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Clarkson University, NY
New Issue - Moody’s revises Clarkson University's (NY)
outlook to negative; A3 affirmed and assigned to Series 2017

Summary Rating Rationale
Moody's Investors Service has revised the outlook on Clarkson University to negative from
stable reflecting multi-year weakening of operating cash flows and spendable cash and
investments cushion to debt and expenses.

We have affirmed the A3 rating and assigned an A3 to the proposed $32 million of fixed-
rate Series 2017 bonds which have an expected maturity of 2047. The amount and/or the
maturity schedule could change depending on market conditions. The rating action impacts
approximately $72 million of proforma rated debt.

The A3 rating is supported by Clarkson's sound market position as a technology- and
engineering-focused university, softer but still positive cash flow margins, and recent
improvement in philanthropic support. The rating also considers limited revenue
diversification including high operating reliance on student charges and thin spendable cash
and investments relative to debt and operations.

Credit Strengths

» Pricing power highlighted by ongoing growth in net tuition revenue and net tuition per
student

» Operating margins, while thinner than historical performance, are still solidly positive
with a healthy debt service coverage (3.7 times three-year average)

» Management’s dedicated focus on growing and adapting its business to continually
improve the university's brand and to diversify sources of revenue

» Recent growth in gift revenue to a three-year average of $19.3 million as of June 30,
2016

Credit Challenges

» Limited revenue diversity with high reliance on student charges which comprise 71% of
FY 2016 operating revenues

» Thin financial resources cushion to debt and operations relative to similarly-rated peers

» Limited financial flexibility due to a large portion (45%) of net assets as permanently
restricted

https://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1066931
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Rating Outlook
The negative outlook reflects a trend of declining operating cash flows and erosion of the financial resource cushion. Stabilization of
operating performance beginning in FY 2018 along with growth in flexible reserves could result in a revision of the outlook back to
stable.

Factors that Could Lead to an Upgrade

» Substantial increase in financial resources relative to debt and operating expenses

Factors that Could Lead to a Downgrade

» Failure to contain expense growth rate to rate of revenue growth after FY 2017

» Material decline in liquidity

Key Indicators

Exhibit 1

CLARKSON UNIVERSITY, NY 2012 2013 2014 2015 2016 FY 2016 Proforma

Total FTE Enrollment 3,569 3,643 3,711 3,726 4,157 4,157

Operating Revenue ($000) 116,155 111,759 125,580 128,311 135,757 135,757

Annual Change in Operating Revenue (%) 9.0 -3.8 12.4 2.2 5.8 5.8

Total Cash & Investments ($000) 162,619 171,175 186,278 174,526 173,578 173,578

Total Debt ($000) 69,067 67,190 67,479 64,167 68,230 79,030

Spendable Cash & Investments to Total Debt (x) 0.8 0.9 1.1 0.9 0.7 0.6

Spendable Cash & Investments to Operating 

Expenses (x)

0.5 0.5 0.6 0.4 0.4 0.4

Monthly Days Cash on Hand (x) 199 207 241 173 146 146

Operating Cash Flow Margin (%) 11.5 5.2 14.3 9.7 8.8 8.8

Total Debt to Cash Flow (x) 5.2 11.5 3.7 5.2 5.7 6.6

Annual Debt Service Coverage (x) 2.6 1.6 4.7 3.2 3.2 3.2

FY 2016 Pro-Forma is based on an estimated $10.8 million in additional debt
Source:Moody's Investors Service

Detailed Rating Considerations

Market Profile: Healthy Student Demand In Spite of High Competition
Clarkson’s strategic positioning is very good. It is driven by the university's academic reputation for programs in STEM that result in high
job placement rates, helping its brand recognition and return on investment for students.

Management's forward looking approach in making strategic investments and entering into partnerships has helped the university
expand and diversify its revenue. In the last five years, Clarkson has either merged or partnered with several organizations to expand
its research and grow its programmatic offerings and expand its graduate level student enrollment. The university partnered with
The Beacon Institute to expand research on the environment, specifically rivers and estuaries. It partnered with Trudeau Institute to
research vaccines, treatments and cures for many life-threatening diseases, including cancer, tuberculosis and influenza. In FY 2016,
the university acquired Union Graduate College to broaden its graduate offerings and expand existing programs by leveraging Union
Graduate College’s programs in bioethics, healthcare management, and education. The university continues to command steady

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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student demand for its programs which is reflected in Clarkson's ability to regularly meet enrollment targets and consistent growth in
net tuition per student. As of fall 2016, the university enrolled about 4,150 full-time equivalent students, including about 23% at the
graduate level.

The university’s favorable market niche is reflected in its ability to increase its net tuition per student, a key indicator of pricing power.
The net tuition per student has increased in each of the last four years and exceeded $18,000 in FY 2016. The aggregate tuition
discount rate remains high at about 58% in FY 2016 which the university has brought down from 61% in FY 2014. Another factor
contributing to the consistent increase in net tuition per student and moderate tuition discount is growth in graduate enrollment,
where the tuition discounting is minimal. The fall 2016 enrollment and FY 2016 tuition revenue incorporates the revenue and
enrollment from Union Graduate College.

