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Research Update:

University of Toronto 'AA+' Ratings Affirmed On
Extremely Strong Enterprise Profile And Very
Strong Financial Profile

Overview

« W are affirnmng our ' AA+' |ong-termissuer credit and senior unsecured
debt ratings on the University of Toronto (UofT).

e The ratings reflect our assessnent of the university's stand-al one credit
profile, which reflects UofT' s extrenely strong enterprise profile and
very strong financial profile.

 The ratings also incorporate our view of a noderately high |ikelihood of
extraordi nary support fromthe Province of Ontario.

« The stable outlook reflects our expectation that, within our two-year
outl ook horizon, Uof T will maintain its exceptional market position and
student demand profile, its adjusted operating margins will renmain
positive, and its level of available resources will remain superior

Rating Action

On March 9, 2017, S&P dobal Ratings affirned its ' AA+ |ong-termissuer
credit and senior unsecured debt ratings on the University of Toronto (UofT),
in Ontario. The outlook is stable.

Rationale

The ratings reflect the university's stand-alone credit profile (SACP), which
S&P d obal Ratings assesses at 'aa+'. The ratings also reflect our opinion of
a noderately high likelihood that the Province of Ontario would provide
extraordi nary support in the event of financial distress.

Founded in 1827, UofT is Canada's |argest university based on enrol |l nent and
has three canpuses (St. George, Scarborough, and M ssissauga) that together
accounted for 88,766 students in fall 2016. The university offers a variety of
under graduat e, graduate, postgraduate, and professional degrees across its 18
faculties and schools. It also has affiliations with seven colleges, 65
centers and institutes, and nine Toronto hospitals. UofT enpl oys nore faculty
and staff and offers a greater range of courses than any other Canadi an
university. It is also Canada's npbst inmportant research institution and has
gai ned a strong international reputation for its research

The SACP on Uof T refl ects our conbined assessnent of the university's
extrenely strong enterprise profile with a remarkable enroll nment and demand
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profile and strong nmanagenment and governance practices; and its very strong
financial profile, with a history of solid financial performance, excellent

| evel s of avail able resources, and a | ow debt burden. In our opinion,
substanti al postenploynent liabilities, and the fiscal challenges facing the
provi nci al government, which could affect operating grants, offset sonme of

t hese strengths.

Uof T's enterprise profile primarily benefits from excellent econonic
fundanental s, given Ontario's very strong economy, a strong market position
and continuing demand. Its enrollnent has steadily increased by an average of
al nost 3% per year in the past five years, reaching 78,292 full-tine

equi valents (FTEs) in fall 2016. Gaduate students represent about 20% of
total enrollment, a |l evel conparable with that of other nationa
research-intensive universities. W believe UofT's student quality is sound,
as reflected by its historically stable retention and average entry grade
rates of al nbst 92% and 85% respectively, in the past several years.
First-year selectivity (offers to applications) and six-year graduation rates
are typically strong and have shown a broadly increasing trend over the past
five years, to about 75% and 74% respectively.

Uof T's adj usted operating nargin was 7.9%in fiscal 2016 (year ended Apri

30), slightly dowmn from8.3%a year earlier, primarily due to | ower investnent
returns recogni zed during the year and a broad increase in expenses, and
despite increasing student-derived revenues. W expect UofT's financi al
profile will remain very strong in the next two years, wth abundant financi al
resources (avail able resources in excess of 35% of adjusted operating
expenses) and positive adjusted net margi ns. However, significant operating
constraints remain--prinmarily the tuition framework, pressure on provincial
operating grants, and increasing salaries and benefits costs. In our view the
university's debt burden is |ow conpared with that of simlarly rated peers,
especially in light of the healthy |evel of available resources. Gven UofT
has no firmplans to issue debt in the next two years, we expect that the
university's debt netrics will remain in line with current |levels and well
within UofT's internally approved debt limts.

In accordance with our criteria for governnent-related entities, our view of
the university's noderately high |ikelihood of extraordi nary gover nment
support reflects our assessnent of its inportant role in the province, given

t hat postsecondary education is one of Ontario's priorities in both
expenditure and nmandate (after health care and school boards), and that there
are no viable private alternatives. It also reflects our assessment of UofT s
role as Canada's largest university in enrollnment and research capacity. The
province's oversight, program approval rights, and tuition regul ation over the
university suggest a strong link to it. Al so supporting this viewis that the
provi nce provi des substantial operating grants, which account for about 24% of
the university's total revenue, and it appoints 16 of 50 board nenbers.

