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New Jersey Educational Facilities Authority

Rider University; Private Coll/Univ - General
Obligation

Credit Profile

New Jersey Educl Facs Auth, New Jersey

Rider Univ, New Jersey

Series 2012A

Long Term Rating BBB-/Stable Downgraded

2012A

Unenhanced Rating BBB-(SPUR)/Stable Downgraded

Many issues are enhanced by bond insurance.

Rationale

S&P Global Ratings lowered its rating to 'BBB-' from 'BBB' rating on the New Jersey Educational Facilities Authority's

revenue refunding bonds, issued for Rider University. The outlook is stable.

We lowered our rating based in part on our "Not-for-Profit Public and Private Colleges and Universities" methodology

(published on Jan. 6, 2016, on RatingsDirect), and on our view of Rider's weakened credit characteristics, including

deficit operating trends with growing losses expected, an above-average endowment spending rate, and modest

financial resources. We understand the university has strategic plans to grow enrollment, but in the near term this

requires additional capital and operating investments, which we view as more manageable at the 'BBB-' rating level.

We assessed Rider University's enterprise profile as adequate, characterized by its stabilizing enrollment, moderate

selectivity, modest matriculation, and proactive management team. We assessed the university's financial profile also

as adequate, characterized by negative operating margins with expectations for continued deficits in the near term,

limited operating flexibility, and financial resources that we consider low but consistent for the rating level, offset by a

manageable maximum annual debt service (MADS) burden. We believe that these combined credit factors lead to an

indicative stand-alone credit profile of 'bbb-' and a long-term rating of 'BBB-'.

More specifically, the rating reflects our assessment of the university's:

• Recent operating losses with additional near-term and growing deficits expected;

• Highly competitive regional market, reflected by a relatively high first-year acceptance rate of 69.4%, and a weak fall

2016 matriculation rate of 13.7%;

• High dependence on student-generated tuition and fees, with limited operating flexibility; and

• Low but sufficient financial resources for the rating level, with fiscal 2016 cash and investments equal to 40% of

operations and 205% of debt.

Partially offsetting those credit weaknesses, in our view, are the university's:
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• Manageable debt, with current MADS of $6.2 million, or 2.8% of fiscal 2016 expenses;

• Modest $56 million endowment as of June 30, 2016, although elevated endowment draws could weaken this factor;

and

• Strong and experienced management team, which has been transparent and proactive in addressing the university's

cost structure in light of the recent enrollment pressures.

The bonds are a general obligation of the university.

Founded in 1865, Rider University has two campuses: the main campus in Lawrenceville, on approximately 280 acres,

and a 23-acre campus for the Westminster Choir College in Princeton. Rider offers 75 undergraduate and 29 graduate

programs in business administration, education, liberal arts, sciences, fine and performing arts, counseling, and

leadership. In addition, the musical theatre and criminal justice programs are growing, according to management.

Rider's student body is composed of approximately 78% undergraduates and 22% graduate students, with a total

headcount of approximately 5,124 in fall 2016.

Outlook

The stable outlook reflects our anticipation that, over the two-year outlook period, Rider will maintain sufficient

financial resources and current demand metrics as it continues to stabilize, if not grow, enrollment. While we expect

operating deficits in the near term, we also expect the university to progress toward break-even results over time

through management's strategic initiatives and cost-saving measures.

Downside scenario

A negative rating action is possible during the outlook period if enrollment fails to continue to stabilize as expected,

operating deficits grow unexpectedly in magnitude beyond projections already communicated, the elevated

endowment draws continue beyond the near term, or available resources (specifically cash and investments) decline

substantially from current levels.

Upside scenario

We do not expect a positive rating action in the near term given the expected deficit operating results, light available

resources, only recently stabilized enrollment, and expected operating and capital investments required in the near

term. We could consider a positive rating action beyond this timeframe should Rider successfully grow enrollment

with improved demand metrics, maintain at least break-even operating performance with a stabilized endowment

spend, and sustain healthy growth in available resources with metrics consistent with the 'BBB' rating level.

