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Introduction
It’s a dark, cold winter morning as the bank loan committee members pore over their customers’ data. They are responsible 
for making good decisions about extending lines of credit for the next year. As the group reads the local university financial 
statements and other information, they stumble onto some data that catches the committee’s attention. The customer’s loan 
officer is asked about the meaning of the composite financial index (CFI) ratios being reported on by his university customer. 
Red-faced, the university’s loan officer admits he doesn’t know what the numbers mean, but he will call the university’s vice 
president for financial affairs to find out. 

This is a fictional story, but scenes like this happen every year—and they’re not limited to loan committees making lending 
decisions. These scenarios also play out in boardrooms and even cabinet and faculty meetings.

Despite the many articles written on the value of dashboards, ratios and best practices, it’s time to take a step back and 
evaluate the big picture of college and university financial reporting and ratio analysis. Having a broad view can help financial 
communicators face the daunting demographic, technological and other challenges currently facing higher education. With 
the uncertainties swirling around many campuses, financial officers must get the messaging right and hopefully prompt the 
right moves at the right time.

Two overarching observations are clear: First, higher education institutions are as complex as organizations get. Second, 
constituencies that come together to form the lifeblood of a higher education institution have diverse viewpoints. These 
groups’ aspirations are sometimes in direct conflict with each other:

a. Students need affordable education and families need less debt, but schools need more net tuition revenues. This leaves 
school leaders deciding how to communicate value.

b. Faculties need room to creatively instruct and mentor students in small enough numbers to make education meaningful, 
but schools need to increase section and class sizes, especially in some disciplines, to be economically viable. This leaves 
school leaders trying to find and communicate a balance between efficiency and effectiveness.

c. Major donors have specific ideas about what they would like to see accomplished at the schools they support, especially 
when the school is a donor’s alma mater. A school’s needs are sometimes at odds with these major donors’ intentions. 
This leaves school leaders deciding how to communicate fundraising needs.

Each group’s financial success looks different because each views success through a different lens. What does this mean for 
those charged with producing information that tells an institution’s economic story and managing the institution’s ongoing 
financial success?

Below are 12 observations to help produce effective communication using financial data, ratios and related analysis. 

OBSERVATIONS ABOUT HIGHER EDUCATION 
FINANCIAL REPORTING & RATIO ANALYSIS
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Twelve Observations About Financial Reporting & Ratio Analysis
1. Rating systems are notorious for being misunderstood. Be ready to spend time understanding and 

communicating about the ratings or grades given to your institution by certain external data sources. 
 For example, Forbes recently released its college financial health grades, with grades ranging from A+ to D.i Because 

of the way the rating system was designed (giving significant weight to schools with large endowments), many schools 
with robust and even increasing revenues and net income were rated poorly (with grades of C or lower). If they don’t have 
a large endowment in combination with the robust net tuition and net income, they are graded lower under this scoring 
rubric.

 It’s also important to note the data for this 2019 Forbes rating is from the Department of Education (DOE) Integrated 
Postsecondary Education Data System and is thus at least two years old. The latest data available for the 2019 Forbes 
report was from 2016-17. Therefore, no credit is given for recent economic achievements. This is something to consider 
addressing as you respond to your grade.

 Here are examples of the differences in scoring published in 2019 compared to important realities of schools’ work 
creating financial viability as of 2019.

 A West Coast University: Enrollment increased from 2007 to 2017 of 192 percent (ranked third in the country among 
private colleges for growth). It generated a small amount of net income in 2017. It was graded D by Forbes. Its 
endowment was under $5 million in 2017. This school is adding graduate programs in leadership, business, counseling 
psychology and sports management among the program additions. It was at approximately 500 students in 2007 and grew 
to 1,504 in 2017, according to The Chronicle of Higher Education’s “Almanac of Higher Education 2019-20” (Almanac).

