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Fitch Affirms Stephen F. Austin State Univ., TX's RFS
Bonds at 'A+'; Outlook Stable

Fitch Ratings - Austin - 23 Aug 2024: Fitch Ratings has affirmed the rating on various outstanding
Revenue Financing System (RFS) bonds issued by the prior Board of Regents (BOR) of Stephen F. Austin
State University (SFA), TX at 'A+'. (SFA's BOR was dissolved when the university became a member
institution of the University of Texas System (UTS) on Sept. 1, 2023, and is now governed by the UTS
Board of Regents).

The Rating Outlook is Stable.

The 'A+' RFS bond rating reflects Fitch's assumption SFA can feasibly return to thin but adequate cash
flow margins over the near-term, despite a weakly moderate demand profile and budgetary structural
imbalance anticipated thru fiscal 2025. Pledged UTS resources, sufficient cost management, and some
revenue-raising ability underpin this assumption.

The 'a' Operating Risk profile also broadly considers the future institutional restructuring expected as
part of SFA's long-range strategic/financial plan, currently under development by its new President. SFA
benefits from the wrap-around strategic and operating support provided by UTS to its various member
institutions, and the UT System's very strong credit profile (IDR AAA/Stable).

The 'A+' rating also reflects UTS's treatment of outstanding SFA debt as "prior encumbered
obligations," whereby outstanding SFA bonds will remain secured by SFA's pledged revenues, and not
by the entire UT System.

SECURITY

The 'A+' bond rating on SFA's outstanding bonds outstanding RFS bonds are secured by all legally
available revenues and fund balances of SFA. The security pledge specifically excludes operating
appropriations and state constitutional higher education funds (HEF).

KEY RATING DRIVERS
Revenue Defensibility - ‘bbb’
Pressured Enrollment; Solid State and System Support

At 10,888, fall 2023 (fiscal 2024) headcount was down about 4%, slightly below the prior year's 5% loss.
This performance was bolstered by a relatively large first-time undergraduate student class that did
not fully offset the losses in dual credit, transfer, and graduate students. Recent headcount declines,



that began in fiscal 2020, have averaged just under -4% over the last five fiscal years (fiscal years
2019-2024).

This longer trend of headcount loss is viewed with some concern, which in combination with only
modestly selective demand metrics reflects the strong competition from area community colleges and
other public universities. However, Fitch also recognizes SFA's demand profile may continue to evolve
somewhat in the near to intermediate term as a relatively new member of the UT System, and could be
enhanced by added scholarship, operational, and capital investment pledged by UTS to SFA over the
next few years.

The state's strong demographic profile may also moderately benefit SFA, as current plans include SFA's
participation in a coordinated academic partnership program with UT-Austin that is expected to bring
roughly 100 students to enroll at SFA for one year, a portion of whom may be retained.

Preliminary headcount for fall 2024 (fiscal 2025) is down by a lower -2.1%, which management
attributes primarily to SFA's decision to eliminate some of its dual credit programs distant to campus.
However, the year's application and enrollment trends for first-time undergraduates at SFA were
strong, and the fall 2024 class of nearly 2,100 is anticipated to be the largest since 2017.
Undergraduate retention rates have reportedly improved somewhat as well. Housing demand and
occupancy levels are also strong per management.

The 'bbb' Revenue Defensibility assessment is also underpinned by modest revenue diversity. Tuition
and auxiliary revenue contributed an above-average 47% of fiscal 2023 adjusted total unrestricted
operating revenues as compared with Fitch's public university medians, while the generally stable state
appropriation comprised the next largest portion at 23%. Fitch expects further modest shifts in SFA's
revenue trends may be realized over the next few years given its relatively new status as a UTS
member institution.

Operating Risk - 'a’
Diminished Margins

The fiscal 2023 adjusted cash flow margin further weakened to just under 1%, down from
approximately 7% in fiscal 2022. This was due in part to the years' continued enrollment loss, prior
spend-down of one-time federal stimulus funding, and the subsequent fiscal impact of certain
voluntary separation agreement pay-outs. Recent fiscal years have also benefitted from management's
expense control actions.

Fiscal 2024 is the first fiscal year SFA's financials are to be incorporated in the UTS's audit. Initial
projections of SFA operating performance at YE is a slightly larger than budgeted gap of about $21
million (roughly 8% of spending).

Management indicates this was due in large part to certain higher than budgeted UTS benefit costs and
some delays in realizing key budget savings and revenue opportunities expected in joining UTS. For
fiscal 2025, SFA's $235 million operating budget retains a similarly-sized structural imbalance of about



-$16 million or 6% of spending, despite certain revenue increases put in place primarily for auxiliary
housing/dining services.

Nonetheless, in its forward look, Fitch expects SFA will be able to regain adequate cash flow margins of
no less than 6%, and close these structural budget gaps given the budgetary tools and resources at its
disposal.

Average age of plant has crept up over time, reaching an elevated 21 years in fiscal 2023, which
indicates very high life-cycle investment needs and deferred maintenance. SFA, as part of the UT
System, is now eligible for Permanent University Fund (PUF) capital funding, and no longer receives
state constitutional HEF for that purpose. Fitch expects the additional one-time PUF funding provided
by UTS in its initial agreement with SFA may, along with the likelihood of further investment, favorably
help reduce a portion of SFA's long-standing capital needs.