We rate Uof T three notches above Ontario, the maximumdi fferential allowed in
accordance with our nethodol ogy for rating governnent-related entities that
depend on ongoi ng government support. The differential reflects our view that

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT MARCH 9, 2017 3

1813074 | 301760114



Research Update: University of Toronto 'AA+' Ratings Affirmed On Extremely Strong Enterprise Profile And Very
Strong Financial Profile

there is a nmeasureable |likelihood that Uof T's substantial financial resources
woul d neet ongoi ng operational and debt service requirenents should the
government default and tenporarily suspend paynents to the university. In
addition, the difference reflects Uof T's ownership structure, in which the
government is neither an owner nor sharehol der. W consider the risk of
extraordi nary negative government intervention to be |ow, given the

uni versity's operational independence, inmportant public policy role, and the
government's hands-of f approach to the sector. Although the Ontario government
faces fiscal challenges and projects it will not return to fiscal bal ance
until fiscal 2017-2018, we do not expect provincial operating grants for

post secondary education to dimnish significantly, given its vital public
policy role.

Liquidity
Uof T's liquidity is exceptional, in our opinion. Consolidated cash and
investrments totaled C$3.9 billion at fiscal year-end 2016, up 2.4%fromfisca

2015. They represented 142. 6% of 2016 adj usted operating expendi tures, or 5.4x
total debt. Available resources (internally restricted net assets and

internally restricted endowrents) stood at C$1.3 billion, up from C$1.2
billion in fiscal 2015. This equal ed al nbst 1.8x debt and 46.5% of adj usted
operating expenses. W believe these ratios will remain nore than sufficient

to finance all debt service requirenments and provide a sufficient buffer to

wi thstand any |likely nediumtermstress scenario. Uof T has the | argest
endowrent anobng Canadi an universities, with a fair value of C$2.1 billion as
of the end of April 2016. It has significantly increased in the past 10 years,
by about 29% si nce 2006.

Outlook

The stable outl ook reflects our expectations that, within our two-year outl ook
hori zon, Uof T will nmaintain its exceptional narket position and student demand
profile, with continuing growth in student-derived revenues driving positive
adj usted operating margins and a superior |level of available resources. At the
sane time, we expect that the university's debt burden will be largely stable
and that UofT's relationship with the province will not alter nmaterially.

Downside scenario

We could lower the ratings if adjusted net nmargins weakened to near bal ance or
sustai ned deficits because of enrollnment growmh falling well short of targets,
a significant reduction in governnent grants, or substantial pressure from
rising pension deficits; or if available resources eroded nmaterially. W could
also lower the ratings if applications to UofT and total FTEs declined
substantially over the next several years, resulting in a weakening of the
demand profile. A negative rating action on Ontario will also result in a
simlar rating action on UofT, given the maxi numthree-notch rating
differential between the university and the province all owed under our GRE
criteria. All else equal, we could also lower the ratings if there were a
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significant reduction in UofT's resilience to an Ontario default scenario.

Mor eover, al though highly unlikely, a strengthening of our assessnent of the
link between Uof T and the province would cause us to equalize the ratings with
those on Ontari o.

Upside scenario

We consider the possibility of a positive rating action during our two-year
out | ook horizon unlikely given our three-notch cap above the rating on the
supporting government.

Related Criteria

e CGeneral Criteria: Methodol ogy: Not-For-Profit Public And Private Coll eges
And Universities, Jan. 6, 2016

e General Criteria: Rating Governnent-Related Entities: Methodol ogy And
Assunpti ons, March 25, 2015

e Ceneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

Related Research

e 2017 Qutl ook For Not-For-Profit Public Universities In Australia, Canada,
Mexi co, And The U K : A Stable Trend For All, Despite Fundi ng Concerns,
Jan. 17, 2017

e Credit Conditions: Policy Uncertainty And Rising Rates Pose Risks In
North America, But Faster G owh May Help, Dec. 5, 2016

Ratings List

Rati ngs Affirned

Uni versity of Toronto
| ssuer Credit Rating AA+/ St abl e/ - -
Seni or Unsecured AA+

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further
information. Conplete ratings information is avail able to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at www. spcapitaliqg.com All
ratings affected by this rating action can be found on the S& @ obal Ratings'
public website at www. st andardandpoors.com Use the Ratings search box | ocated
in the left colum.
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