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FOPEWoRD

This paper is one of three commissioned by the National Center for

Education Statistics (NCES) as part of the Postsecondary Education Core

Design P(oject. initiated the project in response to recommendations

from the postsecondary education community. Its purpose was to identify

and set prioritic_ Jr the concerns of major postsecondary education

decision-maker:: a,: to translate these concerns into operational terms

i:..plementation into NUS data collo ion i"tivities.

To centrally co- linate and integrate the requirements of data users,

NCES sponsored two conferences in Washinpton, D.C. The participants were

informed that, through a series of meetings and papers, the project was

'designed to

E. Identify major current and future issues-and related data needs

in postsecondary education and place them in priority ranking;

2. Separate out th se significant issues and data needs for which

questicAs might be included in the Higher Education General

InforAtion Survey (11EqlS);

3. Explore tai ,sigh thought-provbking papers, the most crucial

issues and their implications for long-term NCES data

collection activities;

Translate the issues and data needs into operational data

collection procedures; and

Provide both short-term and long-term recommendations for

colle-,ing postsecondary education data. Both sets of



recommendations were to he gauged or future !'!CES data

collection activities.

In addition to sponsoring the two conferences. ;:CE : commissioned

issue papers in three areas it deemed particularly important for consider-

ation in its future data collection and dissemination plan ::. The papers

were to be ha tied upon discussions which occurred during the conferences.

Tne three areas identified as being of significant concern in its future

efforts were:

I. Financial Viability in Post:iecondary Educa on institutions

.1. Personnel Clcal lenge. 1 Posisecon&,,ry Education

1. Me impact of Non-Traditional Stude:.Is on Pos._secondarY Education

This paper addresses the issue of Financial Viahility of Institutions,

and was authored by Professor Hans H. Jenny.

Rolf N. Witlfsberg
Acting Director
1)ivis1on : Postsecondary and
Vocational Ethication Stafiscics
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INTRODUCTION

This issue paper is divided into four parts. The first summarizes

the main issues, concepts, and recommendations. The second part develops

the author's primary thrust. It defines the meanings of "financia'

viability," identifies several key issues, and describes some of the

implications for data production. The third segment of the paper dwells

on some of the major recommendations for ongoing statistical' work.

fourth and last the appendix contains sample data collecti in aids and

a 'Irief annotated bib:iography.

At present, the 'data requirements that pertain to the financial

viability i..suc in postsecondary education (PSE) are both complex and

if not controversial unresolved. The complexity arises from the many

legitimate points of view that must be considered. The lack of resolution

and the presenc,. of controversy exist because to date there is no well

established consensus on what is meant by "financial viability," either

as seen from the broad Federal and State perspective,.or even as perceived

withkn the more narrow institutional frame of reference.

The author has dcvoted much of his recent professional efforts, to

research and discussions designed to clarify, at least in his own mind,

if not in that of others, what might he meant by "financial vilbility"

in PSE. To this end his experience and personal interests may have led

him to stress events and concepts that are particularly apnropriate in

the settings of privately governed PSE institutions and especially those

in higher education.

Nevertheless, in this essay an attempt has been made tc present the

1
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arguments so that they are valid in some instances, after appropriate

adaptation and interpretation for FSE generally.

Because of the state of affairs described in the second part of this

essay, the data requirements question has at least two dimensions: first,

how do we m dify existing statistical surveys witnin reasonably consistent

patterns in order not to destroy established and useful time series; and,

second, how can we speed up the professional dialogue so as to bring about

a worka" cow' Isus not merely on survey methodology but more fundamentally

on concepts and financial. viability models? Without this second dimension

it will he difficult, if not impossible, to address directly and forcefully

the issue of financial viability proper.

IU
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PART ONE:

CONCEPTS, ISSUES, AND SELECTED RECOMMENDATIONS

A. Definition

I. We define "financial viability" as follows: An economic unit

social entity is said to be financially viable if it has at its dis-

posal, over 'Ime, adequate and appropriate resources that allow it

to achieve its stated or implied objectives.

This definition also applies to single PSE institutions and to

such combinatilns as Lulti-varsities, multi-campus public State uni-

versities, State university systems, and regior.1 groupings of

collegiate institutions' having common purposes.

2. Given the diversity of settings in which fiLancial viability

questions may arise, it is essential to understand that data elements

and information gathering become a function of the particular frame

of reference and of the specific policy issues being studied.

The information source will, wholly or in part, always be the

individual institution those agencies (particularly in State

systems) that are specifically charged with data compilation.

3. The financial viability of PSE institutions can be considered

as the cornerstone in policy analysis and statistical data design

which takes as its focus tilt broader financial viability concept

the above definition.

4. In the past, data collection concerning PSE (and, more spec4fi-

cally, of higher education) has tended to result in formats halted nu

uniform standards and definitions across broad array of distinct

educational institutions. In the future, it is hoped that the

3



emphasis will he more on models that recognize the individual nature

of specific types or institutions.

Research universities and community colleges hare very little in

common except an accounting system that has been imposed on the entire

i.71ustry. Financial viability analysis requires that th, specific

missions of institutions and the educational o.,jectives deriving from

them represerIL the point of primary focus.

It may be appropriate and timely to consider a financial reporting

format designed with Cie particular nature and purpose of types of

institutions in Special care should be given to distinguishing

between publicly and privately controlled institutions, and to relevant

difierentiation within each group.

5. This consideration highlights the need for defining carefully what

is meant by PSE. In its narrow setting, PSE represents n -odest extet,-

sion btiond higher education into all those educational activities that

meet present Federal (and, in some instances, State) requirements if an

institution is to benefit from prevailing direct and ih!irect subsidies

and support.

In its broaier setting, PSE is a vast industry of relatively un-

charted and little-researched scope, embracing educational and research

activities in industry, commerce, labor and government all hav'ng an

impact on the Nation's store of knowledge and know-how, on citizens'

employability throu0 manpowe development, on health and technology,

and on culture in general.

Key Policy

jajor policy issues have -ignificance at the Federal, State, and

4
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local government levels; they are also releven._ to individual institutions.

1. , Of naLional concern, and thus of importance-to Federal policy

makers, are the folibr.ing major issues: access to PSE; free chciice

by students among institutions; diversity of 'institutions and educa

tional programs; adequate development of science and scientific man

power; iiti.l.factury supply of medical services with the aid of

properly train d medical personnel; optimal medical science develop

meat; and an adequate and appropriate sunpl" of !,.o.ientific and

technological manpower capable of addressing itself to the changing

technital and social 'problems tlit the Nation will face over time.

"2.. Since the respnsibility for PSE (and especially f)r higher

education) has been.delegated traditionally to the States, the nature

and scope 4)f statewid planning is a major issue.

