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Messiah College, Pennsylvania; Private Coll/Univ
- General Obligation

Credit Profile

US$25.0 mil rev bnds ser 2015

Long Term Rating A/Stable New

Pennsylvania Hgr Ed Fac Auth, Pennsylvania

Messiah Coll, Pennsylvania

Pennsylvania Hgr Ed Fac Auth (Messiah Coll) rev bnds ser 2001 I-3

Long Term Rating A/A-1/Stable Affirmed

Rationale

Standard & Poor's Ratings Services assigned its 'A' long-term rating to the Cumberland County Municipal Authority,

Pa.'s $10.5 million series 2015 NN1 revenue bonds, issued for Messiah College.

At the same time, Standard & Poor's affirmed its 'A' long-term rating on the Pennsylvania Higher Educational Facilities

Authority's series 2001 I-3, 2001 I-4, and 2012 LL3 bonds and Cumberland County Municipal Authority's 2014 T1

revenue bonds issued for the college.

At the same time, we affirmed our 'A' long-term rating and underlying rating (SPUR) on Pennsylvania Higher

Educational Facilities Authority's series 2005 DD1 revenue bonds issued for the college and scheduled to mature on

Nov. 1, 2015. Lastly, Standard & Poor's affirmed its 'A-1' short-term rating on the series 2001 I-3 bonds. The long-term

rating outlook is stable for all bonds.

The 'A' long-term rating reflects our view of the college's growing enrollment and sound financial resource ratios

despite addition of debt. Balancing these strengths are the college's lackluster full-accrual financial operations and

reliance on student-generated revenues.

The 'A-1' short-term rating on the series 2001 I-3 bonds reflect our assessment of the college's general credit strengths

and management of self-liquidity. We believe the college demonstrates sufficient liquid assets of high credit quality,

which it can use to cover the purchase price of variable-rate multi-modal bonds in the event of a mandatory tender.

Management indicates the series 2001 I-3 bonds are expected to be remarketed on Nov. 1, 2015, in a mode that is

longer than one year. For the series 2001 I-3 bonds, there is no optional tender available to bondholders during the

term mode, and the bonds have a mandatory tender at the end of any term mode.

The rating reflects our assessment of the college's:

• Solid financial resources for the rating category, with expendable resources equal to 105.8% of operating expenses

and 236.8% of pro-forma debt (including the series 2015 bonds), as of June 30, 2014. Including $13.3 million of debt

expected to be issued in 2016, expendable resources to pro-forma debt would equal a still strong 191.2%;

• Average pro-forma maximum annual debt service burden at 4.3% of adjusted fiscal 2014 operating expenses, and a
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somewhat front-loaded aggregate debt service schedule; and

• History of successful fundraising.

In our opinion, partially offsetting credit factors include the college's:

• Relatively weak financial operations on a full accrual basis in recent years;

• Longer-term enrollment challenges due to declining high school demographics in Pennsylvania given its

predominantly in-state student draw and a competitive market for students, although, to date, the college has

managed these pressures well; and

• Reliance on student-generated revenues that account for 87% of fiscal 2014 operating revenues.

We understand Messiah College will use the $10.5 million series 2015 bond proceeds to fund certain capital projects,

and pay issuance costs. The series 2015 bonds are on parity with Messiah College's existing revenue bonds, which

includes the previously issued series 2001 I3, 2001 I4, 2005 DD1, 2012 LL3, and 2014 bonds. Bond security covenants

are adequate, in our view, and include a rate covenant that net revenues available for debt service plus all other legally

available funds of the college will equal or exceed 1.1x of the debt service for each fiscal year, and an additional bonds

test.

Pro forma debt is roughly $56 million, all of which is a general obligation of the college. The debt consists of $28.1

million of variable-rate bonds and $27.9 million in fixed-rate bonds. The college does not have any swaps. The college

expects to issue $13.3 million of additional debt in 2016 for renovations to its existing fitness center. Including this

planned issuance, expendable resources to pro forma debt would equal a still strong 191.2%. Management indicates it

has no debt plans beyond this issuance.

The series 2015 revenue bonds are expected to be issued as fixed-rate bonds with a final maturity in 2045. The

college's variable-rate debt includes its series 2001 I-3 variable-rate (indenture permits weekly demand and

multi-mode) bonds, which are currently in a one-year term mode through Oct. 31, 2015. The series 2001 I-4 bonds

were remarketed recently from a one-year term mode into a three-year mode through April 30, 2018, and will be

remarketed again on May 1, 2018. Lastly, the series 2014 bonds will reset on May 1, 2017, and at that point, the

college may roll over in the same period, or convert to another mode period of a different length. The series 2001 I-3,

2001 I-4, and series 2014 bonds have long-term final maturities, each series originally issued for 30 years.

Outlook

The stable outlook reflects our expectation that over the outlook period, enrollment will be stable, operating

performance will essentially be break-even on a full accrual basis, and financial resource ratios will remain consistent

with the rating category.

