
       

                 
  

     

            

    

                  
                 

                 
                  
               

                  

              
            

                   
             

                  
               

             

Fitch Rates Howard University's (DC) Ser 2020B and 2021A Bonds 
BBB-; Outlook Stable 

Fitch Ratings - Chicago - 05 March 2020: 

Fitch Ratings has assigned a 'BBB-' Issuer Default Rating (IDR) and 'BBB-' revenue bond rating to the following 
Howard University Bonds: 

--Approximately $216,000,000 Taxable Bonds, Series 2020B. 

Fitch also affirms its 'BBB-' rating on Howard's $145,000,000 taxable bonds, series 2020. 

The Rating Outlook is Stable. 

Proceeds of the approximately $216 million taxable series 2020B bonds will be used to refund all of the $192.1 
million series 2011A tax exempt bonds. The bonds are expected to price the week of March 16, 2020. 

SECURITY 

A pledge of the available revenues (including tuition and fees) and cash and investments provided via the Trust 
Estate will secure the 2020B bonds. A mortgage is not provided as security on the series 2011B, 2020, or 
2020B bonds. A debt service reserve fund provides additional security on the series 2011B bonds only. 

Howard will also pledge to maintain a balance of $100 million in unrestricted cash and investments as a liquidity 
covenant. 

ANALYTICAL CONCLUSION 

The 'BBB-' Issuer Default Rating (IDR) and bond rating for Howard University reflect strong demand 
characteristics (selectivity, student quality, retention) for undergraduate and professional programs as a leading 
HBCU institution. It is one of only two nonmilitary schools in the U.S. that is federally chartered and receives an 
ongoing federal appropriation, a significant strength. Another key strength is Howard's balance sheet, with 
Fitch-calculated available funds of about $656 million at fiscal 2019, in excess of an adjusted debt base of $461 
million. The rating is constrained by a somewhat price-sensitive tuition base, an unfavorable net tuition revenue 
trend, some variability in operating margins, significant lifecycle capital investment needs and related debt 
plans. 



        

             
              

              
              

         

     

                
                  

        

      

              
                
         

        

KEY RATING DRIVERS 

Revenue Defensibility:: 'a' 

Solid Demand with Selective Student Base; Strong Federal Support 

Howard's 'a' Revenue Defensibility assessment reflects solid demand for its undergraduate programs and a 
multi-regional draw for above-average students. The assessment is tempered by flat to declining net tuition 
revenue and some year-to-year enrollment volatility. Meaningful federal support is a strong consideration in the 
assessment as an offset to tuition reliance. Howard's healthcare enterprise is unlikely to provide meaningful 
operating stability and adds some risk given historically variable operations. 

Operating Risk:: 'bbb' 

Slim Operating Margins and Pending Capital 

Howard's 'bbb' Operating Risk assessment reflects positive but slim cash flow margins as adjusted by Fitch for 
non-cash gift income, as well as significant capital plans. The university's average age of plant is a high 19 
years, indicating high lifecycle investment needs and deferred maintenance. 

Financial Profile:: 'bbb' 

Adequate Financial Resources Consistent with 'bbb' Assessment 

The 'bbb' Financial Profile assessment is supported by currently ample liquid reserves, which are necessary 
against a moderate debt burden that is expected to increase as capital needs are addressed. Leverage ratios 
remain consistent with the rating category through a stress cycle. 

Asymmetric Additional Risk Considerations 

No asymmetric additional risk considerations apply to HU's rating. 

RATING SENSITIVITIES 



          

                 
               

                
               

          

                 
  

             
                 
              

             
                

               
     

            
               

            
               
                 
               

            
        

                 
                  

            

              
             
              

     

Developments That May, Individually or Collectively, Lead to Negative Rating Action: 

--Failure to improve and maintain solid adjusted cash-flow margins of at least 5%-6% to support its capital and 
operating needs, particularly against some sensitivity to volatility in net tuition revenue as well as healthcare 
operations. 

-- Unexpected failure to maintain an available funds to adjusted debt ratio consistent with the 'BBB' rating 
category (no less than 30%) as Howard implements its large capital plan would pressure the rating. 

