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Topics

• Terminology

• Finance and Business Principles

• Financial Statements and IRS Form 990

• Ratios

• Rating Agencies

• Budgeting

• Risk Analysis and Controls

• Governance and Strategic Models

• Industry Perspective and School-Based Analysis
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Education as a Business:
Discuss and Debate







Education – Financial Outlook
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Education – Financial Outlook
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Independent School Business Model

• Mission driven does not mean we aren’t a business
• 70-80% of our expenses are “people” (and we don’t like to let people go)
• We hire in a “standard” manner (1.0 FTE for 10 or 12 months)
• We hire everyone before we know how many students we will enroll
• We focus on incorrect metrics in general (because our peers do)
• The revenue and expense model seems simple, and yet is amazingly complicated
• We do not measure ROI in meaningful ways
• Schools are notoriously bad at reacting to market shifts
• We do not communicate our true value and true costs very well
• We tend never to “sunset” anything – people or programs
• Programs are often attached to “people” and not to demand
• The obvious – we do not charge what it costs to operate
• Our budgets are “balanced” based on voluntary desire to “pay more”
• If that desire drops, we have already made expense commitments



National Industry Data

• California and other states now provide resources for closing schools 
• Between April 2020 - June 2026, 434 private schools have closed

• Higher education is a strong predictor for independent school trends:

o Since 2020, roughly 100 colleges and universities have either closed, merged, been 
acquired, or announced plans to cease operating as independent institutions.

o Harvard professor Clayton Christensen and his research colleagues predict that 
nearly 50% of colleges will close in the next decade.

o Broken business model, discount rates above 35%, and failing to attract students 
(net revenue) to cover costs.

o Independent schools are facing the same headwinds.

Sources: https://www.cde.ca.gov/ls/fa/sf/schoolclose.asp and CATO Closure List (March 2026) and https://www.bestcolleges.com/research/closed-colleges-list-statistics-major-closures/

https://www.cde.ca.gov/ls/fa/sf/schoolclose.asp
https://docs.google.com/spreadsheets/d/e/2PACX-1vRwIZ48201HYOA5DgRw72A8xJDwcQmW0BKMld0ba4w0l1hMZ8CEMXOepBl5ny-wZDfU532Euo_-T-Ev/pubhtml?gid=427786488&single=true
https://www.bestcolleges.com/research/closed-colleges-list-statistics-major-closures/
https://www.bestcolleges.com/research/closed-colleges-list-statistics-major-closures/
https://www.bestcolleges.com/research/closed-colleges-list-statistics-major-closures/
https://www.bestcolleges.com/research/closed-colleges-list-statistics-major-closures/
https://www.bestcolleges.com/research/closed-colleges-list-statistics-major-closures/
https://www.bestcolleges.com/research/closed-colleges-list-statistics-major-closures/
https://www.bestcolleges.com/research/closed-colleges-list-statistics-major-closures/
https://www.bestcolleges.com/research/closed-colleges-list-statistics-major-closures/
https://www.bestcolleges.com/research/closed-colleges-list-statistics-major-closures/
https://www.bestcolleges.com/research/closed-colleges-list-statistics-major-closures/
https://www.bestcolleges.com/research/closed-colleges-list-statistics-major-closures/


Characteristics of All Schools That Close

• Every part of the country has been affected

• Both rural and urban locations have been impacted

• Closures are not all due to financial issues

• Not all complete closures – some have been mergers

• Student demographics are inconsistent

• Small enrollments < 200

• Low median tuition < $7,000

• Median family income < $80,000

12

Common 
Characteristics



Education – Is it a Business?

• What constitutes a “business”?
• Define a business

• Economic Engines
• Institutions “out of necessity, have become ‘fundamental economic engines’ 

” (Kelderman, 2008)

• Economic and ROI Impacts
• What to measure?

• How to measure?

• Whether to measure?

13



Sidebar:
Tuition, Pricing, and Financial Aid



Revenue and Pricing

• Pricing Theory

• Why doesn’t

this curve work

for independent

school education?

15

Source:  Chabotar, K.J. (2006). Strategic finance: Planning and budgeting for boards, chief executives, and 

finance officers. Washington, DC: Association of Governing Boards. 



Revenue and Pricing

• Because profit is not

the goal (price does

not include profit).

• For a nonprofit 

entity, price is less

than full cost

(+ profit).