Operating Performance: Thin Operating Performance to Continue
Clarkson’s operating cash flow margins will remain positive given its ability to increase tuition, limit financial aid, and control expenses.
However, during the last few years, the operating performance has weakened significantly due to higher depreciation expenses and
initial expenses related to the acquisition of Union Graduate College.

We expect the margins to stabilize at current levels starting FY 2018 given the modest increase in enrollment for fall 2017, reduction
in aggregate financial aid, and expense controls. The university has traditionally generated positive operating performance generating
surplus for strategic initiatives, but the margins have declined in the last few years. The FY 2016 operating cash flow margin was 8.8%,
down from 14.3% in FY 2014. By comparison, the FY 2015 median for A-rated large private colleges and universities was 15.1%. Failure
to stabilize operating margins after FY 2017 will likely lead to a rating downgrade.

The proposed refunding will positively impact the operations in years FY 2018 – FY 2021 with current projections pointing to $1.7
million of total cash flow savings. In FY 2016, a high 71% of revenue came from student charges, 7.5% from gifts, 10% from grants and
11.5% from investment and other income.

Wealth and Liquidity: High Capital Investment Affected Growth of Flexible Reserves
Clarkson University will improve its flexible reserves as it improves its cash flows and eases capital spending. The university spent
around $79 million on campus facilities between FY 2012-2016, most of it from flexible reserves. The accelerated capital spending was
due to multiple acquisitions and investment in its campus which negatively affected the financial resource cushion, and the cushion to
debt and expenses is not as strong as it was a few years ago.

Spendable reserves provide the university with good financial flexibility, though growth in cash and investments has been constrained
relative to A3 peers. Clarkson's $51 million in spendable cash and investments at the end of FY 2016, provided a 0.6 times cushion to
pro-forma debt (including $9 million of new money from the Series 2017 bonds) and 0.4 times cushion to expenses. Weakened cash
flow has contributed to slower growth in reserves than peers, however, with a 5.8% growth in total cash and investments from FY
2011-2016, materially lower than the A3 median of approximately 24.3%. Failure to grow reserves in line with peers over the long-run
could impair the university's ability to be competitive with peers more able to fund programmatic initiatives and financial aid from their
endowments.

Clarkson's philanthropic support has improved in recent years and is a key factor anchoring the rating in the A category. The university
has increased its staff for development and is targeting to increase the alumni participation rate by a percentage point each year.
Average gifts for the three-year period ending June 30, 2016 were $19.3 million compared to $13.3 million four years ago.

LIQUIDITY

Clarkson's monthly liquidity of $51 million is adequate given its predominantly fixed rate debt structure and good headroom over
financial covenants. The university had 146 monthly days cash in FY 2016.

Leverage: Manageable Debt Burden with No Additional Near Term Debt Plans
The pro-forma direct debt will increase by $9 million or 15% after the issuance of the Series 2017 Revenue Bonds. Debt burden remains
manageable with 6.6 times pro-forma debt-to-cash flow and debt service representing under 3% of operating expenses in FY 2016.
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DEBT STRUCTURE

The university's predominantly fixed rate debt with level amortization provides for long-term operating predictability. The Series 2011
and 2012 A&B bonds have a financial covenant that requires a minimum annual debt service coverage ratio of 1.05 times. Clarkson
reports coverage of 2.7 times in FY 2016.

DEBT-RELATED DERIVATIVES

None

PENSIONS AND OPEB

The university's relatively large $19 million post-retirement health care liability hinders financial flexibility. Clarkson is limiting growth
of this liability by capping the amount of future health care expense growth covered by the university at 3%. The university does not
participate in a defined benefit pension plan.

Governance and Management: Strong Leadership Making Investments to Improve Long-Term Strategic Positioning
Clarkson benefits from a strong senior leadership team and stable board composition, with a forward-looking focus on growing and
adapting its business and continually improving the university's brand. Management's commitment to maintain positive operating
cash flows helps support the very good strategic positioning. The management team continues to exhibit fiscal discipline, including
budgeting for contingencies and depreciation. The university's entrepreneurial management culture, including recent alliances with
research institutes and merger with Union Graduate College introduces some short-term operational and management risks.

Legal Security
The Series 2017 bonds are expected to be unsecured general obligations of the university with no debt service reserve fund and are on
parity with the outstanding bonds Series 2003, Series 2007, Series 2011 and Series 2012.

Use of Proceeds
Proceeds will be used to refund the outstanding Series 2003 Bonds and Series 2007 Bonds, fund various capital projects ($11 million)
and to pay for the cost of issuance.

Obligor Profile
Clarkson University is a private research university with a main campus in Potsdam, New York and satellite campuses in Schenectady
and Beacon, New York. The university offers bachelors, masters, and doctoral degrees with a focus on technology and engineering
programs. The university has approximately 4,157 full-time equivalent students and generates $135 million of operating revenue.

Methodology
The principal methodology used in this rating was Global Higher Education published in November 2015. Please see the Rating
Methodologies page on www.moodys.com for a copy of this methodology.

Ratings

Exhibit 2

Clarkson University, NY
Issue Rating
Tax-Exempt Revenue Bonds (Clarkson University
Project), Series 2017

A3

Rating Type Underlying LT
Sale Amount $32,000,000
Expected Sale Date 04/12/2017
Rating Description Revenue: 501c3 Unsecured

General Obligation
Source: Moody's Investors Service
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