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University of Delaware; Public Coll/Univ -
Unlimited Student Fees

Credit Profile

US$55.0 mil rev bnds ser 2015

Long Term Rating AA+/Stable New

Univ of Delaware rev bnds ser 2004A, 1993, 1997

Long Term Rating AA+/Stable Affirmed

Blue Hen Hotel LLC, Delaware

University of Delaware, Delaware

Blue Hen Hotel LLC (Univ of Delaware) var rate dem bnds ser 2001

Long Term Rating AA+/A-1/Stable Affirmed

Rationale

Standard & Poor's Ratings Services has assigned its 'AA+' rating to the University of Delaware's (UD) $50.3 million

series 2015 revenue bonds. At the same time, Standard & Poor's affirmed its'AA+' long-term rating and underlying

rating on UD's $433 million bonds outstanding. The outlook is stable.

The 'AA+' rating reflects our view of the university's strong enterprise and financial profiles, including favorable

demand metrics in line with the rating, a history of consistently positive operating results, and limited reliance on state

appropriations. In our view, financial resource ratios relative to both debt and expenses remain adequate for the 'AA'

rating and pro forma maximum annual debt service is manageable, at 3.4% of fiscal 2014 operating expenses.

The rating reflects our view of UD's unlimited student-fee pledge, which the following factors support:

• Stable enrollment of 22,680 students and a relatively broad geographical draw for a public flagship institution;

• A strong record of positive full-accrual operating results;

• Adequate financial resources for the rating, with fiscal 2014 expendable resources equal to 111.3% of adjusted

operating expenses and 212.6% of debt including the planned debt issuance; and

• A solid endowment, with a market value of $1.31 billion as of Dec. 31, 2014, and a below-industry average

endowment spending rate. The approved rate for fiscal 2015 is 4.29% of the 12-trailing-quarter average.

In our opinion, partially offsetting credit factors includethe following:

• UD's Location in a region with a high level of competition for students; and

• Reductions in state operating appropriations, which are still not at levels from before fiscal 2010, although a limited

level of dependence on the State of Delaware balances this.

Bond proceeds will finance the building of the South Academy Street Residence Hall project, a four-story, 125,000

square foot facility that will house 517 first-year students. The building should be substantially complete for the fall

semester 2017.
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A gross receipt pledge secures all debt, including this issuance. The pledge includes gross revenues from the

university's housing, dining and other revenue-producing facilities. A mandatory comprehensive student fee, student

health fee, and student center fee also secure the bonds. All full-time undergraduate students pay these fees. The broad

revenue pledge is equivalent to an unlimited student fee pledge of UD. Pro forma debt service coverage levels by

pledged revenues are strong enough to support the university's current and proposed debt. As of June 30, 2014, total

debt was $460.8 million (including bonds, notes, capital leases, and lines of credit). This includes $8.3 million of the

series 2001 Blue Hen Hotel LLC bonds, which UD guarantees. With this issue, debt will increase to approximately

$519.8 million. The university does not intend to issue any additional debt over the medium term.

Outlook

The stable outlook reflects our expectation that student demand and enrollment will likely remain stable and UD will

continue achieving positive full-accrual operations during our two-year outlook. Due to the strength of the university's

enterprise and financial profiles, a negative outlook or rating action is unlikely during the outlook period without a

significant deterioration in enrollment or financial operations and a weaker gross revenue pledge supporting debt. The

rating could also come under pressure due to the issuance of significant additional debt such that financial resources

become inconsistent with the 'AA' category. Although we understand that state appropriations are a relatively small

part of operating revenues, a significant decline that hurts UD's operating performance could also result in a negative

rating action.

Standard & Poor's does not believe a positive outlook or rating action is likely within the outlook period either, unless

there is significant endowment growth, improved levels of cash and investments as a share of operating expense and

debt levels, and an increase in financial margins to levels that are commensurate with those of higher-rated public

universities.

