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Credit Profile

Rating Action

S&P Global Ratings assigned its 'A-' long-term rating to Kettering University (Kettering), Mich.'s series 2020 revenue

refunding bonds. The outlook is stable.

The series 2020 bonds will be issued to finance construction of a new learning commons building and refund existing

debt. The bonds are an unsecured general obligation of the university. Following this issuance, pro forma debt totals

$35 million.

Though Kettering faces the same uncertainty as other higher education institutions regarding when students will return

to campus and the impact of the COVID-19 outbreak on fall 2020 enrollment, we believe it has a somewhat

differentiated demand profile with its cooperative educational program and high job and graduate school placement

rate. In addition, the university benefits from a low debt level with resulting healthy available resources to debt, which

further supports the stable outlook.

The university operates on a quarter schedule with four academic terms per year. Because of the recent COVID-19

pandemic, the university has been delivering its courses via distance learning since the completion of its winter quarter

at the end of March and will do so for the remainder of the academic year. Therefore, as with other institutions, the

university does not expect to refund tuition and fees for fiscal 2020. We believe that due to its unique CO-OP program,

whereby students alternate on a quarterly basis between being on campus attending classes and working full time with

a corporate partner, the financial impact of the coronavirus pandemic is expected to be minimal for fiscal 2020.

Of the students who were about to embark on a CO-OP assignment in April for the spring term, only about 65

students, or 8% of the total CO-OP students have experienced some form of disruption with their corporate partner.

Most CO-OP students are still working (many remotely) and getting paid as usual. Students living in residence halls,

who comprise less than 15% of its student body (or about 260 students) returned home with the exception of about 25

international students who were unable to return home. Kettering anticipates issuing refunds of about $900,000 for

room board for the spring term. However, the university has received about $1.5 million from the CARES Act, of which

50% is available to meet institutional needs and will very nearly offset this loss of room and board revenue.

As of now the 2020-2021 school year is expected to start in July, however, the residency requirement for first year

students has been waived for the upcoming summer term only, which could lead to further declines in room and board

revenues for fiscal 2021. In fiscal 2019, auxiliary revenue constituted about 5% of adjusted operating revenue, which

we believe represents a small part of the university's revenue mix. Fortunately as the university does not have athletics
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or collect parking fees, there is no lost revenue associated with these activities. Though enrollment forecast for fall

2020 are difficult to predict, management has extended the deadline for new students making deposits and has

indicated it will make budget adjustments as appropriate once more data is gathered. We do not believe liquidity is a

near-time issue given that the university has cash and investments of $126 million, of which most can be liquidated in

less than a month. If the duration of the COVID-19 pandemic continues beyond the immediate near term, and the

student body must remain off campus for a longer period, this could influence fiscal 2021 results. The university is

somewhat reliant on international students, as international students represented approximately 7.5% of total full-time

equivalent (FTE) in fall 2019. (Total of 150 international FTE students, compared with 1,978 total FTE.)

Credit overview

We have assessed Kettering's enterprise profile as strong, reflecting overall stable enrollment despite a recent decline

in fall 2019, high student quality given stem focus of the school, and a very proactive management team. We assessed

the university's financial profile as strong, reflecting low debt levels resulting in balance sheet resources above rating

category medians and a low debt burden. Though operating performance has historically been positive, bolstered by

increasing net tuition revenue, we expect to see another full accrual deficit in fiscal 2020, due to the fact that

management does not budget for depreciation. Combined, we believe these credit factors lead to an indicative

standalone credit profile of 'a- and a long-term rating of 'A-'.

The rating reflects our assessment of the following strengths:

• Low debt levels and debt burden;

• Available resources that are good for the rating, particularly with respect to debt;

• Niche as a stem focused school, which also provides hands-on training with corporate partners during the school

year, known as a co-op.

The rating also reflects our assessment of Kettering's weaknesses, which are:

• Trend of softening margins for fiscal years 2019 and 2020 on a GAAP basis (though positive on a cash basis); and

• Only adequate endowment, though recent fundraising is expected to further bolster the endowment.

