FitchRatings

Fitch Rates Southern Methodist Univ, TX Series 2017 Rev Refunding Bonds 'AA-"; Outlook Stable

Fitch Ratings-Chicago-21 November 2017: Fitch Ratings has assigned a 'AA-' rating to the approximately $97.52 million series
2017 higher education revenue refunding bonds issued by Southwest Higher Education Authority, Inc. on behalf of Southern
Methodist University (SMU).

The bonds are expected to sell via negotiated sale the week of Nov. 27. Bond proceeds will advance refund all or portions of the
2010 bonds for savings and pay issuance expenses.

In addition, Fitch has affirmed the 'AA-' rating on SMU's series 2016A and 2016B revenue bonds, issued by the authority on behalf
of SMU.

The Rating Outlook is Stable.

SECURITY

The bonds are issued on parity with outstanding SMU debt, and are an unsecured general obligation of the university.
KEY RATING DRIVERS

SOLID BALANCE SHEET: Fiscal 2017 balance sheet ratios adjusted for MV are consistent with the 'AA' rating category. SMU's
balance sheet ratios are based on investments valued at carrying value instead of market-value (MV), and Fitch views them as
understated.

SOLID DEMAND: SMU's solid demand metrics drive stable enrollment and very high student-quality, and support the 'AA-' rating.

IMPROVED OPERATING MARGINS: SMU's operating margin, as adjusted by Fitch, improved in fiscals 2016 and 2017, reflecting
the university's expense management focus, strong enrollment and strong net tuition revenue growth.

MODERATE REVENUE DIVERSITY: Revenues are more diverse than that of many comparable private universities, with student
fees providing about 66% of operating revenue. The next largest revenue components are endowment draw and gifts. Fitch
considers SMU's endowment draw to be sustainable.

ABOVE-AVERAGE DEBT BURDEN: Pro forma maximum annual debt service (MADS) burden remains moderately high-to-high at
8% of fiscal 2017 operating revenues. Fitch considers this manageable given positive margins and coverage. SMU's debt structure
is conservative with serial fixed-rate maturities and is intentionally somewhat front-loaded.

RATING SENSITIVITIES

MARGIN EROSION: A marked decline in Southern Methodist University's debt service coverage or consistently negative operating
margins (as adjusted by Fitch) could trigger a negative rating action. Fitch expects SMU to continue generating solid operating
margins on a GAAP basis.

HIGH DEBT BURDEN: Growth in SMU's pro forma MADS burden could negatively affect the rating. Fitch expects SMU's debt
burden to moderate over time.

MAINTAIN BALANCE SHEET: Solid balance sheet ratios and a substantial $1.54 billion endowment help off-set SMU's above-
average MADS burden. Declines in balance sheet ratios relative to the rating category could pressure the rating.

CREDIT PROFILE
SMU is a private, non-profit university which opened in 1915 and is affiliated with the United Methodist Church. The main campus
is located in a residential area of University Park, TX, on 234-acres. The University Park campus is essentially surrounded by

Dallas, TX. SMU's accreditation is in good standing and was renewed in 2011 by SACS for the standard 10 years.

SMU offers 106 undergraduate degrees, 114 masters' degrees, 31 doctoral degrees and two professional degrees (law and
theology). Of 11,789 students enrolled for fall 2017 (10,294 full-time equivalent), a substantial 45% were graduate students.



Prominent graduate programs include education, law, business, engineering, and theology.

SMU has a 42-member board of trustees, all of whom are nominated by the South Central Jurisdiction of the United Methodist
Church. Dr. R. Gerald Turner has been SMU's president since 1995.

SUCCESSFUL FUNDRAISING

SMU has a strong fundraising record, and has completed two comprehensive campaigns in the last 18 years. The most recent,
'SMU Unbridled', raised $1.15 billion in gifts and pledges between 2008 and 2015. Management is currently focusing on increasing
the annual fund (the "Pony Power" initiative) and targeting strategic capital projects. It is not in an active comprehensive campaign
at this time.

SOLID ENROLLMENT AND DEMAND

Headcount at SMU has grown about 6% over the past five years, to 11,789 in fall 2017. Some of that growth was for
undergraduate students, but most is on the graduate side. Management reports that education, business and engineering
enrollment increased during that time, and several new programs and certifications were started.

SMU's undergraduate strategy focuses on attracting high quality students from a broad geographic area rather than enroliment
growth. For fall 2017, about 55% of undergraduate students were from out of state. Student quality, as measured by standardized
tests, remains quite high and well above national averages. The average freshman ACT score for fall 2017 was 30, well above the
national average of 21.