In the coming teenage population decline forecast for the 980's,

a speci i problem in this respect is them confrontation and competition

in potentially shrinking market between publicly and privately con

trolled institutions.

Another issue concerns primarily the. public sector: what are

effective and less effective financing and budgeting iTpri.aches, and

which types of funding formulas show promise for keeping publicly

controlled institutions financially viable?

Finally, how Status subsidize students through stuucnt aid and

direct tax appropriations has cunnotaLi bL h for the financial

viability of individual educational institutions and fol the broader

National issues of access an.: choice.

3. At the institutional le...el, the concept of "financial viability"

poses certain problems because measurement may di:ter depending upon

5



the type of PSE-institution studied. The proprietory sector will ha.e

terminology and meatiees-t_hat may not be the same as those normally

taken fo granted in higher education nen-profit institutions. And

the data collected among the latter do not s.!eci to be wholly appro-

priate for financial viability studies.

Although progress has been made, a still relatively unsolved

question is how one determines the cost of production in educational

institutions. The distinction between fixed and variable costs, among

other things, is central to aay financial viability analysis.

A special difficulty arises in the fixed cost area, particularly

with respect to non-human capital: if a college or university is to

remain ur become a going concern in the long run, its revenues must

be large enough to cover all costs of production. "SE institutions

now do not report their expenditures and costs in terms of a full -

capital--cost concept..

Financial viability, even its narrowest meaning, can onlytst-

determined if one has an understanding of the long-run revenue require-

ments under full-capital-cost assumptiols. And full costs include the

capital replacement or renewal dimension which colleges and universities

in particular have not been required to report in its total scope.

4. The quality ,ssue and with it the logical corollary of producti-

vity is also central to financial viability analysis and to policy

issues such as the ones listed earlier. Financial viability questions

are to a large ex' at questions of how well an educational institution

'iertorm:, its Lash.

AL the National :mu St,ite level it tmL be of intern L Lo know

who' he: public policy is lc.idiog to "lowest common (lenominator"

6 1 .1



educational standards. If the State has particular quality standards

in mind, it will be useful to he able to determine whether or not they

have been achieved.

C. Statistical Implications

1. In older to deal statistically with financial viability issues

and policy dimensions, it is important to understand that the data

elecents that may have to be assembled f-Citl any sort of analysis are

themselves a function of the particular context in which the financial

viability issue arises.

2. As the Se':.ond Newman Task Force Reoprt stated pointedly, much of

the relevant data gaLhering efforts will require that a proper theore-

tical or analytical framework will have been established from which

the data formats evolve logically. In much of the'financial data-

i;athering of the past, such a framework has been absent.

This paper and the attached working paper (see app.adix A set

forth in broad terms one type of Framework for statistical analysis.

Part three explains illustratfons of data element structures.

3. The demand for "indicators" has been increasing, and among these

t here. are some logicl financial viability indicators. One such is

an indicator of infLation in PSE. We recommend that the Halstead

Higher Education Price Index he broadened to encompass the entire

udoca.,ional institution. Other key indicators are mentioned in part

The requirement for f inancial viability indicators implies also

that in several areas prot racted preliminary rese:.rch et-forts must he

undertak. The eact that inst i tut ions or the industry has been gather

jug d eta t or certain var es does not rmke the latter ind

7



anything in particular unless empirical analysis !,''ows eat.the

variable indeed tells us something significant.

The relationship that exists between an inflation measure in

educa ion and educational productivity illustrates this point: there

is a preliminary need for concept and model building from which routine

data gatherin4 may eventually follow.

4. Another pint of much past controversy has been on the question

of whether or not periodic sample surveys and studies would be suffi-

cient in contrast to NCES' preference for all-institution surveys.

We believe that in ;Ill but the rarest instances, sample surveys

will he adequate. There exists an amp:e methodology for making aggre-

gif':e, all-industry estimates once the confines of PSE have been defined

for each vrticular inv(tigation.

NCES need not become the competitor of those organizations ACE,

NAICU, Associations of independent colleges and universities in several

Status, t!,e arious State planning or coordinating bodies, and Bowen

& Minter for the independent sector who successfully are, gathering

data and undertaking periodic studies from which time series can be

developed. NCE!, might act as often not in the capacity of su'-

contract issuer and as a facilitator and coordinator of policy studies

that will assist the legislature. Plrt Ill mentions some additional

aspc,, of this facilitating and coordinating role.

O. Specific Studies

l. Some basic enrollment informa:ion is essential for institution-

centere." financial viability studies.

Three tyyes of enrollment data are desirable: (a) body count.;

8 6'



(b) academic full-tim.t. equivalent; and (c) financial full-time

equivalent. All of these should ';';',7 be based, as is now the case,

oa fall enrollment surveys; full .-!:aaalizedinformation is required so

that the net enrollment ch7inge throughout the year can be determined.

Fall enrollment statistics should not be related in financial, studies

to annual revenue and expenditure trendS.

Since qualitative factors are important, certain admissions data

becomes important. In addition to test scores and other conventional

.riables, we believe that time series on the number of applications,

the number of students adr,tted, and the number of related matricula-

tions provide an insight into changing marketabil!.ty, admissions

standards, and inter-institutional cumpeti_ion.

Retention ratios are another important ingredient. When these

and the above information are used in conjunction with ;.'le financial

analysis, the changing institutional as well as industry picture

begin to sharpen.

2. The next important element in institutional studies of finan-

cial viability is C'e cash flow provided by ad on behalf of students.

This is another way to say that, among other things, one must focus

on tEe structure of studen!: aid cevenu,s whLch today have a major

slake in defining the financial condition of educational institutions.

Part Ill sets forth some illustrations of a type of study

might he undertaken; the example is one of a survey now alre (1.. in :.ts

forth year in at least one State and in its second or first year in

several others.

One example is given of an ad hoc type of student aid study; this

focuses on the internal structure of the 'd allocated by institutions

9



and on the resulting cash flow produced by each stuient.

3. In analyzing the financial condition of an indivi.dual institution,

kart III provides three exhibits. The first suggests a survey of

operating expenditures by key line items. Since this is an essential

element for developing a total institutional inflation measure, it

w.)uld appear to represent a logical supplement to the prese^t' functional

expenditure survey.

The second step in the institutional analysis is to determine how

adequate revenues 11ve been each year or over time. Appendix A, exhibit

5, urovid2s the detail that might be studied and collected.

A special feature of the recommended data format is the need for

a "Capital charge" concept. Eere ,ome intellectual development is

necessary and a number of definitional problems mw .t be ironee out by

the industry, preferably in such a way as to guard .,gainst violating

the individuality of specific types of institutions.

The display of financial information to this point is sucl that

it will allow analysts to group individual institutions according to

nere, in the order of net rorenue lines,, deficits are beginning to

show up.

