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Chapman University, CA
Update to credit analysis

Summary
Chapman University's (CA; A2 stable) credit profile is supported by its comparatively
large scale with strong operations maintained through prudent fiscal management and a
favorable cost structure. With operating revenue and expenses well aligned, management
has demonstrated the willingness and ability to adapt to the pandemic driven volatility,
with a very strong 28% operating cash flow margin at fiscal 2020 year end and healthy
margins forecast for fiscal 2021. Consistently strong operating performance has driven
growth in total wealth. However, while absolute wealth is significant, spendable cash and
investments to operations remains lower than A-rated peers. Additionally, operating revenue
is concentrated in net tuition and auxiliaries that are vulnerable to competition within the
intensely competitive California market. The risks are in part dampened by the university’s
very good brand and strategic position that have anchored good pricing power. Moreover,
management’s demonstration of an ability to materially adjust operations to maintain
alignment amid volatility lends credibility to the governance commitment to strategic
decision making and risk management. Further supporting the university’s credit strength is
manageable leverage.

Exhibit 1

Strong operating results are driving growth in total wealth
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http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1266941
https://www.moodys.com/credit-ratings/Chapman-University-CA-credit-rating-600030949/summary
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Credit strengths

» Large operating scale with revenues of nearly $450 million in fiscal 2020

» Consistently and strongly positive operating performance through strong fiscal management

» Sustained investment in plant with a minimal deferred maintenance backlog and an attractive campus

» Strong management and governance with careful planning and monitoring of strategic, operational, and capital initiatives

Credit challenges

» Concentrated revenues with student charges accounting for 84% of fiscal 2020 operating revenue

» Thinner than peer financial resources relative to operations (1.1 times spendable cash and investments to operating expense)

» A low 19% matriculation rate for entering first-year students in fall 2020 reflects highly competitive student market in California

Rating outlook
The stable outlook reflects our expectations of continued steady student demand, maintenance of flexible reserves and ongoing
healthy above average operating performance.

Factors that could lead to an upgrade

» Material growth in financial resources relative to debt and operations

» Further strengthening of strategic position, evidenced by improvement in student demand along with greater revenue diversity

Factors that could lead to a downgrade

» Softening of student demand given high reliance on student generated revenue, leading to prospects for weaker operating cash flow
generation

» Material increase in leverage

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
CHAPMAN UNIVERSITY, CA

2016 2017 2018 2019 2020

Median: A 

Rated Private 

Universities

Total FTE Enrollment 13,958 14,816 15,923 16,838 9,281 4,695

Operating Revenue ($000) 411,503 429,563 478,048 520,434 449,650 213,591

Annual Change in Operating Revenue (%) 5.4 4.4 11.3 8.9 -13.6 3.8

Total Cash & Investments ($000) 396,588 454,396 501,324 549,650 563,293 427,133

Total Debt ($000) 218,193 228,894 361,606 347,939 332,350 150,817

Spendable Cash & Investments to Total Debt (x) 1.2 1.4 1.0 1.2 1.3 1.9

Spendable Cash & Investments to Operating Expenses (x) 0.7 0.9 0.9 0.9 1.1 1.4

Monthly Days Cash on Hand (x) 250 227 249 295 407 350

Operating Cash Flow Margin (%) 18.2 19.2 22.1 21.8 28.2 14.2

Total Debt to Cash Flow (x) 2.9 2.8 3.4 3.1 2.6 5.1

Annual Debt Service Coverage (x) 5.4 5.6 4.1 4.6 5.4 2.9

The change in monthly days cash in hand between fiscals 2019 and 2020 is driven by a reporting adjustment rather than a real increase in liquidity.
Source: Moody's Investors Service

Profile
Chapman University is a comprehensive private, not-for-profit university located in Orange, CA. The university offers programs at
undergraduate as well as graduate level and encompasses 11 schools and colleges. Chapman had approximately 9,300 full time
equivalent student enrollment (FTE) as of fall 2020.

Detailed credit considerations

Market position: very good market position with diverse academic programing and robust demand despite intense
competition
Chapman University’s brand and strategic position will remain very good given its large and diversified enrollment across
undergraduate and graduate programs, with demonstrated ability to adjust programs to shifting market conditions. However, the
university faces a highly competitive market in California (State of; Aa2 stable), including strong public university systems and a variety
of private competitors. Regular and consistent capital investment is a competitive advantage, limiting deferred maintenance. Gift
revenue, while below some peers, has been stable with fiscal 2020 three-year average gift revenue of $36 million, and provides some
resources to invest in programs, financial aid and facilities.

As of fiscal 2020, Chapman separated from its online affiliate, Brandman University. With the discontinuation of this operation,
enrollment declined to 9,300 in fall 2020 compared to 16,800 in fall 2019. The divestiture is largely driven by Chapman's recognition
of the headwinds in the intensely competitive online market, requiring additional investment in Brandman to sustain and grow its
position. While the divestiture will reduce scale and enrollment, it does not materially affect bottom line operating results. Some
enrollment was additionally driven downward by the pandemic, however, the university maintains sound demand and is anticipating
some enrollment recovery for Spring of 2021.
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Operating performance: good fiscal management continues to drive strong operating results
The university will continue to produce robust operating margins through active and sound fiscal management. While operating
revenue is concentrated in net tuition and auxiliaries (84%), the university has demonstrated a capacity to adjust expenses to revenue
trends.