FINANCIAL OPERATIONS

Revenue Diversity

SMU has greater revenue diversity than many peer private universities due to substantial endowment income. Net student
revenue, including auxiliary income, was a relatively modest 66% of fiscal 2017 operating revenue. The next largest revenue
component was about 17.5%, the sum of Fitch-adjusted dividend and interest income and net assets released from restriction for
operations (excluding capital). Positively, SMU has grown net student revenue since at least fiscal 2011, averaging over 5%
annually.

The budgeted endowment draw uses a two-part formula: 30% is based on 4.5% of four quarters of investment market value, and
70% is a percentage of the prior year distribution. At this time Fitch considers SMU's endowment spend sustainable.

Operating Margins

SMU's operating margins, as adjusted by Fitch, have improved in the last four years. Margins were positive 6.3% in fiscal 2017,
4.9% in fiscal 2016, 0.2% in fiscal 2015 (a year with significant one-time expenses) and 3% in fiscal 2014. Management reports
that factors contributing to the improvement include expense and discount controls and enroliment growth. Operations for the fiscal
year ending May 31, 2018 are projected to be similar to fiscal 2017.

Adequate MADS Coverage

Coverage of pro forma MADS (about $44.8 million) in fiscal 2017 was 2.3x, up from 1.9x in fiscal 2016. Fitch considers these
coverage levels adequate, and supported by strong MV balance sheet ratios and a large endowment of about $1.5 billion at May
31, 2017.

BALANCE SHEET

Balance Sheet Ratios

Available funds (AF; defined by Fitch as cash and investments less permanently restricted net assets) was $892.7 million at fiscal
2017. This equaled a solid 170% of operating expenses ($524 million) and 137.4% of pro forma debt (about $649.8 million). Fitch
views SMU's investments (and thus its balance sheet ratios) as understated, as the university records investments at carrying
value on its balance sheet instead of the standard market value. Long-term investments at fiscal year-end May 31, 2017 were
reported as $1.45 million carrying value, and $1.736 billion market (MV) value.

AF, adjusted for MV, increases to $1.175 billion, resulting in stronger AF ratios relative to expenses (224%) and pro forma debt
(181%). Fitch views the more conservative book value ratios as slim, but the higher MV ratios as solid for the 'AA' rating category.

Aggressive Endowment Portfolio
SMU's endowment portfolio is aggressive, but not inconsistent with peer private institutions with large endowments. As of May 31,
2017, investment carrying value was $1.45 billion, and MV was $1.73 billion. The percent of alternative investments (absolute



return, private equity, real assets, assets without liquidity and venture capital) was about 61% for carrying value and about 67% for
MV. Investment liquidity relative to operating budget, including separate working cash reserves, remains solid. In addition,
management reports that SMU has never used a $25 million bank line of credit for working cash.

MANAGEABLE DEBT LEVERAGE

Fitch estimates SMU's pro forma debt at $649 million, including $100 million of taxable notes expected to close Dec. 15, 2017. To
avoid double-counting, Fitch adjusted pro forma debt to exclude defeased series 2009 and 2007 maturities, which SMU's audit
records as outstanding. After the pending $100 million taxable note issue, which proceeds will be used for deferred maintenance
projects, management reports no additional debt plans at this time. Debt structure is conservative: all debt is fixed-rate with serial
maturities and no bullets.

Security

The bonds are issued on parity with outstanding debt and the 2017 forward bank placement under a master trust indenture (MTI).
Under the loan agreement the 2017 forward bank bonds are a general obligation of SMU. SMU MTI debt has no debt service
reserves, annual debt service coverage or annual liquidity covenants. SMU's balance sheet strengths largely mitigate concern over
the lack of aforementioned covenants.

SMU actualized the fixed-rate 2017 forward bank placement to refund part of its outstanding series 2007 bonds. That $48.8 million
private placement took effect in fiscal 2017 and the loan extends to 2033. The bank placement is on parity with outstanding SMU
debt, and related loan documents do not impose any material additional covenants. There is no 'put’ or reset requirement.

Upon maturity or retirement of MTI debt outstanding at the time of the series 2016AB bond issuance, the current additional bonds
test will be eliminated.

The pending $100 million taxable notes are not issued under SMU's MT], although they are considered parity GO debt. Disclosure
indicates that a default under the notes could trigger note acceleration, but not trigger acceleration or default for bonds issued
under the MTI. The taxable notes are fixed rate with serial maturities through 2047, and no re-set date or mandatory puts.

Above-Average Debt Burden:

Pro forma MADS is about $44.8 million occurring in 2024, with a declining debt service structure thereafter. Management reports
that it has intentionally front-loaded debt principal to reduce interest expense. However, pro forma MADS remains an above-
average 8.0% of fiscal 2017 operating revenues. Fitch expects SMU's debt burden to moderate gradually over time.

