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Research Update:

University of Western Ontario 'AA' Ratings
Affirmed On Continued Strong Enrollment
Demand And Good Budgetary Performance

Overview

W are affirnming our ' AA" long-termissuer credit and senior unsecured
debt ratings on the University of Western Ontario.

e The ratings reflect our view of the university's strong enrol |l nent denmand
profile, good budgetary performance, and significant growh in
unrestricted financial resources in the past four fiscal years.

« W believe that the tight operating environnent and possibility for
further reductions in provincial grants together with a debt load that is
slightly higher than that of peers partially mtigate these strengths.

 The stable outl ook reflects our expectations that Western will continue
to generate nodest consolidated surpluses, its debt burden will not
increase materially, adjusted debt service coverage will not fall bel ow
4x, and unrestricted financial resources will remain sufficient to cover
at | east 100% of debt.

Rating Action

On Feb. 20, 2015, Standard & Poor's Ratings Services affirmed its 'AA
| ong-termissuer credit and senior unsecured debt ratings on the University of
Western Ontario, in London, Ont. The outlook is stable.

Rationale

The ratings reflect the university's stand-alone credit profile (SACP), which
Standard & Poor's assesses at 'aa'. The ratings also reflect our opinion of a
"nmoderately high" l|ikelihood that the Canadi an government woul d provide
extraordi nary support in the event of financial distress.

The SACP on Western reflects Standard & Poor's view of the university's strong
enrol | ment demand profile, good budgetary performance, and significant growth
in unrestricted financial resources in the past four fiscal years. In our

opi nion, Wstern's higher debt burden stresses the ratings sonewhat, but we
beli eve that its housing operations should generate sufficient cash to support
the debt | oad without weakening its core operating budget. Furthernore, we do
not expect the university's debt burden to increase nmaterially within the
two-year rating horizon. The ratings also reflect our assessment of the tight
operating environnent in which Canadi an universities and their supporting
provi nci al governments operate.
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Research Update: University of Western Ontario 'AA" Ratings Affirmed On Continued Strong Enrollment Demand
And Good Budgetary Performance

In accordance with our criteria for governnent-related entities, our view of
Western's noderately high |ikelihood of extraordi nary governnent support
reflects our assessnent of its "inportant” role in the province, given that
post secondary education is one of Ontario's priorities in both expenditure and
mandate (after health care and school boards), as well as the university's
role as one of the province's largest universities by enrollnent and its
strong research capacity. Ontario's oversight, program approval rights, and
tuition regulati on over Western suggest a "strong" link to it. Al so supporting
this viewis that provincial operating grants account for about 21% of the
university's total revenue (excluding provincial grants for capital and
student aid), and its appoi ntnent of some board nenbers.

Despite the provincial support, in our view, Western operates independently of
the Ontario governnment. It is an autononous |legal entity with ownership of its
assets. The province appoints four of the 28 board nenbers; however, the board
al one is responsible for overseeing the university's academ c, business, and
student affairs, including financial matters. Al though the province nmonitors
and guides tuition and student aid (through the tuition franework) and
enrol | ment expansion (through operating grants), Wstern has the fina

decision in these matters, and its long-termstrategy. W rate the university
one notch higher than Ontario, reflecting our estimate that, along with the
uni versity's independence regardi ng ownership and operations, its financial
assets denonstrate sufficient resiliency to withstand a period of financial
stress at the provincial |evel.

Western continues to enjoy what we view as a good nmarket position and has
denonstrated strong student demand. Excluding its affiliates, the university
had about 31,800 full-time equivalent (FTE) students in the fall of 2014, up
about 1.2%fromthe previous year. Student quality netrics, such as graduation
and retention rates, have inproved and conpare favorably with the average for
the Ul5 (the 15 | eadi ng research-intensive universities in Canada). The
average entering grade was 89.3% for fall 2014, the highest anmong Ontario
universities. Western has also invested significantly in attracting both
graduate and international students, which helps inprove its reputation and
research profile.

In our opinion, nanagenent has denonstrated prudent budgeting practices and
has kept expenditure growth under control where possible, although salary and
benefit costs continue to exert the greatest pressure on expenditures,
accounting for 61% of total expenses in fiscal 2014 (year ended April 30). The
uni versity generates what we view as good budgetary performance, with the
fully consolidated bal ance averagi ng a surplus of 5.9% of total expenses for
the past five years (8.6%in fiscal 2014). However, Wstern has budgeted for a
slight deficit in its operating budget for fiscal 2015 due to one-tinme
allocations largely targeted at increasing the university's research profile
and addressing infrastructure requirenents. As such, we expect that budgetary
performance could decline slightly over the two-year outl ook horizon but that
it wwll remainin line with that of peers.
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Western's debt decreased slightly to about C$310 million fromthe end of
fiscal 2014 from about C$316 million in 2013, equal to 30% of adjusted
expenses in fiscal 2014. Based on current projections, which do not include
any material borrowing in the next two years, we do not believe that these
ratios will weaken materially within the two-year outl ook horizon

We have used the "Principles O Credit Ratings" in conjunction with "U 'S
Publ i ¢ Finance: H gher Education" as our criteria foundation for our analysis
of the university's creditworthiness. W feel that there is a sufficient
degree of simlarity between U. S. and Canadi an public university systens such
that we believe the U S. higher education criteria is an appropriate

nmet hodol ogy for evaluating Canadi an universities' credit quality.

Liquidity
Western's liquidity is what we consider good. At fiscal-year end 2014, its
cash and equivalents totaled C$1.2 billion, or 115% of adjusted expenses and

387% of debt outstanding, in line with that of many sinilarly rated Canadi an
peers. The value of the university's endowrent was C$510 million in Apri
2014, up from C$432 mllion in 2013. Despite this, the endowrent |ags that of
sone peers in the 'AA rating category, at about C$17,300 per FTE.

Western's unrestricted financial resources (UFR), consisting of internally
restricted endowrents and unrestricted net assets (including undistributed

i nvestment returns but net of investnents in capital assets), have risen
significantly in the past several years, to C$496 mllion at fiscal year-end
2014. This was sufficient to cover 160% of debt at year-end conpared with only
about 50%in fiscal years 2008 and 2009. W expect that the university wll
maintain strong liquidity to support its debt burden throughout the outl ook
hori zon.

Outlook

The stable outlook reflects our expectation that, during the two-year outl ook
hori zon, Western will continue to generate nodest consolidated surpluses, its
debt burden will not increase nmaterially, adjusted debt service coverage wll
not fall below 4x, and UFR will remain sufficient to cover at |east 100% of
debt. We could revise the outlook to negative or lower the ratings if
government support were to decline neaningfully such that operating deficits
significantly exceed expectations, or adverse market conditions led to a
preci pitous decline in UFR. W could revise the outlook to positive if the
province were to increase funding steadily or alter the tuition framework to
the extent that Western's revenues increased neani ngfully and budgetary
performance exceeded expectati ons.
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Related Criteria And Research

Related Criteria

e Principles O Credit Ratings, Feb. 16, 2011

« Rating Governnent-Related Entities: Methodol ogy And Assunptions, Dec. 9,
2010

e USPF Criteria: Higher Education, June 19, 2007

Ratings List

Ratings Affirmed

University of Western Ontario
| ssuer credit rating AA/ St abl ef - -
Seni or unsecured debt AA

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal credi tportal.comand at ww. spcapitalig.com All ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box |ocated in the |eft

col umm.
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