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Update following downgrade to A2

Summary
University of Toledo's (UT; A2 negative) very good credit quality reflects its regionally
important role in northwestern Ohio (Aa1 stable) as a provider of public higher education
and health care services. A diverse program mix and affordable pricing structure supports
continued student demand despite heightened market challenges. Favorably, the university
has substantial wealth providing for manageable financial leverage and a solid operating
reserve. In addition, a sizeable $910 million expense base provides opportunities to adjust
operations amid the business disruption tied to the coronavirus outbreak. However, with
each of its three core revenue sources under increasing stress, improving the university's
already weak financial operations will prove challenging. While cost reduction measures have
been implemented, operating deficits will deepen in fiscal 2020 and potentially fiscal 2021.

On May 19, 2020, Moody's downgraded University of Toledo to A2 from A1.

Exhibit 1

Good financial reserve coverage of debt helps mitigate operating performance weakness
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Credit strengths

» Large scale provider of public higher education and essential health care services with a
sizeable $881 million revenue base

» Substantial absolute wealth compared to A2-rated public university peers, providing solid
coverage of manageable direct debt obligations

» Important regional role as an affordably priced public university with a comprehensive
program mix serving nearly 20,000 headcount students

» Solid enterprise-wide oversight provided by the managerial team and board of trustees

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1228017
https://www.moodys.com/credit-ratings/University-of-Toledo-OH-credit-rating-600068428
https://www.moodys.com/search?keyword=ohio%20(state%20of)&searchfrom=GS
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Credit challenges

» Operational and financial disruption because of coronavirus pandemic with uncertain magnitude of ultimate impact

» Heightened pressures among net student revenue, state funding, and health care revenue driving very weak operating performance
and debt affordability

» Significant market challenges at both the university and medical center driven by weak regional demographics and highly
competitive conditions

» Modest unrestricted monthly liquidity covering just 88 days of expenses

» Very high exposure to post-retirement benefit obligations through participation in multiple state administered defined benefit
pension plans

Rating outlook
The negative outlook reflects our expectations of very weak financial operations through fiscal 2021 driven by heightened revenue
challenges and business disruption tied to the coronavirus outbreak.

Factors that could lead to an upgrade

» Sustained improvement in operating cash flow margins and debt affordability

» Material enhancement of strategic positioning, reflected in student demand, research growth, and fundraising

» Outsized growth in financial reserves and liquidity, strengthening coverage of debt and expenses

» Substantial improvement in UTMC operations or successful execution of UTMC separation leading to longer term enhancement in
university financial performance

Factors that could lead to a downgrade

» Realization of more material downside risks associated with the coronavirus pandemic, driving both heightened revenue pressure
and a weakened balance sheet position

» Inability to make progress towards improving operating performance over the next 12-18 months

» Deterioration in monthly days cash on hand

» Inability to affect separation from UTMC while retaining associated research and academic programming

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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Key indicators

Exhibit 2
UNIVERSITY OF TOLEDO, OH

2015 2016 2017 2018 2019

Median: A 

Rated Public 

Universities

Total FTE Enrollment 17,437 17,730 17,690 17,433 16,970 10,083

Operating Revenue ($Million) 835.4 888.6 862.3 850.1 880.9 226.0

Annual Change in Operating Revenue (%) 2.1 6.4 -3.0 -1.4 3.6 1.2

Total Cash & Investments ($Million) 516.2 492.1 530.5 564.2 583.7 197.5

Total Debt ($Million) 335.9 321.6 334.0 321.4 311.1 147.4

Spendable Cash & Investments to Total Debt (x) 1.2 1.2 1.2 1.4 1.5 1.0

Spendable Cash & Investments to Operating Expenses (x) 0.5 0.4 0.5 0.5 0.5 0.6

Monthly Days Cash on Hand (x) 83 67 77 73 88 154

Operating Cash Flow Margin (%) 3.8 7.4 3.8 3.8 4.5 10.7

Total Debt to Cash Flow (x) 10.5 4.9 10.1 9.9 7.8 6.5

Annual Debt Service Coverage (x) 1.1 2.2 1.1 1.2 1.5 2.0

Source: Moody's Investors Service

Profile
University of Toledo is a large, comprehensive public university situated in Ohio's fourth most populous city. It offers diverse degree
programs, including offerings in all seven professional fields of business, education, engineering, law, medicine, nursing and pharmacy.
In fiscal 2019, the university generated $881 million of operating revenues and enrolled 16,970 full-time equivalent students in fall
2019.