Kettering University (MI), was founded in 1919 as the School of Automotive Trades. In 1926, appreciating the

importance of cooperative education, the General Motors Corporation acquired the school, naming it the General

Motors Institute (GMI). In 1982, General Motors divested itself of the ownership of the Institute, and it became the

private, non-profit university it is today. Kettering offers an experiential STEM (science, technology, engineering and

math) and Business education, integrating an intense academic curriculum with applied professional experience. While

other universities also offer co-op programs, Kettering's program is unique in that students are required to work,

generating about 2.5 years of work experience when they graduate after five years. Job and graduate school placement

rates six months after graduation are very favorable at 95%.

The stable outlook reflects our expectation that the university will maintain its strong enterprise profile while

maintaining its market position. While there is some uncertainty regarding fiscal 2021 operating results, and fall 2020
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enrollment due to the impact of COVID-19, we believe the university maintains a competitive advantage with its

CO-OP program and high job placement rate. However, the hands on learning experience may need to be adjusted

slightly to allow for new social distancing measures even after the pandemic subsides.

Environmental, social, and governance factors

In our view higher education entities face elevated social risk due to the uncertainty on the duration of the COVID-19

pandemic, and unknown impact on fall 2020 enrollment levels and mode of instruction. We view the risks posed by

COVID-19 to public health and safety as a social risk under our ESG factors. Despite the elevated social risk, we

believe Kettering University's environment and governance risk are in line with our view of the sector as a whole.

Stable Outlook

Downside scenario

We could consider a negative rating action if enrollment declines pressure persist without a corresponding adjustment

in operating expenses, pressuring operating performance. While we expect operating deficits on a GAAP basis since

the university does not budget depreciation, sustained deficits on a cash basis, would likely lead to rating pressure. In

addition, we could consider a negative rating action if the university's enterprise profile were to weaken to levels

consistent with a lower rating. Though we think the university has taken proactive steps to address COVID-19, we

understand the virus to be a global risk, and we could consider a negative rating action during the outlook period

should pressures related to the pandemic materially affect enrollment, demand, or finances.

Upside scenario

Although not expected at this time, we could consider a higher rating should the university return to more robust

operating margins or increase available resources to a level commensurate with a higher rating.

Credit Opinion

Enterprise Profile

Industry risk

Industry risk addresses the higher education sector's overall cyclicality and competitive risk and growth by applying

various stress scenarios and evaluating 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.

Economic fundamentals

In our view, the university has limited geographic diversity with a regional enrollment draw. About 76% of students are

from Michigan Therefore, our assessment of Kettering University's economic fundamentals is anchored by the local

GDP per capita.
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Market position and demand

The university benefits from its CO-OP program enabling students 2.5 years of work experience when they graduate

from the university; however it faces competition from Michigan public universities. Though enrollment has been

relatively stable at about 2,000 FTE (with about 1,700 undergraduate), enrollment dipped in fall 2019, which

management attributes to increasing competition from Michigan publics. While selectivity and matriculation rates are

a bit weaker than other specialty schools given the higher competition, retention rates are solid. Student quality is

above average reflecting the STEM focus of the school. The most popular program is mechanical engineering. The

draw is mostly regional. As students alternate between classes on campus and CO-OP programs, only about 15% of

full time undergraduates live on campus.

Freshman applications have increased the past couple of years. Though freshman applications were up in fall 2018 and

fall 2019, we expect to see a dip in fall 2020 given the COVID-19 pandemic. Deposits to date are down mirroring

national trends stemming from the current pandemic but management extended the deposit deadline. Recruiting

events are being held virtually. Half of new students begin in July and the other half in October. Currently,

management plans to bring student back to campus for the start of the academic year in July and is engaged in

scenario planning for operations this summer and beyond, including contemplating reduced sizes for certain labs and

courses. Kettering has hired an outside firm to assist in engaging prospective students in a new "build your adventure"

experiential program to help draw students.

The CO-OP program offers a unique competitive advantage to students whereby students alternate between being on

campus and participating in paid jobs by corporate partners. In terms of cross applications, competitors include RPI,

Drexel, Case Western, Rose Hulman, and University of Michigan (Ann Arbor). Unlike some other university and

university co-op programs, students are required to have five academic terms of work experience, with most students

electing to take nine, leading to a total of 2.5 years of professional experience upon graduation. Earnings for COOP

students average between $40,000 to $60,000 over the course of a student's degree program, compared with annual

tuition of $52,780. There are currently over 500 COOP partners. Management indicated to date only nine companies

have cancelled their long-term participation in the CO-OP program with most of those being relatively small firms. The

top 10 CO-OP partners include Bosch Corp, Ford Motor, GM, Magna, Fiat, Borg Warner – though some are related to

the automotive industry, many are multi-nationals with diverse product offerings.

