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 Lance Mann, CPA, CFE, CGMA
 Assurance Director at Dean 

Dorton
 Over 15 years of experience
 Industries include colleges and 

universities, healthcare 
organizations, nonprofits, and 
many more

Meet the speaker



1. Understand Financial Responsibility Rules

2. Major changes
 Supplemental Schedule
 Debt
 Leases
 Expenses and losses
 Revenue and gains

3. How to prepare Financial Responsibility Supplemental Schedule (FRSS) and non-GAAP items

4. Auditor perspective and expectations on FRSS and non-GAAP items in notes to the financial 
statements

5. UG audit package recommendations

6. Issues identified to date

Objectives



 Must demonstrate financial health to participate in Title IV
ꟷ Intended to guard against precipitous closure
ꟷ Ensure adequate resources to provide education

 Three key ratios are calculated, weighted, and combined 
into a “composite score”

 Cover NFP (and proprietary institutions) with distinct 
definitions and formulas for each

Title IV Financial Responsibility Standards

Public institutions are exempt



 Measures if 
institution has 
financial 
resources to 
support its 
mission

 Evaluates 
whether financial 
reserves are 
sufficient to meet 
current and future 
operating 
commitments

Key ratios

Three Ratios: 
One 

Composite 
Score

 Provides a direct 
measure of 
institution’s 
“profitability”

 Assesses 
college’s ability to 
operate within its 
means

 Captures 
institution’s 
overall 
capitalization 
structure

 Measures 
amount of total 
resources 
financed by 
contributions or 
accumulated

Primary 
Reserve Equity Net 

Income



Financial responsibility pressures for change

Financial 
Responsibility 

Standards

Concerns over 
how debt is 
used in calc

Corrections 
and reduce ED 

judgment 

Changes to 
FASB 

Standards

HEA 
Reauthorization



 Zone alternative  (1.0 - 1.4)
ꟷ Special disbursement

requirements
ꟷ Enhanced monitoring by ED
ꟷ May remain “in the zone” for 

up to three years

 Failing   (below 1.0)
ꟷ Provisional certification
ꟷ Must provide ED letter of 

credit for at least 10% of 
prior year Title IV funds

Financial reporting & accounting considerations

Fail -1 to .9
Zone 1.0 to 1.4
Pass 1.5 to 3.0

Letter of credit for 50% of 
prior year Title IV funds 

= 
Financially responsible



Primary Reserve Ratio
40%



+ Net assets without donor restrictions

+ Net assets with donor restrictions

– Net assets with donor restrictions: restricted in perpetuity *

– Annuities, term endowments and life income funds with donor restrictions **

– Intangible assets

– Net property, plant and equipment ***

+ All debt obtained for long term purposes, not to exceed total net property, 
plant, and equipment ****

+ Post-employment and defined benefit pension liabilities

– Unsecured related party receivables *****

Numerator: Expendable net assets



* The amount of net assets with donor restrictions restricted in perpetuity should be disclosed in a note to the financial 
statements or indicated on the Statement of Financial Position as a part of “Net assets with donor restrictions.

** Annuities, term endowments, and life income funds with donor restrictions are subtracted and must be separately 
disclosed and cross-referenced to the supplemental schedule. 

*** The value of property, plant, and equipment includes construction in progress and lease right-of-use assets and is net 
of accumulated depreciation/amortization.

**** All debt obtained for long-term purposes, not to exceed net property, plant, and equipment, includes lease liabilities for 
lease right-of-use assets and the short-term portion of the debt, up to the amount of net property, plant, and equipment 
and short-term lines of credit and notes-payable used for construction in progress, not to exceed total construction in 
progress. 

There are pre-implementation and post-implementation requirements for all debt obtained for long-term purposes. 

Institutions must disclosure the debt issue and terms. If an institution wishes to include short-term lines of credit or notes 
payable for construction in progress, the institution must include a disclosure in notes to the financial statements. 