Enterprise Profile

Industry risk

Industry risk addresses our view of the higher education sector's overall cyclicality and competitive risk and growth

through application of various stress scenarios and evaluation of barriers to entry, levels and trends of profitability,

substitution risk, and growth trends observed in the industry. We believe the higher education sector represents a low

credit risk when compared with other industries and sectors.
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Economic fundamentals

The university has moderate geographic diversity, in our view, but is mostly regional. About 75% of students come

from within New Jersey. As such, our assessment of Rider's economic fundamentals is anchored by the state GDP per

capita.

Market position and demand

Following several years of enrollment declines, headcount stabilized for fall 2016 at 5,124, or 4,602 full-time

equivalents (FTEs). While undergraduate enrollment has been declining, the drop in fall 2016 FTEs was a modest

1.5%, compared with a decline of 4.2% the prior fall. In addition, overall enrollment was balanced by notable growth in

graduate enrollment to 735 in fall 2016 from 656 the prior year. Despite lower undergraduate headcount, the university

reports it is slowly expanding its undergraduate degree offerings, which may help to reverse the recent enrollment

trend. In addition, growth in graduate enrollment has been supported by the success of new programs and majors,

including applied psychology and homeland security. Like many small, private universities, the university is highly

dependent on student-generated fees, including auxiliary fees (about 93% of fiscal 2016 adjusted operating revenue).

Therefore, management's ability to manage expenses and stabilize enrollment is important, in our view.

Applications for fall 2016 remained consistent and stable at approximately 9,200. Management attributes the

university's healthy demand to growing interest in new programs and increased marketing efforts that have expanded

Rider's geographic reach. Selectivity is modest but low for the rating level, with 69% of applicants accepted in fall

2016, which is slightly improved from selectivity rates near 73% five years ago. Similarly, matriculation is low and

reflects the competitive regional landscape, at 13.7% for fall 2016, an increase from 12.7% in fall 2015. Though

matriculation improved, the size of the university's freshman class of 872 fell slightly short of management's goal of

910. Rider's retention rate is good, in our view, at 78.2% and reflects management's continued commitment to

improving demand characteristics. Management is targeting incoming classes of about 965, with plans to stabilize the

undergraduate population partly through the recent addition of new majors and increased discounting, while

continuing to grow graduate headcount. However, we expect the goal of stable-to-growing enrollment may remain a

challenge in the near term given the university's primarily regional draw, a decline in high school graduation rates in

the Northeast, and the need to increase financial aid.

The university has a modest fundraising history and typically raises roughly $2 million a year in unrestricted gifts. We

understand management is in the very early planning stages of a comprehensive capital campaign, expected to focus

on capital, scholarships and endowment growth. We expect details will be finalized over the next year. The university's

last comprehensive campaign ended in 2003 and since then, fundraising has been focused on project-related

mini-campaigns which have been completed successfully. We would view positively enhanced fundraising initiatives,

supporting notable endowment growth and operational support.

Management and governance

Rider welcomed its seventh president on Aug. 1, 2015, following the recent retirement of its former long-standing

president. Dr. Gregory Dell'Omo previously served as president of Robert Morris University in Pittsburgh, where he is

recognized for his efforts in transforming the school from a regional, commuter-based institution to a comprehensive

residential university. Dr. Dell'Omo has considerable experience in programming and curricula, a key area of focus for

Rider as it continues to navigate the challenging enrollment environment. The presidential transition has gone
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smoothly and the university began a comprehensive strategic planning process. Management expects a new strategic

plan to be approved by the board of trustees in February 2017. The finance team is long-serving and very capable, in

our opinion, with proactive budget oversight amid the pressured operating environment. The university is governed by

a 30-member, self-perpetuating board with active oversight and standard governance structures.

Financial Profile

Financial management policies

The university has a formal investment policy, which we consider a best practice, but lacks formal policies for debt and

liquidity. We understand management expects to finalize a debt policy during early 2017, in advance of Rider's

potential debt issuance. The university operates according to a five-year strategic plan, which will be updated in

February 2017, and reviewed actively thereafter. It meets standard annual disclosure requirements. The financial

policies assessment reflects our opinion that, while there may be some areas of risk, the organization's overall financial

policies are not likely to weaken its future ability to pay debt service. Our analysis of financial policies includes a

review of the organization's financial reporting and disclosure, investment allocation and liquidity, debt profile,

contingent liabilities, and legal structure and a comparison of these policies to comparable providers.