Beyond this, the financial analysis requires that a series of other

variables he tracked regularly. Some of these are listed in appendix A,

exhibit ). They include such items changes ic fund balance. , expen-

dable reserve halaixes, endowment investmen' return, sundry iaf1ation

adjusted revenue and expenditure componews, and appropriate program

and .!atling klieators.

We consider the illustrations provided as develoumental and would

expect tIR specities to ht altered, more or depending upon the

type (o institution or the type 01 policy is::ue Stu lied.

10



6. WiLhin the broader financial lability context:, but closely

related to the foregoing, a few more specific studies suggest them-

selves. One of these would be patterned after NAICU's present Student

Aid study which .limitF; the sample to independent institutions. Because

of the twin major national policy issues z::cess and choice it

is timely to investigate the relative success or failure of the com-

bined Federal, State, and private student aid efforts.

Another perspective on PSE attendance and access could be provided

by a study of the current mix of students in terms of family income

distribution, race or ethnic origin, and professional expectations.

7. of spucial impoicanc could be a broad-gauged study of the PSE

industry, its nature and scope, 2Specially in the broader context

defined in part 11. Such a study could contribute tc policy in other

fields, especilly in tt-e realm of policy for employing teenagers.

8. We see the need for a major effort in educa:ional productivity

and eductional outcomes studies. The patP)reaki..i:r! O'Neill study

ought to be perfected, irought up-to-date, and some quality measure-

mehts should be ._ntroduced.

More fundamentally, however, there exists a need in PSE as well

as t).rougnot Cie service industries to come ro grips with the

"qe.11:.v" in the measurement-of productivity. This issue re-

quires a co,erted effort of the economics profession and of analysts

in education. lt is perhaps a matter of over-riding significance, in

that the present state of the art tends to lead to dysfunctional or

even destructive policy, since one of the outcomes is tIvIr in the

absence cf appropriate quality mea:-.ures, quality improvement becomes

-;yilatlymous with irrigation.

11



9. Among the .,pectal cost studies that might be undertaken, we believe

that one f g on "compliance costs" 4ould be welcomed by the

industry Lne model for a comprehensive study might be t6e ACE pilot

effort of everdl years ago.

Since financial viability analysis must focus on variable and fixed

costs and thus on capital, an industrywic!,- analysis of future capital

requirements based on existing capital investments seams to be o timely

effort. Such a study might Help sharpen the conceptual debate on what

is me.nt by financial viability.

11. Some mention has already been made of policy issues that pertain

directly to statewide pL:rnling. Given the demographic forecasts for

the 1950's, it might be useful to consider a nationwide study of the

expecLee. impact of teenage population trends and compre the new findings

to existing plans and older projections.

The possible impact on the independent sector of PSE could be

studied as a separate under.aking. Of it might be useful. to investi-

gate r.2 probable impact on certain and independent institutions.

This is an area where modeling could give rise to some sophisticated

studies which, in turn, might come up with policy recommendations.

A spe-sal aspect of such studies centers on the kinds of counter-

vailing Federal policies that might have to he implemented given ,he

manner= in which the States may be approaching the problem. For

instan e, r.he studies might show that certain States are planning to

strengthen while others may he weakening certain essential segments

of PSE. It these segments are to remlin financialy viable, what

ceuld the Federal role be, if any?

12. Whil we du not recommend studies or policies designed specifi-

20



for supporting through Federal resources institutions which have

become financially unvirble, we believe tha, it might be useful to

consider pe,Jodic investigations into planning and budgeting through

case studies in order to c:ocument what seems ,o be working and what

appears not to work.

We think that in its prolossional perspective, given the huge

sums invested, the Office of Education ought to make its contribution

to the state-of the art of managing PSEinstituti S. It can do this

by furthering the professional dialogue, by encouraging and, in part,

by funding research that addresses itself to managerial questions.

Sound institutional management may save money in the long run and it

may improve the educational output over time.

In this respect, we recommend that NCES create a periodical p'bli

cation for the specific purpose of disseminating statistical data and

p.ofessional discussions. The publication should be patterned after

such ventures as The Survey of Current Busiress and The Monthly Labor

Review. Eventually, we would expect such a publication to appear each

month; at the outset, a quarterly journal might be mos, appropriate.

As in the two publications mentioned, indicators describing the

behavior of the industry would be expected to be the prominent feature.

3



PART TWO:

THE MEANINGS OF FINANCIAL V:ABILITY; STATISTICAL:IMPLICATIONS

"To develop the data and analysis needed for informed policy-making,
we recommend creating a new statistical agency and an upgraded analysis
and data collection policy for the Education Division of the Department
of Health, Education, and Welfare. Collection of information was the
first role ass fined to the Office of Education, but today the resources,
capabilities, And support for this task fall far short of comparable
federal efforts to generate information for policy-making ir. economic
policy, employment, or science. The ew ctatistical agency, designed
to establish a new leadership role of the federal government in the
collection of educational data, should integrate the policy analysis
and data collection functions, now performed by separate unit.. A
revised data collection policy should include an expansion of the
universe .of. educating agencies on data is collected and a greatly
increased emphasis on longitudinal studies of the effect of different
educational environments on students."1

This part of the paper contains three major sections. The first one

defines financial viability within the scope of PSE. The second identifies

!-;evera 1 key PSE issues. And the third rakes up some of the imFlications

for statistical studies.

A. The Nature of Financial Viability and the Scope of PSE

To the author's knowledi,e, the data requirements question has not

\, been asked within the context of financial viability since the days of

the National Commission for the Financing of Postsecondary Education.

The American Council on Education, the National Association of College

and Cniversity Business Officers, and the Nati(.:tn1 Center for Education

Statistics have for more than a year held conferences and encouraged

discrsions which, among other things, have focused on the currant and

future state f.t higher education I;Catistics. Although f inancial viability

wit!- ,t concern from t:me to time, it di I not av central. a rule as it

1F-:-ank t al., The Second Newman Rep(,rt: National Policy and
Higher Edu,ation. Report of a special task force to Ole Secretary of
health, Eddcation, and l.J-Ilare. (M.I.. Pr;ss, Camhridge, Mass. 1973).

14



doe., in this assignment.

Ttose who are familiar with existing financial (anu related)

statistics in higher eduo-_ion know that financial viability has not

been a central issue in their design. If we may be permitted to

borrow a phrase from another iiel1 o. social research, much of otr

?resent body of higher education statistical information has been and

remains essentially dysfunctional when we raise the financial viability

question. It is .useful to recall Frank Newman's severe criticism to

this effect (see above). In their then and present form, financial
8

related educational statistics lack a unifying theoretical or

analytical foundation.

This is a serious accusation as well as a shortcoming. In part

it is explained by the fact that there never existed a mandate for a

solidly intheory anchored higher education finance system of statis

tics.

