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The University of Texas System 
2008 Analysis of Financial Condition 

Foreword 
The Analysis of Financial Condition (AFC) was performed from the Balance Sheet and the Statement of Revenues, 
Expenses and Changes in Net Assets.  Since debt is reported at the System level and not on the individual institutions’ 
books, debt was allocated to the appropriate institution, as provided by the Office of Finance.   

The ratios presented in this report are ratios commonly used by bond rating agencies, public accounting firms and 
consulting firms.  In addition to using individual ratios a Composite Financial Index (CFI) is calculated using four 
commonly used ratios to form a composite score to help analyze the overall financial health of each institution.  Use of a 
single score allows a weakness in a particular ratio to be offset by strength in another ratio. The four core ratios that make 
up the CFI are as follows: 

 Composite Financial Index 

o Primary Reserve Ratio – measures the financial strength of the institution by comparing expendable net 
assets to total expenses (in days).  This ratio provides a snapshot of financial strength and flexibility by 
indicating how long the institution could function by using its expendable reserves without relying on 
additional net assets generated by operations. 

o Annual Operating Margin Ratio – indicates whether the institution has balanced annual operating 
expenses with revenues.  Depreciation expense is included, as it is believed that inclusion of depreciation 
reflects a more complete picture of operating performance as it reflects use of physical assets. 

o Return on Net Assets Ratio – determines whether the institution is financially better off than in previous 
years by measuring economic return.  As mentioned above, the debt reported at the system level was 
allocated to each institution in the calculation of this ratio.  A temporary decline in this ratio may be 
appropriate and even warranted if it reflects a strategy to better fulfill the institution’s mission.  On the 
other hand, an improving trend in this ratio indicates that the institution is increasing its net assets and is 
likely to be able to set aside financial resources to strengthen its future financial flexibility. 

o Expendable Resources to Debt Ratio – determines if an institution has the ability to fund outstanding debt 
with existing net asset balances should an emergency occur. 

In addition to the CFI that includes the four core ratios mentioned above, the following ratios are presented: 

 Operating Expense Coverage Ratio – measures an institution’s ability to cover future operating expenses with 
available year-end balances (in months).   

 Debt Burden Ratio – examines the institution’s dependence on borrowed funds as a source of financing and the 
cost of borrowing relative to overall expenses.   

 Debt Service Coverage Ratio – measures the actual margin of protection provided to investors by annual 
operations.  Moody’s Investors Service excludes actual investment income from its calculation of total operating 
revenue and instead, uses a normalized investment income of 4.5% of the prior year’s ending total cash and 
investments.  This calculation is used by the Office of Finance, and in order to be consistent with their calculation 
of the debt service coverage ratio, normalized investment income was used as defined above for this ratio only. 

 Full-time Equivalent (FTE) Student Enrollment – calculates total semester credit hours taken by students during 
the fall semester, divided by factors of 15 for undergraduate students, 12 for graduate and special professional 
students, and 9 for doctoral students to arrive at the FTE students represented by the course hours taken. 

All of these ratios, including the CFI, only deal with the financial aspects of the institution and must be considered with key 
performance indicators in academics, infrastructure, and student and faculty satisfaction to understand a more complete 
measure of total institutional strength.   

This report is meant to be a broad annual financial evaluation that rates the institutions as either “Satisfactory,” “Watch” or 
“Unsatisfactory” based upon the factors analyzed.  (See Appendix A – Definitions of Evaluation Factors).  For institutions 
rated “Unsatisfactory,” the Chancellor and the appropriate Executive Vice Chancellors will request the institutions to 
develop a specific financial plan of action to improve the institution’s financial condition.  By policy, institutions rated 
“Unsatisfactory” are not permitted to invest in the Intermediate Term Fund.  Progress towards the achievement of the plans 
will be periodically discussed with the Chief Business Officer and President, and representatives from the UT System 
Offices of Business, Academic and/or Health Affairs, as appropriate. 
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