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Before We Start
This session is for educational purposes only — 

not accounting or legal advice. Nothing presented 

constitutes a professional engagement.

Outcomes depend entirely on your actual 

financial position. General principles apply, but 

your numbers will drive your results.

Feel free to ask questions throughout the 

session and at the end. We want this to be 

interactive and useful for your institution.

About This Session
McClintock & Associates brings deep 

regulatory expertise to help institutions 

understand their financial ratios before they 

become problems.

Use this session as a framework — then 

apply it to your own numbers.



About McClintock 
& Associates

We’re built to deliver efficient projects, smarter 

compliance strategies, and year-round support.

Higher Education 

Specialists

Composite Score 

Expertise

Our firm specializes in 
higher ed financial 
compliance. Not a 
generalist firm that 

dabbles in higher ed.

Our Core

Promise

Composite score 
projections, audits, and 
regulatory readiness for 

Title IV and NC-SARA 
accredited institutions.

We help schools 
understand and 

manage their financial 
ratios BEFORE they 
become problems.
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Why It Matters for Your School:

Every institution participating in federal student aid programs must calculate 

and report the composite score annually.

Many schools are both Title IV AND NC-SARA — meaning two regulatory bodies 

are watching the same number.

NC-SARA participating institutions rely on the composite score as the primary 

financial measure for state approval.

It's Not Just a Title IV Metric



Critical Thresholds

ED NC-SARA

≥ 1.5 Passing zone — full participation

1.0–1.4 Zone of alternative standards

Below 1.0 Heightened oversight triggered

≥ 1.0 Pass — full NC-SARA participation

Below 1.0 Automatic fail — home state 

required to remove institution from NC-

SARA. No remediation. No alternative 

standards.



The Three Ratios
Understanding Each Component



Ratio For-Profit Weight Max Score Nonprofit Weight Min Score

Primary 

Reserve
30% 1.2 / 0.9 40% (0.4) / (0.3)

Equity Ratio 40% 1.2 40% (0.4)

Net Income 30% 0.6 / 0.9 20% (0.2) / (0.3)

Max Total - 3.0 - (1.0)

Three Ratios. One Score.



Primary
Reserve Ratio
Ratio #1 — Financial Strength



Primary Reserve Ratio

Weighting & Strength Factor

• Weight:

⚬ 40% nonprofit

⚬ 30% for-profit

• Strength Factor:

⚬ Nonprofit: ratio × 10

⚬ For-profit: ratio × 20

The Formula
Expendable Net Assets (Adjusted Equity)

Total Expenses

What It Measures

• Whether the institution could sustain 

operations without new revenue — a 

measure of true financial resilience 

and staying power.

• The higher the ratio, the more months 

of operations the institution could 

fund from its own resources.



Expendable Net Assets/Adjusted Equity

Deductions

• Goodwill and other intangible assets

• Unsecured related-party receivables

• Pre-implementation right-of-use assets

• Post-implementation right-of-use assets

• Property, plant and equipment (PP&E), net

Addbacks

• Allowable pre-implementation debt (capped 

by pre-implementation PP&E)

• Allowable post-implementation debt (capped 

by post-implementation PP&E

• Pre-implementation lease liabilities

• Post-implementation lease liabilities (capped 

at post-implementation ROU assets)

• Post-employment and defined benefit 

pension liabilities



Equity
Ratio
Ratio #2 — Capital Structure



Equity Ratio: 
What It Measures

Modified Net Assets ÷ Modified Total Assets

Weighted at 40% of the composite score for 

both nonprofit and for-profit

Strength Factor: (Modified Net Assets ÷ 

Modified Total Assets) × 6 → max 3.0, min −1.0

Measures how much of total assets are funded 

by equity (vs. debt)



Start:

Total Equity / Net Assets

Deduct:

• Less goodwill/intangibles

• Less unsecured related-party receivables

• Less pre-implementation ROU assets

Add Back:

Plus pre-implementation lease liabilities

Numerator — Modified Net Assets

Equity Ratio:
What It Measures

Denominator — Modified Total Assets

Total Assets

Less goodwill / 
intangibles

Less unsecured 
related-party 
receivables

Less pre-
implementation 
ROU assets

These items are deducted from both sides of the ratio



Net Income 
Ratio
Ratio #3 — Profitability



Component For-Profit Weight Nonprofit Weight

Numerator Income Before Taxes
Change in Net Assets 

w/o Donor Restrictions

Denominator Total Revenues and Gains

Total Revenues and 

Gains w/o Donor 

Restrictions

Strength Factor 1+(33.3×ratio)

If positive: 1+(50×ratio); 

if negative: 1+(25×ratio); 

if zero: 1

Weight 30% 20%

Max/Min 0.9 / (0.3) 0.6 / (0.2)

Net Income Ratio: What It Measures Numerator Includes

• All revenues, gains, 

expenses, losses

• Other 

Comprehensive 

Income (FP only)

Numerator Excludes

• Income taxes (FP 

only)

• Discontinued 

operations

• Changes from 

accounting principle



Composite Score 
Projections
How to Predict Your 

Score Before Year-End



Keys to a Good Composite 
Score Projection

Accurate Accrual-

Basis Balance Sheet

Annualized Revenue 

and Expenses

Cash-basis books won't give 
you a reliable projection. You 

need accrued expenses, 
deferred revenue, and proper 
asset/liability classifications.