Rathet, the requirement has been for statistics that respond in

part to congressional mandates and in part to interinstitutional or

industrywide consensus. Legislatively indated surveys consume a

significant portion of NCES' annual appropriations.

With respect to financial information proper, particularl:, those

elements that pertain to institutional revenues and expenditures, a

sharp eye toward funding sources on tho one hand and a concern for

minimum disclosure (lest established funding he jeopardized) on the

other hand seem to have been among the important criteria that pro

duced the present system. Another major characteristic of the finance

package in the Higher Education General Informltion Survey (REGIS) is

the standardization of data elements throughout the industry across

15



what may well be significantly different (differentiated) institutions.

It is only fair to say also that the NflES staff has been re:3p..Ilsive

to pressures from the outside and thus has periodically revised its

survey instruments-. Unfortunately, the pressures exerted have led

repeatedly to what must be termed political compromises. The higher

education industry must be blamed for promoting a system of financial

statistics that lack a finance-theoretical base (for institutiona,

assessment) and which fail to embody a socioeconomic theoretical frame-

%%ark (for industrywide or national assessment) that describe the

financial conditio.' of higher education in any very meaningful manner.

The PSE dimension further complical.es matters, as we shall se.

It is impossible, in an essay of some 70 vges, to produce a

foundation for PSE financial statistics that has so far eluded those

who normally speak for the industry. But we I dieve that we can at

least hint at what some of the consents 1.d components of a fuLctional

system may he. Financial viability i both a unif,ing and a con:train-

ing foundation; if we were to substitute another issue or princide,

a different design would most surely emerge.

I. The Xeanings of Financial Viability

Financial viability has meanings that depend upon the covtext in

which the issue is studied. For policy maker:, it makes a difference

if we speak primarily of institutional concerns or if we look at

broader contexts such as statewide planning or even national issues.

a. Our definition of "financial viability" is relatively simple:

an economic or social entity is said to he. financially viable if

it has at its disposal, over timtL, adequate and appropriate resources.

that allow it to achieve its stated or implieL2bjectives.
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There is inevitably a certain subjectivity in such a definition;

what may be "adequate" or "appropriate" can be matters of judgment.

In an enterprise such is education, where qualitative factors and

intangibles abound, this should be taken for granted. On the other

hand, it may be possible to determine criteria for delimiting

boundaries that help circumscribe what is meant by "adequate" and

"appropriate."

b. It may be argued that a national system of statistics for PSE

(or, more narrowly, for higher education) should have a primarily

national policy focus. in this sense, the analytical framework

around which the statistical apparatus h to be constructed wouLl

derive from the policy questions and the underlying cuse-and-

effect theories that pertain to key nationll p :icy issues. Some

of these will be taken up below.

On Cie other hand, education is a policy-matter for which the

States rather than the Federal government have been responsible.

Even todav, when the ederai involvement is deepening rapidly,

the ')rimary responsibility for PSE lies with State governments.

Therefore, aay statistical system that describes PSE must be

designed in such a way as to embrace State PSE policy i:.sues.

In addition, a State PSE or a national system represent com-

posite- of subsystems. Among these, we must distinguish se)-

graphical subsystems as well as types of institutions with

specialized educational missions. While policy consid rations

may overlap, the fate of major research universities cnd that

of narrowly define() vocational PSE .tistitutions may re u_ re

veL; different approaches. Financial viability models ray he

17
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generalized to a certain extent, , tt they also need to take into

account the specific financial structures tha_ best describe each

of the relevant subsystems.

In the past, we seem to have taker for granted that the smallest

entity that matters in financial viability analysis is the "insti-

tution," in other words, the particular 2ollege or university. Yet,

among some of our more complex institutions, those which Clark Kerr

called the multi-versities, entitiedis may exist whose financial

analysis must be und-rraken in miniature, so to speak, if one wants

to understand the meaning of "financial viability" in the broader

setting of the legal university unit.

/,--
c. The multiversity setting offers an appropriate 'llustration

of some of the dimensions that may have to be consilered when the

financial viability concept is applied to individu 1 educational

ie tituLions.

is the case in a complex business corporation, we take for

grants ' 'hat there exists an overall corporate objective which

can be articulated in total corporate plans and policies. Once

a year, at the least, a comprehensive report on profits and losses

and a consolidated balanc sheet are prepared. But increasingly,

the Securities and Exchange Commis:;ion appears to have found this

total aggregation of m,ny separate parts less than fully illumina-

ting. We 4t.em to be moving tc4ard a requirement that more informa-

tion be gi,en about the separate pIrts W_ he total bundle of

corporate actiVitieS.

In the multiversity, financial viability analysis will require

similarly that we study those separate Tarts that have di!=':inct as



well as distinguishing characteristics. Examples are the

professional schools and the teaching and research hospitals which

play a large part in certain university budgets and some of the

extensive public se.rvice activities that may overshadow certain

other educational missions of the university.

The fact that individual university administraterS do not like

to break out some of the major elements that constitute :_he "econo-

mics" of the relevant so',!;ystems is not really of as great a moment

as is the fact that, without adequate detail, an accurate assessment

of institutional financial viability cannot be made either by in-

siders or others. We have been treated to some rather convoluted

reasoning during the debate on educational costs which, among other

things, tended to disparage attempts at ide:tifying specific cost

centers. One need not always sink to the departmental level to

find relevant detail; on the other hand, certain of our complex

educational institutions represent conglomerates, some of whose

parts will require separate analysis if we arc to understand the

meaning of "financial viability" in the total enterprise.

d. This is not to say that the ::oncept of financial viability

requires institutional survival as the primary objective criterion.

But we must understand what the implications of institutional

financial viability are if we are asked to provide answers to

broader policy issues.

National and State dicy toward PSE may strengthen or weaken

`.he educational mission of particular institutions. Public policy

is not pre-ordained to have favorable effects- -even if so intended-

on all concerned. In recent years, public policy seems to have been
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framed within, at times, rather significant uncertainties. This

means that well-intended legislation can have unforeseen conse-

ouences, and some of these may be patently undesirable.

It is therefore impoi-tant that policy research embody both a

before-and-after-the-legislation analytical capability. At each

policy revel, the requisite data eiements will be a function of the

particular policy issue. For practical purposes, the in:ormation

source will wholly or in part always be The institution. But the

institution and its representatives may r1,-:L always be the best judge

of which data elements best describe the interaction variables that

characterize a particular issue. inancial viability is too broad

and important a concept to be defined primcrily by finance officers

of colleges and u-iversities.

e. Nevertheless, the financial viability of institutions might

be considered as the cornerstone in policy analysis and statistical

data design that takes as its focus the broader financial ,riability

concept described earlier.