 A Midwest University: Enrollment increased from 2007 to 2017 of 181 percent (ranked sixth in the country among private 
colleges for growth). In the last two years (2018 and 2019), it generated total net income in excess of $48 million from the 
large ramp up in enrollment, which went from 2,560 in 2007 to 7,207 in 2017. It was graded D by Forbes. Its endowment 
was slightly under $25 million at the end of 2019.

 Other schools ranking high in The Chronicle of Higher Education Almanacii received Forbes economic grades of C and D 
but have been growing and generating net income as a result of the growth:

School Size General Location
Growth 
Rateiii

National 
Rank for 
Growthiv 2017 Net Income 

Percent of 
Income to 

Bottom Linevi 
Forbes 

Ranking
Midsize School West Coast 163% 8 $19,458,902 11.3% C+
Midsize School Western States 243.9% 4 $12,344,454 18.7% C+
Midsize School Upper Midwest College 113.1% 17 $7,212,347 16.1% C+
Midsize School Southwest 43% 47 $1,494,659 4.9% D
Midsize School South 349.8% 1 $50,109,695 19.5% C
Midsize School South 69.2% 10 $14,557,638 14.2% C
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 Likewise, EY-Parthenonvii recently found that the DOE financial viability ratio that’s supposed to determine a school’s 
ability to stay in business was inaccurate on numerous occasions in the last several years, with schools failing in years 
immediately following passing scores. Its list presented in an EACUBO presentation in the fall of 2019 included the 
following closed schools:

 Note that all schools except Green Mountain College in Vermont received passing scores. Chief financial officers (CFO) 
who use the DOE ratio in their board reporting as defense of their financial condition should consider alternative means 
to communicate financial health. This DOE ratio system can be watched carefully but should not be used as a barometer 
of financial health. See observation 6 for additional commentary.

2. The power of story communicates better than numbers. 
 Connect the two. People who don’t typically work with numbers may see them as cold and antiseptic. Numbers by 

themselves don’t necessarily communicate conditions that affect people in real ways. If your presentations are limited to 
statistics and data, adding stories that illustrate financial condition will help bring the cold statistics to life. 

 Walt Disney once said, “Of all of our inventions for mass communication, pictures still speak the most universally 
understood language.” By using data visualization (graphs, charts, illustrations, etc.), you can share the data’s story and 
its implications with a broader audience. To get the details right, start with the end in mind—communicating effectively to 
many types of users. Make sure there’s a clear understanding of information needs. That data can be gathered in many 
ways, from surveys to live conversations.
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Previously Closed or Closing Schools in 2017 DOE Score in 2017
Grace University, Nebraska 1.7
Newbury College, Massachusetts 1.8
The College of New Rochelle, New York 1.8
Green Mountain College, Vermont 1.3
Memphis College of Art, Tennessee 1.9
Southern Vermont College, Vermont 2.3



4 

 Consider the dashboard used in BKD’s Program Economic Analysis tool, as illustrated below:
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 This graphic tells an important story about both economics and internal demand for academic programs. It also helps 
bring focus to areas that need management attention—and because it’s organized by academic program, it’s clear which 
personnel need to help maintain or improve issues as diverse as demand and economic viability.

3. While historical information and trends are important, they don’t include management’s current thinking 
and plans. 

 When discussing financial performance and financial health, it’s important to tell your story and bridge historical data 
to current strategic initiatives. Reporting forecasted information is increasingly valuable. It’s been shown that certain 
metrics used alone don’t tell the full story. It’s important to have a full complement of projected financial data. This data 
should be displayed in a manner that’s visual and easy to understand by the many audiences who will see it.
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  The example scenario above takes the 10-year projection for full-time faculty head count and related salary expense and 
measures them against the revenue projections to determine the operating margin that may be available under a specific 
scenario. The baseline projection depicts where the institution is headed without changes. The resulting balance sheet 
also is illustrated in the pie chart. For those who prefer detailed data, a typical linear statement of income and expenses 
plus a projected balance sheet also could be displayed.

