
 

 

Policy Number: 
3007 (B) 

Date Established / 
Last Revision: 

Page 1 of 3 Debt  08/12/2006 

 

Policy 3007 B Debt  
Established:  08/12/2006 
Revision History:   

This policy provides guidance on the use of debt as a funding source, allocates the debt capacity 
strategically, and establishes debt levels and types of debt, which are appropriate and responsible for 
the university’s financial strength and risk tolerance levels. 
 
Debt financing allows the university to pay for an asset over a period of time, up to its useful life, rather 
than pay for it at the time of purchase. This is a financially responsible practice for certain types of 
investments within appropriate limitations and acceptable interest rates. Debt financing is financially 
beneficial if borrowing rates are below investment returns or if the university invests in capital assets 
which provide investment returns or cost savings which are greater than the cost of borrowing. Debt is 
a valuable source of capital project financing and its use should be limited to projects that relate to the 
mission and strategic objectives of the university. The amount of debt incurred impacts the financial 
health of the university and its credit rating. The university will actively consider current or advanced 
refunding opportunities of outstanding debt when the net present value savings are positive, and the 
refunding will support a strategic need of the university.  
 
Guidelines for Prioritizing Capital Projects Requiring Debt 
The university administration will use the following guidelines when prioritizing capital projects and 
making decisions about financing options and use of debt: 
 
1. Only projects related to the mission of the university, directly or indirectly, will be eligible for debt 

financing. 
2. In assessing the possible use of debt, all other financing and revenue sources will be considered. 

Philanthropy, project-generating revenues, research facilities and administration cost 
reimbursement, expendable reserves, and other sources are expected to finance a portion of the 
cost of a project. Debt is to be used conservatively and strategically. 

3. Every project considered for financing must have a defined, supportable plan of costs (construction 
and incremental operating) approved by the administration. A project that has a related revenue 
stream or can create budgetary savings will receive priority consideration. However, projects may 
not receive a higher priority simply because they are self-supporting. 

 
Financial Ratios/Institutional Quantitative Tests  
The university will establish guidelines for overall debt management using a select number of financial 
ratios calculated and reported annually and when new debt is issued, and revised periodically to reflect 
any changes in accounting standards. Financial ratios will serve as indicators of the university’s 
financial health and capacity to incur debt. Calculation of these ratios will be based on the audited 
consolidated financial statements.  
 
The following five strategic financial ratios, when considered together and over time, will help to provide 
a clear, high level, assessment of the overall financial health of the university. 
 
Primary Reserve Ratio 
Measures financial strength by comparing expendable net assets to total expenses. This ratio provides 
a snapshot of financial strength and flexibility by indicating how long the university could function using 
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its expendable resources without relying on additional net assets generated by operations. A negative 
ratio or decreasing trend over time indicates a weakening financial condition. 
 
Viability Ratio 
Measures the availability of expendable net assets to cover debt. As this ratio falls below 1:1, the 
university’s ability to respond to adverse conditions, to attract capital from external sources, and its 
flexibility to fund new objectives is diminished. This ratio is regarded as an important indicator of the 
ability to assume new debt. 
 
Return on Net Assets Ratio 
Determines whether the university is financially better, or worse, than in previous years by measuring 
total economic return.  
 
Net Operating Revenues Ratio 
Indicates whether total operating activities resulted in a surplus or deficit and measures the ability of the 
university to operate in the short term. 
 
Composite (consolidated) Financial Index (CFI) 
This index blends the above four key measures into a single number representing the overall financial 
wellbeing of the university. 
 
This debt policy should be reviewed at least annually and changed as needed to reflect changing 
conditions and practices. However, it is noted that consistent application of the university’s debt policy 
provides evidence of debt management discipline over the long term. 
 
