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Moody’s: Ratings and Ratios

Independent Risk Opinions for Investors & Lenders: 21-point scale ranging
from Aaa to C to evaluate credit risk of loss in lending to or investing in
colleges and universities

Rate Most Colleges and Universities: In US, ratings cover 90% of public higher
education sector and 70% of private, not for profit sector measured by
enrollment in four-year degree institutions

Robust Ratios & Data on Higher Ed: Historical and current data on financial and
student demand trends in the 500+ colleges, universities and systems; all
adjusted for comparability

Rated Colleges Have Full Access: Analysts, ratings, research, data
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Higher Ed Ratings: Public Universities Rated Higher

Moody'’s rates 228 four-year public colleges and
universities in the U.S., with $85 billion+ of debt
outstanding.

» Median rating of Aa2 when weighted by debt

Moody’s rates 285 private colleges and universities in

the U.S., with $80 billion+ of debt outstanding.

» Median rating of Aa3 when weighted by debt

US Public University Ratings
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Source: Moody's MFRA
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SECTOR COMMENT Georgia Public Universities' Campus
Most Research on Colleges & Universities: Consolidation Plan Is Credit Positive

From Weakly Credit Cutlogk

et Coriaths Last Tuesday, the Board of Regents of the University System of Georgia (system lease Aa3
S stable) voted to consolidate cight of its 33 colleges and universities into four. The
consolidation is credir positive for the University System of Georgia because it fosters

NEW ¥ ORK
e operating cfficicncics and reduces overhead costs amid declining state support.

* 500 reports yearly on individual
colleges/universities

The system is the dominant education provider in the state, wich 318,000 students enrolled
in fall 2011 and a fiscal 2010 revenue base of £5.8 billion. Like other public university
governing boards across the US, Georgia's board is being pressured as state funding declines

as a share of revenue and student charges are climbing to compensate (Exhibit 1). To

maintain affordability, these wniversitics must find new operating cfficiencies to limit wition

increases. Historically, public university mergers and system consolidations have been
limited, but recently proposals, as in New York and Louisiana, have increased.
Consolidations typically face intense oppasition from entrenched stakeholders, especially
loyal alumni, whao are often successful in blocking mergers. Despite these challenges, the
University System of Georgia consolidation points to an increased likelihood of public
university mergers in other starcs that are confronting intense revenue and cost pressures and
ongoing concerns about affordabilicy.

*30 topical sector research reports

Student Revenues Replace Lost State Funding
Maiian Percent Share of LS Public University Revenues
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Moody’s Outlook for Higher
Education
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Moody’s Outlook for US Higher Education:
Established Risks

Macroeconomic headwinds intensify flight to quality and value. As
unemployment remains high, and household net worth and incomes remain
depressed, weaker purchasing power in its core markets, heightened
competition favors most reputable and lower priced options.

Regulatory and accreditation risk intensifies as government focuses more on
affordability, transparency & outcomes. The challenging job market for
college graduates and headlines on student loan defaults have heightened
public and political pressure on the sector to justify the cost of a college
degree. Increased scrutiny, higher level of regulatory and accreditation risk.

Revenue growth remains a challenge for most, underscoring need for
operational efficiency. Tuition, investments, donor support, state
appropriations, and federal research funding continue to face considerable
headwinds.

Source: Moody's Midyear 2012
Outlook for US Higher Education
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Moody’s Outlook for US Higher Education:

Developing Risks

Growth of online education and new technology platforms will create new
winners and losers. Online technology platforms are evolving at a rapid
pace, presenting new disruptive risks to universities, but also new
opportunities for the delivery of content and new revenue streams.

Backlogged capital spending threatens higher future capital maintenance costs,
but universities slowly begin to restart capital projects. The slowed
investment in capital since 2008 cannot continue indefinitely if universities
are to remain competitive. The favorable interest rates in the first half of
2012 have brought an uptick in debt issuance.

Growing need for bolder leadership creating new conflicts. Stagnation of key
revenue sources, rising public scrutiny & growing need for operating
efficiency, colleges/universities need more decisive leadership; more
conflicts between governing boards, management and faculties.

Source: Moody's Midyear 2012
Outlook for US Higher Education
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Moodys Outlook for Sector Sustainability:
Publics & Privates Face Similar Risks, Differing Capacity
Publics Have Size/Price Advantages; Privates Have Leadership Edge

PUBLIC UNIVERSITIES PRIVATE COLLEGES

' ®  Much Smaller on Aver
e Economies of Scale uch Smaller o erage

* Moderate to High Price Competitor
* Low Price Competitor
* Philanthropic Subsidy

* Public Subsidy/Ultimate Support e Most Highly Tuition Dependent

e Shifting to Student Pay Model * Management More Nimble

e Management Slow but Improving * Governance Mostly Better

e G L . * |nvestments/ Liquidity Volatility
overnance Lagging
* Market Limits on Tuition

* Exposure to Pensions/OPEB

* Political Limits of Tuition
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Special Comment

August 2005

Contact Phone

New Vork

Kim Tuby 1.212.553.7738

MNaomi Hichman 1.212.553.0014

Susan Fitzgerakd 1.212.553.7762

Karen Dulitz 1.212.553.3614

Dennis Gephardt 1.212.553.7209

Trawis Lovell 1.212.553.4902

Elizabeth Veasey 1.212.553.1027

I3 Diane Viacava 1.212.553.4734

The Surveillance Cycle e

San Francisco

Marianna Pizano 1.415.274.1741

Eoston

Roger Goodman 1.617.B87. 1946

When?