During the outlook period, we could consider a negative action if there were consecutive years of enrollment declines

contributing to net tuition revenue decreases, if operating performance was significantly negative on a full accrual

basis, or the college issued debt beyond what management has indicated to Standard & Poor's that weakens its

financial resource ratios to levels inconsistent with the 'A' rating category.

We view a positive rating action unlikely within the outlook period. A positive rating action would require that Messiah
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College post full-accrual operating margins and increase its financial resource ratios and endowment to levels

consistent with a higher rating. A positive action would also require that the college improve its demand

characteristics.

Enterprise Profile

The college

Messiah College is a Christian college founded in 1909 by the Brethren in Christ Church. The college, which the church

no longer owns, is located on 471 acres in suburban Grantham, Pa., about 12 miles from Harrisburg. The college's

most popular programs include accounting, nursing, elementary education, engineering, and the performing arts.

Messiah College is predominately an undergraduate institution, but the college has in the past five years introduced

several graduate programs that it has aligned with its traditional areas of strength. In fall 2014, graduate students

accounted for 445 of the 3,234 total headcount (13.8%).

Headcount enrollment at Messiah College has increased in recent years and was 3,234 in fall 2014, up by 4.9%

compared with 3,084 in fall 2013. These recent increases were driven by robust growth in the college's graduate

programs. Graduate headcount rose to 445 in fall 2014 compared with 312 in fall 2013 from 124 in fall 2010.

Undergraduate headcount enrollment has been essentially flat in recent years and saw a slight 0.6% increase in fall

2014 to 2,789 relative to 2,772 in fall 2013 and 2,798 students in fall 2012.

Freshman applications decreased by 12.8% to 2,472 in fall 2014. This follows a 10% decrease in fall 2013 relative to

fall 2012. Per management, this was due to a change in the college's student recruitment strategy and how it was

buying student names. Management indicates recent year applications ranging between 2,400 and 2,500 represent a

more legitimate population of students interested in applying to Messiah College. The college accepted 80% of

freshman applications for fall 2014, which is skewed relative to prior years given the lower number of applications

received and increased acceptances. Matriculation was relatively steady at 35.2%, which is stronger than the rating

category median, and is indicative of the self-selective nature of Messiah College's student body seeking a Christian

college.

The size of Messiah College's freshman matriculants was 696 students in fall 2014, higher than the college target of

675. Management does not forecast significant growth at the undergraduate level; it does however, project continued

growth at the graduate level as it adds new graduate programs. The college plans to start occupational and physical

therapy programs in fall 2016 and 2017. The college indicates undergraduate deposits thus far for fall 2015 are tracking

higher than its target of 675 and annualized goal of 655.

Student quality, as indicated by average SAT scores of 1127, is slightly above the national average of 1017. The college

has, what we consider, a solid freshman retention rate of 86.6%, which is consistent with the rating category.

According to management, Messiah College competes primarily with other Christian schools including Houghton

College in New York, Gordon College in Massachusetts, and Eastern University and Grove City College in

Pennsylvania. Undergraduate enrollment in fall 2014 was primarily concentrated among Pennsylvania (60.8%),

Maryland (9.7%), New Jersey (7.4%), and New York (5.6%), with other states and foreign countries accounting for the

remainder.
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Tuition revenues accounted for 70.4% of total operating revenues in fiscal 2014. Tuition increased by 2.9% to $30,510

for 2014-2015. Tuition and fees are expected to increase by 2.9% for the upcoming 2015-2016 academic year. The

fiscal 2014 tuition discount rate increased slightly to 38.8% from 38.6% in fiscal 2013. The rate has increased steadily

from 33.1% in fiscal 2009, similar to most private colleges and universities in response to student affordability

concerns.

Management

Senior management at the college has been stable in recent years, which we view favorably. Management does not

expect any turnover among its senior administration at this time. Board membership has also been stable with only

routine rotations. Before 2012, management had included depreciation expense in preparation of its budget. For fiscal

2013, management moved to a cash flow budgeting approach that includes capital expenditures and principal on debt

service as operating expenses, but no longer includes depreciation as an operating expense. Moving to the cash

approach will allow the college to focus on controllable expenditures, per management. We view the inclusion of

capital expenditures and principal on debt service favorably under a cash budgeting model, as this comes closer to

approximating depreciation expense. For fiscal 2015, budgeted capital expenditures and principal on debt service

approximated 66% of total depreciation expense in fiscal 2014. In our view, Messiah College's partial budgeting of

depreciation expense is not consistent with industry best practice.