Fiscal 2020 operating revenue declined by nearly 14% and was fully offset by more than an 18% downward adjustment to operating
expenses. Much of the decline reflects the separation of Brandman University. The change, however, also reflects pandemic driven
revenue loss and the university’s agile response through material expense adjustments. By 2020 fiscal year end, the university produced
a 28% operating cash flow margin, materially exceeding the A-rated peer median of 14% and an improvement over the fiscal 2019
margin of 22%. The university maintains a well aligned cost structure, with per student educational expenses covered nearly one-to-
one by per student net tuition revenue, further supporting its fiscal agility.

With the anticipation of continued disruption from the pandemic, Chapman’s fiscal 2021 budget assumed additional revenue loss
outpacing expense reductions. Nonetheless, operating results are expected to remain positive with no use of reserves. Given the
university’s historic performance, demonstrated ability to manage through volatility, and year-to-date performance, we expect
operations to recover in fiscal 2022 and beyond.

Wealth and liquidity: strong operations are driving growth in total wealth
The university’s fiscal 2020 total cash and investments of $563 million is consistent with its A-rated peers and growth will continue to
be driven by strong operating cash flows. Total cash and investments provide a year-and-a-half coverage of operating expenses, which
has improved from just over a year of coverage in fiscal 2016.

Liquidity
In fiscal 2020, the university had 407 days cash on hand, which is slightly better than A-rated peer median of 350. With strong
operating performance and limited debt structure risks, liquidity is favorable.

Leverage: manageable leverage with no plans to issue new debt
The university’s leverage will remain manageable given its regularly amortizing structure, and no new debt plans. The university’s
financial leverage is slightly less favorable compared to peers, with spendable cash and investments 1.3x total debt compared to the A-
rated median of 1.9x. Debt affordability, however, is very sound. Fiscal 2020 total debt was a minimal 2.6x operating cash flow, which
is strong for the university’s rating category. Cash flows also continue to provide very strong debt service coverage 5.4x in fiscal 2020,
which remains consistent with historical performance.

Legal security
The bonds are unsecured general obligations of the university.

Debt structure
The university’ total adjusted debt was $334 million in fiscal 2020. Of adjusted debt, $315 million is comprised of regularly amortizing
fixed rate bonds, $6.5 million is a privately placed fixed rate term loan, and $10.5 million is privately placed variable rate demand debt.
The university additionally had $1.5 million in operating leases.

The university is proposing a refunding of their Series 2011 fixed rate revenue bonds, with $69 million outstanding par at fiscal 2020
year end. The proposed Series 2021 refunding bonds will be issued under the same terms, with no extension of maturity or material
adjustment to the principal amortization structure. The proposed refunding is intended to benefit from current market conditions and
provide the university with a significant NPV savings.

Debt-related derivatives
In fiscal year 2019 the university had an interest rate swap representing a $7.5 million liability at fair value. In fiscal 2020 the university
terminated the swap agreement by paying $7.7 million to settle the contract. The university no longer has outstanding swaps.

Pensions and OPEB
The university offers its employees retirement benefits through a defined contribution plan that does not accrue liabilities.
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ESG considerations
Environmental
Environmental considerations are not a current key credit driver. While Chapman’s location in Southern California exposes
environmental risks such as water shortages and earthquakes, the university has risk management plans in place that addresses these
risks to help protect the university’s physical assets and well-being of students, staff and faculty.

Social
Social risks are not currently a key credit driver despite Chapman being located within the intensely competitive California student
market. The number of students graduating from high school is not projected to materially change over the near-term, but Chapman
remains subject to shifting student preference and competition from in-state public universities and lower cost out of state private
universities. The university's demonstrated ability and willingness to adjust programs and its enrollment diversification partially
mitigate a high reliance on student charges.

Governance
Governance considerations are a positive credit factor. University governance benefits from strong management that has a productive
relationship with the board. The management team has a proven track record of identifying growth-oriented academic programs,
creating high quality facilities to house the new programs, and generating strongly positive operating results.

Rating methodology and scorecard factors
The principal methodology used in this rating was Higher Education published in May 2019. Please see the Rating Methodologies page
on www.moodys.com for a copy of this methodology.

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 3

Chapman University CA

Scorecard Factors and Sub-factors Value Score

Factor 1:   Market Profile (30%)

Scope of Operations (Operating Revenue) ($000) 449,650 Aa3

Reputation and Pricing Power (Annual Change in Operating Revenue) (%) (13.6) C

Strategic Positioning A A

Factor 2:   Operating Performance (25%)

Operating Results (Operating Cash Flow Margin) (%) 28.2 Aaa

Revenue Diversity (Maximum Single Contribution) (%) 84.3 Ba2

Factor 3:   Wealth & Liquidity (25%)

Total Wealth (Total Cash & Investments) ($000) 563,293 Aa3

Operating Reserve (Spendable Cash & Investments to Operating Expenses) (x) 1.1 A3

Liquidity (Monthly Days Cash on Hand) 407 A1

Factor 4:   Leverage (20%)

Financial Leverage (Spendable Cash & Investments to Total Debt) (x) 1.3 A2

Debt Affordability (Total Debt to Cash Flow) (x) 2.6 Aaa

Scorecard-Indicated Outcome A2

Assigned Rating A2
Data is based on most recent fiscal year available. Debt includes 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.

Source: Moody's Investors Service
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