Institutional financial viability analysis wi'l s.ress, among

other things, the resources requirements under spe:ific assumptions

or constraints. A major shortcoming in existing financial statis-

tics is the student's inability to define resources requirement3 in

term6 of institutional objectives. Much of the same is true in the

broader policy setting when State Dr national issues are involved,

except that in the former, one has at one's disposal spe _fic plans

(where the States have them).

f. College andAAlversity finance falls somewhere between the

two extremes of corporate-for-profit finance on the one hand and
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of State or municipal not-for-profit finance on the other. The

privately controlled colleges and universities may have more in

common with the former, and the publicly owned institutions may

resemble more the latter. Yet, we have tried to treat each

identically.

Ontide the field of public finance there really is no such

thing as an "economics of the non profit sector." The latter may

in fact be the wrong nomenclature from which to engage in college

and univer.,ity financial analysis.

Prevailing college and university finance statistics as

well as fiduciary accounting practice stress current revenues

and expenditures, and thy do it such a way as to downgrade,

if not ignore, the esE,,ntial capit,:l concepts that are an integral

part of all economic undertakings. It is exactly with respect to

capital requirements that financial viability analysis will enter

novel ground in PSE, but not so novel that proprietary PSE insti-

tutions would not know how to ask the questions or how to provide

some of the answers.

T pr,_ lem is not quite as straightforward when we consider

publicly owned PSE institutions whose financing patterns are most

easily described a,d analyzed by the prevailing fiduciary fund

accounting practices that also characterize our national PSE

f inanco !-Irar i gt cc. Tho cnnital cnnront inherent in osr,I.hli,?4hed
Y-

accounting patterns seems to he limited to 'uildings and certain

types of equipment that can he classified in an institution's plant

and equipment account. Since States provide their own institutions

with special financing mechanisms, there exists a logical inter-
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action between the available information and the resulting

understanding of how the institutions function financially.

When an essentially public finance system of accounting and

analysis is imposed on al.: PSE institutions, some serious ques,.,uns

arise, particularly in 1.'ew of the potential for misinterpretation

or misunderstanding. In the current economic environment, the

peculiar nature of the capital concept, used in higher education

finance studies, has led to an almost industrywide misconception

of prevailing capital requirements, other things remaining equal.

The privately controlled college and university suffers perhaps

more from the established trdition than does the publicly owned

institution. But in both instances, the capital concept and

dimension offer the pivot for future sound financial viability

analysis.

Thus, when the broader State and national policy concerns

come into play, it is not -.he institutional survival that is

brought into focus, but the total current and capital resources

that are required for the optimal achievement of the key policy

concerns that mLtter at each level. Before mentioning some of

these policy issues, a few words are in order about the scope

of PSE.

2. The Scone of Postsecondary Education

Financial viability in PSE is a functicr of the nature and oblec-

Lives prevalent in the industry; but it also is a function of the

eery scope of PSE proper.

The PSE industry is a vast enterprise encompassing all of higher

education, the proprietary segment of post-high school vocational

22
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training, the formal training and education undertaken by private

business firms, labor unions, and government agencies, and the numerous

educational and training t:fforts carried out under the auspices of our

armed forces.

One of the important issues is not merely what is meant by the

fLnancial viability of this large industry, but where the limits will

or should be drawn for data gathering. Are: we satisfied with the

boundaries defined by the recent higher education and PSE legislation

and, accordingly, is PSE cicumscrrhed by those institutions which now

qualify for Federal (and, in certain instances, State) support? Or

should data gathering encompass a less restrictive view and consider

the broader PSE dimensions?

PSE serves many constituencies, and a number of central policy

levels can be distinguished. Traditionally, we think of Federal,

State, and local government interests and policies. In addition to

the legitimate concerns expressed by educational inst4.tntions and their

clients among which students figure promirently industry, com-

merce, and labor are also vitally intereste' in how public policies

affect the educational enterprise. Last but not least, taxpayers have

a stake, if not always a direct voice, in the matter.

It is possible to give PSE an arbitrary scope as is the case pre-

sehtly if one starts with the established legislation. Accordingly,

certain educational activities chiefly carried out within specified

institutions, both publicly and privately governed or owned, will he

germain to the analysis. Any evaluation of relative success in z,chiev-

ing national, State, or institutio al objectives will then have to he

judged within this rather precise but limited context.

23
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On f le other hand, it can be argued that the broader and perhaps

less-well-defined PSE scope may he more appropriate in the analysis of

certain objectives, particularly at the national level. Since fall

employment c;)nsiderations in the field of economic policy may .1ve

something to say about or to do w":11 educational activity (its quality

as well as who is benefiting from it and who is being left out), the

broader-scope definition may be most ;Tproprilte. On the other hand,

if the question is how well certain Federal student aid progrars are

accomplishing their purpose and how the monies are flowing through the

PSE industry, the narrower scope concept may be adequate.

Thus, once again we are confronted with the necessity of knowing

the particular policy issues and educational objectives before we can

correctly define thu exact scope, of what we mean by PSE. As is the

case with the financial viability concept, the exact meaning may change

depending on the type of issue under study.

B. Key Policy 1.--.sues

We shall not attemIL to produce here a complete list of the

policy issues. It is safe to say that lists would differ depending on who

is asked compose "hem. Nor. only have we been selective, but our main

purpose is to create a foualtion for the next two sections of this paper

1. National Policy Issues

Although the national agenda for PSE is probably quite long,

shall select a relatively small number of more or less obvious and

traditional topics.

a. Sone consider access to PSE to be one of the new basic rights.

If it is not that, maybe it can he called a general 'expectation.
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Access has a rather specific meaning when we consider the

legislation anu supporting appropriations that are intended to

remove some of the financial obstacles that prevent entry for

some citizens. How many qualified citizens wint to enroll in

established ?SE institutions and programs? How many of these

applicants are denied admission because the financial means are

lacking at the combined Federal, State, aod institutional level?

While these may be obvious questions policy makers would like

to have answered, is our present statistical apparatus adequate

and appropriate for produCing a reply?

b. Somewhat more difficult is an answer that concerns another

value cherished by Americans: free value choice. Accordingly,

it may not be enough to he guaranteed the opArtunity to enroll.

at some preferably, ior the taxpayer, at a low price --

institution. Rather, the expectation may be to enroll at Li,e

institution of one's personal choice.

In _11:s res..cct, it is being argued by some citizens who

count themselves among the middle class that they have '2en locked

out of certain higher-priced institutions because of a combination

of inflation, income tax policy, and arbitrary legislative and

administrative student aid policies. Although some studies sho'r

that there is no significant difference in the income distribution

pattern of students' families when different types of collets and

universities are compared, th.' suspicion remains that the last word

in the debate has not yet been spoken. The free choice issue

remains a topic for policy research, and thus ample reason exists

for appropriate statistical data production on either an ad hoc

or an ongoing basis. 25
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c. The prohlec. becomes even more complex when we add div.?usity

as another major m.tional issue in PSE. In this connection, it

is said to be essential that there he an adequate some use the

word "o:,timum" number of institutional types so tl:at program

diversity cal. he assured.

