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     A school corporation refers to a corporation prescribed in Article 3 of the Private Schools Act 

that is formed for the purpose of establishing a school under private management. R&I applies its 

rating methodology to school corporations that establish schools, including universities and high, 

junior high and elementary schools, as provided in Article 1 of the School Education Act (Article 1 

Schools). The methodology is mainly used for school corporations that have universities. R&I also 

employs the methodology to evaluate the business risk of national university corporations and other 

entities. 

 

I. Evaluation of Business Risk 

1. View of industry risk 

     Together with national and public universities, private universities managed by school 

corporations are responsible for higher education in Japan. Advanced education and research are 

necessary and essential for a country and society to achieve continuous growth and development, 

and the universities responsible for these functions are of critical policy importance. Among young 

people aged about 18 who have completed their secondary education, the zeal to continue learning 

is firmly rooted, and the demand for higher education is steady. Moreover, once established, the 

hierarchy among universities will continue for a comparatively long period of time. The market for 

higher education keeps contracting along with the shrinking population of 18-year olds, however, 

and competition, including that between a national or public university and a private university, is 

intensifying. Japan's population decline has been anticipated for many years, and school 

corporations have time to prepare an adequate response. In light of these circumstances, R&I 

judges that the industry risk of school corporations will rise gradually over the long term but is still 

"comparatively low." 

 

(1) Market size, market growth potential and market volatility 

     Japan's population of 18-year olds reached 2.05 million in 1992, the second peak after it hit 
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the first peak of 2.49 million in 1966, the year when so-called baby boomers born during the first 

baby boom turned 18. That population has since declined nearly consistently and is expected to fall 

below 1.15 million in 2021. Although the number of 18-year olds has fallen, the number of students 

going to university has remained around 600,000 since 2000 because of a rise in the percentage of 

students pursuing higher education, but the impact of the declining birthrate will be felt even more 

strongly in the future. Despite finding themselves in such an environment, young people have a 

strong sense of wanting to obtain a broad education or expertise at a university or other institution 

of higher learning and find a good job. Further, more foreign students will likely come to Japan, and 

the idea that learning has value is shared in Japan and around the world. Accordingly, the market 

is characterized by low volatility. 

 

(2) Industry structure (competitive environment) 

     As the population of 18-year olds, which form the core of demand, declines, the number of 

universities continues to increase. In general, the newer or smaller a university, the harder it must 

work to attract students. Universities tend to earn their evaluation and establish social trust as 

educational institutions based on their history. The reason is that a comparatively long time is 

required until graduates play an active role in society and the results from the high-quality 

education they provide according to their educational philosophy and objectives are widely and 

generally acknowledged. 

     While prestigious universities will be able to delay the date when the decline in the population 

of 18-year olds will affect them, lower-tier universities that are already experiencing 

under-enrollment should come under considerable strain. Over the long term, however, even 

prestigious universities cannot be optimistic. Compared with the situation to-date, the competition 

to attract students is likely to become severe. Though not having an immediate major impact, for 

even prestigious universities the decline in the student population might affect their future rank 

depending on their management capabilities. 

 

(3) Customer continuity and stability 

     By registering at a school and completing the prescribed number of credits, students can earn 

their diploma and graduate in four or six years from a university and in two years at a junior 

college. From the standpoint of a school corporation, student fee income can be projected with fairly 

high accuracy during these periods because in many cases, once enrolled students will remain 

registered at the same school and pay tuition fees until graduation. Customer continuity and 
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stability are comparatively high. 

 

(4) Capital and inventory investment cycles 

     A university has school land and buildings in place pursuant to the Standards for the 

Establishment of Universities. Since new buildings and enhanced facilities are factors that improve 

a university's ability to attract students, aged facilities must be made earthquake resistant or be 

renovated or rebuilt. Facilities can be utilized over an extended period of time, and the investment 

cycle is long. There is a risk that excessive capital investment could become the trigger for 

bankruptcy of an individual school corporation. Because a school corporation's revenue and 

expenditure structure lacks flexibility, the corporation might lose its management stability if 

large-scale capital investment causes the deterioration of its revenue and expenditure and financial 

positions. 

 

(5) Protection, regulations and public aspects 

     Because private university education is positioned as "public education," school corporations 

must provide facilities and equipment and employ teaching staff based on the Standards for the 

Establishment of Universities, and obtain approval from the Minister of Education, Culture, Sports, 

Science and Technology. While subsidies do not account for a large percentage of a school 

corporation's revenues, the government has institutionalized its assistance for private universities. 