 
 
Related Policies: Policy 3003 (B) Endowment Investment and Spending  
 
Keywords:  borrowing, debt, financial ratios, investment, spending 
 
 
  

https://ftp.uws.edu/udocs/Campus/Policies_Employee_and_Student_Access/Business_and_Facilities_3000s/Policy3003B_Endowment_Investment_and_Spending.pdf
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Appendix:  Formulas and Benchmarks for Key Ratios 
 
Ratios that provide information about the university’s overall financial health 
 

 
Primary Reserve Ratio 

 

𝑒𝑥𝑝𝑒𝑛𝑑𝑎𝑏𝑙𝑒 𝑛𝑒𝑡 𝑎𝑠𝑠𝑒𝑡𝑠1

𝑡𝑜𝑡𝑎𝑙 𝑒𝑥𝑝𝑒𝑛𝑠𝑒𝑠2
 

 

 
Viability Ratio 

 
𝑒𝑥𝑝𝑒𝑛𝑑𝑎𝑏𝑙𝑒 𝑛𝑒𝑡 𝑎𝑠𝑠𝑒𝑡𝑠

𝑙𝑜𝑛𝑔 𝑡𝑒𝑟𝑚 𝑑𝑒𝑏𝑡 (𝑏𝑜𝑛𝑑𝑠 𝑎𝑛𝑑 𝑐𝑎𝑝𝑖𝑡𝑎𝑙 𝑙𝑒𝑎𝑠𝑒𝑠)
 

 

 
Return on Net Assets Ratio 

 
𝑐ℎ𝑎𝑛𝑔𝑒 𝑖𝑛 𝑡𝑜𝑡𝑎𝑙 𝑛𝑒𝑡 𝑎𝑠𝑠𝑒𝑡𝑠

𝑡𝑜𝑡𝑎𝑙 𝑛𝑒𝑡 𝑎𝑠𝑠𝑒𝑡𝑠 𝑎𝑡 𝑡ℎ𝑒 𝑏𝑒𝑔𝑖𝑛𝑛𝑖𝑛𝑔 𝑜𝑓 𝑡ℎ𝑒 𝑦𝑒𝑎𝑟
 

 

 
Net Operating Revenues Ratio 

 
𝑐ℎ𝑎𝑛𝑔𝑒 𝑖𝑛 𝑢𝑛𝑟𝑒𝑠𝑡𝑟𝑖𝑐𝑡𝑒𝑑 𝑛𝑒𝑡 𝑎𝑠𝑠𝑒𝑡𝑠

𝑡𝑜𝑡𝑎𝑙 𝑢𝑛𝑟𝑒𝑠𝑡𝑟𝑖𝑐𝑡𝑒𝑑 𝑟𝑒𝑣𝑒𝑛𝑢𝑒
 

 

 
Composite Financial Index (CFI) 

Using KPMG formula for CFI, with the following assigned weightings: 
 

Primary reserve 35% 
Viability 35% 
Return on net assets 20% 
Net operating revenues 10% 
 

 

 
1 𝐸𝑥𝑝𝑒𝑛𝑑𝑎𝑏𝑙𝑒 𝑛𝑒𝑡 𝑎𝑠𝑠𝑒𝑡 =  (𝑢𝑛𝑟𝑒𝑠𝑡𝑟𝑖𝑐𝑡𝑒𝑑 𝑛𝑒𝑡 𝑎𝑠𝑠𝑒𝑡𝑠 + 𝑒𝑥𝑝𝑒𝑛𝑑𝑎𝑏𝑙𝑒 𝑟𝑒𝑠𝑡𝑟𝑖𝑐𝑡𝑒𝑑 𝑛𝑒𝑡 𝑎𝑠𝑠𝑒𝑡𝑠 ) − 𝑒𝑥𝑝𝑒𝑛𝑑𝑎𝑏𝑙𝑒 𝑎𝑠𝑠𝑒𝑡𝑠 𝑡𝑜 𝑏𝑒 𝑖𝑛𝑣𝑒𝑠𝑡𝑒𝑑 𝑖𝑛 𝑝𝑙𝑎𝑛𝑡 
2 𝑇𝑜𝑡𝑎𝑙 𝑒𝑥𝑝𝑒𝑛𝑠𝑒𝑠 = 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑒𝑥𝑝𝑒𝑛𝑠𝑒𝑠 + 𝑛𝑜𝑛 − 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑒𝑥𝑝𝑒𝑛𝑠𝑒𝑠 

 