Enterprise Profile

Organization

UD, tracing its roots as a private institution in the 1700s, became the land-grant college for the state in 1867. The main

campus is in the center of Newark, 15 miles southwest of Wilmington. The university serves 22,680 students as of fall

2014, or 21,153 full-time equivalents. Although it has the physical capacity to expand enrollment, there are no plans to

increase that significantly. UD's housing system has 44 dormitory buildings on the main campus in Newark.

Approximately 7,775 students reside in university housing (about 45% of undergraduate students attending the main

campus), and nearly all undergraduate students attend full-time. There is a freshman residency requirement except for

students living within 30 miles of campus.

As Delaware's flagship higher education institution, UD has a high level of autonomy to set fees without direct

legislative influence. However, the university also benefits from the 'AAA' general obligation debt rating we have on

the state. In addition, we view UD's financial management as strong, which its strong operating margins and good

endowment levels and financial resources reflect. In our opinion, these attributes give the university a measure of

flexibility and insulation during economic downturns and the ability to leverage its strength to achieve its mission.
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However, we also recognize UD depends on continued high levels of enrollment from out-of-state students because

only 39% of enrolled students are Delaware residents (and this has been fairly stable in the past couple of years). We

believe the risk in the out-of-state student pool is low given the university's competitive cost structure and financial

flexibility.

Enrollment

We believe UD enjoys good demand, stable enrollment, and solid student quality. Total fall 2014 headcount was

22,680 and total FTE enrollment was 21,153, up 2.3% and 3.1%, respectively, relative to fall 2013 levels. The number

of completed freshmen applications for fall 2014 was 25,032. While down 1.5% from 2013 levels and 3.2% from 2012,

this still represents the third-largest applicant pool in the school's history. We expect this strong demand to continue in

fall 2015. Although the university does not have specific growth plans, it continues to increase total enrollment

incrementally. UD's fall 2014 freshman class was 4,181, the largest in the past five years. The university has set a target

for fall 2015 of total freshmen enrollment of 3,800 freshmen, including 1,250 in-state and 2,550 out-of-state students.

This is comparable to the target set in 2014, which UD exceeded. We expect UD to meet or exceed its freshman

enrollment target in 2015. In addition, management indicates it plans to increase the graduate and professional

programs in the next several years, in line with increased research opportunities.

The university's student quality has been consistent, and UD has increased its acceptance of out-of-state students in

the past two years. Management indicates this relates in part to strategic changes to enrollment offerings and financial

aid packaging, as well as competitive pricing. For fall 2014, out-of-state total freshmen applications were 23,409, and

the matriculation rate was 20.3%. Management reports this was due to the high enrollment of Delaware residents for

the freshman class in the past five years while out-of-state students enrolled at a slightly lower rate. We believe these

strategic changes, along with a stabilizing economy, will continue supporting the university's strong credit profile. UD

competes for applicants with both private and public universities, including Pennsylvania State University; University

of Maryland; Rutgers University, N.J.; University of Connecticut; Villanova University, Pa.; and James Madison

University, Va. UD's 2014-2015 in-state tuition and fees of $12,342 and out-of-state tuition and fees of $30,692 are

competitive with those of its peers. The current tuition and fees represent a 1.9% and 2.5% increase in in-state and

out-of-state rates, respectively, relative to the previous year.

Management

A 32-member board of trustees (BOT) governs university operations. Board members include four ex-officio members

including the state governor, the university president, the state grange master, and the state board of education's

president. We understand that the board elects 20 members, whereas the governor appoints the remaining eight

subject to the consent of a majority of elected members. BOT members typically serve for six-year terms. The board

has administrative and financial oversight of the university's activities. Its duties and responsibilities include setting

tuition and fees, developing an institutional plan, determining academic programs, establishing administrative policies,

approving debt issuances, and granting degrees.

