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Higher Education 
 

This rating methodology replaces “Higher Education”, last revised on December 21, 2017.  We 
have deleted point-in-time information and updated some outdated references. 

Summary 

This rating methodology explains our approach to assessing credit risk for public and not-for-profit 
private colleges and universities globally. When assessing a public university’s financial strength, we 
include the assets and liabilities of its associated foundations. As such, this methodology also serves 
as a guide to assigning ratings to public university foundations. Related sectors not covered in this 
report include two-year community and technical colleges and for-profit education providers. 

The methodology provides a reference tool enabling investors, colleges and universities, and other 
interested market participants to understand how key quantitative and qualitative characteristics are 
likely to affect rating outcomes. It does not include an exhaustive treatment of all factors that might 
be relevant when evaluating an individual university’s credit attributes.1  

This report includes a scorecard that can be used to approximate credit profiles within the higher 
education sector. The scorecard provides guidance for the factors we generally consider most 
important when assigning a credit rating. The weights for each factor in the scorecard approximate 
relative importance in a rating decision, but the actual importance for an individual university may 
vary substantially. The scorecard is a guideline for rating committee discussion and does not 
determine the final rating on its own.  

The scorecard details four broad factors that are important in our assessment of university ratings: 

» Market Profile 

» Operating Performance 

» Wealth and Liquidity 

» Leverage  

Our analysis may also be guided by additional publications describing our approach for analytical 
considerations that are not specific to a single sector. Examples of such considerations include, but 
are not limited to, the assignment of short-term ratings, the relative ranking of different classes of 
debt, the impact of sovereign ratings on government-related borrowers, and the assessment of credit 
support from other entities.2  

                                                                        
1  This update may not be effective in certain jurisdictions until certain requirements are met. 
2  The methodologies covering our approach to these cross-sector considerations can be found under the Moody’s 

Related Publications section. 
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Non-US Universities and Baseline Credit Assessments 

The global higher education sector includes publicly rated universities outside of the United States which 
are classified as government-related issuers (GRIs). The ratings of these GRIs are principally driven by four 
components: (1) the GRI’s standalone credit risk, as expressed by the baseline credit assessment (BCA) 
using a 21-point scale that ranges from aaa to c (similar to our credit rating scale except that all letters 
are in lower case); (2) the supporting government’s rating; (3) an estimate of the default correlation 
between the GRI and the government; and (4) an estimate of the likelihood of extraordinary government 
support to the GRI.  

We explain considerations for GRIs in more detail in our methodology for rating government-related 
issuers3. The Higher Education methodology will be used as an input, or proxy, for a university’s BCA. The 
Government-Related Issuers methodology will be applied to determine the final rating for universities 
outside of the US. 

About the Rated Universe 

Financially strong colleges and universities may be included in this sector. Small private colleges in the US 
may have weaker demand and limited financial strength. In a highly competitive environment, for instance, 
some non-rated colleges may confront financial challenges that could lead to moderate increases in the 
number of defaults, closures, and/or mergers and consolidations.  

Growth in student demand for a range of educational options and the essential role that universities play in 
fostering economic growth may ensure the long-term viability of the overall sector. Technological 
advancements may alter educational delivery models and bring new entrants, but may also present new 
prospects for revenue generation, expense containment, and organizational partnerships. Distinguishing 
characteristics of universities that are expected to gain momentum, versus struggle, include strong and 
effective management; the ability to capitalize on, and allocate resources to, areas of strength; and flexible 
business models.  

Applying This Rating Methodology  

The scorecard in this methodology is the starting point for the consideration of a rating. It is neither a rating 
calculator nor a comprehensive list of all factors affecting the rating. We incorporate other credit specific 
considerations into our analysis that are not otherwise captured in the scorecard. These considerations can 
account for variation between the final rating and the scorecard-indicated outcome.  

1. Identification and Discussion of the Scorecard Factors 

The scorecard provides guidance for the elements that are generally most important in assigning ratings to 
colleges and universities globally. In the scorecard, each sub-factor is assigned a weight and a value. The 
sub-factor weights are the same for all universities and are intended to approximate their typical 
importance for a rating decision. The values are university-specific and incorporate Moody’s adjustments to 
a university’s balance sheet, income statement, and cash flow statement.  

                                                                        
3     For details, see our methodology for rating Government-Related Issuers (GRIs) under the Moody’s Related Publications section. 

This publication does not announce 
a credit rating action.  For any 
credit ratings referenced in this 
publication, please see the ratings 
tab on the issuer/entity page on 
www.moodys.com for the most 
updated credit rating action 
information and rating history. 

http://www.moodys.com/
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EXHIBIT 1 

Higher Education Scorecard 

Broad Factors 
Factor 

Weighting Sub-Factors 
Sub-Factor 
Weighting 

Market Profile 30% Scope of Operations  
Operating Revenue ($000) 

15% 

   Reputation and Pricing Power  
Annual Change in Operating Revenue (%) 

5% 

   Strategic Positioning 10% 

Operating Performance 25% Operating Results  
Operating Cash Flow Margin (%) 

10% 

   Revenue Diversity  
Maximum Single Contribution (%) 

15% 

Wealth & Liquidity 25% Total Wealth  
Total Cash & Investments ($000) 

10% 

   Operating Reserve  
Spendable Cash & Investments to Operating Expenses (x) 

10% 

   Liquidity  
Monthly Days Cash on Hand 

5% 

Leverage 20% Financial Leverage  
Spendable Cash & Investments to Total Debt (x) 

10% 

   Debt Affordability  
Total Debt to Cash Flow (x) 

10% 

   Total Scorecard-Indicated Outcome 100% 

 
There are different ranges for the quantitative metrics used for public and private universities to reflect the 
ongoing support public universities derive from their associated governments.  

Governments have traditionally subsidized public higher education through operating and capital 
appropriations, enabling public universities to offer low-cost education and services. Government support 
can act as a stabilizing credit factor and revenue diversifier. As a result, the tolerances, or ranges, for certain 
balance sheet metrics, such as Spendable Cash and Investments to Operating Expenses, may differ for public 
and private universities.  