***** Unsecured related party receivables would be based on related party disclosures required by FASB (Topic 850)

Clarification of terms



+ Total expenses without donor restrictions

+ Total losses without donor restrictions

– Losses without donor restrictions on investments, post-employment and defined 
benefit pension plans

AND the formula in the regulation says:

Department of ED staff have told NACUBO this is a mistake

 Charitable gift annuities are not discussed in preamble

 eZ Audit does not exclude this loss

Denominator: Total expenses and losses



Net Income Ratio
20%



Numerator:
Change in net assets without donor restrictions
This amount is taken directly from the SOA

Denominator:
+ Total revenue without donor restrictions
+ Total gains without donor restrictions

Net Income Ratio explained



 Denominator is the total revenue and gains without 
donor restrictions

 Concerning investment gains without donor 
restrictions: 

Net Income Ratio explained (Denominator)

Institutions that separately report investment spending as operating 
revenue (e.g., spending from funds functioning as endowment) and 
remaining net investment return as a non-operating item, will need 

to aggregate these two amounts to determine if there is a net 
investment gain or a net investment loss.



Net investment gain: (add to revenue in 
the net income ratio denominator)

Operating section of the SOA:

Amount appropriated for spending 1,000

Nonoperating section of the SOA:

Net investment return 2,000

Net investment gain 3,000

Funds functioning as an endowment

Net investment loss: (no impact to net 
income ratio or primary reserve ratio)*

Operating section of the SOA:

Amount appropriated for spending 1,000

Nonoperating section of the SOA:

Net investment return (2,000)

Net investment gain (1,000)

*Net investment loss captured in eZ-Audit template



Equity Ratio
40%



Numerator:
+ Net assets without 

donor restrictions
+ Net assets with 

donor restrictions
- Intangible assets
- Unsecured related 

party receivables

Equity ratio explained

Denominator:
+ Total assets 
- Intangible assets
- Unsecured related 

party receivables



 Supplemental Schedule in Audited Financials
 Debt obtained for long-term purposes
 Leases
 Property Plant and Equipment
 Expenses and Losses 
 Revenues and Gains
 New eZ-Audit Template

Major financial responsibility changes



A supplemental 
schedule must be 

submitted as part of 
the required 

audited financial 
statements 
submission 

(includes auditor 
opinion)

Supplemental schedule, F/S Reference, and eZ-Audit

The supplemental 
schedule is a 

source for input into 
eZ Audit system. 
Institutions can 

design their 
supplemental 

schedule to cross 
walk directly to eZ

Audit

Each item in the 
supplemental 
schedule must 

have a reference to 
the statement of 
financial position, 

statement of 
activities, schedule 

of natural to 
functional 

expenses, or note 
to the financial 

statements 

Must include all of 
the financial 

elements required 
to compute the 

composite score



 Debt obtained for long-term purposes (DOLP)
 Pre-implementation DOLP

ꟷ The ending balance of debt reflected in the institution’s 
previously accepted audited financial statements up to the 
total amount of property, plant, and equipment (PP&E) in 
those audited financial statements

ꟷ Reduced by activity that occurred after the date of the 
audited financial statements

Pre and post implementation rules



 Post-implementation debt 
ꟷ Any debt that the institution acquires in the fiscal year it implements the 

requirements of the regulations, and any debt in future years, is post-
implementation debt

ꟷ Post-implementation debt must be reduced by any payments or other reductions 
as well

 To be considered DOLP – must be used for the acquisition or 
development of PP&E, capital leases, or ROU assets

 The value of post-implementation debt that may be included in adjusted 
equity or expendable net assets cannot be greater than the value of the 
post-implementation PP&E for which the debt was used to purchase

Pre and post implementation rules



Refinancing: P 49873 of Regulation

Other long-term debt considerations



 Refinancing
 Scenario #1: Is pre-implementation debt related to the purchase of PP&E 

still considered qualified debt if it is refinanced by post-implementation debt?
 To the extent that the refinanced debt has not increased, the debt may be 

included in adjusted equity or expendable net assets as pre-implementation 
debt up to the value of pre-implementation PP&E, if:
ꟷ It is not a credit facility
ꟷ It is an arms length transaction
ꟷ It is not a related party debt

Debt considerations



 Debt issuance costs
 Refinancing Scenario #2

ꟷ What if the refinanced amount does increase the amount of the debt (and is not a 
credit facility, is an arms-length-transaction, and is not a related party debt.)