Financial Profile - 'aa’
Adequate Leverage Ratios for Rating Category

Available funds (AF; defined as unrestricted cash and investments) totaled roughly $134 million at FYE
2023, down slightly from about $136 million the prior year. SFA's ratio of AF to Fitch-adjusted debt
(including pensions) totaled 56% in fiscal 2023.

While this falls slightly below Fitch's 'aa' Financial Profile, SFA's current and forward-looking debt
leverage ratios additionally benefit from state debt service reimbursement. About 22% or $39 million
of SFA's total outstanding RFS debt principal was authorized for Capital Construction Assistance
Projects; (CCAP or previously Tuition Revenue Bonds (TRB)) debt service reimbursement, which is not
pledged to bondholders, and is subject to biennial approval of the Texas legislature. Texas has a long
history of making these debt service funding payments on time and in full. Because of this support,
SFA's leverage ratios are somewhat overstated.

Beginning in fiscal 2024, future SFA liabilities (pension, debt) will no longer be reported at the
institution, but system level. Future debt issued by the UT System on behalf of its various universities
and independent health science centers throughout the state, including SFA, is expected to be secured
by the entire UT System, and carry the UTS rating at time of issuance. SFA management has no new
debt issuance plans, outside of utilizing its approximately $42 million in state-supported CCAP bond
authorization previously awarded, which will be issued by UTS.

RATING SENSITIVITIES

Factors that Could, Individually or Collectively, Lead to Negative Rating Action/
Downgrade

--Unplanned enroliment declines and/or budgetary structure imbalance that cause weaker cash-flow
margins to be sustained at below 6%;

--Debt leverage ratios weakening to 40% or below, over time.



Factors that Could, Individually or Collectively, Lead to Positive Rating Action/Upgrade
--Consistent and sustained adjusted cash-flow margins in excess of 13%;
--An established trend of combined growth in SFA's enrollment base and improved selectivity metrics;

--Sustained benefit to SFA from its merger with UTS could support more favorable rating factors for the
bond rating.

PROFILE

Established in 1923 as a teacher's college, SFA has operated as a stand-alone public university, but
became a member institution of the University of Texas System (UTS) on Sept. 1, 2023, and is now
governed by the UTS Board of Regents. Its main campus is located in east Texas in Nacogdoches. SFA is
largely residential and predominately undergraduate.

Most SFA students come from Texas, with a mix of students primarily from east Texas, the Houston
area and the Dallas-Fort Worth metroplex. SFA has six colleges offering 80 undergraduate degrees, 44
graduate degrees, and doctoral degrees in forestry, educational leadership and school psychology. Dr.
Neal Weaver became the 11th president of SFA on May 13, 2024.

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

The highest level of ESG credit relevance is a score of '3, unless otherwise disclosed in this section. A
score of '3' 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. Fitch's ESG
Relevance Scores are not inputs in the rating process; they are an observation on the relevance and
materiality of ESG factors in the rating decision. For more information on Fitch's ESG Relevance Scores,
visit https://www.fitchratings.com/topics/esg/products#esg-relevance-scores.
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U.S. Public Finance College and University Rating Criteria (pub.19 Sep 2023) (including
rating assumption sensitivity)

U.S. Public Sector, Revenue-Supported Entities Rating Criteria (pub.12 Jan 2024) (including
rating assumption sensitivity)

Applicable Models

Numbers in parentheses accompanying applicable model(s) contain hyperlinks to criteria providing
description of model(s).

Portfolio Analysis Model (PAM), v2.0.0 (1)

Additional Disclosures

Solicitation Status

Endorsement Status

Stephen F. Austin State University Board of Regents (TX)  EU Endorsed, UK Endorsed

DISCLAIMER & DISCLOSURES

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.fitchratings.com/
understandingcreditratings. In addition, the following https://www.fitchratings.com/rating-definitions-
document details Fitch's rating definitions for each rating scale and rating categories, including
definitions 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, 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 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
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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 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 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. Fitch Ratings makes
routine, commonly-accepted adjustments to reported financial data in accordance with the relevant
criteria and/or industry standards to provide financial metric consistency for entities in the same sector
or asset class.

The complete span of best- and worst-case scenario credit ratings for all rating categories ranges from
'AAA' to 'D'. Fitch also provides information on best-case rating upgrade scenarios and worst-case
rating downgrade scenarios (defined as the 99th percentile of rating transitions, measured in each
direction) for international credit ratings, based on historical performance. A simple average across
asset classes presents best-case upgrades of 4 notches and worst-case downgrades of 8 notches at the
99th percentile. For more details on sector-specific best- and worst-case scenario credit ratings, please
see Best- and Worst-Case Measures under the Rating Performance page on Fitch's website.

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
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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 “NRSRQO"). 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.

dv01, a Fitch Solutions company, and an affiliate of Fitch Ratings, may from time to time serve as loan
data agent on certain structured finance transactions rated by Fitch Ratings.
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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 finance transactions on the Fitch website. These disclosures are updated on
a daily basis.
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