2. Mapping Scorecard Factors to Rating Categories 

After estimating or calculating each sub-factor, the outcomes are mapped to a broad Moody’s rating 
category (Aaa, Aa, A, Baa, Ba, B, Caa, or Ca). 

3. Determining the Overall Scorecard-Indicated Outcome 

To determine the overall scorecard-indicated outcome, we convert each of the sub-factor ratings into an 
alphanumeric value based upon a continuum along the scale below. 

Aaa Aa A Baa Ba B Caa Ca 

1 3 6 9 12 15 18 20 

 
The alphanumeric score for each sub-factor is multiplied by its relative importance, or weight, with the 
results then summed to produce an aggregate weighted factor score. The aggregate weighted factor score is 
then mapped back to an alphanumeric score based on the ranges in the table below (Exhibit 2). 
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EXHIBIT 2 

Scorecard-Indicated Outcome 

Scorecard-Indicated Outcome Aggregate Weighted Factor Score 

Aaa x ≤ 1.5 

Aa1 1.5 < x ≤ 2.5 

Aa2 2.5 < x ≤ 3.5 

Aa3 3.5 < x ≤ 4.5 

A1 4.5 < x ≤ 5.5 

A2 5.5 < x ≤ 6.5 

A3 6.5 < x ≤ 7.5 

Baa1 7.5 < x ≤ 8.5 

Baa2 8.5 < x ≤ 9.5 

Baa3 9.5 < x ≤ 10.5 

Ba1 10.5 < x ≤ 11.5 

Ba2 11.5 < x ≤ 12.5 

Ba3 12.5 < x ≤ 13.5 

B1 13.5 < x ≤ 14.5 

B2 14.5 < x ≤ 15.5 

B3 15.5 < x ≤ 16.5 

Caa1 16.5 < x ≤ 17.5 

Caa2 17.5 < x ≤ 18.5 

Caa3 18.5 < x ≤ 19.5 

Ca x > 19.5 

 

4. Assumptions, Limitations and Rating Considerations Not Included in the Scorecard 

The scorecard in this rating methodology represents a decision to favor simplicity that enhances 
transparency over greater complexity that would enable the scorecard-indicated outcome to map more 
closely to actual ratings. The scorecard-indicated outcome will not match the actual rating in every case for 
a number of reasons, including the following:  

» Our ratings incorporate expectations of future performance while the mapping for the scorecard is 
based on historical financial statements. 

» The scorecard is not an exhaustive list of every rating consideration. 

» In some circumstances, the importance of one factor may exceed its prescribed weight in this 
methodology. 

Variance between the scorecard and actual ratings reflects the importance of forecasts of financial 
performance and our analysis of qualitative rating factors. These elements are of particular importance for 
the highest and lowest rating categories (e.g. Aaa and Caa and below), as illustrated by the lower correlation 
of scorecard-indicated outcomes to ratings. For speculative grade rated entities, performance inconsistent 
with historical trends, more rapid rates of change due to higher risk profiles, or the outsized importance of a 
particular rating factor can contribute to variance from the scorecard-indicated outcome.  
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Scorecard Factors 

The scorecard is comprised of ten sub-factors capturing key elements of a university’s market profile, 
operating performance, wealth and liquidity, and leverage. Each sub-factor is assigned a weight, totaling 
30% for market profile, 25% for operating performance, 25% for wealth and liquidity, and 20% for leverage.  

Factor 1: Market Profile 

Why it Matters 

A strong brand name and reputation allow a university to compete effectively for tuition revenue, private 
gifts, research grants, faculty and staff, and government support. Market profile, therefore, provides the 
foundation for a university’s long-term financial health and credit rating. Universities derive credit strength 
by excelling within their own market segment, whether that is as a comprehensive university, art and design 
school, or liberal arts college. 

The three relevant sub-factors are: 

1. Scope of Operations 

2. Reputation and Pricing Power 

3. Strategic Positioning 

A. Scope of Operations 

The size and breadth, or scope of operations, of a university indicates its significance in the higher education 
sector within its region and globally. A greater scope of operations typically implies higher brand 
recognition, broader geographic diversification, and the ability to take advantage of economies of scale 
during economically challenging times. As long as a university maintains market differentiation and aligns its 
offerings to its brand, a larger scope of operations insulates a university from local economic and 
demographic changes, as well as shifts in societal preferences. Larger scale can also translate into financial 
and regulatory support, given the economic and political importance of large universities.  

Relevant Metric  

» Operating Revenue indicates the scale of a university’s operations. A larger operating base generally 
reflects greater economies of scale and brand recognition within the sector.  

B. Reputation and Pricing Power 

The perceived value of a university's programs and services determines its potential to grow revenue. 
Translating a university’s reputation into student-generated revenue, government funding, patient care, or 
research grants, drives the long-term health of the organization. Operating revenue growth is particularly 
important for universities without significant endowment assets or philanthropy, dependent on earned 
revenue to support annual cost increases and strategic initiatives. Financially healthy organizations are 
typically able to grow revenue at inflationary levels over a multi-year period. Revenue growth above 
inflation provides additional funds to invest in programs and facilities, enhancing a university’s long-term 
competitive position.  

A university’s reputation directly influences its ability to charge a particular level of tuition and fees while 
maintaining its optimal enrollment in terms of quality and size. Government regulations, political pressure, 
or a university’s mission may limit a university’s ability to leverage its brand. The most selective and 
wealthiest universities tend not to fully exercise their pricing power. With tuition and fees representing a 
relatively small share of revenue, these elite universities tend to use financial aid to shape a more 
socioeconomically diverse student body, a voluntary action rather than a reaction to economic pressure.  