Financial Profile

Operations

In the past four fiscal years, Messiah College has consistently generated essentially breakeven operating results on a

full-accrual Generally Accepted Accounting Principles (GAAP) basis. Relative to the medians for the 'A' rating

category, we consider the college's operating performance weak. In fiscal 2014, the college generated a small GAAP

operating deficit of roughly $306,000 (negative 0.2% margin), relative to a $427,000 operating surplus in fiscal 2013

(positive 0.4% margin). This followed a fiscal 2012 deficit equal to $221,000 (negative 0.2% margin), and an $893,000

surplus (positive 0.8% margin) in fiscal 2011. The bottom line fiscal 2014 change in unrestricted net assets was a

positive $7.7 million. Management expects fiscal 2015 full-accrual operating results to be comparable with fiscal 2014.

It also expects fiscal 2016 operating results to be comparable with fiscal 2015 on a full-accrual basis.

Despite its lackluster operating performance, Messiah College has achieved steady increases in net tuition revenue in

the past four fiscal years including a 3.5% increase from fiscal 2013 to 2014. We view these consistent net tuition

revenue increases favorably given tuition revenues remain a key revenue source. Management projects net tuition

revenue will be positive again in fiscal 2015 supported by growth in graduate tuition revenues (which do not get

discounted) and tuition and fee increases.

Financial resources

Financial resources are solid for the 'A' rating category with expendable resources at $132.6 million, equal to 105.8% of

operating expenses and 236.8% of pro forma debt (including the series 2015 bonds), as of June 30, 2014. Including

$13.3 million of debt expected to be issued in 2016 as indicated by management, expendable resources to pro forma

debt would equal what we consider a still strong 191.2%. The expendable resources calculation--UNA plus temporarily
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restricted net assets less net plant, property, and equipment minus debt--is slightly deflated due to, what we consider,

the college's relatively low debt compared with net plant, property, and equipment due to the addition of a new

performing arts center in 2013, entirely funded with gifts and college resources equal to more than $30 million. Cash

and investments, which include restricted investments (that approximate 20% of college long-term investments) and

are therefore viewed as a less conservative measure of balance sheet strength, equaled $159.4 million as of June 30,

2014. This equaled 127.2% of operating expenses and 284.5% of pro-forma debt (including the series 2015 bonds).

Including $13.3 million of debt expected to be issued in 2016 as indicated by management, cash and investments to

pro forma debt would equal 229.8%.

Messiah College's endowment return increased by 14.2% for fiscal 2014, consistent with broader investment market

results, and ended the year at $136.8 million as of June 30, 2014, a robust 10.7% increase relative to $123.5 million as

of June 30, 2013. The endowment returns increased by 7.1% for fiscal 2013, were flat in fiscal 2012, a 19% return in

fiscal 2011 and a 9.4% return in fiscal 2010. The endowment value decreased slightly to $134.6 million as of April 30,

2015, primarily due to more modest investment returns realized to date in fiscal 2015 compared with fiscal 2014. The

asset allocation as of April 30, 2015, was 55.5% equities (composed of various funds), 33.4% cash and fixed income

and 11% alternatives (this does not exactly add up to 100% due to rounding differences), which is consistent with

strategic target levels.

Of the $162.5 million in total investments as of June 30, 2014, $130.5 million or 80% were classified as level 1

investments (actively traded), $10.2 million (6%) as level 2 investments (not traded on active markets, but prices can

be observed), and $21.8 million (14%) as level 3 investments (not traded in active market and prices are unobservable).

We consider this classification breakdown rather liquid. Messiah College uses a modified Yale spending draw for

board-designated investments, and a three-year-average 5% draw for donor-restricted endowment.

Fundraising

Messiah College has a record of successful fundraising efforts for an institution of its size. The college raised about $46

million toward its $40 million goal for its Centennial Campaign, which it publicly launched in May of 2010 and which

concluded on Dec. 31, 2012. Annual unrestricted giving was $2.2 million in fiscal 2014, more than double $1.1 million

in fiscal 2013. The goal for fiscal 2015 is $1.36 million and to date, almost $1.35 million (99%) of the goal has been

achieved. The alumni-participation rate was 12.5% in fiscal 2014.

Messiah College, Pa. Financial Statistics

--Fiscal year ended June 30--

Medians for 'A' rated private

colleges and universities

2015* 2014 2013 2012 2011 2013

Enterprise Profile

Full-time equivalent 3,142 3,027 2,933 2,918 2,875 3,442

Freshman acceptance rate (%) 80.0 65.9 64.2 64.3 67.4 64.0

Freshman matriculation rate (%) 35.2 34.7 35.0 34.2 34.8 22.2

Freshman retention (%) 86.6 86.6 86.5 83.2 85.1 86.5

Faculty with terminal degrees (%) 85.5 84.3 85.7 80.0 76.0 MNR

Average SAT scores§ 1,127 1,150 1,135 1,156 1,147 MNR

Average ACT scores 24 25 25 25 26 MNR
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Messiah College, Pa. Financial Statistics (cont.)

