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Gomponents of Financial
Resnonsibility




- To provide an overall measure of a school's
financial health.

+ Toestablish an approach that allows
financial strength in one area to mitigate
financial weakness in another area.

- To reflect more accurately the differences
between non-profit and for-profit schools.

- To provide a way to evaluate the financial
heaith of schools along a common scale.



« GComposite scores range from-1 to +3

* A school with a composite score of 1.0 or
higher is able to participate without
additional oversight.

* The Department may allow a school with a
composite score of less than1.0to
participate under alternative standard.

 Aschoolinthe “zone” (1.0 to 1.4) may
participate with additional oversight hut
without a letter of credit or provisional
certification.



* A payment method that provides the
Department a way to monitor SFA fundsin a
way less hurdensome than hy
reimbursement.

 Two types of cash monitoring.

(1) School draws funds after making
dishursements.

[2) School requests funds for dishursements
made but case teams have flexibility to tailor
documentation to specific case.



 Minimum Strength (12-18
months)

- Ratios used to determine
Financial Health/Risk



- Eliminate disparity between F/$ Size.



» Ulability, Liquidity (Primary
Reserve Ratio)

* Profitability (Net Income Ratio)

« Ahility to Borrow, Capital
Resources (Equity Ratio)



Measuring Financial Health -
Proprietary Institution Ratios

Primary ~ Adjusted Equity
Reserve Rallo= Tot3| Expenses

- - — Modified Equity
Equity Ratio = Modified Assets

Income Before Taxes
Total Revenues

Net Income Ratio =



Primary Expendable Net Assets
Reserve Ratio—  Total Expenses
. . _ Modified Equity
Equity Ratio = “Modified Assets
Change In

Net Income Ratio— Unrestricted Net Assets
Total Revenues
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* The public institution must provide to the
Department a letter from an official of the
applicable governmental unit confirming
that the institution Is public.

 The imstitution must not be in violation of
any past periormance requirements.
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Proprietary School
step t: step 2- step 3:
Caiculate the |Galculate Calculate
ratios strength weighted score
factor score
Primary 06K20 =1.2 120K 30% =
Reserve =.06 0.36000
Equity Ratio= | .2IN6=1.620 | 1.620K40%=
21 0.64800
Netincome ((.029X33.3)+1| 1.9697K30% =
Ratio =.029 =1.969]7 0.989N1
Step 4. Add the weighted scores and 1.59771=1.6

round to one digit after decimal point -



Composite Score Grading Scale

-1.0

1.0

1.5

3.0

Failed Financial
Responsibility

With Conditions

Passed Financial
Responsibility

Post a Minimum
50% LOC

Provisional
Certification

[Minimum 10% LOC
and Cash Monitoring
level 1 or 2, or
reimbursement]

Standards Standards
FAIL ZONE PASS
OPTIONS: Cash Monitoring or

Reimbursement Based
on Case Team Risk
Assessment

OPTIONS:

CM Level 1

CM Level 2
Reimbursement

and/or other reporting as
required by case team

No Requirements




Document Receipt &

 Assesses economic viability and
unusual accounting treatments or
policies.
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Document Receipt &
Gontrol Genter

* Upon request of teams.
* i composite score IS helow 1.9



o [IfhyU.S. Postal Service:
U.S. Departiment of Education, IPOS
P.0. Box 44805
L'Enfant Plaza Station
Washington, DC 20026-4805

« Ifly commercial overnigit or courier delivery:
U.S. Department of Education, IPOS
Ith & D Streets, SW
GSA Building, Room 3514
Washington, DG 20407
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- Obtains any letters of credit (LOC).

 Administers reimbhursement &
cash monitoring.
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Transition Year

 The “transition year” is the
fiscal year that hegins hetween
July 1,1997 and June 30, 1998,

inclusive.

* Applies if composite score IS
lessthan 1.9
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hitp://www.ed.gov/offices/
OPE/PPI/finanrep.html
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