 

 

  

U.S. PUBLIC FINANCE 
 

6  MAY 24, 2019 
   

RATING METHODOLOGY: HIGHER EDUCATION 
 

Globally, philanthropy is an increasingly important measure of a university’s reputation, with donors 
affirming support for the university’s mission and its social significance. Consistent gift flow provides 
universities with the financial means to strategically invest in programs and facilities to remain competitive. 
Accumulated endowment gifts provide a further revenue diversifier and credit stabilizer via planned 
endowment spending. Successful fundraising for capital projects reduces or eliminates the need to borrow. 
To assess relative strength, we place support in the context of a university’s peers, as philanthropic support 
is more developed in certain countries. 

Relevant Metric  

» Annual Change in Operating Revenue reflects the ability of a university to translate its brand into 
income. The pace of revenue growth reflects willingness and ability of students to attend a university at 
a particular price, of donors to support the university’s mission, and governments to fund education- 
and research-related costs.  

C. Strategic Positioning 

In a competitive and evolving environment, strategic investment in personnel, programs, and campus 
facilities are typically critical for a university to maintain its market relevance and protect, or strengthen, its 
reputation. The continuous process of identifying, prioritizing, and monitoring strategic investments helps 
optimize the use of university resources. While a university may reduce spending in any given year to 
address short-term revenue or liquidity pressure, multiple years of underinvestment can erode its 
competitive position or significantly increase the cost of addressing the issue in the future.  

Strategic positioning depends on effective short- and long-range planning, consistent self-assessment and 
benchmarking, and ongoing monitoring and accountability. Integral to determining strategic priorities is a 
university’s ability to evaluate its areas of strength and weakness relative to key competitors and to track 
progress against established goals. Also fundamental to the process is the identification of funding sources 
for capital and operating needs. Determining the appropriate level of investment is a significant challenge, 
as too little investment can result in a gradual loss of student demand, research funding, or philanthropy if 
donors feel that the university is in decline. Overinvesting can saddle a college with an unsustainable 
business model, with revenue unable to support high fixed costs, including debt service.  

Relevant Metric  

» We assess Strategic Positioning on a qualitative basis. The broad criteria are included in Appendix D. 

Factor 1: Market Profile - Not-for-Profit Private Universities (30% Weight) 

  
Sub-factor 

Weight Aaa Aa A Baa Ba B Caa Ca 

Scope of Operations  
Operating Revenue ($000) 

15% ≥ 2,700,000 < 2,700,000 
≥ 400,000 

< 400,000 
≥ 75,000 

< 75,000  
≥ 40,000 

< 40,000 
≥ 30,000 

< 30,000  
≥ 20,000 

< 20,000  
≥ 8,000 

<8,000 

Reputation and Pricing Power  
Annual Change in Operating Revenue (%) 

5% ≥ 8 < 8  
≥ 6 

< 6 
≥ 4 

< 4  
≥ 2 

< 2  
≥ 0 

< 0  
≥ -6 

< -6  
≥ -11 

< -11 

Strategic Positioning 10% Exceptional Excellent Very Good Good Fair Poor Very Poor * 

Factor 1: Market Profile - Public Universities (30% Weight)  

Scope of Operations  
Operating Revenue ($000) 

15% ≥ 2,700,000 < 2,700,000 
≥ 400,000 

< 400,000 
≥ 75,000 

< 75,000  
≥ 40,000 

< 40,000 
≥ 30,000 

< 30,000  
≥ 15,000 

< 15,000  
≥ 8,000 

<8,000 

Reputation and Pricing Power  
Annual Change in Operating Revenue (%) 

5% ≥ 8 < 8  
≥ 6 

< 6  
≥ 4 

< 4  
≥ 2 

< 2  
≥ 0 

< 0  
≥ -6 

< -6  
≥ -11 

< -11 

Strategic Positioning 10% Exceptional Excellent Very Good Good Fair Poor Very Poor * 

*  We have opted to merge the Caa & below rating categories for Strategic Positioning given the similar characteristics at these rating categories.  
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Factor 2: Operating Performance 

Why it Matters 

Strong operating performance enables a university to repay debt from regular operating revenue while 
providing funds for strategic investment in programs and facilities. As global not-for-profit and public 
organizations, universities face the challenge of balancing spending to support their missions with sustaining 
long-term economic viability. The ability to achieve surplus operating performance is important for the 
long-run financial health of all universities, but is especially critical for those that do not have significant 
financial reserves.  

The two relevant sub-factors are: 

1. Operating Results and Budgetary Flexibility 

2. Revenue Diversity 

A. Operating Results and Budgetary Flexibility  

Trends in operating performance provide insight into a university’s financial policies and management’s 
practices to align revenue and expenditure growth. A university’s ability to consistently generate cash from 
its primary business activities helps ensure a sustainable business model. A financially healthy university will 
generate sufficient net income to support strategic financial and capital investments. In light of 
governmental and public scrutiny of the cost of higher education, it is important for universities to control 
expenses to match more limited tuition increases.  

A university’s flexibility to increase revenue, and/or reduce expenses, enables it to adapt to changes in its 
operating environment. The extent to which a university can react to economic conditions and events is a 
function of its market profile, labor costs (union/tenure), capital intensity, and political environment. Public 
universities may be subject to regulations of enrollment numbers or tuition and fees that can limit their 
ability to translate market strength into revenue growth. As major local or regional employers, universities 
may also face public or political pressure to maintain staffing during economically challenging times to limit 
negative economic effects.  

While weak operating results in a single year may not indicate elevated credit risk, consecutive years of 
weak financial performance typically indicate competitive or management problems. Consistent positive net 
income generation indicates the strength of a university’s forecasting, budgeting, and financial planning 
process, as well as ability and willingness to make expense reductions during challenging cycles. Inability to 
generate net income to support operations and strategic investments can indicate weak financial planning 
or a poor competitive position.   
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Relevant Metric 

» Operating Cash Flow Margin compares net income before non-cash expenses relative to operating 
revenue to indicate the amount of cash a university generates to support its strategic and capital 
investments.  

Our Operating Ratios Use a Standard Endowment Spending Rate  

A university’s endowment provides income earnings that support programs, capital, and research. 
Endowment spending policies aim to provide consistent operating support through economic cycles 
while maintaining the purchasing power of the endowment. Since individual policies may vary, we 
enhance comparability of performance by holding universities to a 5% spending formula based on a 
trailing three-year average of the university’s cash and investments. 