4. Accounting definitions, regulations and principles change over time, so stay alert for them. 
 Over time, accounting changes like pension and other post-employment benefit plan rules have altered the landscape in 

regulatory and other ratios. Newer transactions such as interest rate swaps also generated new accounting issues that 
affect balance sheets and income statements without a corresponding effect on hard assets like cash and investments. 
We’re also now faced with accounting for leases that will add assets and liabilities to balance sheets that weren’t 
there before. In addition, the revenue recognition rules have changed recently, and regulators are slow to adapt rules 
to accommodate these changes. They’re currently involved (for the first time in many years) in updating financial data 
reporting regulations.
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5. Single-year changes aren’t as important as swings over a longer time. 
 Many times, single-year results (both good and bad) are the product of large or unusual transactions, so blending the 

results reported using rolling three-year averages in historical ratio reporting is helpful to smooth those single-year 
swings and should calibrate the celebration or angst.

 In the following example, the CFI is presented with annual changes in the first view. The second view is what the graph 
might look like if three-year rolling averages were used. Note the different assumptions about financial health that might 
be made. Under the Actual Scores graph, one may be tempted to think that all is well even though several unfortunate 
“bad years” are interspersed in the data. The moving average numbers, however, tell a different story. Under the Moving 
Average graph, financial health as measured by the CFI 3.0 score has struggled to attain the 3.0 threshold score in all but 
one three-year period.
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6. DOE ratio failure has financial implications, so forecast it early in the year to help reduce surprises at the 
end of the year. 

 Surprising a president or board with the “bad news” about the DOE score failure after the end of the year can harm a 
CFO’s credibility. There are actions schools can take during the year regarding revenue and spending to help avoid, or 
at least reduce, the bad news. Take advantage of the urgency that arises early in the year if financial projections look 
bad—but be wary of using the DOE ratio as a proxy for financial health, as it was never intended to measure health. It was 
intended to sort out schools with a higher likelihood of “precipitous financial closure,” but it’s seen limited success in this 
area. 

7. Understand your audience and the questions they’re asking, and be prepared to give sufficient answers. 
 Boards often ask, “Are we financially sustainable?” They want to know (especially if the financial results aren’t good) how 

long the runway is to getting the organization back to financial resiliency. If the financial results have been poor for a long 
time without much positive momentum being built, when is it time to discuss a closure or merger?

 Over the last several years, there have been plenty of miscues by boards either not asking the right questions and 
not getting the right data or working with the wrong set of assumptions. One notable miscue was a Midwestern rural 
university that closed suddenly. A newspaper reporter asking questions of the chair of the board of directors was 
surprised to learn the board itself didn’t seem to fully understand how the university got itself into the deep financial 
trouble it was in. Closure was certainly not on their minds even a few meetings prior to the closure vote.
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 On the other side was the vote for closure of Sweet Briar College—a school that’s still operating thanks to a lawsuit 
petitioning that the vote be overturned, $40 million in donations and some great leadership over the last several years. 
Its net income in 2017 was $10.5 million. It continues to make positive decisions on using facilities for alternative revenue 
sources (in this case, farming and other agribusiness endeavors). A May 2019 Sweet Briar College news publicationviii 
overviews the college’s plans:

 “No longer a thing of the past, this year, farming will return as an active part of College life. In setting her strategic vision 
for the College, President Meredith Woo identified the campus as a distinctive asset and stewarding its land as everyone’s 
responsibility. She began asking questions about how to build an artisanal agricultural community that would have a purposeful 
academic component.

 “After consulting with the College’s Sustainability Committee, President Woo asked Lori Husein, vice president for finance and 
administration, and Nathan Kluger, director of agricultural enterprises, to implement new farming activities that would weave 
sustainable agriculture into the fabric of Sweet Briar’s campus. These efforts have two primary functions: to provide academic 
opportunities for Sweet Briar students and to produce alternative streams of revenue for the College. But more than that, 
Sweet Briar wants to honor its agricultural legacy and create chances to connect with residents of Amherst County.”

 Seeking the right questions and providing answers that are supported by good data has never been more important. 