This appears to reflect the government's stance of support for educational institutions, which it 

considers as public goods. In addition, as a government agency The Promotion and Mutual Aid Corp. 

for Private Schools of Japan provides support for school corporations by offering low-interest 

financing. Compared with national universities, private universities have a high degree of 

management freedom, but also are affected by the government's policies on education and regional 

revitalization, in particular. Therefore, moves toward policy changes must be noted. 

     National university corporations play an important role in Japan's education and research, 

aided by generous support, especially management expenses grants. They are subject to various 

regulations imposed primarily by the National University Corporation Act and related frameworks. 

As with private universities, the impact of legal changes warrants attention. 

 

(6) Cost structure 

     As long as it has the students registered that meet enrollment capacity, a university's 

revenues will be stable. Personnel expenses, education and research expenses and administrative 
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expenses account for about 50%, 30% and 10% of revenues, respectively. A school corporation needs 

to ensure at least the minimum number of teaching staff set forth in the Standards for the 

Establishment of Universities, which entails a certain amount of personnel expenses. In addition, 

education and research expenses and administrative expenses are indispensable for maintaining 

education services. Consequently, school corporations have few variable costs. Because both 

revenues and expenditures are rigid, a school corporation can anticipate stable margins between 

revenues and expenditures provided it can secure student fee income corresponding to its 

enrollment capacity. On the other hand, reducing expenses is no easy task. When student fee 

income declines for reasons such as a drop in enrollment, this can easily have a direct effect on 

revenues and expenditures. 

 

2. View of individual firm risk 

     In contrast to industry risk, which highlights the standard risks of the industry of which the 

subject firms are a part, the business risk of each corporation will differ depending on the 

individual firm risk as explained below. 

 

(1) School corporation's foundation 

     The length of a school's history has a strong correlation with its ability to attract students. In 

many cases, a university with a long history has excellent name recognition, as its accumulation of 

education and research activities is highly regarded in society. With a large number of graduates 

and teaching and administrative staff contributing to society in various fields including industry, 

academia and government, many universities have a significant influence on society. These factors 

lead to a stronger ability to attract students. 

     The number of students who can attend the school will be greater when a university is located 

in a region with a large population. Students going to a conveniently situated university in the 

vicinity of a terminal station have a light commuting burden. There also is greater interest among 

college-bound seniors in campus locations. Under such circumstances, more universities that had 

sought to create a campus in the suburbs are returning to a city center. Having a good location can 

be an advantage in attracting students. 

     The ability to attract students is also influenced by the number and characteristics of a 

university's faculties. A so-called general university will have the easiest time enrolling students. 

That said, institutions such as medical universities and some pharmaceutical colleges have a strong 

ability to attract students, because highly motivated students apply in large numbers. Factors that 
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constitute a school corporation's foundation closely relate to its market position and 

competitiveness. 

 

(2) Student applications 

     The typical indicator demonstrating a university's ability to attract students is the number of 

entrance applicants. With more and more applicants applying to several faculties at the same 

university, however, the apparent number of applicants (number of total applicants) has swelled, 

making it difficult to understand a university's true ability to attract students. R&I focuses on the 

actual number of applicants, after eliminating the effect of applications to multiple faculties. 

     Whether a university as a whole is able to fill its enrollment capacity is an important 

checkpoint. Should under-enrollment persist, revenues and expenditures will deteriorate, creating 

problems such as postponement of expense payment and needed capital investment, and in the 

worst case a university may be compelled to halt student enrollment efforts. 

     R&I looks closely at the percentage of recommendation entrance examinations and general 

entrance examinations as well. Universities that draw a sufficient number of applicants by their 

general entrance examination have a strong ability to attract students. The Ministry of Education, 

Culture, Sports, Science and Technology has notified universities that a recommendation entrance 

examination ratio should be less than 50%, and R&I judges a university that greatly exceeds this 

rate to have a comparatively unfavorable ability to attract students. 

     The difficulty level of the entrance examination is also a somewhat effective indicator for 

judging the ability to attract students. In general, universities with a high deviation value, which 

means their entrance exams are difficult, tend to have a strong ability to attract students. 

 

(3) Contents and results of education and research 

     Educational quality is effective information when projecting a school corporation's ability to 

attract students. If the contents of its curriculum are well-rounded and complete, a university's 

social standing will improve, and its ability to attract students will increase as a result. The 

emphasis of a university education today is on learning results in terms of "what graduates will be 

able to do." In line with this, each university has set education and research objectives, and 

formulated the school's curriculum. Key points include creating appropriate syllabi (lecture content 

plans), establishing links between subjects and laying out performance evaluation criteria. R&I 

also confirms a university's efforts concerning areas of growing need such as career education, 

practical language teaching and active learning, as students have become more diverse and 
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international. When evaluating school corporations, R&I not only separately examines each effort 

but also highlights school-wide collaboration. R&I confirms evidence concerning students' academic 

achievements and the progress of further improvements as well. 