UD had some turnover in senior management recently, but it has filled most open positions. The president, Dr. Patrick

Harker, has been at the university since 2007. However, Dr. Harker announced his intention March 2, 2015, to step

down as president to become president and CEO of the Federal Reserve Bank of Philadelphia. The UD board of

trustees has named a search committee to identify the next president and has selected Nancy Targett, dean of the
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College of Earth, Ocean and Environment, to serve as interim president. Dr. Domenico Grasso began as provost in

August 2013. In addition, a new chief investment officer began in July 2013. A new vice-president for enrollment

management began in July 2014 and a new vice-president for finance and deputy treasurer began Nov. 1, 2014. The

transition has been smooth and we expect the transition to a new president will also be smooth. Other key senior

management positions have been stable and similar senior management changes have occurred at several other large

public and private universities.

Financial Profile

State appropriations

UD's reliance on state appropriations continues to be limited, in our view, with those accounting for only 11.3% of

fiscal 2014 operating revenues. Management reports that operating appropriations in fiscal 2014 increased 1.7% to

$117 million. Appropriations also increased the prior year similarly. However, before fiscal 2013, appropriations had

declined for five consecutive years. Appropriations for fiscal 2015 are flat, at $117 million. Despite these increases,

support is lower than 2008-2009 levels. In addition to operating support, UD receives capital appropriations from the

state. Management indicates these appropriations were $4.0 million and $3.0 million in fiscal 2014 and 2013,

respectively, following $13.5 million in fiscal 2012. The amount of support varies depending on capital requirements

that are eligible for appropriations. Management expects to receive $4.3 million for fiscal 2015.

Financial performance

In fiscal 2014, the university continued to produce what we consider to be solid financial results and reported a

full-accrual operating surplus of $42.6 million, or 4.3% of adjusted operating expenses and was comparable to fiscal

2013's performance. The surplus is lower than in fiscal 2012 due to management's decision to increase financial aid.

Management expects similar results for fiscal 2015 and year-to-date financial performance indicates that UD should

meet its budget. The majority of revenues come from tuition (49.5% of fiscal 2014 operating revenues), followed by

auxiliary revenues at 11.8% and state appropriations at 11.3%. The university's tuition discount rate was average

relative to that of peer rated institutions, at 25.6% in fiscal 2014.

Financial resources

As of June 30, 2014, expendable resources were $1.1 billion, representing 111.3% of adjusted operating expenses and

212.6% of debt outstanding including this issue, which we consider adequate. Cash and investments were stronger at

$1.8 billion, representing 182.4% of adjusted operating expenses and 348.3% of debt, including the 2015 issuance.

UD is in the silent phase of a capital campaign and plans to raise $550 million. However, given the upcoming transition

to new leadership, the target date for the public phase is not yet set. As of March 31, the university had raised $302.3

million in new cash and pledges. Annual fundraising has increased consistently for the past five years, with $63.9

million raised in cash and new pledges in fiscal 2014, which is comparable with a year earlier and up from $26.4

million in fiscal 2008.

As of Dec. 31, 2014, the endowment market value was $1.3 billion and exceeded previous highs before the recession.

UD reports $119.9 million in unfunded commitments related to its private equity investments as of Dec. 31, a level we

believe is manageable. Historically, the endowment spending rate is normally targeted at 4.5%-5.5% of the 12

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT APRIL 14, 2015   5

1393804 | 300001710

University of Delaware; Public Coll/Univ - Unlimited Student Fees



consecutive quarter trailing average. However, starting with fiscal 2014, the board revised its spending policy to target

4%-5% of the 12-consecutive-quarter trailing average, which is more conservative. The approved spending rate for

fiscal 2015 is 4.29% and the recommended rate for fiscal 2016 is 4.30%. We view the asset allocation as comparable

with that of other rated peers. The allocation as of Dec. 31, 2014 consists of 47% in domestic and global equities, 18%

hedge funds, 17% private equity and venture capital investments, 11% of bonds, 4% real estate, and 3% cash.