B. Revenue Diversity 

Diverse sources of revenue promote operating stability. The benefits of diversity are most pronounced when 
revenue streams have a negative or low correlation so that a decline in one would bolster another source. 
Some prominent revenue sources are highly correlated, as demonstrated by the direct relationship between 
economic prosperity, gift revenue, and investment returns. 

Revenue diversity generally protects against an inconsistent or constrained revenue source. Within a broad 
revenue category, there may be significant diversity that helps mitigates risks. Examples include 
programmatic and geographic diversity of the student body for tuition charges or numerous funding sources 
and fields of study for research awards. The stability, certainty, and sufficiency of payment from a financially 
strong entity, like a government, can mitigate some risks associated with revenue concentration.     

Relevant Metric 

» Revenue Diversity captures a university’s highest reliance on a single source of revenue such as 
student charges (tuition, fees, and auxiliaries), government appropriations, research grants, or patient 
care. Generally, greater revenue diversity is credit positive, reducing a university’s vulnerability to 
fluctuations in any single revenue source.  

Factor 2: Operating Performance - Not-for-Profit Private Universities (25% Weight) 

 
Sub-factor 

Weight Aaa Aa A Baa Ba B Caa Ca 

Operating Results  
Operating Cash Flow Margin (%) 

10% ≥ 25 < 25  
≥ 15 

< 15  
≥ 9 

< 9  
≥ 4.5 

< 4.5  
≥ 1 

< 1  
≥ -2 

< -2  
≥ -4 

< -4 

Revenue Diversity  
Maximum Single Contribution (%) 

15% ≤ 35 > 35  
≤ 50 

> 50  
≤ 69 

> 69  
≤ 79 

> 79  
≤ 87 

> 87  
≤ 93 

> 93  
≤ 97 

> 97 

Factor 2: Operating Performance - Public Universities (25% Weight)  

Operating Results  
Operating Cash Flow Margin (%) 

10% ≥ 20 < 20  
≥ 11 

< 11  
≥ 4.5 

< 4.5  
≥ 1 

< 1  
≥ -2 

< -2  
≥ -3.5 

< -3.5  
≥ -5 

< -5 

Revenue Diversity  
Maximum Single Contribution (%) 

15% ≤ 35 > 35  
≤ 50 

> 50  
≤ 67 

> 67  
≤ 75 

> 75  
≤ 82 

> 82  
≤ 88 

> 88  
≤ 95 

> 95 
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Factor 3: Wealth and Liquidity 

Why it Matters 

A university’s financial reserves enable it to withstand periods of volatility in its operating environment. 
Some universities have significant endowment funds restricted to support elements of their missions in 
perpetuity, while others have accumulated wealth from retained operating surpluses. External restrictions 
limiting the purpose or timing of spending, including investment strategies, are critical components of our 
analysis.  

The two relevant sub-factors are: 

A. Total Wealth 

B. Liquidity 

A. Total Wealth 

More affluent universities are better positioned to weather prolonged periods of economic and market 
volatility, helping to ensure that bondholders will be repaid on time and as contracted. A university’s 
financial strength is assessed relative to the size of its operations and enrollment, as well as to debt and 
other liabilities. Additionally, a university’s potential for wealth accumulation in relation to growth of 
liabilities, including pension and other post-employment benefits (OPEB), is an important component of 
wealth analysis. 

Relevant Metrics  

» Total Cash and Investments is a direct measure of absolute wealth and the assets that generate 
investment income.  

» Spendable Cash and Investments to Operating Expenses indicates the extent to which a university 
can rely on wealth that can be accessed over time or for a specific purpose to operate without earning 
any additional revenue. This measure is of particular importance during periods of financial stress when 
revenue may be subject to volatility.  

B. Liquidity 

Cash and investments that are free from external restrictions and can be readily liquidated are critical to a 
university’s near-term ability to meet operating, capital, investment, and debt service requirements. We 
distinguish between wealth and liquidity to capture external limitations on a university’s ability to use 
investments as well as the liquidity profile of various investment strategies. 

Through a “sources and uses” approach, we seek to understand the availability of various sources of liquidity 
and the correlation and likelihood of demands on liquidity. Our analysis begins with an examination of the 
university’s readily available cash, operating funds, and longer-term investments. The analysis further 
considers alternate sources of liquidity, such as external bank facilities, and the related covenants or other 
terms which may limit or prohibit access to liquidity when a university may need it most. Investment 
oversight and risk management, including scenario-risk assessments, as well as integration of treasury, 
investment, and finance functions can help identify and prioritize actions to preserve or improve liquidity.  

Relevant Metric 

» Monthly Days Cash on Hand measures the number of days a university could continue to pay 
operating expenses from existing unrestricted cash and investments in the absence of additional 
revenue, assuming equal daily expenditures. Monthly liquidity is limited to cash and investments that 
are free from external restriction and can be liquidated and accessed within 30 days.  
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Factor 3: Wealth & Liquidity - Not-for-Profit Private Universities (25% Weight)   

 
Sub-factor 

Weight Aaa Aa A Baa Ba B Caa Ca 

Total Wealth  
Total Cash & Investments ($000) 

10% ≥ 5,000,000 < 5,000,000 
≥ 500,000 

<500,000 
≥200,000 

<200,000 
≥40,000 

< 40,000 
≥ 25,000 

<25,000 
≥19,000 

< 19,000 
≥ 10,000 

< 10,000 

Operating Reserve  
Spendable Cash & Investments to Operating 
Expenses (x) 

10% ≥ 5.5 < 5.5  
≥ 2 

< 2  
≥ 0.9 

< 0.9  
≥ 0.3 

< 0.3  
≥ 0.2 

< 0.2  
≥ 0.14 

< 0.14  
≥ 0.1 

< 0.1 

Liquidity  
Monthly Days Cash on Hand 

5% ≥ 700 < 700  
≥ 430 

< 430 
 ≥ 200 

< 200  
≥ 90 

< 90  
≥ 70 

< 70  
≥ 50 

< 50  
≥ 30 

< 30 

Factor 3: Wealth & Liquidity - Public Universities (25% Weight)  