The university operates the University of Toledo Medical Center (UTMC), a 249-bed medical center located on the Health Sciences
campus. Formerly a level one trauma center, UTMC is now a level three trauma center and has shifted its focus to primary care and
behavioral health. It also maintains specialty lines including kidney transplants, cardiology, orthopedic surgery, and cancer treatment.

Detailed credit considerations
Market profile: good strategic positioning as a regionally important higher education and hospital enterprise, but
confronting considerable market challenges
Considerable student market challenges will persist given exposure to a number of competitive challenges including weak demographic
trends. Nearly three-quarters of students are from Ohio, a state with a declining number of high school graduates. For fall 2019,
the university enrolled 16,970 full-time equivalent students, down 3% from fall 2018 driven by a decline in the number of both first
year freshman and transfer students. The coronavirus outbreak adds significant uncertainty around the university's ability to achieve
enrollment and net student revenue objectives for fiscal 2021.

Beyond the near-term, sustainably growing net student revenue will prove challenging. Similar to other Ohio public universities, UT
adopted a tuition guarantee program in fall 2018. Under the program, tuition, fees, and room/board are fixed for four years for each
new cohort of in-state freshman and transfer students. Annual increases for each new cohort is set by the university, subject to caps
imposed by the state. This program, along with the weak in-state demographics, will continue to limit UT's ability to affect steady net
student revenue growth.

Despite challenging market conditions, UT maintains an important regional role as an affordably priced public university and provider of
health care services. A comprehensive program mix contributes to moderate enrollment diversity, with about 20% of students enrolled
at the graduate level and 28% of students from outside of Ohio. Still, even with these strengths, maintaining enrollment stability will
be difficult given exposure to competitive challenges.
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The future of UTMC is highly uncertain given its significant financial and market challenges. A combination of regional population loss,
a weak payor mix, and heightened competition will constrain longer-term revenue growth and financial operations for UTMC. This
represents a significant credit challenge because about 44% of total operating revenue is generated from the health care enterprise.
In an effort to adapt to community needs, UTMC shifted its business model to focus on primary care and behavioral health. Most
recently, the UT board of trustees issued a public request for proposal for a potential acquisition, lease, management agreement or
other transaction of the hospital.

Operating performance: very weak operating performance, with deficits likely to deepen over the near-term
Heightened revenue pressures at both the university and hospital enterprises will deepen operating deficits for fiscal 2020 and
potentially fiscal 2021. For fiscal 2019, the university's operating cash flow margin was a narrow 4.5%, which provided for just 1.5x debt
service coverage. Each of the university's three primary revenue sources - net student revenue, patient care, and state funding - will
continue to be under stress as the university grapples with operational disruption from COVID-19. The state recently enacted funding
cuts effective for fiscal 2020, with additional sizeable reductions likely to materialize for fiscal 2021.

Exhibit 3

Good revenue diversity, but each of the three largest sources is under stress

Tuition & Auxiliaries (%)
30%

Grants & Contracts (%)
6%

Government Appropriations (%)
12%

Patient care (%)
44%

Other (%)
8%

Source: Moody's Investors Service

The coronavirus outbreak will exacerbate existing financial challenges at UTMC. Like many hospitals, a statewide order forced UTMC
to suspend elective procedures, which are key drivers of revenue growth and operating results. However, even prior to this order, the
medical center was grappling with heightened financial challenges. Through February of fiscal 2020, UTMC posted a nearly $15 million
operating deficit, more than twice the magnitude of the entirety of the prior fiscal year.

Positively, the substantial $910 million expense base provides ample opportunities for cost reductions and efficiencies. The magnitude
of operating performance weakening will be tempered by management's actions to pare spending, even as substantial revenue losses
materialize at both the university and UTMC. In addition, both enterprises will benefit from the influx of revenue provided through the
recently passed federal aid packages.