Pension plans and other postemployment benefits

UD provides retirement benefits for employees through two retirement plans. Substantially all faculty and professional

employees participate in a 403(b) defined contribution plan. All salaried and hourly staff employees participate in the

Delaware State Employees' Pension Plan, a cost-sharing defined benefit plan. The university's policy is to pay its share

of the annual premium accrued in connection with these two plans and there are no unfunded benefits. UD also

provides postretirement employment benefits, primarily retiree health care benefits. We understand that as of June 30,

2014, the university had a $277.1 million postretirement benefit obligation it had not funded.

Debt and contingent liabilities

As of June 30, total debt was $460.8 million (including bonds, notes, capital leases, and lines of credit) and with this

issue debt will rise to about $519.8 million. The total includes $8.3 million of the series 2001 Blue Hen Hotel bonds that

UD guarantees. We understand that the Blue Hen Hotel bonds are not on par with other debt. Of the debt, the

university issued $57.5 million (the 2013C bonds) in a three-year term mode with a mandatory put May 2, 2016.

Investors will hold the bonds until mandatory tender date and we expect UD to remarket the bonds then. Management

does not have a credit enhancement backing this series. We do not believe there is a considerable degree of put risk

associated with the bonds because the university has sufficient levels of financial resources to draw on should it need

to purchase this debt in the event it cannot be remarketed.

The long-term debt structure consists of about 25% synthetically fixed and 75% fixed-rate bonds including this issue.

UD has entered four interest rate swaps, for a total notional amount of about $167.9 million, excluding the Blue Hen

project. Morgan Stanley Capital Services Inc. is the counterparty. As of March 31, 2015 the mark-to-market value of

the swaps was negative $30.6 million. In addition, UD has one swap associated with the Blue Hen Project with PNC

Bank N.A. The mark-to-market value of that swap as of March 31, 2015, was negative $2.0 million. We understand that

the university has not posted collateral for any rate swap agreements. Overall, we view the swap portfolio as posing

limited credit risk to UD given the magnitude of the financial resources relative to the termination payments.

Maximum annual debt service including this issue is about $33.3 million and we expect it, resulting in what we

consider a low debt burden of 3.4% of fiscal 2014 adjusted operating expenses.

Capital program

The university has started several large construction projects and design and planning on projects it expects to start in

the next 24 months. Several projects are nearing completion, including a new Interdisciplinary Science and

Engineering building that will significantly upgrade laboratory space, at an estimated cost of $132.0 million;

replacement or renovation of residence halls for nearly 2,100 students, which should be complete over the next two

years and cost $212 million; and an East Campus utility plant to support these projects, which was completed at a cost

of $36 million. Funding for these projects came from specifically targeted gift fund raising, bond issuance, private
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sources, and funds generated by UD's operations, as well as state capital funds. The university does not expect to issue

additional debt in the medium term.

University of Delaware -- Financial Statistics

--Fiscal year ended June 30--

2014 2013 2012 2011

Medians for 'AA' rated private colleges

and universities, 2013

Enrollment and demand

Headcount 22,166 21,856 21,489 21,177 MNR

Full-time equivalent 20,512 20,257 19,578 19,187 3,184

Freshman acceptance rate (%) 61.6 56.5 55.6 48.4 28.8

Freshman matriculation rate (%) 24.3 25.8 28.5 26.6 34.3

Undergraduates as a % of total

enrollment (%)

80.0 80.0 79.5 78.7 74.5

Freshman retention (%) 92.0 92.0 92.0 92.5 95.0

Graduation rates (five years) (%) 79.2 79.5 N.A. 77.8 88.0

Income statement

Adjusted operating revenue ($000s) 1,035,166 1,000,431 953,391 905,569 MNR

Adjusted operating expense ($000s) 992,519 958,262 906,162 874,546 MNR

Net operating income ($000s) 42,647 42,169 47,229 31,023 MNR

Net operating margin (%) 4.30 4.40 5.21 3.55 0.70

Change in unrestricted net assets

($000s)