Developments That May, Individually or Collectively, Lead to Positive Rating Action: 

-- Significant growth in available funds relative to adjusted debt through completion of the capital plan, at levels 
sustained above 75%. 

CREDIT PROFILE 

Howard University is a private, non-profit, comprehensive university with its primary campus located in 
Washington D.C. It was founded in 1867 and is considered one of the leading U.S. universities serving African 
Americans. In 1928, Congress amended Howard's charter, and since then the university has received an 
annual operating appropriation from the federal government through the Department of Education (DOE), the 
great majority of which is available for annual operating expenditure. Only one other non-military college in the 
U.S. receives such an appropriation. In fall 2019, Howard enrolled 9,398 students, of whom 69% are 
undergraduate and 31% are graduate/professional students. 

Academic offerings are broad. Graduate and professional degrees include law, business, medicine, dentistry, 
pharmacy, nursing and allied health, engineering, and architecture, and a divinity school. Through its school of 
communications, Howard operates commercial radio and television stations. The university also owns and 
operates the Howard University Hospital (HUH), a Level 1 Trauma Center and teaching hospital located on 
Howard's main campus. The hospital had been managed by a third party for a five-year term, which has 
improved margins and operations. This contract ended in October 2019. Beginning February 17, 2020 HUH is 
being operated by Adventist HealthCare under a three-year management services agreement which includes 
bringing a new senior leadership team to the hospital. 

Howard is governed by a board of directors, currently about 25, plus two ex-officio seats for the university 
president and the secretary of the U.S. DOE. The board appoints the president; Dr. Wayne A. I. Frederick has 
served as president since 2014, after being in multiple leadership positions at Howard. 

Revenue Defensibility 

Howard's ' a' Revenue Defensibility assessment reflects solid demand for its undergraduate programs and a 
multi-regional draw for above-average students. The assessment is tempered by significant price sensitivity as 
demonstrated by flat to declining net tuition revenue and some year-to-year enrollment volatility. Graduate and 
professional programs show very strong selectivity. 



                
               

               
               

                 
            

                
                

               
               

      

                
               

                  
                 

    

                
                

               
              
         

                
                

                
             

                    
                     

                
                

                 
                 
     

Howard's student base has remained largely steady over the past several years, with only marginal volatility in 
graduate enrollment. Its selectivity is very strong, and retention has been favorable despite some student unrest 
which made headlines in the past few years related primarily to campus safety issues. Applications have 
increased materially, resulting in much more selectivity in recent years at the undergraduate level. Class sizes 
are somewhat restricted for its D.C. campus (due to local zoning requirements) and for its medical programs. Its 
international student base has been marginal but steady between 5%-7% in recent years. 

Over the past few years, Howard's net tuition revenue has been somewhat variable, indicative of some pricing 
constraints with this very selective student population. Its net tuition revenue per FTE CAGR is essentially flat, 
and we expect that enrollment and steadied net tuition should support limited but consistent growth going 
forward. A three-year decline in net tuition revenue tempers this assessment somewhat, though the fall 2019 
class was larger than the prior year's. 

Howard's spending policy allows for an annual 4% distribution of its endowment market value, based on a 
three-year moving average which excludes the most recent year. Fitch views this as sustainable, particularly in 
the context of Howard's 10-year pooled return of 8.5%. The endowment has grown from $417 million in 2009, to 
nearly $700 million in fiscal 2019, an increase of 126%. An in-house Chief Investment Officer was appointed in 
2016 for the first time. 

The recent improvement in the HUH healthcare enterprise to better than breakeven operations, as well as the 
significant revenue provided via federal appropriation, help to buttress a tuition and student base. Over the past 
five years, Howard's federal appropriation has increased from $212 million to $237 million, with $240 million 
approved for 2020. In fiscal 2019, federal grants, contracts and appropriation represented about 28% of 
operating revenue; the largest component was health care at 33%. 

Federal payments are scheduled to be received quarterly, and Howard has a $100 million line of credit 
available to bridge any payment gaps. Howard was placed on heightened cash monitoring (HCM) status by the 
DOE from August 2018 through June 2019, due to concerns related to financial aid use and disbursement. 
Howard improved some processes in Student Financial Aid Services, and demonstrated full compliance with 
procedures to the DOE, resulting in its removal from HCM status, in less than one year. Howard used the line of 
credit twice during this nine-month period, but for four years in a row has reported no draw on the line at fiscal 
year-end. 