Total Wealth  
Total Cash & Investments ($000) 

10% ≥ 2,500,000 < 2,500,000 
≥ 100,000 

< 100,000 
≥ 25,000 

< 25,000 
≥ 10,000 

< 10,000 
≥ 2,300 

< 2,300 
≥ 900 

< 900 ≥ 
350 

< 350 

Operating Reserve  
Spendable Cash & Investments to Operating 
Expenses (x) 

10% ≥ 1 < 1  
≥ 0.5 

< 0.5  
≥ 0.15 

< 0.15  
≥ 0.05 

< 0.05  
≥ 0.044 

< 0.044 
≥ 0.038 

< 0.038 
≥ 0.032 

< 0.032 

Liquidity  
Monthly Days Cash on Hand 

5% ≥ 260 < 260  
≥ 140 

< 140  
≥ 50 

< 50  
≥ 25 

< 25  
≥ 14 

< 14  
≥ 8 

< 8  
≥ 6 

< 6 

 

Public University Foundations  

When assessing a public university’s financial strength, we include the assets and liabilities of its 
associated foundations and analyze the foundations’ activities. These organizations can perform a variety 
of core functions of higher education institutions, including acting as the primary fundraising and 
endowment management vehicle for the university, acquiring and managing real estate for the benefit of 
the university, investing in research infrastructure and development, supporting athletic programs, and 
operating auxiliary functions such as housing.  

Since public university foundations are created to support an affiliated public university, the 
organizations are closely linked from a financial and strategic perspective. The alignment of a foundation 
and its affiliated university results in foundation ratings that tend to be one or two levels higher or lower 
than their affiliated university.  

 

Factor 4: Leverage  

Why it Matters 

A university’s financing decisions provide insight into the strength and diversity of its funding sources as well 
as its risk appetite. Broad capital funding strategies contribute to credit strength by reducing reliance on any 
single source and ensuring ongoing renewal and replacement. The examination of financial leverage 
accounts for the diversity of debt structures and business models within the global higher education sector.  

The two relevant sub-factors are: 

» Financial Leverage 

» Debt Affordability 

A. Financial Leverage 

The degree of financial reserves relative to debt is a key indicator of balance sheet flexibility. A higher degree 
of reserves relative to debt reduces the risk that either short- or medium-term operating weakness will 
result in default. The importance of a university’s financial resource cushion to debt depends, in part, on its 
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debt structure, intended source of repayment, and strength and consistency of its operations. For example, 
some of the wealthiest universities expect gifts or the accumulation of investment returns to pay off long-
term bullet maturities.  

Relevant Metric  

» Spendable Cash and Investments to Total Debt highlights the ability of a university to repay 
bondholders from wealth that can be accessed over time or for a specific purpose. This measure is of 
particular importance for universities with non-amortizing debt structures that do not intend to repay 
debt from annual cash flow. 

B. Debt Affordability 

Measures of debt affordability and coverage can include the amount of the budget consumed by debt 
payments as well as coverage of annual debt service obligations from a university’s operations. To account 
for diverse debt structures, we focus on debt affordability by comparing the total amount of debt 
outstanding relative to annual cash flow (net income before depreciation, amortization, interest, and other 
large non-cash expenses). We also take into account new revenue generated by financed projects and any 
debt service support from the university’s associated government. We do not, however, deduct debt for 
revenue-generating projects or debt supported by governmental appropriations from our metrics.  

Relevant Metric 

» Total Debt to Cash Flow measures the ability of a university to repay its debt from the profitability of 
its current operations, as opposed to financial reserves, and is a measure of debt affordability.  

Factor 4: Leverage - Not-for-Profit Private Universities (20% Weight)   

  Sub-
factor 

Weight Aaa Aa A Baa Ba B Caa Ca 

Financial Leverage  
Spendable Cash & Investments to Total Debt (x) 

10% ≥ 6 < 6  
≥ 2 

< 2  
≥ 0.8 

< 0.8  
≥ 0.4 

< 0.4  
≥ 0.18 

< 0.18  
≥ 0.1 

< 0.1  
≥ 0.04 

< 0.04 

Debt Affordability  
Total Debt to Cash Flow (x) 

10% > 0  
≤ 3 

> 3  
≤ 6 

> 6  
≤ 10 

> 10  
≤ 20 

> 20  
≤ 31 

> 31  
≤ 40 

> 40  
≤ 52 

> 52  
< 0 

Factor 4: Leverage - Public Universities (20% Weight)  

Financial Leverage  
Spendable Cash & Investments to Total Debt (x) 

10% ≥ 3 < 3  
≥ 0.75 

< 0.75  
≥ 0.2 

< 0.2  
≥ 0.12 

< 0.12  
≥ 0.06 

< 0.06 
 ≥ 0.035 

< 0.035  
≥ 0.021 

< 0.021 

Debt Affordability  
Total Debt to Cash Flow (x) 

10% > 0  
≤ 4 

> 4  
≤ 10 

> 10  
≤ 16 

> 16  
≤ 22 

> 22  
≤ 34 

> 34  
≤ 46 

> 46  
≤ 58 

> 58  
< 0 
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Public-Private Partnerships and Other Capital Obligations 

Some universities may enter into partnership agreements with private sector developers to address 
capital needs, most commonly used for student accommodations. Public-Private Partnerships (P3s) are 
an increasingly popular tool to support university strategic investments. We incorporate these 
partnerships into the analysis of the affiliated university, by evaluating the strength of the project to 
generate sufficient own source revenue and the degree of university affiliation. Depending on the 
strength of the university affiliation, we may include debt associated with the P3 into the university’s 
debt metrics, even if the debt is non-recourse to the university or if the P3 generates sufficient own 
source revenue to meet all of its costs and debt obligations.  

