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Research Update:

University of Western Ontario 'AA' Ratings
Affirmed; Off Under Criteria Observation

Overview

« W are affirnmng our ' AA" long-termissuer credit and senior unsecured
debt ratings on the University of Western Ontario (Wstern).

e W are renoving our Under Criteria Cbservation designation fromthe
ratings.

« The ratings reflect our assessnent of the university's stand-al one credit
profile, which reflects our conbi ned assessnment of Western's very strong
enterprise and financial profiles.

e The stable outlook reflects our expectation that the university wll
mai ntain a healthy market position and denmand profile, it will continue
to generate nodestly positive net adjusted margins, and avail abl e
resources will remain superior

Rating Action

On Feb. 26, 2016, Standard & Poor's Ratings Services affirmed its 'AA

| ong-termissuer credit and seni or unsecured debt ratings on the University of
Western Ontario (Western) in London, Ont. In addition, Standard & Poor's
renoved its Under Criteria (bservation designation fromthe ratings. The

outl ook is stable.

Rationale

The ratings on Western reflect the university's stand-alone credit profile
(SACP), which Standard & Poor's assesses at 'aa'. The ratings also reflect our
opi nion of a noderately high likelihood that the Ontario governnent would
provi de extraordinary support in the event of financial distress. The SACP on
Western reflects our conbined assessnent of the university's very strong
enterprise profile, with a healthy enroll nent and demand profile and strong
managenent and governance practices; and its very strong financial profile,
with a history of sound financial performance and excellent |evels of
avai | abl e resources. |In our opinion, a noderate debt burden and the fisca
chal | enges facing the provincial government that could affect operating grants
of fset sone of these strengths.

In our view, Western continues to have a very strong enterprise profile, with
excel | ent econonic fundanmentals given Ontario's very strong econony, and a
heal t hy market position and inproving demand. In fall 2015, Western had 31, 765
full-tinme equival ent students (FTEs), about 17% of which were graduate
students; a ratio that is slightly ower than the nost research-intensive
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universities in the country, such as McG Il University, University of Toronto
and University of British Colunbia. The university has planned for a nodest
increase in FTEs in the next two years, characterized by flat first-year

enrol ment but robust graduate student growth. First-year applications for fal
2015 were down 0. 6% (applications were down in Ontario systemwi de, reflecting
shi fting denographics) and offers rose slightly, resulting in selectivity
weakeni ng sonewhat. However, average entering grades, retention, and
graduation rates continue to inprove and are anong the highest in the

provi nce.

Western generated a very nodest adjusted net operating margin (on a fully
consol i dated basis) in fiscal 2015 of 1.6% of adjusted expenditures, down from
an average of nore than 6% in the prior three years. This is in line with the
fiscal 2014 median for U S. public universities in the 'AA category but
slightly lower than simlarly rated Canadi an peer institutions. W expect
Western's financial profile will remain very strong in the next two years by

t he university maintaining abundant financial resources (with avail able
resources in excess of 35% of adjusted operating expenses) and positive

adj usted net margins, despite the operating pressures it faces--prinmarily the
tuition framework, potential for flat or even | ower governnent grants, and

i ncreasing salaries and benefits expenditures. Although the university expects
its debt burden to increase nodestly in fiscal years 2017 to 2019, we do not
expect the pro forma debt to materially affect its debt netrics; specifically,
we expect that available resources will continue to exceed debt outstanding
and our estinate of the pro forma nmaxi num annual debt service is a noderate 4%
of fiscal 2015 adjusted expenditures.

Founded in 1878, Western is a research-intense, doctoral university. It is in
the southwestern Ontario city of London, which has a popul ati on of about

366, 000. Western has about 31,800 FTEs on its nain canpus (and close to 38,000
FTEs with its three affiliated colleges), and is the 10th-largest university
in Canada in terns of full-time students (it's the fourth-largest in Ontario).
It has 12 faculties and schools, including a school of medicine and dentistry,
| aw, engi neering, and business. It also has affiliations with three research
institutes, three university colleges, and two teaching hospitals.