Operating Risk 

Howard's 'bbb' Operating Risk assessment reflects positive but slim cash flow margins as adjusted by Fitch for 
non-cash gift income, as well as significant capital plans. The university's fiscal 2019 GAAP margin was a 
negative $12.3 million, as adjusted by Fitch for a $37 million non-cash art gift recorded in operating income. 
The cash flow margin was stronger at 8.5%, and slightly improved from recent years, including 6.8% in fiscal 
2018 and 6.3% in fiscal 2017. 



                 
             

                 
               

          

               
               

                  
                

               
                

                

             
                
                  
             

               
      

                 
                 

              
               

       

             
              

                
               

         

                
    

The university's average age of plant in fiscal 2019 was a high 19 years, indicating high lifecycle investment 
needs and deferred maintenance. Howard's stated capital plans include reconstruction of its steam plant/steam 
loop in 2020, which will be funded with the $140 million series 2020B bonds and include a long-term 
performance-based service arrangement for operation and maintenance with a third party. This will not be a 
concession structure; Howard expects to maintain ownership and help fund repairs/replacement. 

Howard has significant capital needs beyond this series 2021A refunding and the pending steam plant project. 
Fitch's scenario analysis incorporates these needs and the expected strain on leverage. Capital plans call for 
$1.3 billion over the next 10 years, funded via a combination of debt, equity, land sales and philanthropy. This 
includes about $220 million in routine renewal and replacement. The total averages to about $135 million per 
year, which management expects would be sufficient to reduce average age of plant (depreciation was $55 
million in fiscal 2019). Despite the competitive landscape for top students in the HBCU niche, Fitch expects 
Howard has some limited capacity to delay or reduce its capital outlays before student experience is impacted. 

Financial Profile 

Howard University's financial profile reflects ample liquidity and endowment levels against a currently moderate 
debt burden, inclusive of a defined benefit pension plan and capitalized operating lease burden. As of fiscal 
year end June 30, 2019, Howard had about $807 million in total cash and investments, of which $656 million 
Fitch considers available funds (excluded permanently restricted funds). Its long-term debt was about $400 
million, including $142 million in weekly variable rate privately placed debt. Available funds to long-term debt 
equaled about 163% at fiscal year-end 2019. 

Howard offers a defined pension plan to eligible employees, funded at a reported 72% (over 90% as Fitch 
adjusts for an 80% FASB funding threshold) in fiscal 2019. Howard has a material amount of off-balance sheet 
housing, which is reportedly self-sufficient against $113 million in related non-recourse debt (not included in 
Fitch's adjusted debt metric). As Fitch calculates, available funds to adjusted debt (including defined benefit and 
capitalized operating leases) equaled 142% at fiscal 2019. 

The 'bbb' financial profile assessment incorporates additional debt expected in support of Howard's capital 
needs, including an additional new money issuance. With the anticipated new money component, pro forma 
debt service will extend to 2050 (from 2042) with maximum annual debt service (MADS) of approximately $48 
million in 2031. Fitch calculates Howard's coverage of pro forma MADS was 1.5x in fiscal 2019. 

Asymmetric Additional Risk Considerations 

No asymmetric additional risk considerations apply to the university's rating. 

In addition to the sources of information identified in Fitch's applicable criteria specified below, this action was 
informed by information from Lumesis. 

ESG Considerations 



                   
                     

        

         

     

           

Unless otherwise disclosed in this section, the highest level of ESG credit relevance is a score of 3 - 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.fitchratings.com/esg 

RATING ACTIONS 

ENTITY/DEBT RATING PRIOR 

Howard University (DC) 
LT IDR 
BBB-
New Rating 

Howard University (DC) 
/General Revenues/1 LT 

LT 
BBB-
Affirmed 

BBB-

Additional information is available on www.fitchratings.com 

FITCH RATINGS ANALYSTS 

Primary Rating Analyst 
Emily Wadhwani 
Director 
+1 312 368 3347 
Fitch Ratings, Inc. 
One North Wacker Drive 
Chicago 60606 