Universities may also use operating leases, particularly for programs that are delivered off the primary 
campus. We analyze the magnitude and terms of these leases and include them in our adjusted debt 
metrics.  

Other Credit Considerations 

In this section, we discuss the most common other credit considerations impacting our analysis. These are 
illustrative considerations that serve as a guide, not an exhaustive list of considerations.  

Multi-Year Trends 

The momentum and direction of credit trends are integral to our forward-looking analysis. Trend analysis 
helps inform our evaluation of university-provided assumptions and forecasts, demonstrates the outcomes 
of management decisions, and sometimes reveals underlying credit issues not evident in a point-in-time 
analysis. The pace at which a trend develops can influence the magnitude of the credit impact. Deterioration 
of credit quality can occur quickly, particularly if management is slow or fails to address fundamental fiscal 
imbalance.  

Governance and Management 

Strategy, financial health, and credit position are all fundamentally driven by decisions made by a 
university’s board members and leadership team. The weight of this assessment in our analysis is 
particularly important when a university is in a period of transition or financial stress. Our analysis focuses 
on the composition of a university’s board and senior management team; ability to develop and execute 
short- and long-range plans; customization of enterprise risk management and oversight based on business 
complexity; and the discipline to measure performance and implement change based on internal objectives 
or shifts in the competitive landscape.  

Debt Structure Considerations 

The maturity, security, and terms and conditions of a debt instrument affect the amount of and 
circumstances under which a university is expected to make payments, regularly scheduled or accelerated. A 
university’s debt structure, therefore, can have liquidity and cash flow implications. Security provisions and 
covenants provide a source of protection to bondholders and can determine the priority of payments 
between creditors. In some cases, security provisions provided to creditors other than bondholders can 
result in effective subordination of bondholders, resulting in credit distinctions. 
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Liquidity Quality 
The source and predictability of liquidity, beyond coverage metrics, can affect a university’s ability to meet 
short-term needs. External sources of liquidity may not be available to a university when it has the greatest 
need due to covenants, counterparty risk, or market disruptions. Therefore, our analysis begins with the 
university’s internal reserves free from external restrictions, the potential volatility of those reserves, and 
projections on cash flow.  

Government Relationship 

Government support affects all aspects of higher education, subsidizing academic degrees, providing 
financial aid to students, encouraging research and development, and influencing a university’s ability to 
compete globally for students, faculty, and gifts. Government policies and regulations can add to credit 
strength if they enhance oversight or financial stability of universities, or detract if they limit a university’s 
ability to adjust to changes in its operating environment.  

While related, public university ratings do not necessarily move in tandem with government ratings. Our 
opinion of the relative strength or weakness of linkages to a government are informed by a number of 
factors including: the level of authority a government exerts on its universities; a university’s exposure to the 
macroeconomic conditions within the region in which it is domiciled; the degree of a university’s 
dependence on government funding; and the intrinsic creditworthiness of each party.4 Further consideration 
is given to the ability and willingness of the government to provide extraordinary support. Since 
extraordinary support often occurs after severe fiscal stress, and extraordinary support is not guaranteed, a 
university’s rating could deteriorate substantially prior to government intervention. 

Pension and Other Post-Employment Obligations 

Pensions and other post-employment benefits are long-term liabilities that have immediate expense 
implications. We evaluate the magnitude of these obligations relative to the wealth and operations of the 
university. For public universities, we review whether the university or government is responsible for making 
benefit payments, funding status for pension plans, and the potential for change through reform.5  

Healthcare Operations 

Universities with material financial or academic linkages with healthcare can be susceptible to the operating 
performance of its affiliated hospital(s). Due to the strategic and reputational risks associated with these 
relationships, our analysis focuses on the ties between the university and affiliated hospital irrespective of 
the legal structure. We reevaluate these relationships as they change as a result of the financial performance 
of each entity, new senior leadership teams, or evolving organizational cultures and priorities.6 

  

                                                                        
4  For details, see our cross-sector methodology explaining how sovereign credit quality can affect other ratings under the Moody’s Related Publications section. 
5  For details, see our cross-sector methodology explaining how we adjust financial statements for US state and local government reported pension data under the 

Moody’s Related Publications section. 
6  For details, see our methodology for rating not-for-profit healthcare institutions under the Moody’s Related Publications section. 
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Appendix A: Metric Definitions 

Market Profile 

Operating Revenue indicates the scope of a university’s operations. A larger operating base generally 
reflects greater economies of scale and brand recognition within the sector.   

Operating Revenue includes all unrestricted revenue (including gifts for operations and government 
operating appropriations), excludes funds to be spent on capital (grants, appropriations, or net assets 
released), and replaces unrestricted investment gains or losses with a proxy for endowment spending. 
Tuition revenue is net of scholarship and fellowship expenses.  

Annual Change in Operating Revenue reflects the ability of a university to translate its brand into income. 
The pace of revenue growth reflects willingness and ability of students to attend a university at a particular 
price, of donors to support the university’s mission, and governments to fund education- and research-
related costs. 

Operating Revenue less the prior year’s Operating Revenue, divided by the prior year’s Operating Revenue 

Operating Performance 

Operating Cash Flow Margin compares net income before non-cash expenses relative to Operating 
Revenue to indicate the amount of cash a university generates to support its strategic and capital 
investments. 

Operating income plus depreciation, amortization, interest, and other large non-cash expenses, divided by 
Operating Revenue 

Revenue Diversity captures a university’s highest reliance on a single source of revenue such as student 
charges (tuition, fees, and auxiliaries), government appropriations, research grants, or patient care. 
Generally, greater revenue diversity is credit positive, reducing a university’s vulnerability to fluctuations in 
any single revenue source.  

Largest source of revenue divided by Operating Revenue  

Wealth and Liquidity 

Total Cash and Investments is a direct measure of absolute wealth and the assets that generate investment 
income. 

University cash and investments plus affiliated foundations’ cash and investments 

Spendable Cash and Investments to Operating Expenses indicates the extent to which a university can rely 
on wealth that can be accessed over time or for a specific purpose to operate without earning any additional 
revenue. This measure is particularly important during periods of financial stress when revenue may be 
subject to volatility.  