To some, diversity means that there always be puMicly and

privately controlled institutions in PSE. It that is the case,

then the prospects inherent in population .:rends augurs badly for

the private seAmcnt of small colleges durins: the middle and late

191-11)'s. What are these prospects, how will population trends

affect PSE, aad what kinds of Institut: )ns will suit r the most?

What kinds of remedial actions, if any, can !le taken at the Federal

level? This issue raises most directly the financial viability

question at tl.2 individual institutional level.

The issue of program diversity is for many reasons'mGre inter-

esting than the public- private diversity question. Is it a

national responsibility to make experimentation possible or should

it support the true and tried? Where is innovatina more likely to

occur, in private or public institutions? In large or small

colleges?

Discussions concerning programs almost always lead to questions

of how much th-!y snould or would cost. Thus, if program diversity

is an important national issue for PSE, costin8 also becomes an

issue as weii as necessary adjunct. This in turn has consequences

tor tL type of siatistical footwork that needs to he undertaken.

d. Another major national concern centers on the continuing ability

of our educational institutions to provide the talent and knot. -how
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for pure and applied research. At times, one hears that we have

many research centers and research-capable institutions other than

the research universities.

In the past, the leading role of research universities in

prod,!cing the capability for an age o supc: technology has been

taken for granted. Recently, both super technology and some of

the university work have come uader question;

Whatever the answer or outcome, we must. assume that research

universities will continue to be expected to perform essential and

fundamental work in the pursuit of new knowledge. If these insti-

tutions .tre to do so, we must: understam! what is meant by financial

viability in the carrying out of such a mandate.

e. Closely related to this is the role some of our universities

have played in the field of healt.' 7,2earch and hospital care, as

well as. in training doctors.

Much has been said about our doctor shortage. Whenever there

are Si . _ages of fundamental services in an economic system, we

are inclined to conclude that the system is not performing ade-

quately. It ls probably quite safe to say that our national pro-

duction of medical personnel has been quite inadequate for many

years. The evidence lies in the large number of foreign doctors

who serve even in the armed forces. But even if the preceding

statement sl-ould be disputed, health is a national policy issue,

rht: production of ad.::quAte pecsonnel and services is

also a national issue. So is the matter of health science and

research.

At this point , the financial adequacy or viability problem

27
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assumes rather frightening proportions, since it ceases to be a

matter of how well a given set of educational institutions are

doing, and becomes a question of how well the national economy

is delivering its health services. When it becomes the national

policy to cant: 1 the rise of medical costs, it is difficult to

know how this can be done without adequate knowledge of how the

health industry functions aad what those in it are doing.

Since we have buried the finances of universi'y hospitals

among a more or less miscellaneous catgory of revenues and expend-

ir:ures, it may be fair to ask whether anyone knows what it means

when these hospital-int.msive institutions report their r.nnual

revenues, expenditures, and balance sheets. The case for a

separate reporting is overwhelming.

f. Recen:ly the Nation has b,2en alerted to environmental concerns.

Some time back, national defense or nation:11 security was an issue.

Now, the decline in known fossil fuel reserves is in the news. The

ag,.nda of specifics will change over time.

However, the need for adequate scientific manpower and know-

how does not change all that much. Rather, we seem to run low on

imagination and money dangers seem remote.

It is therefore of some importance that a climate for impartial

inquiry and debate be fostered in the Nation, and the Federal govern-

ment can play a role both in monitoring what is happening and in

Whu utgaiiiZe ue WitierLant: wt,

are not .ggesting here that the pursuit of academic freedom is all

that matters. We are talking about the nee 1,3r, ongoing efforts,

for continuity in research work, in personnel develovent, raid in

institutional support.
28
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This Nation has been profligate with its resources. It thinks

nothing of destroying entire factories or industries,when there

appears to be no immediate reason for them. And we turn the

Federal research money spigot on and.off with abandon. As if

scientific cadres once dis:::Inded could so easily be reconstituted

We are a nation of crash programs and emergency task forces. May-

be the time has come to practice cui:servati:m in known scientific

talent.

And with this goes the conservation of institutions that

nurture thL talenls of scientists. To study and understand what

this may mean in different fields of endeavor is to help answer

the question of what we mean by financial viability in certain of

our most prestigious PSE institutions.

2. Other Policy issues

a. Since the States are, in fact, the responsible bodies for

the delivery of PSE services particularly highe tucition --

2 primary issue is how each State plans these educational activi-

ties and then how it finances them.

Statewide planning in higher education has come a long way,

but the public knows probably less about it than it should, giv-n

the fact that the financial consequences fall to a large extent

on the taxpayer. Statewide planning of PSE activities in the

broadest sense is a novelty whose c nsequences do not seem to

have been studied systematically anywhere.

b. One of the adjuncts of statewide planning is the budgeting

process that eventually determines how much money the individual

institutions within the Statr will receive directly and indirectly.
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In the final budget allocations the State government Jefines the

financial viability of programs and institutions specifically

each year.

c. An important dimension of the statewide planning effort con-

cerns the interplay '..)etween public and private institutions. In

a short two decades we have moved from a Nation where over 6n percent

of the studOnts were enrolled in private colleges and universities

to one where these institutions barely account for 18 percent of

the students. During an expanding population cycle, this change

looked less 1minous and one-sided tha_ it actually has been. Nov..

we are facing a declining teenage population and significant

structural changes in the potential PSE clientele, one wonders

whether institutioral disappearance will occur primarily in the

private sector.

Statewide planning must address itself to the public-private

issue, and to this end adequate information on private institutions

is a prerequisite. Many States now have insufficient data on their

private PSE sector, both in its more traditional higher education

or in its broader modern meaning. Nevertheless, State policy

affects public and private institutions, often in unexpected ways.

d. An area of growing controversy is how State aid is given to

s!...udents, and practices across the Nation differ widely. Much has

been written on how to support institutions such that the cost to

taxpayers would be minimized. And the impact of existing formula

budget practices has come under renewed scrutiny once it was dis-

covered that what worked well for institutions during enrollment

growth years tends to have the opposite effect during enrollment

declines. 30



At both the State and local level, financial adequacy has broad

area-aggregate as well as more narrow institution-specific impli-

cations. Except for as-yet small experiments with "free" univer-

sities, PSE remains essentially an institution-centered activity.

Thus, the financial via'Ality question focuses strongly on'institu-
.

tional viability however much we may assert Lhat it is the system's

viability that matters above all else. Institutional Financial

viability itself becomes a major issue.