A fifty year academic affiliation agreement between the college of medicine and ProMedica Health System (Baa3 negative) provides a
revenue diversifier. In return for serving as the academic medical center for the college of medicine, ProMedica contributes up to $50
million in annual operating support in addition to financial support for capital upgrades.

Wealth and liquidity: sizeable absolute wealth providing good coverage of expenses
A solid operating reserve provides for moderate capacity to absorb revenue losses and unanticipated costs associated with the
coronavirus outbreak. For fiscal 2019, spendable cash and investments to expenses of 0.5x was in line with similarly rated peer medians.
Total cash and investments of the university and its supporting foundation was a substantial $584 million for fiscal 2019. However,
forward growth prospects are tempered by constrained excess cash flow and investment market volatility.
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Liquidity
Liquidity will continue to be modest compared to similarly rated medians but provides adequate coverage of potential liquidity risks.
For fiscal 2019, unrestricted monthly liquidity of $207 million covered 88 days of expenses, well below the A2-rated public university
median of 163 days. Favorably, liquidity has materially strengthened from fiscal 2016, providing runway to manage through financial
challenges.

Leverage: solid financial reserve coverage of direct debt, but considerably narrower coverage of adjusted debt
Financial reserves will continue to provide for solid coverage of direct debt, but considerable narrower coverage of adjusted debt,
which accounts for pension exposure. For fiscal 2019, spendable cash and investments provided 1.5x coverage of direct debt, well
above the 0.9x coverage among similarly rated public university medians. However, spendable cash and investments to adjusted debt
is a materially weaker 0.2x, which is comparable to peers. Capital projects that had been originally planned have been suspended
temporarily as part of a strategy to preserve liquidity during this ongoing period of operational uncertainty.

Debt structure
UT has a moderately complex debt structure, including exposure to risks associated with tenders, swap agreements, and multiple
counterparties. Favorably, leadership has sufficient oversight and expertise to manage associated risks. At June 30, 2019, the university
had outstanding direct debt of $311 million, of which about $87 million is hedged variable rate demand debt that is privately placed.
Regular principal amortization provides for pay down of about 40% of outstanding direct debt over the next decade.

Inclusion of the $38 million of privatized student housing bonds in UT's direct debt reflects the structure of the agreement, which
provides for very strong strategic and financial linkage to the university. The bonds funded the construction of the Honors Academic
Village (Baa3 stable), a 492-bed residence hall located on UT's campus, which houses its honors college undergraduate students as
well as other undergraduates. Under the contractual agreement, UT covenants to close such number of its own beds as needed to
allow the project to achieve the lesser of 1) an expected occupancy rate of 95% or 2) a financial performance equal to 1.2x debt service
coverage in any given year. Amid the coronavirus outbreak, most students residing at the privatized housing were required to vacate.
The university agreed to compensate the owner of the privatized housing project for lost rental revenue.

Debt-related derivatives
Exposure to four separate interest rate swap agreements provides for just modest liquidity risk. The agreements are in place with one
counterparty and have a combined notional amount of $87 million. Under two of the swaps, there is a collateral posting requirement
if the swap liability exceeds $10 million. As of June 30, 2019, the combined swap portfolio value was a $22 million liability to the
university, and no collateral posting was required.

Legal security
All bonds are on parity and secured by a broad pledge of General Receipts, including virtually all legally available revenues with the
exception of state appropriations and restricted gifts. There is no debt service reserve fund.

Pensions and OPEB
Similar to other public universities in Ohio, UT has very high exposure to post-retirement benefit obligations through participation
in two statewide, cost-sharing, multiple employer defined benefit pension plans. The plans carry an outsized liability, as measured by
its Moody's three-year average adjusted net pension liability of $1.6 billion for fiscal 2019. As of June 30, 2019, these plans were just
54% funded on a Moody's adjusted basis. Recent investment market volatility tied to the coronavirus outbreak will worsen the funding
status for the defined benefit pension plans.

The Ohio state legislature exerts significant control over pensions, setting contribution rates for the defined benefit pension plans.
Currently, university contributions into the plans are capped at 14% of covered payroll, although increases to this amount would add
stress to the budget. Favorably, there is a demonstrated history of enacting changes to these plans to provide some relief towards
the long term liability. In recent years, the state recently eliminated the 2% annual cost of living adjustment, resulting in a material
reduction in the plan's long term liability.