Cash and investments (at the university and affiliated foundations) plus funds held in trust by others plus 
pledges receivable reported in permanently restricted net assets, less permanently restricted net assets, 
divided by operating expenses 
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Monthly Days Cash on Hand measures the number of days a university could continue to pay operating 
expenses from existing unrestricted cash and investments in the absence of additional revenue, assuming 
equal daily expenditures. Monthly liquidity is limited to cash and investments that are free from external 
restriction and can be liquidated and accessed within 30 days. 

Unrestricted cash and investments (university only) that can be liquidated within one month, multiplied by 
365, divided by operating expenses less depreciation and other large non-cash expenses 

Leverage  

Spendable Cash and Investments to Total Debt7 highlights the ability of a university to repay bondholders 
from wealth that can be accessed over time or for a specific purpose. This measure is of particular 
importance for universities with non-amortizing debt structures that do not intend to repay debt from 
annual cash flow. 

Cash and investments (at the university and affiliated foundations) plus funds held in trust by others plus 
pledges receivable reported in permanently restricted net assets, less permanently restricted net assets, 
divided by Total Debt 

Total Debt to Cash Flow measures the ability of a university to repay its debt from the profitability of its 
current operations, as opposed to financial reserves, and is a measure of debt affordability.  

Total Debt divided by operating income plus depreciation, amortization, interest, and other large non-cash 
expenses 

 

                                                                        
7  Total Debt typically includes a university’s and affiliated foundations’ bonds, notes, commercial paper, capital leases, bank loans, guarantees, and draws upon lines of 

credit. 
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Appendix B: Not-for-Profit Private University Quantitative Scorecard Ranges 

 
Sub-factor 

Weight Aaa Aa A Baa Ba B Caa Ca 

Factor 1: Market Profile (30%)           

Scope of Operations  
Operating Revenue ($000) 

15% ≥ 2,700,000 < 2,700,000  
≥ 400,000 

< 400,000  
≥ 75,000 

< 75,000  
≥ 40,000 

< 40,000  
≥ 30,000 

< 30,000  
≥ 20,000 

< 20,000  
≥ 8,000 

< 8,000 

Reputation and Pricing Power  
Annual Change in Operating Revenue (%) 

5% ≥ 8 < 8  
≥ 6 

< 6  
≥ 4 

< 4  
≥ 2 

< 2  
≥ 0 

< 0  
≥ -6 

< -6  
≥ -11 

< -11 

Strategic Positioning 10% Exceptional Excellent Very Good Good Fair Poor Very Poor * 

Factor 2: Operating Performance (25%)          

Operating Results  
Operating Cash Flow Margin (%) 

10% ≥ 25 < 25  
≥ 15 

< 15  
≥ 9 

< 9 
 ≥ 4.5 

< 4.5  
≥ 1 

< 1  
≥ -2 

< -2  
≥ -4 

< -4 

Revenue Diversity  
Maximum Single Contribution (%) 

15% ≤ 35 > 35  
≤ 50 

> 50  
≤ 69 

> 69  
≤ 79 

> 79  
≤ 87 

> 87  
≤ 93 

> 93  
≤ 97 

> 97 

Factor 3: Wealth & Liquidity (25%)          

Total Wealth  
Total Cash & Investments ($000) 

10% ≥ 5,000,000 < 5,000,000  
≥ 500,000 

< 500,000  
≥ 200,000 

< 200,000  
≥ 40,000 

< 40,000  
≥ 25,000 

< 25,000  
≥ 19,000 

< 19,000  
≥ 10,000 

< 10,000 

Operating Reserve  
Spendable Cash & Investments to Operating Expenses (x) 

10% ≥ 5.5 < 5.5  
≥ 2 

< 2  
≥ 0.9 

< 0.9  
≥ 0.3 

< 0.3  
≥ 0.2 

< 0.2  
≥ 0.14 

< 0.14  
≥ 0.1 

< 0.1 

Liquidity  
Monthly Days Cash on Hand 

5% ≥ 700 < 700  
≥ 430 

< 430  
≥ 200 

< 200  
≥ 90 

< 90  
≥ 70 

< 70  
≥ 50 

< 50  
≥ 30 

< 30 

Factor 4: Leverage (20%)          

Financial Leverage  
Spendable Cash & Investments to Total Debt (x) 

10% ≥ 6 < 6  
≥ 2 

< 2  
≥ 0.8 

< 0.8  
≥ 0.4 

< 0.4  
≥ 0.18 

< 0.18  
≥ 0.1 

< 0.1  
≥ 0.04 

< 0.04 

Debt Affordability  
Total Debt to Cash Flow (x) 

10% > 0  
≤ 3 

> 3  
≤ 6 

> 6  
≤ 10 

> 10  
≤ 20 

> 20  
≤ 31 

> 31  
≤ 40 

> 40  
≤ 52 

> 52  
< 0 

*  We have opted to merge the Caa & below rating categories for Strategic Positioning given the similar characteristics at these rating categories.   
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Appendix C: Public University Quantitative Scorecard Ranges 

 
Sub-factor 

Weight Aaa Aa A Baa Ba B Caa Ca 

Factor 1: Market Profile (30%)           

Scope of Operations  
Operating Revenue ($000) 

15% ≥ 2,700,000 < 2,700,000  
≥ 400,000 

< 400,000  
≥ 75,000 

< 75,000  
≥ 40,000 

< 40,000  
≥ 30,000 

< 30,000  
≥ 15,000 

< 15,000 
 ≥ 8,000 

< 8,000 

Reputation and Pricing Power  
Annual Change in Operating Revenue (%) 

5% ≥ 8 < 8  
≥ 6 

< 6  
≥ 4 

< 4  
≥ 2 

< 2  
≥ 0 

< 0  
≥ -6 

< -6 
 ≥ -11 

< -11 

Strategic Positioning 10% Exceptional Excellent Very Good Good Fair Poor Very Poor * 