Financial performance

Rider's conservative budgeting had allowed for consistent operating surpluses on a full-accrual basis through fiscal

2014, which we believe helped the university remain competitive. However, performance since has been inconsistent,

as enrollment pressures and rising expenses have pressured the operating budget. Rider ended fiscal 2016 with a

deficit of $2.5 million (negative 1.1% operating margin), following break-even results in fiscal 2015. Specifically,

operations remained pressured by declining net tuition revenue and rising depreciation, which grew to $10.1 million in

fiscal 2016, from $9 million in fiscal 2012. The higher depreciation reflects Rider's investment in its plant, primarily

through fundraising, state grant programs, and operations. In addition, the university has limited operating flexibility

with a somewhat fixed expense base and an elevated endowment draw planned to support operations.

Due to expected pressures on enrollment, financial aid, and general operating expenses, management expects another,

larger, operating deficit in fiscal 2017, with progress toward deficit reduction expected in fiscal 2018. We believe

management is working proactively to manage revenues and expenses, supported by targeted initiatives focused on

operational efficiencies to reduce the losses as part of its long-term financial strategy. Due to these initiatives,

management was able to reduce the magnitude of the operating deficit in fiscal 2016. We understand the fiscal 2017

projections include some degree of conservatism, though we still expect a larger deficit on a full-accrual basis than the

fiscal 2016 loss. Based on management's projections, the university anticipates modest net tuition revenue increases

through fiscal 2018, though we expect financial aid and a rising discount rate may continue to pressure results. The

university's tuition discount rate increased to 40.7% in fiscal 2016 from 37.7% in the prior year. In our view, it has

more of a cushion to sustain these near-term and large operating deficits at the current rating level.

Available resources

Rider's available resources remain low relative to the rating category medians and given the expectation of additional

debt, but are sufficient, in our view, for the 'BBB-' rating. In fiscal 2016, expendable resources were $20.4 million, down
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27.4% from the prior year; this represents a low 9.2% of operating expenses (down from 17.5% in fiscal 2012), and a

somewhat better 46.7% of debt (down from 62.1% in fiscal 2012), although still below rating category medians. The

drop in expendable resources is partly related to the university's investment in plant, as described above. It is

important to note that Rider's expendable resources calculation (unrestricted net assets plus temporarily restricted net

assets less [net plant, property, and equipment, or PPE, plus debt]) is slightly deflated due to the university's low debt

relative to net PPE. As such, we believe cash and investments are a better relative measure. Cash and investments

have remained relatively stable over four years and were $89.6 million in fiscal 2016, representing 40.4% of operations

(still low for the rating category) and 205% of debt. We expect the ratios relative to debt to moderate with the

expected issuance, but remain sufficient for the rating level, assuming available resources do not deteriorate materially

from current levels.

The university recently revised its endowment spending policy to 4.9% (down from 5%) of a three-year-moving

average. However, it drew $8 million from its quasi-endowment in fiscal 2015 and plans to elevate its endowment

spend, as authorized by the board, to 7% in fiscal 2017. While the board has authorized the above-average endowment

spend to an annual maximum of 7% through fiscal 2019, management hopes to reduce it back down to the policy rate

sooner. The modest endowment, valued at $56 million as of fiscal year-end 2016, is invested as follows: approximately

23% in international equity, 25% in domestic equity, 15% in real assets, 14% in flexible capital, 10% in fixed income,

9% in private equity, and the balance in liquid capital. This does not include campus real estate. Management does not

report any liquidity challenges at this time. Currently, the university does not have access to a line of credit.

Management noted plans to enter into a facility in the near term as a backup option, but has no short-term plans to

borrow on it.

Debt and contingent liabilities

The university has $43.7 million in debt, primarily in one series (the 2012A bonds) that bears fixed-rate interest with a

25-year (2037) maturity. Debt service is stepped, with MADS ($6.2 million) occurring in 2017 and declining thereafter.