ꟷ If existing qualified debt is refinanced and the new proceeds exceed the balance of the 
previous qualified debt, the refinanced debt is no longer considered to be qualified debt 
as it was related to the original purchase of PP&E

 Credit Facilities
 PPP Loans

Debt considerations



 Assumptions
ꟷ Pre-implementation: $40M of credit facility debt
ꟷ Year of implementation: Made a $20M payment in first month of the fiscal year; 

borrowed $30M in the last month of the fiscal year (of which $15M was for PP&E)

Credit facility considerations

Credit Facility Debt
Pre-Implementation Year of Implementation (PP&E) Year of Implementation (WC)

$40,000,000 $15,000,000 $15,000,000
Application of payment ($20,000,000) $0
Ending Balance $20,000,000 $15,000,000 $15,000,000

Included as an adjustment 
to expendable net assets

Not included



 Assumptions
ꟷ Start with ending balances from previous slide
ꟷ Year of implementation: Made a payment of $36M

Credit facility considerations

Credit Facility Debt
Pre-Implementation Year of Implementation (PP&E) Year of Implementation (WC)

$20,000,000 $15,000,000 $15,000,000
Application of payment ($20,000,000) ($15,000,000) ($1,000,000)
Ending Balance $0 $0 $14,000,000

Not included
Included in expendable net assets



 Capital lease Assets
ꟷ Balance per last eZ-Audit filing (before July 1, 2020 regulatory change)
ꟷ Less amortization during the fiscal year

 Capital Lease Liabilities
ꟷ Balance per last eZ-Audit filing (before July 1, 2020 regulatory change)
ꟷ Less payment  reductions during the fiscal year

 Above assets and liabilities =
ꟷ Pre-implementation PP&E
ꟷ Pre-implementation DOLP

 New capital leases entered into in FY20
ꟷ Assets can be included with post-implementation PP&E
ꟷ Related liabilities can be included with post-implementation DOLP

Capital leases



 Right-of-Use Assets and Liabilities
ꟷ All debt obtained for long-term purposes, not to exceed net 

property, plant, and equipment, includes lease liabilities for 
lease right-of-use assets and the short-term portion of the 
debt, up to the amount of net property, plant, and 
equipment and short-term lines of credit and notes-payable 
used for construction in progress, not to exceed total 
construction in progress

FASB ASU 2016-02



 Approximately 10% of institutions implemented ASU 2016-02 in FY20
 ROU assets and related liabilities

ꟷ FY20: Post-implementation PP&E
ꟷ FY20: Post-implementation DOLP

 But: Can be included on the post-implementation lease ROU asset line 
and post-implementation ROU liability line (FRSS and eZ-Audit)
ꟷ Easier to track and report

FASB ASU 2016-02



 December 15, 2018
 Also referred to a “Grandfathering” operating leases
 Reason: can negatively impact the Equity Ratio
 Transition Election is not reversible
 Supplemental Schedule

ꟷ Pre-implementation ROU asset
ꟷ Post implementation ROU liability

 eZ-Audit
ꟷ Pre-implementation ROU asset
ꟷ Post implementation ROU liability

Right-of-Use assets and liabilities transition election



Lease grandfathering considerations
Things to think about:
• How easy is it to determine the leases entered 

into after 12/15/18?
• Do you have a way to track them going 

forward?
• What effect is it really having on the 

calculation?
• What are the auditors going to require?
• What is senior leadership perspective on the 

adoption?



 Need to know pre-and post-
implementation PPE

 PP&E includes construction 
in progress

 This is not a GAAP 
requirement –but will need 
to consider in your footnotes

PP&E



 What is pre-implementation vs. post-implementation?
ꟷ PP&E balance on your fiscal-year ending in 2019 audited financial statements is the pre-

implementation amount

 What do you need to track now
ꟷ How much new PP&E did we add since the first day of FY 2020
ꟷ Of that amount, how much was acquired with debt vs. no debt
ꟷ These amounts will need to be tracked separately going forward – including 

depreciation

PP&E



 Example disclosure –
could be built into 
your existing PP&E 
footnote or a 
separate note that is 
only in the version of 
your financial 
statements that 
includes the DOE 
supplemental 
schedule

PP&E



Expenses and Losses
Revenues and Gains



Primary Reserve Ratio =
Expendable net assets/Expenses 
and Losses
Expenses and Losses:
+ Total expenses without donor 

restrictions

+ Total losses without donor 
restrictions

- Losses without donor 
restrictions on investments, 
post-employment and defined 
benefit pension plans