3. The Issue of Institutional Financial Viability

It has been said that non-profit organizations will try to maximize

their annual revenues(in order to maximize their expenditures. Another

way to put :his gis to say that non-profit organizations will spend all

the meney they can lay their hands on. used to be assumed that edu-

cational institutions were non-profit enterprises. With the PSE concept

this no longer an be assumed.

a. For some PSE institutions and activities, profit will be t.'e

motive either directly or indirectly. In some instances, especially

in the vast proprietary PSE sector, profit is a primary objective.

Financial viability is in such instances_Adefined in terms cf the

particular profit expectations and realizations. Once oue has

determined what prevailing production functions are and what the

level of normally expected (or realized) rates of return is,

straightf-ward economic and financial analysis will be able to

guidprp when judejlient ma,de al-.1111- a particular insti-

tution's financial viability. It is, of course, necessary to

understand how the proprietary sector of PSE functions, wher, it

chtains its revenues, and what normal expenditure structures are.
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b. In re non-profit sector cf ?SE, particularly in higher

education, it is more difficult to find a satisfactory answer,

especially one that has the endorsement of those who speak for,
the industry. Today, institutional financial viability in

colleges and universities is to .1 very large extent in the eye

of the beholder. And, within this context, it makes a difference

whether the beholder is inside or outside the institution.

The outsider is given preci us little information about a

given institution's financial viability in the sort of documents

that traditionally describe the financial condition of colleges

and universities. Not only have existing reporting standards not

been designed to give os an idea of jneritutional financial via-

lility, but it is clear that more than financial data are needed

to tell us whether or not an educational enterprise is, in fact,

financially viable.

This writer and other,: have had some unkind things to say in

'he past aboLiL college and university accounting. Quite possibly

our disdain may hive been directed at the wrong villain. At

present, college and university accounting culminates in formal

audit reports which serve primarily fiduciary purposes. Audits

ident ty sources and uses of revenues, Laimmarize changes in fund

balances, and report on the distinction betwcen restricted and

unrest.ricted funds. Those who intimately understand a given

institution's finances may bc at:1c to discern from iucmal auk:iLs

how viable -- financially speaking -- it is. But if mosey is

seen as a means towards the educational end served by tie insti-

tution, more information is required. Much of it will avail-
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able in the accounting records. Fume of it must be found

elsewhere.

c. In a strictly financial sense, the institutional viabili:y

question can be answered only within a context that identifies

costs of production. Tlu.i.national debate on costing is still

somewhat linr,'solved, but it is clear that c)sting must reflect

and er.Jrac.2 what economists call the "i,,oductio:, function."

This means that c 'sting must reflect the technol 4y of insti'u-

tional endeavors. In Ll complex institutioN, this turns out to

be a mi-icn more complicated requirement than a simple slogin,

su6,est. In financial terms, however, the first step is a careful

distifwtion and identification of operation and capital expendi-

tures which in to can be :',-nFlrm:ed into variable and fixed costs.

In financial terms, the essence of institutional viability lies

in a college's or university's ability to render its assigned or

preferred services over time. It is the go'ng concern idea, or

what has been called in economies "the firm in the lory;!, run, '

when revenues are sufficient cover costs of production.

Higher education has al a:.s had a problem with its capital

resources, but perhaps never qu.te so seriously as today. Any

definition of financial viability must encompass the revenue

requirements that are embodied or implied not only in the pre-

vailing teaching-learning-research technology, but in the exist-

ing plant and Equipment structure of an inLitutiou on (1 (Mc

.nd and in the operoting expenditn:e structure on the other.

Other things being equil, an iustlution has at any Oven

moment a :.o: ward cost liability built int ant' Cerived from

33



exist'_ng plant, equipment, and pro,;ram combinations quite

independent of possible interest and debt repayment requirements

This forward lability has two dimensions. First, there is th,

capital cc sumption or replacement aspect which gives rise to

discussions about how much depreciation ought to be charged, if

any. Since nct ail plant and equipment will probably have to be

replaced, a plan is required thnt stipulates what will he required.

Second, there is th, need to provide efficient or effective up-to-

datt technology to C.ost wh, purchse the institution's services.

This generates a demand fu- net plant and equipment as well as

for new personnel arrangements. Thus without chahges in the pro-

gram itself, the technology of producing institutional services

may change over time and thus may require additi'z-,l capital

res .,rtes.

The need for new capital under status quo program constraints

is one of the "lost" causes in higher education. In a hiu:iness

corporacion it would become immediately observable anti would be

measured !-ully or in part in a number 01 ways. Those analyzing

for-profit corporations would quickly gain a feeling of how

Idequately they are being financed and how far from ind,strfal

group norms a oarticular ccApany has been deviating.

jAll of the above has a significant hearing on the type of

information that might he collected from ime to time in order

to determine whether the system of PSE of individual institutions

it, it are financially viable. And when we start with the compre-

hensive institutional understanding o: the financial condition,

we ma he in a position to piece togtiher w:lat is meant by a
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financially viable broader system, be it that of a given State

or the national PSE system as a whole.

4. A Comment on Quality and So-Called Intangibles

The word "quality" comes into play frequently in conversations

that deal with the assessment of institutional_performance in PSE.

It is someth'ng of a clictie to say that revenue or expenditure re-

durations will lead to quality deterioriation; and it is conversely

just as dopular to claim that more money will tend to improve what

is being offered.

To somL extent it s. true, of course, that more money buys more

and often better things; and with less money the quality of what is

being done frequently does Indeed decline. But by anti large, we know

very little about quality differences, at least in terms of their

precise measurement.

Financial viabilty questions are to a large extent questions of

how well an educational institution is performing its tasks. And

since teaching and research are two of the most prominent educational

activities, the quality question and the financial adequacy question

both must come to grips with these two types of activity. In other

words, are the monetary resource. adequate for performing the educa-

tional and' research tasks within the qualify framework in which a

given institution prefers or i> expected to operate?

The pursuit of excellence is everybody's claim; how many achieve

it is another matter altogether. And on whose terms a given quality

of services is to he implemented financially remains certainly a

fascinating question. At times it appears that, in our egalitarian

society, the rights of indi,,iduals (as in the case of access to higlik!r
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education) are actively supported only to a level of quality common to

such large numbers of persons that one is tempted to think of "low"

common denominators. Again, this concern was brought out forcefully

in both Newman reports published during the early 1970's. For policy

decisions that center on the financial viability of institutions, the

quality issue is of pivotal impoance, however subjectively a given

college's or university's efi,,cational research "quality" levels

wilt he defined.

Nothing better demorn-..rates the non-financial dimensions of the

tinancial viability issue than an inquiry into the nature and causes

of "quality" in the activities of educational instituL'ons.

C. Statistical implications

Since the data question underlying this paper focuses to a large

etent on Federal policy, some special problems arise with respect

to the nature and scope of the statistical effort that may be required

if one des'res to understand PSE as an industry or if one must formu-

la!e wor;.able policy recommendations. This section will provide a few

illustrations of different types of data or approaches that may be

necessary.