Secondary Rating Analyst 
Susan Carlson 
Director 
+1 312 368 2092 

Committee Chairperson 
Amy Laskey 
Managing Director 
+1 212 908 0568 

MEDIA CONTACTS 

Sandro Scenga 
New York 
+1 212 908 0278 
sandro.scenga@thefitchgroup.com 

Applicable Criteria 

U.S. Public Finance College and University Rating Criteria (pub. 03 Jun 2019) 

https://www.fitchratings.com/esg
https://www.fitchratings.com/site/re/10075131
mailto:sandro.scenga@thefitchgroup.com
www.fitchratings.com


         

    
 

 

           
        

   
 

  
          

         
            

         
             

     
     

             
             

              

                 
           

                  
              

               
                

              
                   

                 
                  

                
            

            
               
                   

             
                    

               

Public Sector, Revenue-Supported Entities Rating Criteria (pub. 07 Nov 2019) 

Additional Disclosures 

Dodd-Frank Rating Information Disclosure Form 
Solicitation Status 
Endorsement Policy 

DISCLAIMER 

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE 
READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK: 
HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, THE 
FOLLOWING https://www.fitchratings.com/site/dam/jcr:6b03c4cd-611d-47ec-b8f1-
183c01b51b08/Rating%20Definitions%20-%203%20May%202019%20v3%206-11-19.pdf DETAILS FITCH'S 
RATING DEFINITIONS FOR EACH RATING SCALE AND RATING CATEGORIES, INCLUDING DEFINITIONS 
RELATING TO DEFAULT. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE 
FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF 
INTEREST, AFFILIATE FIREWALL, 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.FITCHRATINGS.COM/SITE/REGULATORY. FITCH MAY HAVE PROVIDED ANOTHER 
PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS 
SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY 
CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE. 

COPYRIGHT 

Copyright © 2020 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. 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 verification 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 verification 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 verifications 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 verification 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 
verification 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 

https://www.fitchratings.com/site/re/10099396
https://www.fitchratings.com/site/dodd-frank-disclosure/10113451
https://www.fitchratings.com/site/regulatory
https://www.fitchratings.com/UNDERSTANDINGCREDITRATINGS
https://www.fitchratings.com/site/regulatory
https://www.fitchratings.com/site/dam/jcr:6b03c4cd-611d-47ec-b8f1


                  
                 

                
            

                   
                   

    
                  
                    

                   
               

                 
                     

                    
                
                

                 
                  
                    
                 
                  

                 
             

                
                   

                 
              
                  

                 
                

                
 

                
                

                  
      

               
             

                    
           
                

              
  

                 
      

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 financial 
statements and attorneys with respect to legal and tax matters. Further, ratings and forecasts of financial and 
other information are inherently forward-looking and embody assumptions and predictions about future events 
that by their nature cannot be verified as facts. As a result, despite any verification 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 affirmed. 
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 specifically mentioned. Fitch is not engaged in the offer or sale of 
any security. All Fitch reports have shared authorship. Individuals identified 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, 
verified and presented to investors by the issuer and its 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 filed 
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 efficiency 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 financial 
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.fitchratings.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. 

SOLICITATION STATUS 

The ratings above were solicited and assigned or maintained at the request of the rated entity/issuer or a 
related third party. Any exceptions follow below. 

https://www.fitchratings.com/site/regulatory


                
                  

               
                

                
 

  

Endorsement Policy 

Fitch's approach to ratings endorsement so that ratings produced outside the EU may be used by regulated 
entities within the EU for regulatory purposes, pursuant to the terms of the EU Regulation with respect to credit 
rating agencies, can be found on the EU Regulatory Disclosures page. The endorsement status of all 
International ratings is provided within the entity summary page for each rated entity and in the transaction 
detail pages for all structured finance transactions on the Fitch website. These disclosures are updated on a 
daily basis. 

Fitch Updates Terms of Use & Privacy Policy 

We have updated our Terms of Use and Privacy Policies which cover all of Fitch Group's websites. Learn more. 

https://www.fitchratings.com/regulatory
https://www.thefitchgroup.com/site/termsofuse
https://www.thefitchgroup.com/site/privacy
https://www.thefitchgroup.com/site/policies