As of now, management is planning for students to return to campus for in-person instruction with the start of the

2020-2021 academic year in mid-July. The university extended the deposit date for new students from May 1 to June

1, and will allow incoming freshmen students to commute from home rather than requiring them to live in our

residence hall for the summer term to provide more flexibility to students. Management is currently engaged in

scenario planning for their operations this summer and beyond, including possibly reducing course and lab sizes to

allow for continued social distancing.

Management and governance

We view Kettering University's management and governance as a positive credit factor. Both have generally been

stable over the past couple of years, with modest turnover.

The Board of Trustees of Kettering (the Board) currently numbers 25 individuals, 15 of whom are alumni. The board is
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comprised of many senior level executives at major multi-national companies, many of whom participate in the

corporate partnerships for Kettering's CO-OP program.

Strong management

The university's strong management reflects its:

• Strong expertise with senior management having long and relevant experience in their relevant fields;

• Good financial management, generating surpluses on a GAAP basis despite not budgeting for depreciation;

• Proactive and thoughtful approach – frequently providing updates to its student body and community as pandemic

evolves and doing contingency planning; and

• Responsiveness to changing needs of its corporate partners and student body through the development or

refinement of programs.

Management is evaluating different scenarios for the return of students to campus and the optimal delivery of

instruction while ensuring the safety of its students and community. Management is frequently updating its

communication to the campus community through its website and social media.

Financial profile

Financial policies

The university has formal policies for endowment and investments and debt. It operates according to a strategic plan,

and has a formal reserve liquidity policy. The university 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 negatively affect 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, as well as a comparison of these policies with those of comparable providers.

Financial performance

Kettering's financial performance is characterized by a history of surpluses, bolstered by healthy increases in net tuition

revenue but with a high reliance on enrollment related revenues. Though net tuition revenue grew by an annual

average of 5.9% over the past [5] years, it is unclear if this trend will continue given uncertainty around enrollment for

the 2020-2021 academic year. Auxiliary revenues account for a small portion of total revenue at about 5% and the

university does not charge for parking or have athletics so loss of revenues from these auxiliary activities is limited in

our view. Fiscal 2019 saw a slight deficit due in part reduction in net assets released for restriction and the fact that the

university does not budget for depreciation of about $3.6 million.

For fiscal 2020, the university plans to end the year with breakeven performance on a cash basis. However, we expect

the deficit to be about $2 million on a GAAP basis as management budgets for principal and interest but not

depreciation. This includes a small downward revision of auxiliary fees and some incremental expenses associated

with housing international students and assisting co-op students who could not begin their work assignments due to

the COVID-19 outbreak. Loss of revenues from refunded room and board is expected to be about $900,000 which is
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very nearly offset by the institutional portion of the $1.5 million received from the CARES Act. Given that the

university transitioned to online learning utilizing the same tenured faculty and instructional resources just delivered in

a new format for only 25% of its academic year, the university is not refunding any tuition and fees.

Management is currently developing a revised fiscal 2021 budget to capture potential impacts on enrollment and

financial performance from COVID-19. Management has identified numerous areas of possible reductions in

expenditures in the event enrollment is lower than expected, including delaying non-essential capital projects, not

filling open staff and faculty positions, implementing reduced operating budgets, furloughing non-essential employees,

Financial resources

With only about $35 million of debt following this issuance, we consider available resources relative to debt as very

heathy and supporting the rating. Available resources to expenses, however, are a bit lower but are sufficient for the

rating. According to management, cash and investments currently are about $123 million, of which about $83 million

could be liquidated in two days. Available resources have grown as a result of recent fundraising efforts and are

expected to grow further.

Though the university does not have a strong history of fundraising, it has enhanced fundraising efforts recently with a

focus on creating a culture of philanthropy. The university launched a $150 million campaign in July 2012 with an

expected completion date of December 2021. Goals include unrestricted dollars, programmatic dollars, scholarships,

capital funds for the construction of the Learning Commons being financed with this bond issue and other facilities.