What? Tips for a Productive Meeting with Moody’s
Higher Education and Not-for-Profit Ratings Team

This publicarion provides answers to some frequentdy asked questions about how w prepare for and srucre 2 suc-

cessful meedng with Moodys ]Ilghcr Educaton and Not-For-Profit Ratings Team. These guidelines are based on

Wh e re’? whar hasworked well in the past, but are not requirements that are set in stone. Our goal is for the meeting time to be

H as productive and efficient as possible, so thar Moody's analyses gain a full undcrsundmg of your organization and

gather the necessary informadion o assess the institunon’s credit profile. We welcome your feedback on how we can
improve the radng process and encourage you m contact us if you have any comments or questdons.

WHEN IS AN IN-PERSON MEETING APPROPRIATE?
Moody's analysts ofien conduct surveillance on our existing ratings via a wlephone call with sclect members of the
organization’s management team. However, there are spcclﬁc simations when an in-person meenng may be partcu-
l'arl\- beneficial w the rating process. These include:
When Moody's is assigning 2 raning to an organizaton for the first ime (initial ranng)
+  When the organizaton’s borrowing plans are very large or complex
+  When the borrowing is for an unexpected or unusual project
*  When there have been significant positive or negative changes in marker posidon or financial health thar
could potenally result in 2 rating or outlook change
*  When Moody's has not metwith the management team or visited the campus in several years, particularly if
there have been changes in high-level management positions or construction of noteworthy capiral projects

L ]

Diepending on logistics and scheduling preferences, an in-person meeting can take place at the borrowers campus
or facilities, at the invesement banker or financial advisor’s offices, at Moody's main office in New York, or atone of our
regional offices in San Frandisco, Chicago, Dallas, or Boston. For inital ratings, however, we prefer o meet on cam-
pus or in the organizagon’s current facilites, pardeularly when these facilides p]ay an imporant role in the organiza-

gon’s market posidon.

Also, when Moody's analysts are raveling in an area on other business, they may conrace n.earlw insnmtons to
arrange an in-person meetng, if scheduling allows. Conversely, when bers of an 1 ment team
are in the New York area, Lhc\- should not hesitare o contact us  arrange a meetng ac Moody's offices. While
Moody's cerminly welcomes full participation from the insiition’s senior management at - these meenngs, we alsowel-

L
a g e n Cy m e e I n g S come shorter, more mpical meenngs with just the representatives from the financial leadership ream.

Moody's Investors Service
Global Credil Research
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Example Update Process: Valdosta State Universi
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Rating Update: Moody's affirms Valdosta State University's (GA) A1 lease-backed
revenue bond ratings; outlook remains stable

Global Credit Research - 20 Aug 2012

Bonds supported by rental agreements from the Board of Regents of the University System of
Georgia; University has $185.6 million of rated debt outstanding

WAL MOSTASTATE UNNERSITY, GA
Public Collages & Universites
Ga

Opinion

MNEW YORK, August 20, 2012 --NMpody's Investors Service has affirmed Valdosta State University's ("Valdosta
State” or "WSU'} Al lease revenue raling on the various series of debt detailed in the RATED DEBT section of the
report. VSU k= a componant unit of the Board of Regents of the University System of Georgia ("BOR"). The rating
outlcok remains stabile.

SUMMARY RATING RATIONALE

The Al rating incorporates the strong impled support from the Board of Regents of the University System of
Georgia (lease revenue debl rated Aa3), which provides a broad revenue pledge for the bonds through annually
renawable rental payments and also reflects the university's stable market position as ona of two designated
reghonal universities in Georgla, a state with healthy demographics of high school graduates and breakeven to
favorable operating performance with healthy cash flow margins. Offsetting factors include a challenging state
funding environment, highly leveraged balance sheet, and risks associated with varable rate demand debt
heightenad by insuffickent monthly iquidity to cover demand debl and swap exposure.

STREMNGTHS

*Broad revenue pledge for the bonds from the Board of Regents of the University System of Georgia through
annually renewabile rental payments. Security for the bonds are therefore not limited solely to the university's or
projact’s revenues.

*Stronger cash flow margins in recent years (17.7% in FY 2011) with expectations of similar perfformance in Fy

2012, driven by solid growth of net tultion revenue and expense containment, provides healthy debt service
coverage of about 3 times.

*Growing expendable financial resource base, albeit modest on an absolute basks, up significantly 1o $34.7 million
In FY 2011 from $8.5 million in FY 2009 and unrestricted resources represent a high 80% of expendable financial
resources, which provides some additional financial fledbility.