The MADS burden remains moderately low, in our view, at approximately 2.8% of fiscal 2016 adjusted operating

expenses. As such, we view the university as having some debt capacity at the current rating level. All debt is a general

obligation (GO) of the university.

Rider was recently awarded funds under the state's capital financing grant program, which will be used for modest

capital enhancements to science labs and a lecture hall. In addition, we understand the university plans to support

planned capital projects with a combination of debt financing and fundraising. We expect more clarity on the debt

plans over the next year and would expect to evaluate any effects of the issuance at that time. Management expects

these capital enhancements will coincide directly with strategic planning efforts and enhance student demand over the

longer term. In our view, though Rider's financial profile has weakened, we believe the university can likely manage a

moderate amount of new debt at the current rating level.
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Rider University, NJ -- Selected Statistics

--Fiscal year ended June 30-- --Medians--

2017 2016 2015 2014

Private Colleges & Universities

'BBB' 2015

Enrollment and demand

Headcount 5,124 5,085 5,361 5,444 MNR

Full-time equivalent 4,602 4,596 4,820 4,857 3,229

Freshman acceptance rate (%) 69.4 69.0 70.9 71.9 72.0

Freshman matriculation rate (%) 13.7 12.7 15.2 15.8 MNR

Undergraduates as a % of total enrollment

(%)

77.9 79.7 81.3 81.7 75.7

Freshman retention (%) 78.2 80.2 80.6 78.9 79.4

Graduation rates (six years) (%) 68.0 66.0 62.0 61.7 MNR

Income statement

Adjusted operating revenue ($000s) N.A. 219,073 219,192 212,787 MNR

Adjusted operating expense ($000s) N.A. 221,613 218,397 213,115 MNR

Net operating income ($000s) N.A. (2,540) 795 (328) MNR

Net operating margin (%) N.A. (1.15) 0.36 (0.15) 0.83

Change in unrestricted net assets ($000s) N.A. 446 9,424 (522) MNR

Tuition discount (%) N.A. 40.7 37.7 35.9 35.6

Tuition dependence (%) N.A. 75.7 75.4 74.4 MNR

Student dependence (%) N.A. 92.8 93.0 92.7 90.0

Endowment and investment income

dependence (%)

N.A. 1.2 1.2 1.1 MNR

Debt

Outstanding debt ($000s) N.A. 43,699 48,010 52,119 56,393

Current debt service burden (%) N.A. 2.74 2.77 2.96 MNR

Current MADS burden (%) N.A. 2.80 2.90 2.97 4.30

Financial resource ratios

Endowment market value ($000s) N.A. 56,251 58,326 65,227 73,284

Cash and investments ($000s) N.A. 89,593 97,226 92,106 MNR

Unrestricted net assets ($000s) N.A. 76,356 75,910 66,486 MNR

Expendable resources ($000s) N.A. 20,415 28,106 31,356 MNR

Cash and investments to operations (%) N.A. 40.4 44.5 43.2 77.9

Cash and investments to debt (%) N.A. 205.0 202.5 176.7 150.8

Expendable resources to operations (%) N.A. 9.2 12.9 14.7 52.6

Expendable resources to debt (%) N.A. 46.7 58.5 60.2 93.9

Average age of plant (years) N.A. 13.5 12.3 12.6 13.6

N.A.--Not available. MNR--Median not reported. MADS--Maximum annual debt service. Total adjusted operating revenue = unrestricted revenue

less realized and unrealized gains/losses and financial aid. Total adjusted operating expense = unrestricted expense plus financial aid expense.

Net operating margin = 100*(net adjusted operating income/adjusted operating expense). Student dependence = 100*(gross tuition revenue +

auxiliary revenue)/adjusted operating revenue. Current debt service burden = 100*(current debt service expense/adjusted operating expenses)

Current MADS burden = 100*(maximum annual debt service expense/adjusted operating expenses). Cash and investments = cash + short-term

& long-term investments. Expendable resources = unrestricted net assets + temp. restricted net assets - (net PPE- outstanding debt). Average age

of plant = accumulated depreciation/depreciation & amortization expense.
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