The university has raised $123 million to date.

Debt and contingent liabilities

For the fiscal year ended June 30, 2019, total debt was $17 million. Pro forma debt is $35 million. Pro forma aggregate

debt service is level at about $2.1 million starting in fiscal 2023. Bond proceeds will also finance capitalized interest of

about $1.6 million until June 2022, with the first principal payment due in fiscal 2023. The university does not have any

contingent liabilities and does not have any additional debt plans.

Kettering University, Michigan Enterprise And Financial Statistics

--Fiscal year ended June 30--

Medians for 'A' rated private

colleges and universities

2020 2019 2018 2017 2016 2018

Enrollment and demand

Headcount 2,221 2,315 2,311 2,327 2,252 MNR

Full-time equivalent 1,978 2,081 2,087 2,075 1,945 3,864

Freshman acceptance rate (%) 73.1 70.3 70.3 71.8 70.1 64.8

Freshman matriculation rate (%) 20.9 23.1 27.3 22.4 25.0 MNR

Undergraduates as a % of total

enrollment (%)

81.0 81.2 81.7 81.9 81.7 79.1

Freshman retention (%) 90.0 90.0 91.0 93.0 95.0 85.9

Graduation rates (six years) (%) 69.1 63.5 57.0 59.7 N.A. MNR

Income statement

Adjusted operating revenue ($000s) N.A. 96,317 95,831 96,047 88,858 MNR

Adjusted operating expense ($000s) N.A. 96,548 93,676 91,357 85,454 MNR
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Kettering University, Michigan Enterprise And Financial Statistics (cont.)

--Fiscal year ended June 30--

Medians for 'A' rated private

colleges and universities

2020 2019 2018 2017 2016 2018

Net operating income ($000s) N.A. (231) 2,155 4,690 3,404 MNR

Net operating margin (%) N.A. (0.24) 2.30 5.13 3.98 1.50

Change in unrestricted net assets

($000s)

N.A. 687 2,679 6,085 3,906 MNR

Tuition discount (%) N.A. 37.6 37.5 37.5 37.8 37.5

Tuition dependence (%) N.A. 85.2 83.0 79.8 80.9 MNR

Student dependence (%) N.A. 90.4 89.0 84.7 86.2 87.1

Research dependence (%) N.A. 2.1 2.9 2.6 2.0 MNR

Endowment and investment income

dependence (%)

N.A. 0.5 0.5 0.3 0.4 MNR

Debt

Outstanding debt ($000s) N.A. 17,209 18,131 19,003 19,830 104,964

Proposed debt ($000s) N.A. 35,240 N.A. N.A. N.A. MNR

Total pro forma debt ($000s) N.A. 35,811 N.A. N.A. N.A. MNR

Pro forma MADS N.A. 2,106 N.A. N.A. N.A. MNR

Current debt service burden (%) N.A. 1.94 1.99 2.05 2.19 MNR

Current MADS burden (%) N.A. 1.86 1.98 N.A. N.A. 4.40

Pro forma MADS burden (%) N.A. 2.18 N.A. N.A. N.A. MNR

Financial resource ratios

Endowment market value ($000s) N.A. 90,353 86,553 82,615 75,432 240,030

Cash and investments ($000s) N.A. 126,365 112,241 107,882 100,083 MNR

Unrestricted net assets ($000s) N.A. 92,584 91,897 89,218 83,133 MNR

Expendable resources ($000s) N.A. 75,311 63,044 60,003 52,948 MNR

Cash and investments to operations

(%)

N.A. 130.9 119.8 118.1 117.1 144.9

Cash and investments to debt (%) N.A. 734.3 619.1 567.7 504.7 267.3

Cash and investments to pro forma

debt (%)

N.A. 352.9 N.A. N.A. N.A. MNR

Expendable resources to operations

(%)

N.A. 78.0 67.3 65.7 62.7 96.3

Expendable resources to debt (%) N.A. 437.6 347.7 315.8 267.0 175.7

Expendable resources to pro forma

debt (%)

N.A. 210.3 N.A. N.A. N.A. MNR

Average age of plant (years) N.A. 27.8 24.6 27.6 27.6 13.9

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

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

age of plant = accumulated depreciation/depreciation and amortization expense.
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