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University of Notre Dame du Lac, IN
Update to credit analysis

Summary
University of Notre Dame du Lac, IN’s (Aaa stable) excellent credit quality reflects its
exceptional strategic position as a premier, academically selective Catholic research
university with an excellent national brand. Notre Dame maintains robust financial reserves
and unrestricted liquidity providing strength in times of uncertainty. Reserves are supported
by excellent philanthropy and an active investment management team that produces
returns that routinely outperform benchmarks. The university’s immediate credit challenge
is managing the various expense and revenue implications of the coronavirus pandemic,
which could extend into fiscal 2021. Favorably, Notre Dame’s strong financial management
and governance is a key credit strength, providing some mitigation. Additional credit
considerations include intense competition for high-caliber students, moderately high
reliance on endowment earnings for operations, and a debt structure comprised of primarily
bullet maturities.

Exhibit 1

Strong operating performance and substantial financial reserves anchor Notre Dame's excellent
credit quality
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Source: Moody's Investors Service

Credit strengths

» Very strong national student demand as a premier, highly selective large Catholic research
university

» Robust balance sheet resources and liquidity, with fiscal 2019 (ending June 30)
unrestricted monthly liquidity of $2.9 billion or 847 monthly days cash on hand

» Consistently strong operating surpluses driven by prudent financial management

» Active investment management function contributes to high performance and
exceptional long-term investment returns
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» Very strong fundraising bolsters balance sheet growth and provides funding for capital projects, with three-year average gift revenue
of $390 million

Credit challenges

» Managing through operational and financial uncertainties posed by the coronavirus pandemic

» Intense national competition for the most talented students with the other leading and well-endowed universities

» Vulnerability to impact of investment losses and drag on endowment spending from its moderately high 36% reliance on
investment income for operating revenue

» Most debt in long-dated bullet maturities, underscoring the need for active asset-liability management

Rating outlook
The stable outlook reflects Notre Dame’s ability to adjust to exogenous shocks given strong brand, sizable wealth, robust donor
support, and strong budgetary and liquidity risk management practices. The outlook also reflects Moody's base case macroeconomic
scenario, which includes a sharp contraction in growth in calendar 2020 followed by a rebound in calendar 2021. However, given
uncertainty regarding the impact of the outbreak, there is a range of plausible outcomes. The risks to our baseline forecasts remain
firmly to the downside.

Factors that could lead to an upgrade

» Not applicable

Factors that could lead to a downgrade

» Severe market downturn over a period of time reducing the university’s wealth

» Loss of competitiveness reflected in weakened net tuition revenue growth and deteriorating operating performance

» Material change in the university’s risk appetite, including greater use of leverage

» For the P-1 rating, significant deterioration in the university’s available liquidity

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 NOTRE DAME DU LAC, IN

2015 2016 2017 2018 2019 Pro forma

Median: Aaa 

Rated Private 

Universities

Total FTE Enrollment 12,178 12,255 12,326 12,417 12,494 12,494 9,877

Operating Revenue ($000) 1,247,319 1,326,537 1,379,219 1,459,809 1,524,997 1,524,997 1,656,647

Annual Change in Operating Revenue (%) 6.6 6.4 4.0 5.8 4.5 4.5 3.6

Total Cash & Investments ($000) 10,270,591 9,920,407 10,970,623 12,182,101 12,777,352 12,902,352 11,827,362

Total Debt ($000) 922,135 1,011,335 1,106,162 1,263,916 1,268,300 1,547,577 1,609,575

Spendable Cash & Investments to Total Debt (x) 9.3 8.0 8.1 7.9 8.2 6.8 7.5

Spendable Cash & Investments to Operating Expenses (x) 8.1 7.3 7.7 7.8 7.7 7.8 8.0

Monthly Days Cash on Hand (x) 729 726 954 980 847 885 859

Operating Cash Flow Margin (%) 22.6 23.8 22.8 20.9 20.9 20.9 19.5

Total Debt to Cash Flow (x) 3.3 3.2 3.5 4.1 4.0 4.9 4.6

Annual Debt Service Coverage (x) 8.6 9.2 8.9 6.7 7.1 7.1 3.8

Pro forma total debt includes Series 2020 bonds, a $125 million term loan, and an estimated $125 million in outstanding commercial paper. Management reports that proceeds from the
$125 million term loan are for liquidity purposes and are thus included in total cash and investments, spendable cash and investments, and monthly liquidity.
Source: Moody's Investors Service

Profile
Located in Notre Dame, Indiana, the University of Notre Dame was founded in 1842 by the Congregation of Holy Cross. It is a large
private Catholic research university, with a residential undergraduate program and graduate and professional programs. For fiscal 2019
the university had $1.5 billion of operating revenue with approximately $12.8 billion in cash and investments.

