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RATING ACTION COMMENTARY

Fitch Upgrades The Ohio State
University's IDR to 'AA+'; Outlook Stable
Wed 18 Jan, 2023 - 10:55 AM ET

Fitch Ratings - Chicago - 18 Jan 2023: Fitch Ratings has upgraded The Ohio State University's (OSU) Issuer Default

Rating (IDR) to 'AA+' from 'AA'. Fitch has also upgraded to 'AA+' the ratings on general receipt bonds issue by OSU. The

'F1+' rating on bonds supported by self-liquidity has been af�rmed.

The Rating Outlook is Stable.

VIEW ADDITIONAL RATING DETAILS

SECURITY

The general receipt bond obligations are secured by a gross pledge of and �rst lien on all general receipts of the

University. Speci�cally excluded from the pledge are restricted gifts and state operating appropriations. The series

2013A special purpose general receipts bonds (not rated by Fitch) are secured by a subordinate pledge of all revenues,

fees, rentals, rates, charges, insurance proceeds and other moneys derived by the university from the ownership or

operation of student housing, dining and recreational sports systems.

ANALYTICAL CONCLUSION

The upgrade of OSU's IDR and revenue bond ratings to 'AA+' re�ect the University's continued strong demand

characteristics and steady growth in freshmen applications, robust cash �ow metrics that have been particularly
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strong in �scals 2021 and 2022 despite the pandemic and recent macro labor and in�ationary pressures, and

favorable balance sheet resources, even with the addition of debt in 2021. OSU also continues to bene�t from its

position as a leading comprehensive �agship public research university with a strong regional and national draw.

Despite OSU's sizeable ongoing capital plans and equity market volatility in 2022, the University retains a strong

�nancial pro�le, including in a stress case of Fitch's forward-looking scenario analysis. While Fitch expects that OSU

will sustain strong operating margins in the coming years, the upgrade is not predicated on our assumption that the

very robust adjusted cash �ow margins recorded in �scals 2021 and 2022 will be maintained.

The 'F1+' short-term rating re�ects OSU's long-term credit quality with a 'AA+' IDR, together with its ability to cover

the maximum potential liquidity demands presented by its self-supported variable rate obligations and commercial

paper program from its available liquid resources.

KEY RATING DRIVERS

Revenue Defensibility - aa: Flagship Research University with a Robust Healthcare Enterprise

Revenue Defensibility: OSU's very strong revenue defensibility re�ects the University's healthy demand

characteristics including good student quality and retention and robust demand in terms of freshmen applications and

matriculation, steady state support, meaningful fundraising, and a pro�table and growing healthcare enterprise. State

support is limited at about 6% of total revenues.

OSU is a leading public �agship university with a thriving research foundation and the University is anchored by a

growing and accretive healthcare enterprise. While OSU's revenue base is diverse, healthcare operations comprise by

far the biggest share of total operating revenue, at approximately 57% in �scal 2022 (followed by student fees at

nearly 16% and grants at nearly 12%). The healthcare enterprise recovered from the constrained volume and revenue

environment during the peak of the coronavirus pandemic and has managed well during the ongoing macro challenges

of nurse shortages, elevated staff costs, and broader in�ation. The Wexner Medical Center is the region's primary

academic tertiary/quaternary referral center.

OSU's comparative cost of attendance is near the median of the Big 10 and therefore affords some �exibility, even

though each class has a tuition guarantee. Fewer than 80% of OSU's undergraduates are in-state, and the state does

not place an explicit cap on the number of out-of-state or international students who may attend. International

demand is robust and should be enhanced as U.S. and global policy adjusts to a post-pandemic world.

OSU's demand pro�le is strong, as is typical of a large public �agship research university. Student quality remains

strong and the retention rate exceeds 90%. In fall 2022, the entering class average SAT was 1341 and the average ACT

score of 28.9, both well above average (OSU remains test optional).

Freshman applications continue to grow and demand continues to be robust, although the matriculation rate remains

somewhat modest at just under 25%. Total FTE enrolment declined 2.6% in fall 2022, to which management attributes

an increase in the number of students graduating early (management estimates early graduates increased from

approximately 2% to 10%-12%). This trend was accelerated during the pandemic and is being experienced by other

universities as more students start university having transferred AP credits out of high school.