Activity & Transaction 

Awareness

If you're projecting mid-year, 
scale up your year-to-date 
income statement to a full-

year view. Denominators for 
Primary Reserve and Net 
Income Ratios are income 

statement driven.

Know what's happening before 
your fiscal year end that will 
change your numbers: lease 
signings, capital purchases, 

debt refinancing, owner 
contributions, pending 

acquisitions.



The Top 5 
Influencers 
What Moves Your 

Composite Score



Profitability:
Affects All 3 Ratios

Key Takeaway:

A year with a loss doesn't just hurt your Net Income 

Ratio. It erodes equity and damages your Primary 

Reserve and Equity scores at the same time.

Primary Reserve 

Ratio

Equity

Ratio

Profit increases equity 
(net assets) → increases 
numerator → ratio goes 

up

Net Income 

Ratio

Profit increases equity 
→ numerator increases 

relative to assets → 
ratio improves

Profitability is the direct 
input — the ratio 

measures it directly



Equity/Net Asset Transactions

Positive Transactions 

(Increase Equity)

• Owner contributions or capital injections 

(for-profit)

• Donor contributions (nonprofit)

• Debt-to-equity conversions

Watch Out: Related-

Party Receivables

• Don't forget unsecured related-party 

receivables — these are deducted from 

equity in both ratios.

• Related-party loans to owners that show up 

as receivables on the balance sheet can 

significantly reduce Adjusted Equity.

Capital Injections That Boost Your Balance Sheet

Equity/Net Assets is the starting point for both the 

Primary Reserve and Equity Ratio numerators.



Fixed Assets Without 
Qualifying Debt

When PP&E Works Against You

The Primary Reserve Ratio deducts PP&E net 

from the numerator — but allows an 

addback for long-term debt obtained 

specifically for PP&E purchases.

Equity-Financed 

Purchases

Post-Implementation 

Debt Requirements

If you buy equipment or 
facilities with equity (no 

debt), you get the 
deduction with no 

addback — a direct hit 
to your Primary Reserve 

numerator.

Refinancing 

Risk

Post-implementation, 
debt must meet more 

stringent requirements 
to qualify for the 

addback.

Must be aware when 
refinancing debt — 

restructured debt may 
no longer qualify, 

eliminating a 
previously-relied-upon 

addback.



Lease Signed

Denominator Grows

Ratio Declines

New Leases

ROU Asset created at 

present value of all future 

lease payments

Total Assets in Equity Ratio 

denominator increases — 

equity unchanged

Equity Ratio goes down even 

though your financial 

performance hasn't changed

When you sign a lease post-implementation (ASC 842), you create a Right-of-Use (ROU) Asset and 

Lease Liability on the balance sheet, but only the ROU Assets are changing the Composite Score



New Intangibles and Goodwill

Primary Reserve 

Impact

Goodwill is deducted from Adjusted Equity 

(the numerator) — significant for 

education service businesses where 

intangibles can be large relative to equity.

Secondary Equity 

Ratio Impact

Intangibles are deducted from both the 

numerator AND denominator — so the 

effect is somewhat offset but still 

directionally negative.

What Acquisitions Cost You in Composite Score Terms If 

your institution acquires another entity, the acquisition 

often creates goodwill and other intangible assets.



Key 
Benchmarks
What Does Your 

Number Actually Mean?



To Achieve Primary Reserve 

Ratio of…

For-Profit

Must Have

Nonprofit

Must Have

3.0 (maximum) 15% 30%

1.5 (passing zone) 7.5% 15%

1.0 (zone of alternative 

standards)
5% 10%

0.0 0% 0%

(1.0) (floor) (5%) (10%)

Key Benchmarks: 
Primary Reserve Ratio



To Achieve Primary Reserve 

Ratio of…

For-Profit

Must Have

Nonprofit

Must Have

3.0 (maximum) 50% 50%

1.5 (passing zone) 25% 25%

1.0 (zone of alternative 

standards)
16.67% 16.67%

0.0 0% 0%

(1.0) (floor) (16.67%) (16.67%)

Key Benchmarks:
Equity Ratio



To Achieve Primary Reserve 

Ratio of…

For-Profit

Must Have

Nonprofit

Must Have

3.0 (maximum) 6% 4%

1.5 (passing zone) 1.5% 1%

1.0 (zone of alternative 

standards)
0% 0%

0.0 (3%) (4%)

(1.0) (floor) (6%) (8%)

Key Benchmarks: Net 
Income Ratio



Key
Takeaways

The thresholds that matter:

1.5 or above keeps you in full participation. 

Below 1.0 triggers heightened oversight. 

Know where you stand before July 1.

Know Your

Three Ratios

Project Before

Year-End

They don't move 
independently. A loss 
year hits all three.

• Primary Reserve
• Equity
• Net Income

Watch the Five

Score Movers

The foundation of a 
reliable projection:

• Accrual-basis balance 
sheet

• Annualized revenue 
and expenses

• Awareness of pending 
transactions

1.Profitability
2.Equity/net asset 

transactions
3.Fixed assets without 

qualifying debt 
4.New leases 
5.Intangibles and 

goodwill 



Scan this QR code to get more 

resources and schedule time 

for us to help you project your 

Composite Score

Thank You
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