16Source:  The Delta Project Issue Brief: Who Pays for Higher Education? Changing Patterns in Cost, Price, and Subsidies (November 29, 2010)



Revenue and Pricing: Discounting

17

Tuition Discount Rate Formula =

Total Institutional Grant Aid

Total Gross Tuition and Required Fee Revenue

OR

Average Institutional Aid Per Student

Published Tuition and Required Fee Rate

College Board Report on Tuition Discounting (2006)



National Landscape

• State Funding

• Endowment

• Tuition & Fees

• Sales & Services

• Sponsored Research

• Philanthropy

• Investment Income

• Auxiliaries

• PPP (Partnerships)

• Federal Funding

• Other Sources

• Private Venture Funding
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FINANCIAL AID
OTHER 

DISCOUNTS

TUITION 

REMISSION

NET TUITION

GROSS TUITION LESS LESS LESS

EQUALS

Net Tuition Model
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ANNUAL FUND
ENDOW

DRAW

OTHER

REVENUE

TOTAL REVENUE

NET TUITION PLUS PLUS PLUS

EQUALS

Total Revenue Model



Pricing and Tuition

22
Source:  The Financially Sustainable University, Bain & Company  and Sterling Partners (2012)



Budgeting:
Basics, Mission, Strategy and 

Mechanics



Budgeting

• Primary Institutional Budgets
• Operating

• Capital 

• Cash (Liquidity)

• Strategic Plan

• Investment

• Discretionary

• Debt

• Deferred Maintenance

• Reserves

• Contingency 

24

Source:  Chabotar, K.J. (2006). Strategic finance: Planning and budgeting for boards, chief executives, and finance officers. Washington, DC: Association of Governing Boards. 



When the budget:

1. Demonstrates factual awareness of current circumstances and needs;

2. Benchmarks with competitors, peers, and aspirants;

3. Identifies strategic priorities and goals;

4. Is based on objectives, action steps, assignments, and long-range plan;

5. Measures progress with strategic indicators;

6. Undergoes annual assessment, with the results made public;

7. Contains “what if” scenarios; and

8. Includes plan achievement as an indicator of the CEO’s (and perhaps 
others’) performance.

Source:  Kent John Chabotar, “Orchestrating Change,” Business Officer Magazine (July/August 2012), p. 84

When is a Budget Strategic?



1. Fund or Department Budgeting
2. Responsibility Centered Administration (RCM, ETOB or 

Formulaic Decentralization Method)
3. Performance-Based Methods
4. Mission-Market-Performance (MMP, divides resources into 3 

categories: Assignable, Attributable, Central)
5. Line-Item Budgeting (traditional method at many institutions)
6. Objective and Task Philosophy Budgeting
7. Block Budgeting (Redistribution Block)
8. Activity Based Costing (apply costs to processes, not line-items)
9. Float, Discretionary or “Slush Fund” Budgeting
10. Black Box Budget Allocation (Delta Cost Project)

26Source: Massy, 2003; Strauss, Curry, & Whalen, 1996; Van-Gordon, 2007

Budget Models and Types



Calculating Your School’s 
Operating Gap:

What Does This Mean?



Operating Cost to Educate

Number of Students 550

Total Expenses $21,000,000

Cost to Educate/Student $38,182

Net Total T&F $17,000,000

Net T&F/Student $30,909

Gain/Loss per Student ($7,273)



Philanthropy Gap (Fundraising)

Number of Students 550

Total Donor Contributions A

Total Operating Surplus B

Contributions less Op Surplus C = A - B

Funding Gap per Student A – C = D



Building Blocks:
Revenue and Expenses

Assets and Liabilities
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ASSETS = LIABILITIES + OWNER EQUITY

ASSETS = LIABILITIES + NET ASSETS

Basic Accounting Equation: Balance Sheet
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REVENUE – EXPENSES =

INCREASE/(DECREASE) IN NET ASSETS*

*[sometimes called “Income/(Loss)”]

Basic Accounting Equation: Income Statement



Financial Statements

• Primary Financial Statements

• Statement of Financial Position

• Statement of Activities

• Statement of Cash Flows

33

Statement of Cash 

Flows

___________________

___________________

___________________

___________________

___________________

_______

Income Statement

(P&L)

___________________

___________________

___________________

___________________

___________________

_______

Balance Sheet

___________________

___________________

___________________

___________________

___________________

_______



Financial Statements

• Primary Financial Statements

• Statement of Financial Position

• Statement of Activities

• Statement of Cash Flows

• Statement of Net Assets

• Statement of Net Assets, Condensed

• Statement of Revenues, Expenses and Changes in Net Assets

• Statement of Revenue by Source

• Note: Federal Debt Service Schedule does not exist

34



Financial Statements: Purpose (FASB 117)

35



Financial Statements: Purpose?