In fiscal 2019, the university recorded an other post-employment benefit (OPEB) liability of $157 million. OPEB benefits are provided
through employee participation in the defined benefit pension plans.
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ESG considerations
Environmental
According to Moody's affiliate Four Twenty Seven, the university's Toledo location provides moderate exposure to future climate
risks. Heat stress and extreme rainfall pose the highest risk factors, indicating increased frequency and duration of hot days and heavy
rainfall or flooding events. The campus itself is located along the Ottawa River, a waterway that has a history of floods. Favorably, the
university has undertaken a number of mitigation efforts to reduce exposure to these climate risks including fortifications of physical
infrastructure. In addition, the university has a dedicated sustainability office and has implemented strategies to cut down on energy
usage, waste, and carbon footprint. These actions will provide for cost savings and aligns with values of donors and students.

Social
We regard the coronavirus outbreak as a social risk under our ESG framework, given the substantial implications for public health
and safety. Consistent with most universities, UT has transitioned to a fully online curriculum for the remainder of the spring 2020
semester. Favorably, its existing online learning infrastructure has helped provide for a rather seamless transition to distance learning
for resident students. While the financial implications of the outbreak are not fully known, revenue loss at the university and medical
center could be substantial.

There are several other social considerations that are important credit elements for UT. Weak in-state demographics present
considerable market challenges at both the university and medical center. In addition, the university's 6-year year graduation rate of
51.2% is below the national public university average of 60%, although it has improved by 10 percentage points since 2015. Similarly,
UT has made strides in improving its retention rate in recent years. For fall 2019, freshman-to-sophomore retention was 76.4%, a 5
percentage point increase from fall 2015.

Governance
The university is in the midst of a leadership transition following the recent resignation of the president who opted to pursue another
opportunity. Favorably, while a new presidential search is undertaken, ongoing leadership continuity is provided by an experienced team
of senior administrators. Leadership is prioritizing sustaining longer-term fiscal stability and is taking a number of actions to adjust
operations across the enterprise. In addition, the university is focusing on multiple initiatives to improve student demand, retention and
graduation rates.

University governance is provided by a board of trustees that currently consists of nine voting members. Each trustee is appointed by
the governor of Ohio and serve staggered nine-year terms. The board is vested with broad oversight authority of the university and
UTMC.
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Rating methodology and scorecard factors
The Higher Education Methodology includes a scorecard that summarizes the factors that are generally most important to higher
education credit profiles. Because the scorecard is a summary and may not include every consideration in the credit analysis for a
specific

issuer, a scorecard-indicated outcome may or may not match an assigned rating. We assess strategic positioning on a qualitative basis,
as described in the methodology.

Exhibit 4

University of Toledo

Scorecard Factors and Sub-factors Value Score

Factor 1:   Market Profile (30%)

Scope of Operations (Operating Revenue) ($000) 880,857 Aa2

Reputation and Pricing Power (Annual Change in Operating Revenue) (%) 3.6 Baa1

Strategic Positioning Baa Baa

Factor 2:   Operating Performance (25%)

Operating Results (Operating Cash Flow Margin) (%) 4.5 A3

Revenue Diversity (Maximum Single Contribution) (%) 44.1 Aa2

Factor 3:   Wealth & Liquidity (25%)

Total Wealth (Total Cash & Investments) ($000) 583,665 Aa2

Operating Reserve (Spendable Cash & Investments to Operating Expenses) (x) 0.5 Aa3

Liquidity (Monthly Days Cash on Hand) 88 A2

Factor 4:   Leverage (20%)

Financial Leverage (Spendable Cash & Investments to Total Debt) (x) 1.5 Aa2

Debt Affordability (Total Debt to Cash Flow) (x) 7.8 Aa2

Scorecard-Indicated Outcome A1

Assigned Rating A2
Data is based on most recent fiscal year available. Debt may include pro forma data for new debt issued or proposed to be issued after the close of the fiscal year.

For non-US issuers, nominal figures are in US dollars consistent with the Higher Education Methodology.

Fiscal 2019 scorecard
Source: Moody's Investors Service
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