State support has been generally �at in recent years, other than an increase of approximately $24 million in �scal

2021 for a �scal 2021 total in excess of $485 million, re�ecting the state's improved budget and a rebound following

cuts that were implemented in the early months of the pandemic. The �scal 2023 budget does not include increases

for state share of instruction (SSI). Appropriations are divided between SSI and State Operating Appropriations and
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accounted for nearly 6% of �scal 2022 adjusted operating revenue. The State is also funding a portion of OSU's

current capital spending.

Operating Risk - aa: Strong Cash Flow Margins Despite Pandemic and Ongoing Macro Challenges; Robust Capital

Plans Continue

Operating Risk: The very strong operating risk assessment is supported by consistently favorable operating metrics.

OSU's adjusted cash �ow margins remained auspicious in �scals 2021 (25.8%) and 2022 (16.7%). Operating results

have been robust for a number of years as the cash �ow margin averaged better than 13% between �scals 2016 and

2020.

Fiscal 2022 results were supported by OSU's ongoing cost management initiative (which was initiated in response to

the pandemic), maintenance of strong student demand, robust federal and state grants, healthy fundraising, and

continued pro�tability of the health system. On this latter point, the operating margin at the health system measured

a very strong 8.6% in �scal 2022, compared with 13.5% in �scal 2021. Maintenance of margins as strong as �scal 2021

and 2022 is impressive in the best of times, and especially so given the labor pressures and generationally elevated

in�ation experienced in the last year. Health system operations bene�ted from the aforementioned cost management

efforts and good growth in surgical volumes and outpatient visits as demand for patient services remains strong.

While Fitch expects that the adjusted cash �ow margin will remain favorable, OSU's upgrade is not predicated on

margins remaining in the range achieved in �scals 2021 or even 2022. Long-term, Fitch expects OSU's cash �ow

margins to be sustained at levels in-line with a 'aa' operating risk assessment (i.e., better than 12%).

OSU's capital spending has been elevated for some time and is expected to remain so in the coming years. The

University's capital spending ratio averaged approximately 175% between �scals 2018 and 2022. As a result, OSU's

average age of plant measured a sound 11.5 years at FYE 2022.

Five key projects highlight OSU's capital program: the Arts District, which is in construction with an estimated total

cost of $165 million (more than $100 million spent by calendar year end 2022), with the music center opened in 2022

and the theatre later in 2023; the Interdisciplinary Research Facility, currently in construction and estimated at nearly

$230 million ($140 million spent by calendar year end 2022), scheduled to open in June 2023; four outpatient and

ambulatory facilities, with a cumulative cost estimate of $815 million, expected to open in phases between 2021 and

2025; a new inpatient tower at Wexner with associated infrastructure support, estimated at just over $2 billion and

expected to open in 2026; and the Interdisciplinary Health Sciences building, estimated at just over $155 million, in

construction and expected to open in 2024. The capital plan is heavily focused on healthcare activities. OSU's capital

improvement plan is being funded with a combination of internal resources, state capital support, fundraising, debt,

and other sources.

Fundraising is a favorable credit consideration, given OSU's track record of successful campaigns and consistent

annual giving. In October 2019 OSU launched a $4.5 billion comprehensive 'Time and Change' campaign. By FYE 2022

the campaign raised approximately $3.4 billion and �scal 2022 was a record year of fundraising despite the volatility in

the equity markets in 2022.

Financial Pro�le - aa: Strong Financial Pro�le Despite Debt load

Financial Pro�le: OSU's �nancial pro�le remains strong, despite recent debt issuance and equity market volatility in

2022.
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Direct debt measured just over $4 billion at FYE 2022, inclusive of bonds, capital leases, notes payable, and other

obligations. Debt includes approximately $275 million of variable rate demand obligations, and is relatively back-

loaded, in part due to several bullet maturities. Maximum annual debt service (MADS) is approximately $853 million,

resulting from a $654 million bullet payment. OSU has set aside approximately $280 million for future expenses and

as an offset to its future payments, including the $654 million bullet payment due in 2040, roughly $400 million due in

2047, and a $500 million century bond payment due in 2111. Actual annual debt service was $242 million in �scal

2022, on which OSU generated 5.6x coverage. Additional debt is expected in the coming years to support ongoing

capex.