Ratios impacted

Net Income Ratio = [without 
donor restrictions]
Change in net assets/Total 
revenue + Total Gains
Revenue and Gains:

Taken from the SOA
To correctly capture all gains:

ꟷ Aggregate endowment spending 
AND endowment net return



Conceptual treatment of “gains” and “losses”

Statement of Activities – Without Donor Restrictions –
Selected Nonoperating Items If a Debit Balance If a Credit Balance

*Investment return (aggregate operating and non-operating 
components to determine if it is a net gain or net loss) Include in Revenue

*Nonservice component of net periodic pension/post-employment 
(non-operating) Include in Expense Include in Revenue

*Pension-related changes other than net periodic pension and 
post-employment benefit costs (typically non-operating) Include in Revenue

*Change in value of annuity agreements (typically in non-
operating) Include in Revenue

Change in value of interest rate swap agreements (non-operating) Include in Expense Include in Revenue



Gains and losses in the ratio formulas
Statement of Activities: Without Donor 
Restrictions Selected Nonoperating Items If a Debit Balance If a Credit Balance Ratio Impacted

Investment return (operating plus nonoperating to 
determine if a net gain or net loss) Include in revenue Net income ratio

Nonservice component of net periodic 
pension/post-employment (nonoperating) Include in expense Include in revenue Primary reserve ratio (expense)

Net income ratio (revenue)

Pension-related changes other than net periodic 
pension and post-employment benefit costs Include in revenue Net income ratio

Change in value of charitable gift annuities 
(typically in nonoperating) Include in expense Include in revenue Primary reserve ratio (expense)*

Net income ratio (revenue)

Change in value of interest rate swap agreements 
(nonoperating) Include in expense Include in revenue Primary reserve ratio (expense)

Net income ratio (revenue)

Other nonoperating items Include in expense Include in revenue Primary reserve ratio (expense)
Net income ratio (revenue)



More on gains and losses



More on gains and losses



 Presentation Considerations
 Financial Statements and Reports
 Dating of Reports

Audit considerations



Types of Financial Statements Things to consider

General Purpose or ‘Short-Form’ 
Financial Statements

 Would need to include supplemental schedule and additional 
non-GAAP detail

 Will typical readers understand?
 Will it ‘clutter’ the statements?
 Timing considerations

Uniform Guidance Financial 
Statements, submitted to Federal 
Audit Clearinghouse

 Add supplemental schedule and  pertinent financial 
responsibility notes to the financial statements.

 Single audit statements have previously been submitted to 
ED with eZ-Audit filing

 Available to the public

Third set of Financial Statement –
specifically for ED

 Too many sets of financials?
 Additional costs?
 Financial statement just for ED, not publicly available

Where should the Financial Responsibility 
Information be included?



Supplemental Disclosures – US Department of Education
Fiscal Year Ended June 30, 2020

Example: F R Notes to the financial statements



Example 



Example



Example



 Normally due to Federal Audit Clearinghouse and DOE’s eZ-Audit 
system by 9-months after end of fiscal year

 This year, due to COVID-19 pandemic – deadline has been extended for 
3 additional months

 What “version” of your financial statements will you attach?  Or…how 
many versions will your auditor issue – 2, 3, or more?
ꟷ General purpose (“short-form” or “basic financials”)
ꟷ Single Audit / Uniform Guidance – previously, this was commonly known as the 

“long-form” (with or without DOE supplemental schedule?)
ꟷ Specialized for DOE (is this the only place your DOE supplemental schedule will 

appear, and with or without Single Audit/Uniform Guidance reporting?)

Reporting to DOE



 Not one required or prescribed format
 Flexibility
 General recommendation – try to mirror the inputs into eZ-Audit, as this 

could result in fewer questions or uncertainty from the DOE
 May need to add an additional footnote in the version of your financial 

statements that includes the supplemental schedule
ꟷ Amounts in supplemental schedule need to be referenced back to the financial 

statements and/or notes – NOT the notes to the supplemental schedule

 What have we seen so far?   
ꟷ Some examples…

What will the supplemental schedule look like?



Example 1 (5 pages)



Example 1



Example 1



Example 2



Example 2



Questions?



Thank you

Lance Mann, CPA, CFE, CGMA
Assurance Director
lmann@deandorton.com
502.566.1005
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