*Support from the Board of Regents made evident by their approval for the university's projects, as well as the
sirategic importance of the housing, parking, and other student facility projects 10 valdosta's market position.

*Increasing diversification of programs has aided enrcliment growth, envddenced by a 168% increase in FTE
enrollment ovar the past five years, primarily attributed to new gradueate programs.

CHALLEMNGES

*Challenging state funding environmeant with fluctusating state appropriations that have been cut over several years
and culs made 1o state Wwiion assistance programs. While the BOR's FY 2013 budget contemplates an increase
owver the prior year, lotal state operating support will still not regain o FY 2008 levels.

"Risks associated with varable rate demand debt and swap, heightensad given thin monthly lguidity of about $26
million, covering $31 million of demand debt by only 84%. While the demand debt is a privately placed bank
agreement and s not subject to weekly remarketing risk, the risk of this structure will increase as the expiration
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Moody’s Role and Relationship

Moody’s analysts can

Explain our methodology and research describing our analytical
approach for evaluating the credit impact of various changes

Discuss published rating reports for universities that have undertaken
similar efforts

Provide general feedback to a rated university on how we would evaluate
a proposed transaction within our analytical framework

Moody’s analysts cannot
Advise whether or not to pursue a certain course
Advise how to structure the transaction to achieve a desired outcome

Discuss specific credit implications about a transaction with parties other
than the rated university, unless our conclusions are already presented in
a published report
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Construction Risk in Georgia PPV
projects
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Core Credit Strength Supplied by Rental Agreement Does
Not Begin Until Certificate of Occupancy is Received

Certificate of
Occupancy
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Construction Business Closures Shows Economic
Sensitivity of Sector (%)
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Source: U.S. Bureau of Labor Statistics (BLS): Business Employment Dynamics Survey (BD), and DataBuffet.com
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Strategies to Mitigate Construction Risk Reduce, but do not
Eliminate Related Risks

Risk reduction strategy

System and campus oversight
Project complexity

Contractor selection process
Project completion timeline
Capitalized interest period
Payment and Performance bonds
Liquidated damages

Potential foundation or sponsor support
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Surety Losses Increase During Recessions
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Source: The Surety & Fidelity Association of America “Twelve-Year Experience Summaries (2000-2011) Surety Countrywide (Preliminary)”
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Majority of US Surety Policies Written by Top
Providers with Varied Ratings

Surety Provider “lsmillons) | Rating within Famiy

Tree

1 TRAVELERS BOND 830 Aa2
2 LIBERTY MUTUAL 764 A1
3 ZURICH INSURANCE 497 A1
4 CNA INSURANCE 402 A3

5 CHUBB & SON INC 243 Aa2

6 HCC SURETY 171 Baa1
7 HARTFORD FIRE & CASUALTY 164 A2
8 INTERNATIONAL FIDELITY INS CO 168 A3
9 ACE LTD GROUP 124 A1
10 RLI INSURANCE 111 A2
11 GREAT AMERICAN 101 A2

Source: Surety & Fidelity Association of America, Moodys.com
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Questions/Discussion
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© 2012 Moody'’s Investors Service, Inc. and/or its licensors and affiliates (collectively, “MOODY’S”). All rights reserved. ALL INFORMATION CONTAINED HEREIN IS PROTECTED
BY COPYRIGHT LAW AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED,
DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR
BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT. All information contained herein is obtained by MOODY'S from sources
believed by it to be accurate and reliable. Because of the possibility of human or mechanical error as well as other factors, however, all information contained herein is provided “AS
1S” without warranty of any kind. Under no circumstances shall MOODY’S have any liability to any person or entity for (a) any loss or damage in whole or in part caused by, resulting
from, or relating to, any error (negligent or otherwise) or other circumstance or contingency within or outside the control of MOODY’S or any of its directors, officers, employees or
agents in connection with the procurement, collection, compilation, analysis, interpretation, communication, publication or delivery of any such information, or (b) any direct, indirect,
special, consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even if MOODY'’S is advised in advance of the possibility of such
damages, resulting from the use of or inability to use, any such information. The ratings, financial reporting analysis, projections, and other observations, if any, constituting part of
the information contained herein are, and must be construed solely as, statements of opinion and not statements of fact or recommendations to purchase, sell or hold any securities.
NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF
ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHATSOEVER. Each rating or other opinion must
be weighed solely as one factor in any investment decision made by or on behalf of any user of the information contained herein, and each such user must accordingly make its own
study and evaluation of each security and of each issuer and guarantor of, and each provider of credit support for, each security that it may consider purchasing, holding or selling.

Moody'’s Investors Service, Inc. (“MIS”), a wholly-owned credit rating agency subsidiary of Moody’s Corporation (“MCO”), hereby discloses that most issuers of debt securities
(including corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MIS have, prior to assignment of any rating, agreed to pay to MIS
for appraisal and rating services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies and procedures to address the
independence of MIS’s ratings and rating processes. Information regarding certain affiliations that may exist between directors of MCO and rated entities, and between entities who
hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at www.moodys.com under the heading
“Shareholder Relations — Corporate Governance — Director and Shareholder Affiliation Policy.”
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