AF-to-debt is very strong, measuring about 230% at FYE 2022 (Fitch adjusts AF to move Medicare advance payment

funds to restricted). AF-to-adjusted debt (including the Fitch-adjusted net pension liability) totaled about 125% at FYE

2022. Fitch considers OSU's �nancial pro�le assessment of 'aa' to be strong, with resilience through a stress case in a

forward-looking scenario analysis. In the forward-looking stress case, cash-to-adjusted debt never falls below 100%

and approaches 120% by year four.

Debt equivalents of $3.4 billion primarily re�ect OSU's participation in two state cost-sharing multi-employer

retirement systems, OPERS and STRS-Ohio. Combined net pension liability to OSU as of the �scal 2022 audit was

$1.5 billion, which Fitch adjusts to $3.4 billion to re�ect a 6% discount rate. The pension plans are well funded at 91%

taken together (or 83% as adjusted by Fitch). Contributions to the state's retirement plans are established by statute

and have long been suf�cient to support full actuarial funding.

The 'F1+' Short-Term rating is supported by OSU's 'AA+' IDR rating. Adjusted available liquid resources well exceeds

short-term demand obligations and the maximum authorized commercial paper.

Asymmetric Additional Risk Considerations

No asymmetric additional risk considerations apply to OSU's ratings.

President Kristina Johnson announced that she is leaving OSU at the end of FY 2023. The board is engaging a national

search for a new president. OSU recently announced that Dr. John J. Warner is joining as the new CEO of Wexner

Medical Center and university EVP. Dr. Warner is expected to join as of April 1, having most recently served since

2018 as CEO of the UT Southwestern Health System.

RATING SENSITIVITIES

Factors that could, individually or collectively, lead to negative rating action/downgrade:

--Sustained material weakening of OSU's operations such that the adjusted cash �ow margin were expected to remain

well below pre-pandemic trends for a period;

--A signi�cant increase in leverage beyond what is planned and/or material weakening of liquidity such that AF-to-

adjusted debt were closer to 60% or lower.

Factors that could, individually or collectively, lead to positive rating action/upgrade:

--Given the current upgrade, further upward rating movement is not likely in the Outlook period;

--Even stronger demand characteristics leading to OSU achieving a 'aaa' revenue defensibility;

--Maintenance of very strong operating metrics, with an adjusted cash �ow margin expected to be sustained above

15% for an extended period;
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--After completing the current major capex drive, if liquidity growth is sustained such that AF-to-adjusted debt were

expected to remain above 150% (including in a stress case) could warrant positive rating consideration.

BEST/WORST CASE RATING SCENARIO

International scale credit ratings of Sovereigns, Public Finance and Infrastructure issuers have a best-case rating

upgrade scenario (de�ned as the 99th percentile of rating transitions, measured in a positive direction) of three

notches over a three-year rating horizon; and a worst-case rating downgrade scenario (de�ned as the 99th percentile

of rating transitions, measured in a negative direction) of three notches over three years. The complete span of best-

and worst-case scenario credit ratings for all rating categories ranges from 'AAA' to 'D'. Best- and worst-case scenario

credit ratings are based on historical performance. For more information about the methodology used to determine

sector-speci�c best- and worst-case scenario credit ratings, visit https://www.�tchratings.com/site/re/10111579.

PROFILE

OSU was founded in 1870 and is one of 14 state-supported universities in Ohio (AAA IDR) and is the state's �agship

research university, as well as the designated land grant institution. The main campus is located in Columbus and is

also the location of the Wexner Medical Center, a leading referral AMC. OSU also operates extended academic

campuses in Lima, Mans�eld, Marion, and Newark. The main campus in Columbus accounts for approximately 90% of

total headcount and is one of the largest individual campuses in the U.S. in terms of enrollment. Fall 2022 FTE

enrollment was 54,536 in Columbus (59,158 all campuses).

The University consists of 15 colleges, seven schools, the Graduate School, and the Agricultural Technical Institute.

Health system operations include the OSU physicians, OSU faculty group practice, research center, The Ohio State

University Comprehensive Cancer Center, and Ohio State University Health System (OSUHS, which includes various

hospitals and clinics). Total University operating revenue approached $7.4 billion in audited �scal 2022 (June 30 year-

end).

