to review the models.

· The Trustee Finance Committee meets February 29 to review proposed budget for 2009 and we will take the final proposed budget to the Board for approval at its March 12 meeting

Status of Liquidity/Cash Management

· On December 14, 2006 a financing of $62m was completed to replace Pace’s existing line of credit ($25m) and to provide for projected cash flow impact of the enrollment decline in Fall 2006 ($37m) and anticipated operating needs thereafter

· This $62m provides Pace operating cash (working capital) when expenses (outflows) exceed revenues (inflows) on any given day/week/or month

· For FY2008, we projected based on the budget that for 9 of 52 weeks, we would NOT be borrowing (2 weeks in Fall semester and 7 weeks in Spring)

· In the Fall we achieved 7 weeks of Non-Borrowing and the other weeks we borrowed less than budgeted; we are thus trending towards exceeding this goal of NOT borrowing for 9 weeks overall during the current fiscal year, which is a positive sign.
· The budget is conservative and results are exceeding the budget but still not where we need to be.  None the less, incremental progress in managing revenues and expenses is occurring

Vendors/Suppliers are being paid on time or within terms required, which represents a significant improvement from when I arrived in November 2004
So what does this mean? Currently for FY2008, between operating and non-operating cash flows, we are on track not to ”burn” (lender’s term), that is use up, ANY of the $62 million line of credit; keeping it whole is the key objective and building actual positive cash reserves has to be achieved.  Pace has not had positive cash reserves for 10 or more years.  The $62m is a thirty year note and should be restructured if financial performance improves; as the margin (borrowing costs) in 2017 will begin to incrementally increase 50 basis points annually for the remaining twenty years.  These notes are secured (through a negative pledge) by unencumbered property at 41 Park Row, 1 Martine, Briarcliff and Law School campuses.

Goldin and Associates Engagement

· Goldin reports to Trustee Oversight Committee (formed in December 2006 and chaired by Trustee Finance Committee Chair person) and to Bond Insurers and Dormitory Authority.  

· I serve as executive staff to the Trustee Oversight Committee and manage the overall engagement

· Their engagement is focused on the development of tools to manage the university more effectively

· Work continues on cash flow modeling and tracking

· Margin analysis (four wall analysis as it is often referred to in some circles) for each school has been completed for FY2006 and 2007.  These analyses were reviewed with each dean as well as senior management.  This data will be provided to the deans for developing school based plans called for in the President’s 3-year plan

· Goldin is working with us on reviewing and validating budget models and financial reports

· Strategic Planning Facilitation – Goldin’s Tony Knerr, who has higher education expertise, will be facilitating the Strategic planning committee for President Friedman

· No comprehensive report is required, they are here as a resource to assist us to develop tools to effectively manage the university’s resources
Pace has to achieve a minimum of two successive years of positive operating results before we have leverage with our lenders and bond insurers to end the Goldin and Associates engagement.  We have addressed the enrollment decline (the formal “trigger” here to identify an enrollment decline is a decrease of more than 5% year over the previous year) of 2006 this past Fall.  We now must stay focused on managing our cash resources and improving bottom line performance through incremental/moderate enrollment growth and continued cost containment, all components of the 3-year plan.

Oversight of Lenders and Bond Insurers

· This effort continues with bi-weekly meetings; I spend 1 – 3 hours with them each time, along with follow-up reports and discussions.
· Our lenders review cash flow forecasts against actual results, year end projections, budget to actual performance and enrollment results and trends both for current term and Fall 2008

· They also review strategic plans: both the 3-year plan and any longer-term plan, once developed

· This will continue until we achieve positive operating results.
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