Detailed credit considerations
Market profile: prominent market leadership as academically selective, Catholic research university driving strong student
demand
Strong national student demand will continue at Notre Dame, driven by its market leadership as the premier academically selective,
national Catholic research university. Fall 2019 enrollment was nearly 12,500 full time equivalent students, with about 70% enrolling as
undergraduate. Notre Dame is increasingly selective, accepting fewer than 16% of applicants and is the first choice for many applicants
with 58% of accepted students enrolling. We expect continued strong student demand in the fall, despite significant uncertainty
surrounding the mode of teaching and on-campus living because of the coronavirus pandemic.

Net tuition revenue growth has remained steady, notable given its policy of need-blind admission and commitment to fund unmet
need. Net tuition per student of $27,491 for fiscal 2019 is up 3% from the prior year and over 11% since fiscal 2015. The increase is
driven by regular price increases in tuition and student charges. Tuition discounting is rising slightly, to 48.2% in fiscal 2019 from 45.2%
in fiscal 2015, increasingly funded by Notre Dame's sizable endowment. Management is budgeting for a potentially higher discount
growth rate in the fall because of adverse economic conditions impacting students and their families.

The university has invested in its research activities, driving growth in awards. Notre Dame reported $147 million in research
expenditures in fiscal 2019, up from $115 million in fiscal 2014. The university strives to continue building its research portfolio,
providing additional future sources of revenue.

Operating performance: balanced to positive operating performance expected despite coronavirus-related impacts
Notre Dame will continue to produce sound operations and cash flow over the short-term, despite coronavirus-related financial
impacts, because of the university's strong financial team and proactive budgeting. Management is estimating at worst breakeven
performance for fiscal 2020 after taking swift expense actions. The university is modeling numerous scenarios for fiscal 2021, including
scenarios without students on campus in the fall, and has identified additional expense levers to pull to maintain sound operating
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performance. Historically, Notre Dame has produced excellent operating margins and operating cash flow margins, consistently above
10% and 20%, respectively.

Most the university's revenue comes from student charges and investment income, equaling about 79% of its revenue in fiscal 2019.
Reliance on these sources are high compared to peers of similar credit quality which have more diverse revenue basis. Because of a
planned increase in the university's 2021 financial aid budget impacting net tuition revenue, as well as a projected small decrease in
philanthropy and investment income, Notre Dame is estimating lower revenue growth than in recent years.

Wealth and liquidity: exceptional wealth and liquidity provides support in time of uncertainty
Balance sheet resources and liquidity are exceptional and among the largest of all universities, providing the university with a significant
buffer in a time of high uncertainty. Total cash and investments, excluding those funds managed for other religious organizations,
totaled $12.8 billion, up nearly 25% since fiscal 2015. Notably, most of the investments carry no permanent donor restrictions, with
spendable cash and investments of $10.4 billion representing over 80% of the total. The university manages nearly $1.4 billion for
other religious organizations.

Notre Dame has a strong internal investment management function, with a Chief Investment Officer (CIO) overseeing 16 investment
professionals. For the twelve month period ending 6/30/2019, it reported a 7.2% annual investment return, within the range of returns
for most institutions. Five and ten-year returns have been consistently above benchmarks and many peer institutions. The investment
portfolio is highly diversified, providing some mitigation in times of financial market volatility. The university's long time CIO recently
announced his retirement starting in June, with the university's experienced Managing Director named as his replacement. We expect a
seamless transition with no major changes to investment strategies.

Fundraising is exceptional, with three-year average gift revenue of over $390 million. In August 2017 the university publicly announced
its “Boldly Notre Dame” campaign. Although the campaign is comprehensive, Notre Dame has announced the single highest priority
is $1 billion for undergraduate student financial aid. In the prior campaign the university raised more than $2.0 billion against the
$1.5 billion goal. Management reports that “Boldly Notre Dame” is the most successful multiyear capital campaign in the University's
history, both in terms of total amount raised and the number of donors engaged

Liquidity
Liquidity is excellent, with $2.9 billion of unrestricted monthly liquidity or 847 days of monthly cash at the end of fiscal 2019. Pro
forma monthly liquidity to demand debt, assuming $125 million of CP issued and a line of credit outstanding of $31 million, is an
extremely strong 1,940%, mitigating a debt structure comprised largely of long-dated bullet maturities with relatively low principal
amortization in early years. The university has taken additional steps to boost its already exceptional liquidity by entering into a $125
million two-year term loan and negotiating an increase and extension of existing lines of credit.

A $400 million Taxable CP program is supported by self liquidity. The university has a limit of no more than $50 million of CP maturing
on one day and $250 million over a five business day period. Notre Dame has a highly capable treasury management team to oversee
its self liquidity program with appropriate procedures to address a potential failed remarketing. During recent short-term market
volatility, the university did not have any remarketing disruptions.