Financial Statements

• Statement of Financial Position

• Assets
• Liabilities
• Net Assets (Owner’s Equity)

• Equation: A = L + NA(OE)

37

Assets 2010 2,009 

Cash and Cash Equivalents 20,693 19,605 

Student Accounts Receivable, net of allowances 1,203 1,071 

Other Receivables - -

Contributions Receivable, net 1,295 1,215 

Deferred Charges and Prepaid Expenses 1,040 1,071 

Investments held for LT Purposes (at market) 45,062 40,905 

Notes Receivable, net of allowances 9,513 9,230 

Property, Plant and Equipment (PPE) 77,900 79,305 

Other Assets 1,175 1,453 

Total Revenue and Gains 157,881 153,855 

Liabilities

Accounts Payable 962 1,250 

Accrued Expenses 5,286 4,810 

Deferred Revenues 1,227 1,251 

Student Deposits 211 259 

Accrued Post-Retirement Benefits 1,806 1,806 

Long Term Debt (Plant) 39,476 40,387 

US Government Grants Refundable 8,293 8,062 

Total Expenses 57,261 57,825 

Net Assets 83,724 2,357 

Unrestricted 86,014 83,724 

Temporarily Restricted 2,954 2,357 

Permanently Restricted 11,652 9,949 

Total Net Assets 100,620 96,030 

Total Liabilities and Net Assets 157,881 153,855 



Financial Statements

• Statement of Financial Position - Debt

• Types of Debt

• Value of Debt

• Cost of Capital

• Debt Service

• Debt Ratios

38
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Financial Statements

• Statement of Activities

• Revenue

• Expenses

• Changes

39

Revenue Unrestricted Temporarily Permanently Total

Educational and General

Tuition and Fees 59,045 - - 59,045 

Less: Scholarship Allowances (12,769) - - (12,769)

Federal Grants and Contracts 1,204 - - 1,204 

State Grants and Contracts 1,184 - - 1,184 

Private Gifts and Grants 1,523 1,550 - 3,073 

Interest on Loans Receivable 24 - - 24 

Investment Income 1,369 350 31 1,750 

Other Sources 892 - - 892 

Auxiliary Enterprises 13,811 - - 13,811 

Total Revenue and Gains 66,283 1,900 31 68,214 

Net Assets Released/Satisfied Program Restrictions 5,261 (5,261) - -

Total Revenue, Gains and Other Support 71,544 (3,361) 31 68,214 

Expenses

Educational and General

Instruction 30,946 - - 30,946 

Research 1 - - 1 

Academic Support 7,153 - - 7,153 

Student Services 10,821 - - 10,821 

Institutional Support 9,789 - - 9,789 

Auxiliary Enterprises 11,093 - - 11,093 

Total Expenses 69,803 - - 69,803 

Total Operating Surplus/(Deficit) 1,741 (3,361) 31 (1,589)

Nonoperating Items

Investment Return in Excess of Spending Rate 2,816 3,445 84 6,345 

Private Gifts and Grants - 794 271 1,065 

Excess (Nonoperating Revenue - Expenses) 2,816 4,239 355 7,410 

Increase of Net Assets 4,557 878 386 5,821 

Net Assets at Beginning of Year 79,167 1,479 9,563 90,209 

Net Assets at End of Year 83,724 2,357 9,949 96,030 



Types of Assets

• Current

• Non-Current

• Fixed

• Tangible

• Intangible

• Financial

• Non-Financial



Types of Assets

• Current

• Non-Current

• Fixed

• Tangible

• Intangible

• Financial

• Non-Financial

What about the value of a 

school’s brand name and its 

academic, sports, and other 

reputation(s)?  What about 

a contract right?

Are these assets?



Types of Liabilities

• Current (Near Term)

• Non-Current (Long Term)

• Contingent

What about a lawsuit that is still in progress against the school?

Is this a liability?



Endowments, Investments
and…

What about Debt?