Contact:

Primary Analyst

Susan Carlson

Director

Fitch Ratings, Inc.
+1-312-368-2092

70 West Madison Street
Chicago, IL 60602

Secondary Analyst
Emily Wadhwani
Director
+1-312-368-3347

Committee Chairperson

Karen Krop

Senior Director

+1-212-908-0661

Media Relations: Sandro Scenga, New York, Tel: +1 212-908-0278, Email: sandro.scenga@fitchratings.com.

Additional information is available on www.fitchratings.com

Applicable Criteria
Rating Criteria for Public Sector Revenue-Supported Debt (pub. 05 Jun 2017) (https://www.fitchratings.com/site/re/898969)



U.S. Public Finance College and University Rating Criteria (pub. 26 Apr 2017) (https://www.fitchratings.com/site/re/897285)

Additional Disclosures

Dodd-Frank Rating Information Disclosure Form (https://www.fitchratings.com/site/dodd-frank-disclosure/1032664)
Solicitation Status (https://www.fitchratings.com/site/pr/1032664#solicitation)

Endorsement Policy (https://www.fitchratings.com/regulatory)

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE
LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS
(https://www.fitchratings.com/understandingcreditratings). IN ADDITION, RATING DEFINITIONS AND THE TERMS OF USE OF
SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT WWW.FITCHRATINGS.COM
(https://www.fitchratings.com). PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE
AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL,
COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF
CONDUCT SECTION OF THIS SITE. DIRECTORS AND SHAREHOLDERS RELEVANT INTERESTS ARE AVAILABLE AT
HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY (https://www.fitchratings.com/site/regulatory). FITCH MAY HAVE
PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF
THIS SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE
FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.

Copyright © 2017 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY 10004. Telephone: 1-
800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is prohibited except by
permission. All rights reserved. In issuing and maintaining its ratings and in making other reports (including forecast information),
Fitch relies on factual information it receives from issuers and underwriters and from other sources Fitch believes to be credible.
Fitch conducts a reasonable investigation of the factual information relied upon by it in accordance with its ratings methodology,
and obtains reasonable verification of that information from independent sources, to the extent such sources are available for a
given security or in a given jurisdiction. The manner of Fitch’s factual investigation and the scope of the third-party verification it
obtains will vary depending on the nature of the rated security and its issuer, the requirements and practices in the jurisdiction in
which the rated security is offered and sold and/or the issuer is located, the availability and nature of relevant public information,
access to the management of the issuer and its advisers, the availability of pre-existing third-party verifications such as audit
reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports
provided by third parties, the availability of independent and competent third- party verification sources with respect to the
particular security or in the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch’s ratings and reports
should understand that neither an enhanced factual investigation nor any third-party verification can ensure that all of the
information Fitch relies on in connection with a rating or a report will be accurate and complete. Ultimately, the issuer and its
advisers are responsible for the accuracy of the information they provide to Fitch and to the market in offering documents and
other reports. In issuing its ratings and its reports, Fitch must rely on the work of experts, including independent auditors with
respect to financial statements and attorneys with respect to legal and tax matters. Further, ratings and forecasts of financial and
other information are inherently forward-looking and embody assumptions and predictions about future events that by their nature
cannot be verified as facts. As a result, despite any verification of current facts, ratings and forecasts can be affected by future
events or conditions that were not anticipated at the time a rating or forecast was issued or affirmed.

The information in this report is provided “as is” without any representation or warranty of any kind, and Fitch does not represent or
warrant that the report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an
opinion as to the creditworthiness of a security. This opinion and reports made by Fitch are based on established criteria and
methodologies that Fitch is continuously evaluating and updating. Therefore, ratings and reports are the collective work product of
Fitch and no individual, or group of individuals, is solely responsible for a rating or a report. The rating does not address the risk of
loss due to risks other than credit risk, unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any
security. All Fitch reports have shared authorship. Individuals identified in a Fitch report were involved in, but are not solely
responsible for, the opinions stated therein. The individuals are named for contact purposes only. A report providing a Fitch rating
is neither a prospectus nor a substitute for the information assembled, verified and presented to investors by the issuer and its
agents in connection with the sale of the securities. Ratings may be changed or withdrawn at any time for any reason in the sole
discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any
security. Ratings do not comment on the adequacy of market price, the suitability of any security for a particular investor, or the tax-
exempt nature or taxability of payments made in respect to any security. Fitch receives fees from issuers, insurers, guarantors,
other obligors, and underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable
currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or
guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to
US$1,500,000 (or the applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not
constitute a consent by Fitch to use its name as an expert in connection with any registration statement filed under the United
States securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom, or the securities laws of any



particular jurisdiction. Due to the relative efficiency of electronic publishing and distribution, Fitch research may be available to
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