     A superior track record in graduate job placement can provide a strong appeal to students. 

R&I focuses on placement rates, or the number of students who will attend graduate school plus 

number of students who have been notified informally of employment divided by the total number 

of graduates, as well as on where graduates are placed. Universities that exhibit a high placement 

rate and connect most graduates to attractive paths are viewed favorably. 

     Research constitutes the key functions of a university, together with education. Academically 

and socially acclaimed research will make it easier for a university to obtain research funds and 

attract excellent students and teaching staff. R&I looks at factors such as the contents of research, 

the allocation of management resources to the research area, the incentives and evaluation 

methods for teaching staff, the status of joint research and contract research, and a track record of 

obtaining grants-in-aid for scientific research and external funds. 

 

(4) Management capabilities and governance 

     Strong management capabilities and skills are required more than ever for school 

corporations to survive the changing operating environment. A school corporation can be divided 

into the education-related organization composed of groups such as faculty councils, and a 

corporate-type organization comprised of units such as a Board of Regents that is responsible for 

administration. For a school corporation, a structure that allows the education-related and 

administrative organizations to cooperate closely, in order to pursue reforms from a school-wide and 

managerial point of view, offers the ideal form of governance. Preferably the two organizations are 

able to check each other appropriately, and have a sense of tension in a positive way. 

     To enhance the quality of education and research, strengthen a management base and ensure 

transparency, it is essential to formulate a medium to long-term management plan and near-term 

action plans. R&I evaluates the process of formulating plans, the direction and feasibility of 

strategies, the ability to manage and control the progress, a managerial risk control structure, and 

the capacity to carry out plans through concerted efforts of teaching and administrative staff, 

among other factors. 

     School corporations must maintain investments that help boost competitiveness, while 

pursuing diversification of revenues and managing costs. This requires the formulation and steady 

execution of an appropriate financial strategy. R&I confirms whether a school corporation is being 
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managed based on appropriate plans in the three areas of revenues, expenditures and investments, 

respectively. 

     To diversify revenues, some school corporations also work on asset management, solicit 

donations and conduct for-profit businesses. With respect to asset management, careful attention 

must be paid to investment policies and the health of assets. Even if assets are managed in line 

with in-house rules, however, there is a possibility that a school corporation will incur unexpected 

losses from changes in the capital markets. If losses above a certain amount have been incurred, 

R&I will reflect this in its evaluation of indicators such as the internal reserves assets ratio and 

operating assets margin ratio. For private universities, donations are a strong source of earnings. 

There is room for stepping up efforts to raise donations from graduates and companies, and eyes are 

on the degree of contribution from such donations in the future. 

 

II. Evaluation of Financial Risk 

     In addition to quantitative factors in the form of financial data, R&I evaluates qualitative 

factors, such as a company's financial management policy, in its analysis of financial risk. For 

school corporations, R&I emphasizes the following financial indicators in view of the business 

characteristics. 

     On the revenue and expenditure front, R&I analyzes indicators such as the trends in the 

margin between ordinary revenues and expenditures and the margin between revenues and 

expenditures including extraordinary revenues and expenditures before allocation into base funds. 

To assess sources of funds for making capital investment and strengthening the financial base, R&I 

looks closely at the ratio of the pre-depreciation margin between revenues and expenditures before 

allocation into base funds to revenues from business operations. From a financial perspective, on 

the other hand, the amounts of cash, deposits, marketable securities, and assets earmarked for 

particular purposes are examined. 

     Because it can receive admission fees, tuition fees and entrance examination fees in cash, a 

school corporation will not face short-term liquidity problems if it is able to ensure a certain number 

of students. To evaluate long-term financial stability, R&I uses several indicators, including the 

operating assets margin ratio and internal reserves assets ratio. 

 

(1) Scale 

Revenues from business operations, total assets 

     A school corporation that has higher revenues from business operations tends to have a higher 
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ratio of the margin between revenues and expenditures from business operations. Moreover, as with 

revenues from business operations, there is thought to be some correlation between the size of total 

assets and level of recognition. That said, universities generally are not managed with a primary 

focus on the asset turnover rate that highlights the relationship between assets and revenues, and 

the size of total assets has a strong relationship to a school corporation's foundation. 

 

(2) Revenues and expenditures 

Ratio of the margin between ordinary revenues and expenditures: 

(Ordinary revenues - ordinary expenditures)/ordinary revenues 

Ratio of the margin between revenues and expenditures from business operations:  

Margin between revenues and expenditures before allocation into base funds/revenues from 

business operations 

Ratio of the pre-depreciation margin between revenues and expenditures from business operations: 

(Depreciation + margin between revenues and expenditures before allocation into base 

funds)/revenues from business operations 

     The ratio of the margin between various revenues and expenditures is a key indicator when 

evaluating revenues and expenditures. The ratio of the margin between ordinary revenues and 

expenditures is calculated by dividing the difference between ordinary revenues and expenditures 

by ordinary revenues. 

