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Moody’s Rates Universities Around the World

» Team of 30 credit analysts bring sector and regional expertise to ratings
» Majority of ratings in the US, reflecting long history of accessing capital markets
» Growing interest in accessing the capital markets outside of the US
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Moody’s Rates Over 500 Universities in the US
Includes vast majority of sector debt

» Over 230 four-year public universities » Nearly 275 private colleges and universities
» Almost $125 billion total rated debt outstanding » Over $85 billion of rated debt outstanding
» Median rating of A1 by number of institutions » Median rating of A3 by number of institutions
» Median rating of Aal weighted by rated debt » Median rating of Aa2 weighted by rated debt
US Public University Ratings US Private University Ratings
; - : .

Aaa Aal Aa2 Aa3 Al A2 A3 Baal Baa2 Baa3 SG S-T Aaa Aal Aa2 Aa3 Al A2 A3 BaalBaa2Baa3 SG S-T

Source: Moody's, ratings as of December 29, 2014. S-T represents those with only a short-term rating
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ratinG MetHopoLocy  U.S. Not-for-Profit Private and Public Higher
Education

Table of Contents Summary

V'S RATED COLLEGES This rating methodalogy explains Moody's approach to assessing credit risk for ULS. public
AND UNIVERSITIES P A .
A and not-for-profit private callepes and universities, It provides a reference tool that can be
- used when evaluating credit profiles for U.S. higher education institutions, helping investars,
& collepes and universirics, and other interested market participants understand how key
quantitative and qualitative characteristics affect rating outcomes. The report providesa
detailed guide to the main analytical factors and ratios that drive ratings in this sector,

ALIN MENT 9
L‘_‘{"OF-S,E;” ERNANCE AND 1 although it does not inchude an exhaustive discussion of every ratio or sub-factor that might
- - be relevant when evaluating an individual organization’s unique credit attributes. Related
FACTOR 5: LEGAL SECURITY AND N N 1 e
RUCTURE 16 sectars not covered in this report include community colleges,! universities outside of the

APPLYING THE RATING United States, and for-profit education providers.?
Y

METHODOLOG! 8
APPENDICES 2 Highlights of this report include:
MODDYSRELATEDRESEARCH 27
»  The cambi of public and private higher education into a single methodalogy
Analyst Contacts:

e »  The introduction of a scorecard with a weighted quantitative grid and notching for

qualitative factors

This rating methodology combines and replaces Moody s Rating Approach for Privase Colleges
andd Universities published in September 2002 and Rating Methodology for Public Calleges and
Universities published in Noverber 2006. The consolidated methodology reflects the
common broad rating factors for these sectors as well as the continued evolution of public

i into market-dri: zati ingly dependent on the same
competitive stratepics as privare university peers. While reflecting the same core principles as
the methodologics published in 2002 and 2006, this updated framework incorporates
refinements that berter reflect the current key credit fundamentals of the higher education
industry.

ren kedem

johin C. Nelson

*  Methodolop for Raing 498)
* Global Business and Consumer Service Ind: Ocioher 2010 (127102)
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Multiple Factors Considered In Assessing Credit Quality
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Governance & Management Even Greater Distinguishers

* Diversity and tenure

Board and Senior § Industry expertise

Management
. * Risk identification and ownership Th
Risk Management » Reporting to key constituents Ab!"ty to
and Transparency Adjust to
Environmental
 Multi-year budgeting and forecasting and Industry
* Integrated strategic, financial and
capital plans Changes

» Established key performance indicators

* Evaluation of position vis-a-vis peers
and competitors

Self Assessment
and Benchmarking
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2015 Outlook for Higher Education
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Outlook for US Higher Ed is Negative

Outlook Horizon: 12-18 months

Key Drivers

» Operating revenue growth slowing to below 3%, coupled with mounting expenses

» Price sensitivity constrains net tuition revenue growth

» State government funding growing, but remains below pre-recession levels; strings attached
» Research & patient care revenue increasingly competitive

Signs of Stability
» Strong overall student demand
» Equity market returns bolster fundraising and investment income

Mooby'’s
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Aggregate Revenue Growth Will Slow

mmm Aggregate Operating Revenue ($ Billion) - Annual Change in Aggregate Operating Revenue (%)
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Source: Moody's Investor Service
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Few Private Universities Will Generate Robust Growth in
Net Tuition Revenue
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Source: Moody's Investor Service
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Over Half of Public Universities Face Very Weak Net
Tuition Revenue Growth

0% - 2% = 2% - 5% = Above 5% ®-5% - 0% = Below -5%
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Net Tuition Revenue Growth Slowest in 10 Years

== Public University Median Annual % Change = Private University Median Annual % Change
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High School Graduates Stabilize at Lower Level for
Rest of Decade; South is Positive Outlier

Projected High School Graduates (Base period: 2002 = 100)
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Source: Western Interstate Commission for Higher Education, Moody’s Economy.com
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Growth in Applications Outpaces New Student Growth

I Applications - Publics [ Applications - Privates e——HS Grads
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Large Majority of Universities Now Have Ultra-low Yields
Below 20%
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Booming Applications: No Relationship to Pricing Power
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State Appropriations Growing Moderately, But Remain
Below Pre-Recession Levels

Median State Appropriation per Student
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Wide Disparity in Funding Levels from State To State

Funding Still Below Levels Five Years Ago

% increase 2009-2014
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Competition Escalates as Research Funding Stagnates

= N|H Total Research Grants ($M) NSF Research & Related Activities ($M)
== N|H Total RPG Success Rates (%) [right axis] NIH First-Time Pl Success Rates (%)** [right axis]
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Healthcare Revenue Growth Low by Historical Standards

» (General pressure to reduce healthcare spending
»  Shift to government payors

» Pressure on inpatient volumes
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Growing Earnings Disparity Drives Long-Term Demand
Difference in median annual earnings of college and high school graduates at the
ages of 25 to 32 (2012 dollars)

$20,000
$18,000 $17,500

$16,000 $15,780

$14,245
$14,000
$12,000
$10,000 $9,690
$8,000 $7,499
$6,000
$4,000

$2,000

$0 r T T T
1965 1979 1986 1995 2013

Source: Pew Research Center, February, 2014, “The Rising Cost of Not Going to College”
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Household Income and Net Worth Rebounding

m % Change in Household Income % Change in Household Net Worth
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Employment Outlook for Recent Grads Is Improving

Average Unemployment Rate (%): 24 to 34 Year
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Strong Market Returns Lead to Increased Gift Revenue

Gift Revenue Highly Correlated with Market Returns

Russell 2000 Index = \ledian Total Gift Revenue
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Strong Endowment Returns and Gifts Bolster Cash &
Investments

= Aggregate Cash and Investments for Rated Private Colleges and Universities($ Billions)
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Size and Diversity Add Credit Strength

(median contribution to operating revenue, will not total to 100%)
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Rating Activity
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Downgrades Continue to Outpace Upgrades

mDowngrades = Upgrades
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