In accordance with our criteria for governnent-related entities (GRES), we
base our view of Western's noderately high |ikelihood of extraordinary

gover nent support on our assessment of its inmportant role in the province,

gi ven that postsecondary education is one of Ontario's priorities in both
expenditure and mandate (after health care and school boards), and that there
are no viable private alternatives. Its inportant role in the province al so
reflects our view of the university's solid reputation, which Wstern's very
strong student quality and research profile denonstrate. The province's
oversi ght, program approval rights, and tuition regul ation over Western
suggest a strong link to the university. Al so supporting this viewis that the
provi nce provides substantial operating grants, which account for about a
quarter of the university's total revenue, and it appoints four of 28 board
nmenbers.
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Despite the ongoi ng provincial support, we believe Wstern operates

i ndependently of the Ontario governnment. It is an autononous |legal entity with
ownership of its assets. The board is responsible for overseeing all academc
busi ness, and student affairs. Although Ontario nonitors and guides tuition
and student aid (through the tuition framework) and enrol |l ment expansion
(through operating grants and program approval ), the university has the fina
decision on these matters and on its long-termstrategy. In addition, there is
no track record of negative intervention fromthe province. Qur ratings on
Western are above those on the province, reflecting our estimate that, al ong
with the university's independence with regard to ownershi p and operations,
its financial assets are sufficient such that there is a measurable |ikelihood
that it would not default on its obligations under a provincial stress
scenario in which all governnent funding was tenporarily disrupted. Al though
the Ontario governnent faces fiscal challenges and projects it will not return
to fiscal balance until fiscal 2017-2018, we do not expect provincial
operating grants for postsecondary education to diminish significantly, given
its vital public policy role.

Liquidity
The university's liquidity is excellent, in our view At fiscal year-end 2015,
Western had al nost C$1.4 billion in cash and investnments, equal to over 4x our

pro forma debt estimate. Its available resources (internally restricted net
assets plus internally restricted endowrents) were what we consider high at
C$561 million, or 53% of adjusted total expenditures and 167% of pro fornmm
debt. Although we expect these ratios could be Ilower in the next two years
gi ven weaker investnent returns likely in fiscal 2016 and internal financing
of capital, we believe they will remain nore than sufficient to finance al
debt service requirenents and provide a sufficient buffer to wi thstand any
likely mediumterm stress scenario.

Outlook

The stable outlook reflects Standard & Poor's expectations that, wthin our
two-year outl ook horizon, the university will nmaintain a heal thy narket
position and denand profile; it will continue to generate nodestly positive
net adjusted nargins; and avail able resources will remain superior. W could
revise the outlook to negative or lower the ratings if adjusted net nargins
weakened to near bal ance or sustained deficits; available resources eroded to
| ess than 35% of adjusted expenditures or |ess than 100% of debt outstanding;
or the demand profile weakened such that a declining trend in applications and
FTEs energed. Moreover, negative intervention fromthe province, or a
significant reduction in Western's resilience to an Ontario default scenario
as our GRE criteria specify could cause us to |ower the ratings, potentially
to on par with or bel ow that on Ontario, depending on the severity. W do not
view a positive rating action as likely in the next two years given the tight
operating environment for universities in the province, characterized by
limted tuition flexibility, rising conpensati on expenses, and our expectation
of flat provincial operating support; and the nodest increase in debt expected
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in the next several years.

Related Criteria And Research

Related Criteria

e Ceneral Criteria: Methodol ogy: Not-For-Profit Public And Private Coll eges
And Universities, Jan. 6, 2016

 Rating Governnent-Related Entities: Methodol ogy And Assunptions, March
25, 2015

Related Research
e U S Public College And University Fiscal 2014 Median Ratios: A G ow ng
Di vi de Between Ratings Categories, July 10, 2015

Ratings List

Ratings Affirmed

University of Western Ontario
| ssuer Credit Rating AA/ St abl e/ - -
Seni or Unsecured AA

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meanings ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors. com for further

i nformati on. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at www. spcapitalig.com All
ratings affected by this rating action can be found on Standard & Poor's
public Wb site at www standardandpoors.com Use the Ratings search box
located in the left colum.
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