     When evaluating the balance between a school corporation's total revenues and expenditures 

including extraordinary items, R&I uses the ratio of the margin between revenues and 

expenditures from business operations, an indicator that corresponds to a profit margin in 

corporate accounting. 

     The numerator for the ratio of the pre-depreciation margin between revenues and 

expenditures from business operations corresponds to a non-financial company's cash flow from 

operating activities. From the standpoint of estimating stable revenues, R&I also evaluates these 

indicators by referring to the ratios calculated by using in the denominator revenues and 

expenditures from educational activities, to exclude the influence of extraordinary revenues and 

expenditures such as a loss on disposal of assets. 
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(3) Financial profile 

Internal reserves assets ratio: (Operating assets – total liabilities)/total assets 

Operating assets margin ratio: (Operating assets – external liabilities)/ordinary expenditures 

     Note) Operating assets = Cash and deposits + specified assets + marketable securities 

External liabilities = Loans + school bonds + accounts payable + notes payable 

     Internal reserves assets are calculated by deducting total liabilities from operating assets. 

Operating assets consist of deposits, marketable securities and other assets set aside for particular 

purposes called specified assets, and cash, deposits and marketable securities for unspecified 

purposes. At many school corporations, operating assets exceed debts. Tempered with the cash, 

deposits and marketable securities that account for the bulk of operating assets, net debt frequently 

is negative. 

     When factors such as its future capital investment and financial base are considered, merely 

looking at debt is not enough to evaluate a school corporation's financial position. For this reason, 

R&I looks closely at the size of internal reserves assets. The internal reserves assets ratio is a figure 

that compares internal reserves assets with total assets, highlighting the percentage of total assets 

accounted for by internal reserves assets. 

     The operating assets margin ratio is a measure that compares operating assets after 

deducting external liabilities with ordinary expenditures. A ratio of one means that even if revenues 

cease, expenditures from business operations can be financed solely from internal reserves for one 

year. 

     With the exception of marketable securities, school corporation accounting standards do not 

have a mechanism to mark-to-market the assets held. Therefore, when making its rating 

evaluation R&I will verify the fair value of land and the liquidity of marketable securities, among 

others. 
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III. Rating for School Corporations 

 

 

 

 

 

 

 

 

 

 

 

 

* This report replaces all previous versions that have been released to date. 

Importance Indicator Importance
School corporation's foundation ◎ Scale Revenues from business operations ○

Student applications ◎ Total assets △

Contents and results of education and research 〇
Ratio of the margin between ordinary

revenues and expenditures 〇

Management capabilities and governance 〇
Ratio of the margin between revenues and

expenditures from business operations △

Financial profile Internal reserves assets ratio △

Operating assets margin ratio △

Note) Importance is indicated by ◎: extremely important, ○: important, or △: relatively important.

Issuer Rating

Industry Risk:  Relatively low

Individual Firm Risk Financial Risk

Ratio of the pre-depreciation margin

between revenues and expenditures from

business operations

Revenues and
expenditures

〇

The Rating Determination Policy and the Rating Methodologies R&I uses in connection with evaluation of creditworthiness (collectively, the 
"Rating Determination Policy and Methodologies") are R&I's opinions prepared based on R&I's own analysis and research, and R&I makes no 
representation or warranty, express or implied, as to the accuracy, timeliness, adequacy, completeness, merchantability, fitness for any particular 
purpose, or any other matter with respect to the Rating Determination Policy and Methodologies.  Further, disclosure of the Rating 
Determination Policy and Methodologies by R&I does not constitute any form of advice regarding investment decisions or financial matters or 
comment on the suitability of any investment for any party.  R&I is not liable in any way for any damage arising in respect of a user or other 
third party in relation to the content or the use of the Rating Determination Policy and Methodologies, regardless of the reason for the claim, and 
irrespective of negligence or fault of R&I.  All rights and interests (including patent rights, copyrights, other intellectual property rights, and 
know-how) regarding the Rating Determination Policy and Methodologies belong to R&I.  Use of the Rating Determination Policy and 
Methodologies, in whole or in part, for purposes beyond personal use (including reproducing, amending, sending, distributing, transferring, 
lending, translating, or adapting the information), and storing the Rating Determination Policy and Methodologies for subsequent use, is 
prohibited without R&I's prior written permission. 
 
Japanese is the official language of this material and if there are any inconsistencies or discrepancies between the information written in 
Japanese and the information written in languages other than Japanese the information written in Japanese will take precedence. 