Factor 2: Operating Performance (25%)          

Operating Results  
Operating Cash Flow Margin (%) 

10% ≥ 20 < 20  
≥ 11 

< 11  
≥ 4.5 

< 4.5  
≥ 1 

< 1  
≥ -2 

< -2  
≥ -3.5 

< -3.5  
≥ -5 

< -5 

Revenue Diversity  
Maximum Single Contribution (%) 

15% ≤ 35 > 35  
≤ 50 

> 50  
≤ 67 

> 67  
≤ 75 

> 75  
≤ 82 

> 82  
≤ 88 

> 88  
≤ 95 

> 95 

Factor 3: Wealth & Liquidity (25%)          

Total Wealth  
Total Cash & Investments ($000) 

10% ≥ 2,500,000 < 2,500,000  
≥ 100,000 

< 100,000  
≥ 25,000 

< 25,000  
≥ 10,000 

< 10,000  
≥ 2,300 

< 2,300  
≥ 900 

< 900  
≥ 350 

< 350 

Operating Reserve  
Spendable Cash & Investments to Operating Expenses (x) 

10% ≥ 1 < 1  
≥ 0.5 

< 0.5  
≥ 0.15 

< 0.15  
≥ 0.05 

< 0.05  
≥ 0.044 

< 0.044  
≥ 0.038 

< 0.038  
≥ 0.032 

< 0.032 

Liquidity  
Monthly Days Cash on Hand 

5% ≥ 260 < 260  
≥ 140 

< 140  
≥ 50 

< 50  
≥ 25 

< 25  
≥ 14 

< 14  
≥ 8 

< 8 
 ≥ 6 

< 6 

Factor 4: Leverage (20%)          

Financial Leverage  
Spendable Cash & Investments to Total Debt (x) 

10% ≥ 3 < 3  
≥ 0.75 

< 0.75  
≥ 0.2 

< 0.2  
≥ 0.12 

< 0.12  
≥ 0.06 

< 0.06  
≥ 0.035 

< 0.035  
≥ 0.021 

< 0.021 

Debt Affordability  
Total Debt to Cash Flow (x) 

10% > 0  
≤ 4 

> 4  
≤ 10 

> 10  
≤ 16 

> 16  
≤ 22 

> 22  
≤ 34 

> 34  
≤ 46 

> 46 
 ≤ 58 

> 58  
< 0 

*  We have opted to merge the Caa & below rating categories for Strategic Positioning given the similar characteristics at these rating categories. 
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Appendix D: Strategic Positioning Assessment Criteria 

  Weight 

Aaa 

Exceptional 

Aa 

Excellent 

A 

Very Good 

Baa 

Good 

Ba 

Fair 

B 

Poor 

Caa & below 

Very Poor 

Strategic 
Positioning 

10% » Well integrated and 
sustainable strategic, 
capital, and financial 
plans supported by 
detailed financial 
forecasts  

» Proven ability to 
consistently execute 
and adjust plans 
through economic 
cycles 

» Highly diversified and 
consistent 
reinvestment funding 
sources 

» Annual capital 
investment ensures 
well-maintained and 
updated facilities 

» Systematized review 
and annual 
adjustments of 
academic programs 

» Annual self-
assessment and 
benchmarking 

» Clearly articulated 
multi-year strategic, 
capital, and financial 
plans with associated 
cost forecasts 

» Stress-testing 
identifying ability to 
adjust plans with 
some demonstrated 
history of doing so 

» Strong diversification 
and consistency of 
reinvestment funding 
sources 

» Regular capital 
investment over a 
multi-year period 
with limited deferred 
maintenance 

» Regular review and 
adjustment of 
academic programs  

» Regular self-
assessment and 
benchmarking 

» Periodic 
comprehensive 
multi-year strategic 
planning with 
associated cost 
forecasting 

» Good diversification 
of reinvestment 
funding sources over 
a multi-year period 

» Periodic capital 
investment with 
modest amounts of 
deferred 
maintenance 

» Periodic academic 
program adjustments 

» Demonstrated 
knowledge of 
competitive position  

» Strategic planning 
limited to medium-
term time horizon 

» Less diversified but 
adequate 
reinvestment funding 
sources  

» Sporadic capital 
investments and 
moderate deferred 
maintenance 

» Sporadic review and 
adjustment of 
academic programs 

» Limited self-
assessment and 
benchmarking 

» Limited and less 
comprehensive 
operating and capital 
planning and 
forecasting 

» Modest reinvestment 
funding sources with 
some reliance on 
external committed 
financings 

» Irregular capital 
investments with 
growing deferred 
maintenance 

» Few programmatic 
adjustments made to 
respond to market 
demand and 
conditions 

» Lack of self-
assessment and 
benchmarking 

» Weak or ineffective 
operating and capital 
forecasting 

» High reliance on 
capital markets and 
external funding for 
non-discretionary 
capital and 
reinvestment 
expenditures 

» Growing deferred 
maintenance of 
facilities and 
infrastructure 

» Limited meaningful 
academic program 
review and 
adjustments 

» Accreditation 
warning or probation 

» Absence of detailed 
operational and 
financial planning 
and forecasting 

» No identifiable 
reinvestment 
funding sources 

» Significant deferred 
maintenance  

» No demonstrated 
academic program 
review  

» Substantive risk of 
loss of accreditation 

» No self-assessment, 
benchmarking, or 
competitive 
awareness  
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Moody’s Related Publications 

Credit ratings are primarily determined by sector credit rating methodologies. Certain broad methodological 
considerations (described in one or more cross-sector rating methodologies) may also be relevant to the 
determination of credit ratings of issuers and instruments. An index of sector and cross-sector credit rating 
methodologies can be found here.  

For data summarizing the historical robustness and predictive power of credit ratings, please click here. 

For further information, please refer to Rating Symbols and Definitions, which is available here.  

http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_127479
https://www.moodys.com/research/Methodology-Review-Summary-Metrics--PBC_158382
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_79004
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