Endowment/Investments

• Endowment
• Perpetual and restricted

• Quasi-Endowment

• Other Investments

• Look to Balance Sheet
• Statement of Financial Position
• Statement of Net Assets

• UMIFA and UPMIFA

• Spending Rate and Formula

• Rate of Return

• Unitized Pool(s)
44



Endowment/Investments

• What is UPMIFA?
• Uniform Prudent Management of Institutional Funds Act

• Precursor to UMIFA (Uniform Management of Institutional Funds Act)

• Underwater Endowments (Historic Dollar Value limitation)

• Provides excessive expenditure safeguards

• Rebuttable presumption (spending >7% of FMV, 3-year formula)

• Reclassification of Assets
• Unspent endowment funds reclassified as temporarily restricted net assets

• Previously were classified as unrestricted net assets

• Governing board must permit spending (release temporary restriction)

• Enacted in California in 2009

45
Source: Universal Citation: CA Prob Code § 18501; CA Uniform Prudent Management of Institutional Funds Act (effective January 1, 2009.)

https://law.justia.com/citations.html#CA%20Prob%20Code%20%C2%A7%2018501%20(through%202012%20Leg%20Sess)
https://law.justia.com/citations.html#CA%20Prob%20Code%20%C2%A7%2018501%20(through%202012%20Leg%20Sess)
https://law.justia.com/citations.html#CA%20Prob%20Code%20%C2%A7%2018501%20(through%202012%20Leg%20Sess)


Financial Health - Debt

• Debt Affordability
• Focus on institution’s operating budget (income statement)

• Institutional operating budget limits or constrains the incurrence 
of additional debt

• Debt Capacity
• Focus on institution’s balance sheet

• Weak balance sheets limit incurrence of more debt

• Credit ratings and peer comparison impacts

46



Financial Health - Debt

• Long-Term Liability Management
• Debt Policy

• Philosophy

• Framework

• Floors, Collars, Ceilings

• Strategic Priorities

• Institutional Alignment

• Optimization

• Holistic Perspective

47



Financial Health - Debt

48Source: Emory University Debt Policy (drafted with assistance by Prager, Sealy & Co. in San Francisco)

• What should a debt policy include?
1. Objectives, Guidelines, Measurements

2. Portfolio Management

3. Peer Group or Internal Trends

4. Key Ratios

5. Resource and Priority Allocation

6. Fixed to Variable Mix

7. Taxable, Tax-Exempt

8. Commercial Paper (Bridge)

9. Liquidity, Derivatives, Exposure

10. Oversight and reporting



Trends to Watch



Source: https://www.macrotrends.net/global-metrics/countries/usa/united-states/birth-rate

US Birth Rates
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Trends to Watch

Source: https://www.nais.org/magazine/independent-school/fall-2022/5-independent-school-market-trends-to-watch-in-2022-2023/
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Trends to Watch

Source: https://www.nais.org/magazine/independent-school/fall-2022/5-independent-school-market-trends-to-watch-in-2022-2023/
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Trends to Watch

Source: https://www.nais.org/magazine/independent-school/fall-2022/5-independent-school-market-trends-to-watch-in-2022-2023/
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Trends to Watch

Source: https://www.nais.org/magazine/independent-school/fall-2022/5-independent-school-market-trends-to-watch-in-2022-2023/
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Trends to Watch

Source: https://www.forbes.com/advisor/mortgages/cost-of-living-by-state/
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Trends to Watch
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Trends to Watch



Ratio Analysis



Ratio Analysis

• Why compute ratios?

59

– Risk Analysis

– Peer Analysis

– Internal Analysis

– Long-Term Trend Analysis

– Rating Agency Review

– Institutional Health

– Bond Covenants

– Contractual Covenants

– Banking Collateralization

– UPMIFA



Ratio Analysis

• Key Ratios

• Liquidity Ratio (fundamental)

1. Viability Ratio

2. Primary Reserve Ratio

3. Return on Net Assets (RNA) Ratio

4. Net Operating Revenue Ratio

60SOURCE: Strategic Financial Analysis for Higher Education (7th Edition, 2010): KPMG, Prager, Sealy & Co., ATTAIN



Ratio Analysis

• Other Ratios

• Net Operating Revenue Ratio

• Interest Burden Ratio

• Physical Asset Reinvestment Ratio

• Notes
• Differences between public and private institutions

• Public institutions and “asset” foundations

• Ratios can be tailored – so understand the data!

61SOURCE: Strategic Financial Analysis for Higher Education (7th Edition, 2010): KPMG, Prager, Sealy & Co., ATTAIN



Balance Sheet Ratios

• Key Ratios

• Quick Ratio

• Current Ratio

• Debt Ratio

62SOURCE: Strategic Financial Analysis for Higher Education (7th Edition, 2010): KPMG, Prager, Sealy & Co., ATTAIN



Value Propositions,
OKRs, KPIs

&
SWOT
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OKRs and KPIs
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OKRs for Schools
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OKRs for Schools

https://www.tability.io/templates/tags/education



Risk Analysis:
Future Sustainability



General Risk Indicators

68



Thank you!  
Feedback Helps! 

David Hanson
E: David@winthropassociates.com

P: (415) 991-942

mailto:David@winthropassociates.com
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