108,097 163,360 (30,318) 159,068 MNR

Tuition discount (%) 25.6 24.1 23.0 23.2 36.1

Tuition dependence (%) 49.5 48.8 48.4 46.4 50.2

Student dependence (%) 61.3 60.5 60.0 57.6 MNR

Healthcare operations dependence (%) N.A. N.A. N.A. N.A. MNR

Research dependence (%) 16.5 17.3 17.4 19.3 MNR

Endowment and investment income

dependence (%)

5.3 5.3 5.3 5.5 MNR

Debt

Existing debt ($000s) 460,761 472,107 356,678 371,047 255,027

Proposed debt ($000s) 59,004 N.A. N.A. N.A. MNR

Total pro forma debt ($000s) 519,765 N.A. N.A. N.A. MNR

Pro forma MADS 33,280 N.A. N.A. N.A. MNR

Current debt service burden (%) 3.31 3.19 2.91 N.A. 3.94

Current MADS burden (%) 3.35 N.A. N.A. N.A. MNR

Pro forma MADS burden (%) 3.35 N.A. N.A. N.A. MNR

Financial resource ratios

Endowment market value ($000s) 1,242,266 1,110,513 1,029,661 1,077,637 1,028,501

Cash and investments ($000s) 1,810,368 1,648,755 1,418,284 1,510,661 MNR

Unrestricted net assets ($000s) 1,358,232 1,250,135 1,086,775 1,117,093 MNR

Expendable resources ($000s) 1,104,969 987,917 781,294 986,576 MNR

Cash and investments to operations (%) 182.4 172.1 156.5 172.7 354.5
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University of Delaware -- Financial Statistics (cont.)

Cash and investments to debt (%) 392.9 349.2 397.6 407.1 442.0

Cash and investments to pro forma debt

(%)

348.3 N.A. N.A. N.A. MNR

Expendable resources to operations (%) 111.3 103.1 86.2 112.8 224.7

Expendable resources to debt (%) 239.8 209.3 219.0 265.9 290.9

Expendable resources to pro forma debt

(%)

212.6 N.A. N.A. N.A. MNR

Average age of plant (years) 14.2 15.3 14.7 14.5 13.2

MADS--Maximum annual debt service. MNR--Median not reported. N.A.--Not available.
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Ratings Detail (As Of April 14, 2015)

University of Delaware rev bnds

Long Term Rating AA+/Stable Affirmed

University of Delaware rev bnds (Federally Taxable)

Long Term Rating AA+/Stable Affirmed

University of Delaware var rate dem rev bnds ser 2004B due 11/01/2034

Long Term Rating AA+/A-1/Stable Affirmed

Delaware Econ Dev Auth (Univ of Delaware) rev bnds, ser 2009A

Long Term Rating AA+/Stable Affirmed

University of Delaware rev bnds ser 2005

Long Term Rating AA+/A-1+/Stable Affirmed

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT APRIL 14, 2015   8

1393804 | 300001710

University of Delaware; Public Coll/Univ - Unlimited Student Fees



S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P

reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,

www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription) and www.spcapitaliq.com

(subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information

about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective

activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established

policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain

regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P

Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any

damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and

not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,

hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to

update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment

and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does

not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be

reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part

thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval

system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be

used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or

agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not

responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for

the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL

EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR

A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING

WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no

event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential

damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by

negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Copyright © 2015 Standard & Poor's Financial Services LLC, a part of McGraw Hill Financial. All rights reserved.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT APRIL 14, 2015   9

1393804 | 300001710


	Research:
	Auxiliary Deck
	Rationale
	Outlook
	Enterprise Profile
	Organization
	Enrollment
	Management

	Financial Profile
	State appropriations
	Financial performance
	Financial resources 
	Pension plans and other postemployment benefits 
	Debt and contingent liabilities
	Capital program

	Related Criteria And Research
	Related Criteria
	Related Research