In addition to the sources of information identi�ed in Fitch's applicable criteria speci�ed below, this action was

informed by information from Lumesis.

REFERENCES FOR SUBSTANTIALLY MATERIAL SOURCE CITED AS KEY DRIVER OF RATING

The principal sources of information used in the analysis are described in the Applicable Criteria.

ESG CONSIDERATIONS

Unless otherwise disclosed in this section, the highest level of ESG credit relevance is a score of '3'. This means ESG

issues are credit-neutral or have only a minimal credit impact on the entity, either due to their nature or the way in

which they are being managed by the entity. For more information on Fitch's ESG Relevance Scores, visit

www.�tchratings.com/esg.
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All Fitch Ratings (Fitch) credit ratings are subject to certain limitations and disclaimers. Please read these limitations

and disclaimers by following this link: https://www.�tchratings.com/understandingcreditratings. In addition, the

following https://www.�tchratings.com/rating-de�nitions-document details Fitch's rating de�nitions for each rating

scale and rating categories, including de�nitions relating to default. ESMA and the FCA are required to publish

historical default rates in a central repository in accordance with Articles 11(2) of Regulation (EC) No 1060/2009 of

the European Parliament and of the Council of 16 September 2009 and The Credit Rating Agencies (Amendment etc.)

(EU Exit) Regulations 2019 respectively.

Published ratings, criteria, and methodologies are available from this site at all times. Fitch's code of conduct,

con�dentiality, con�icts of interest, af�liate �rewall, 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.�tchratings.com/site/regulatory. Fitch may have provided another permissible or ancillary service to the

rated entity or its related third parties. Details of permissible or ancillary service(s) for which the lead analyst is based

in an ESMA- or FCA-registered Fitch Ratings company (or branch of such a company) can be found on the entity

summary page for this issuer on the Fitch Ratings website.

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 veri�cation 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 veri�cation 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 veri�cations 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 veri�cation 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 veri�cation 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 �nancial statements and attorneys with respect to legal and tax matters.

Further, ratings and forecasts of �nancial and other information are inherently forward-looking and embody

assumptions and predictions about future events that by their nature cannot be veri�ed as facts. As a result, despite

any veri�cation 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 af�rmed.

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

speci�cally mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have shared

authorship. Individuals identi�ed 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, veri�ed and presented to investors by the issuer and its
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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 �led 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 ef�ciency of electronic publishing and distribution, Fitch research may be

available to electronic subscribers up to three days earlier than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian �nancial services

license (AFS license no. 337123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings

information published by Fitch is not intended to be used by persons who are retail clients within the meaning of the

Corporations Act 2001.

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally Recognized

Statistical Rating Organization (the “NRSRO”). While certain of the NRSRO's credit rating subsidiaries are listed on

Item 3 of Form NRSRO and as such are authorized to issue credit ratings on behalf of the NRSRO (see

https://www.�tchratings.com/site/regulatory), other credit rating subsidiaries are not listed on Form NRSRO (the

“non-NRSROs”) and therefore credit ratings issued by those subsidiaries are not issued on behalf of the NRSRO.

However, non-NRSRO personnel may participate in determining credit ratings issued by or on behalf of the NRSRO.

Copyright © 2023 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.

READ LESS

SOLICITATION STATUS

The ratings above were solicited and assigned or maintained by Fitch at the request of the rated entity/issuer or a

related third party. Any exceptions follow below.

ENDORSEMENT POLICY

Fitch’s international credit ratings produced outside the EU or the UK, as the case may be, are endorsed for use by

regulated entities within the EU or the UK, respectively, for regulatory purposes, pursuant to the terms of the EU CRA

Regulation or the UK Credit Rating Agencies (Amendment etc.) (EU Exit) Regulations 2019, as the case may be. Fitch’s

approach to endorsement in the EU and the UK can be found on Fitch’s Regulatory Affairs page on Fitch’s website. The

endorsement status of international credit ratings is provided within the entity summary page for each rated entity

and in the transaction detail pages for structured �nance transactions on the Fitch website. These disclosures are

updated on a daily basis.
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