8. While the CFI has value, its components are individually more valuable, so using these ratios gives both the 
composite scores and the underlying details. 

 Understanding the CFI’s components and their effect on the score also is important. Make sure it’s clear which elements 
carry the most weight when combining the scores to arrive at the CFI. Knowing this may help decision makers decide 
which tactics to use to improve financial performance.

9. Net income from operations without the effect of “noncontrollables” and “accounting anomalies” is vital 
information for most audiences. 

 Make sure net income is transparent and not masked by other changes like investment gains, gains from sales of assets 
and reclassifications from construction of buildings with restricted resources. A false sense of security derived from solid 
financial markets and the school’s successes in raising money for buildings can be hazardous. When the buildings are 
built and the market turns negative, you could have the double trouble of larger depreciation charges and maintenance 
on buildings and reduced investment income. Report the results of structural net income from core activities like 
teaching. If you have multiple revenue streams from teaching undergraduates, graduates, adults and online learners, 
keep those revenue streams separate so you can tell which areas contribute and which don’t.

 If your accounting system does an inadequate job segregating this data, consider revising your chart of accounts or 
possibly using a margin analysis tool.

10. The best and quickest route to financial sustainability in most teaching institutions (as opposed to research 
universities) is usually through profitable academic programs. 

 Philanthropy is sometimes hard to obtain in quantities large enough to move the needle. There are exceptions, but 
they’re rare. Auxiliary income typically isn’t on a scale that will significantly affect overall financial health in most small 
to midsize institutions.

 Recapitalization in the form of a merger/buyout from a larger school is another solution, but the reputational risk is high, 
especially if the institution wanting to merge in takes a long time to find a suitable partner. This can be especially true if 
information leaks that the college is seeking a merger partner.
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 One issue prohibiting some schools from accomplishing academic program growth is the resistance they may face when 
suggesting embracing online, graduate or adult degree or certificate programs. These suggestions are sometimes 
viewed as antithetical to the institution’s long-term mission.

11. When the financial results aren’t good, face the brutal facts and make the changes needed before it’s too 
late. Include a call to action in your reporting. 

 If you study schools that have closed, one common theme is that management didn’t want to face the facts and soldiered 
on with strings of expense cuts to make ends meet—and in the end, they found themselves painted into a corner, with 
closure being the only option. In many cases, the closure was done so quickly that students were left scrambling.

12. When the financial results are good, don’t squirrel it all away in reserves to be used for a rainy day. 
 Do two things: invest in the future and build reserves.

Keeping these observations in mind can help decision makers communicate complex financial information to a diverse 
audience. Perhaps the most important observation of all is that historical reporting doesn’t necessarily predict the future. 
Therefore, financial officers should become better storytellers through both financial data and other means. 

For more information, reach out to your BKD Trusted Advisor™.

BKD Thoughtware®

i Forbes, “Dawn of the Dead: For Hundreds of the Nation’s Private Colleges, It’s Merge or Perish,” accessed online January 26, 2020 at https://www.forbes 
com/sites/schifrin/2019/11/27/dawn-of-the-dead-for-hundreds-of-the-nations-private-colleges-its-merge-or-perish/#217a370f770d 
ii The Chronicle of Higher Education, “Almanac of Higher Education 2019-20,” issued August 23, 2019 
iii Ibid
iv Ibid
v Federal Audit Clearinghouse housing Single Audit reports from 2019 to 2016, located online at  https://harvester.census.gov/facweb/ 
vi Computed using data from The Chronicle of Higher Education’s Almanac and the data from external audit reports located at https://harvester.census.gov/
facweb/ 
vii EACUBO Annual Meeting notes found at https://www.eacubo.org/en/Programs-and-Events/Annual-Meeting/Program-Detail, “Survive or Thrive: 
Succeeding in Today’s Evolving Higher Education Environment”
viii Sweet Briar News May 24, 2019, article downloaded on January 26, 2020 at https://sbc.edu/news/deep-roots-farming-at-sweet-briar/