As of March 31, 2019, discounted daily liquidity totaled $644 million, largely comprised of US Treasury and money market funds.
Moody's calculated total daily liquidity covered the $250 million CP weekly limit a strong 2.6x excluding backup bank facilities. Notre
Dame has numerous available lines of credit providing additional potential boosts to robust internal liquidity.

Leverage: manageable leverage given sizable balance sheet and solid operating performance
Manageable leverage will continue because of Notre Dame's strong balance sheet buffer and commitment to strong operating
performance. Calculated pro forma debt includes proposed series 2020 bonds, a recent $125 million short-term loan entered into for
additional liquidity, and a $125 million of CP outstanding. Spendable cash and investments, assuming the $125 term loan proceeds are
held, covers pro forma debt a strong 6.8x. Pro forma debt to cash flow is slightly elevated compared with recent years at 4.9x, but still
in line with peers.
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Debt structure
Debt structure risks remain manageable despite a majority of debt maturities in bullet form. Favorably, about 90% of the university's
pro forma debt is fixed rate.

Debt-related derivatives
Debt-related derivative risk is manageable, with the university acting as counterparty to three forward starting fixed rate swaps of
$355 million notional. The university renegotiated the terms of an outstanding swap to coincide with the maturity date of proposed
Series 2020 bonds, with the new start date effective in fiscal year 2030. Notre Dame also entered into two additional forward swap
agreements, with a total notional of $200 million and start dates in 2025 and 2030. Given its ample financial resources, strong cash
flow, and sophisticated management team, the risks associated with these arrangements are manageable within the Aaa rating.

Pensions and OPEB
Exposure to post-retirement benefits is manageable, with related expenses accounting for about 3.5% of fiscal 2019 operating
expenses. Notre Dame offers a DC, DB and post-retirement medical benefits (OPEB). At June 30, 2019, there was a $73 million
unfunded pension liability and a $48 million OPEB liability. On December 31, 2017 the DB plan was closed to new participants and
current plan participants were given a one-time opportunity to remain in the plan or move to the DC plan.

ESG Considerations
Environmental
Like most of the higher education sector, environmental considerations have a limited impact on the credit profile of Notre Dame at
this time.

Social
Moody's regards the coronavirus outbreak as a social risk under its ESG framework, given the substantial implications for public
health and safety. The university has ceased in-person course instruction for the remainder of the academic year and transitioned all
coursework to an online delivery format. It is currently unknown if the coronavirus will impact retention, enrollment, and auxiliaries at
ND in fall 2020, but a strong brand name and management team provides mitigation to these risks.

An excellent brand recognition and ability to recruit nationally shields Notre Dame from unfavorable demographic trends in
the Midwest region. However, recruitment of academically talented students does expose it to significant market competition.
Additionally, a commitment to meeting the needs of lower-income students exposes it to potential significant financial aid costs,
which will be magnified because of the sharp economic downturn.

Governance
An experienced senior leadership team and strong oversight of planning and budgeting contributes to the university’s exceptional
strategic position. Swift actions taken by the board and senior leadership to protect students on-campus and studying abroad, as well
as a commitment to maintain breakeven to surplus operations in fiscal 2020, illustrates the university’s strong financial management
and governance practices. The university is being proactive in planning for fall 2020, looking at various scenarios for the campus, as well
as education delivery formats. The financial management team has also developed numerous scenarios and projections to maintain at
least balanced operations in fiscal 2021.
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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 3

University of Notre Dame

Scorecard Factors and Sub-factors Value Score

Factor 1:   Market Profile (30%)

Scope of Operations (Operating Revenue) ($000) 1,524,997 Aa2

Reputation and Pricing Power (Annual Change in Operating Revenue) (%) 4.5 A3

Strategic Positioning Aaa Aaa

Factor 2:   Operating Performance (25%)

Operating Results (Operating Cash Flow Margin) (%) 20.9 Aa1

Revenue Diversity (Maximum Single Contribution) (%) 42.5 Aa2

Factor 3:   Wealth & Liquidity (25%)

Total Wealth (Total Cash & Investments) ($000) 12,902,352 Aaa

Operating Reserve (Spendable Cash & Investments to Operating Expenses) (x) 7.9 Aaa

Liquidity (Monthly Days Cash on Hand) 885 Aaa

Factor 4:   Leverage (20%)

Financial Leverage (Spendable Cash & Investments to Total Debt) (x) 6.8 Aaa

Debt Affordability (Total Debt to Cash Flow) (x) 4.9 Aa2

Scorecard-Indicated Outcome Aa1

Assigned Rating Aaa
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.

Note: Above scorecard factors are based on pro forma data.
Source: Moody's Investors Service
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