Freshman Applications 2,472 2,836 3,153 3,162 3,071 MNR

Annual freshman application

percentage change (%)

(12.8) (10.1) (0.3) 3.0 0.6 MNR

Undergraduates as a % of total

enrollment (%)

86.2 89.9 92.7 93.8 95.8 77.7

Tuition discount (%) N.A. 38.8 38.6 37.5 36.3 34.2

Endowment per FTE N.A. 45,182 42,116 41,218 43,977 MNR

Students from inside of the state (%) 60.8 58.2 58.6 58.2 56.8 MNR

Average age of plant (years) N.A. 13.9 14.1 14.2 13.3 12.5

Financial Profile

Net operating margin (%) N.A. (0.2) 0.4 (0.2) 0.80 MNR

Student dependence (%) N.A. 87.0 88.0 88.6 87.0 MNR

Healthcare operations dependence

(%)

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

Research dependence (%) N.A. 0.6 1.1 0.8 1.2 MNR

Endowment and investment income

dependence (%)

N.A. 5.2 5.3 5.5 6.1 MNR

Other operating revenue

dependance (%)

N.A. 0.0 0.0 0.0 0.0 MNR

Endowment spending rate (%) N.A. N.A. N.A. N.A. N.A. MNR

Current MADS burden (%) N.A. 4.26 3.50 4.10 4.22 MNR

Pro forma MADS burden (%) N.A. 4.26 N.A. N.A. N.A. MNR

Cash and investments ($000s) N.A. 159,353 144,966 153,914 170,052 MNR

Cash and investments to debt (%) N.A. 350.5 329.5 325.6 337.3 243.8

Cash and investments to pro forma

debt (%)

N.A. 229.8 N.A. N.A. N.A. MNR

Expendable resources ($000s) N.A. 132,625 116,859 126,391 150,156 MNR

Expendable resources to operations

(%)

N.A. 105.8 96.8 109.3 133.8 90.3

Expendable resources to debt (%) N.A. 291.7 265.6 267.4 297.9 151.5

Expendable resources to pro forma

debt (%)

N.A. 191.2 N.A. N.A. N.A. MNR

Total adjusted operating expense N.A. 125,325 120,700 115,614 112,190 MNR

Total debt N.A. 45,465 43,995 47,265 50,411 89,201

Total pro forma debt N.A. 69,350 N.A. N.A. N.A. MNR

Current debt service N.A. 3,752 4,067 4,213 5,792 MNR

Pension expense N.A. 2,463 2,447 2,372 2,192 MNR

N.A.--Not available. MNR--median not reported. 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

times (net adjusted operating income/adjusted operating expense). Tuition dependence = 100 times (gross tuition revenue/adjusted operating

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

times (maximum annual debt service expense/adjusted operating expenses). Cash and investments = cash + short-term and long-term

investments. *Demand data. § SAT Scores include only reading and math.
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Related Criteria And Research

Related Criteria

• USPF Criteria: Commercial Paper, VRDO, And Self-Liquidity, July 3, 2007

• USPF Criteria: Higher Education, June 19, 2007

Ratings Detail (As Of July 16, 2015)

Cumberland Cnty Mun Auth, Pennsylvania

Messiah Coll, Pennsylvania

Cumberland Cnty Mun Auth (Messiah Coll) var rate multi-mode rev bnds (Messiah Coll) (Aicup Prog) ser 2014 T1

Long Term Rating A/Stable Affirmed

Pennsylvania Hgr Ed Fac Auth, Pennsylvania

Messiah Coll, Pennsylvania

Pennsylvania Hgr Ed Fac Auth (Messiah Coll) rev bnds

Long Term Rating A/A-1/Stable Affirmed

Pennsylvania Hgr Ed Fac Auth (Messiah Coll) rev rfdg bnds

Long Term Rating A/Stable Affirmed

Pennsylvania Hgr Ed Fac Auth (Messiah Coll) rev bnds ser 2005D

Unenhanced Rating A(SPUR)/Stable Affirmed

Many issues are enhanced by bond insurance.
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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
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damage alleged to have been suffered on account thereof.
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thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval
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agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not
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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 JULY 16, 2015   9

1418966 | 301973558


	Research:
	Auxiliary Deck
	Rationale
	Outlook
	Enterprise Profile
	The college
	Management

	Financial Profile
	Operations
	Financial resources
	Fundraising 

	Related Criteria And Research
	Related Criteria