Since financial viability is the central issue road our primary

focus well, a special requirement arises: the ne,,ssary data

climent are themselves a function of the particular context in Olich

the "financial viability" question arises. Although financial viabil-

ity is not the primary objective in the data gathering effort as

i. ined, it c a mr ns to the end embodied it particular policies

it become!-; a sort of overriding policy con,iraint.
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1. The Relationship Between Essential Data Information, and Policy

The social science of economics offers a useful illustration

for an approach to data collection in PSE that some would claim

is long overdue. In the analysis of how the overall economy is

performing, "national income" accounting and "business cycle"

tracking represent center pieces that have become household con-

cepts. In the monetary management arena, the concepts of and

14.), among others, can be found not only in the professional litera-

ture, but in weekly magazines read by the layman who wants to be

well-informed.

All of the data being collected periodically stem from and

center on economic theories which ?urport to describe the nature,

causes, and effects of and among key elements or variables.

Theories often mature slowly,,and it tdkes time before a given

theory leads to a systematic and functionally sound data gather-

in, effort. The history of national income accounting and of

business cycle indicators is a classic illustration.

.0me theories, even when they have become reaqonably

entrenched, remain controversial. The monetarist theory of

business cycle behavior is a case in point. But since money is

a key element in the economy. data collection need not be thwarted

simply because some people believe that money e plains everything

while others hold an opposite or more mor'elate view.

In PSE s atistics, one of the key problets is that most data

collection aas little to do with theoretical models of how the

industry behaves. As a result, mo;t of the available data are

rarely transformed erestl into relevant information. Even if
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data accuracy were not a problem and if timeliness of data reporting

could be achieved, the central question remains: why the specific

data elements that are being collected? Once one has taken care of

the "compliance" aspect of much of the PSE data reporting and

collection, the fundamental question of function and appropriateness

remain.

Student aid provides us with an interesting illustration. Here

number of significant National, State, local, and institutional

13:',e. issues come together. We listed access and choice earlier;

manpower devlopment and planning is another; institutional finan-

cial viability also is in the picture. Now it happens that certain

cashlflows to students and to institutions from a number of sources

all have one thing in common: they enable students to pay their

bills or to attend specific colleges and universities. The structure

of the cash :lows differs among institutions and changes over time.

A singe comprehensive survey instrumei,t one of the type being

used already experimentally in several States by independent colleges

and universities can be designed enabling analysts to make a

number of important studies that-Yelate directly and indifectly to

key policy issues.

As things now stand, information on cash flows from and on

behalf of students can only be obtained from a speCial survey in-

strument and not from already established State and National

survey.. Yet, the policy questions asked from time to time in

Washington, D.C., and in State capitals require exactly the sort

of.information ourilluStration highlights (see part three). The

very same information is required for analyzing the "financial

.!
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viability" of institutions, where cash flow analysis remains a

central tool.

Another interesting illustration of why it is important to

have c.,ncept or theory - centered data collection comes from

the "financial viability" issue as it pertains to an individual

institution. HEGIS fibancial data are so highly aggregated that

certain key information cannot be obtained from it. From the

study of institutions that have gone out of business and of many

who may do so in the near future, it is becoming clear that

operating :..:penditures -- when compared with those of other,

similar colleges and universities -- are not necessarily exces-

sively high. Given competitive prices and comparable enrollments,

the institutions in question often are unable to raise the addi-

/-
tional mon:es required for plant and equipment maintenance, for

interest payment.; on debt, and for debt reduction. In other words,

while their budgets "support perhaps inadequately the educational

effort, they art insufficient in their support of the total enter-

prise.

Two types of design changes may be necessary if th traditicnai

national survey of co:lege and university finance is to help policy

makers and analysts understarn. the institutional financial condition.

The first change requires a relatively simple restructuring of the

pl'esent: Statement of Revenues and Expenditures, whereas the secord

involves the creation of a supplementary Statement of the Structure

of Expenditures by Key Line items. Poth clanges are illustrated

in part three. While the forms suggested are amenable to modifica-

tions, they reflect ,:oncepts of analysis that are familiar to
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financial analysts in contrast to the more traditional components

t at have satisfied accountants interested in fiduciary reporting.

2. Indicators of Financial Viability

There has been a rising demand for data called "indicators of

financial viability." Since our definition of financial viability

hasa micro - and a macro-economic dimension, indicators of finan-

cial viability will often embrace both of these also. A case in

point is the much-advertised need for an inflation meastin in

PSE.

Kent Halstead's indices are a useful step forward but may not

be the final word. Whether an indicator i. called a PSE Price

Index or something else, the concern with inflation cuts across

a number of policy issues. Among the more interesting aspe:::.s is

the relationship between an inflation measure and concerns about

productivity in educational instittions. And this in turn leads

to questions on the (minty Af educational input and output.

Wit11 an appropriate suney instrument that identifies expendi-

tures by key line terns, it is relatively easy to construct indices

both for sub components as well as for total institutional budgets.

The Halstead cost deflators encompass only a portion of higher

education expenditures, auxiliary enterprises and public service

activities being left out. This is a much noted shortcoming to

which the Office of Educat'on has not responded. For a compr-

heni;ive analysis, all PSE expenditures must be included. The.

.-ige-non-wage structure of expenditures used in the Halstead

HEPI Index is significantly different fr . that of an all-

stilution index. In particular, non-wage items loom much higher
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in the Auxiliary Enterprise component than the; do in the

'Educational and General division. But more significant is the

Mature of the non-wage items. Their prices often have risen at

very fast rates in recent years. such that the total budget

structure has changed significantly over time. And with the

change !a the budget structure, the inflation effect itself is

quite different than that described by the prevailing ind.,x

series. Thu:;, we not only are given an incomplete picture of

inflation; we are given the wrong impression altogether.

The need for an inflation indicator for PSE brings into focv.s

anc_her dimension of the indicator-data problem: before we know

what data to gather periodically, we may need some protracted

research and testing on an experimental basis. The statistical

offices working with inflation and other economic indicators

elsewhere in the U.S. Government are well attuned to this need,

and their budgets reflect to a larger or smaller extent the

neeJ for continuing development and improvement of established

time series, indicators, and theoretical models, In addition,

they work closely with the appropriate professionals in the

scientific community, and together they are continuously engaged

in improving the state of the art.

An illustration of a major joint professional effort that may

be required .s provided by the relationship between any inflation

measure and the concert of productivity. The first issue in de-

signing an inflation measure for an industry is whether salary and

wage componts should be mixed together with pure price components.

More significant is the professional debate on how one measures
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productivity in service indust-ies and rore narrowly how

one accounts for improvements in technology over time, embodied

in human labor, particularly in professorial and other profes-

sional talent. This latter in particular is a frontier area of

thought and research to which PSE spokespersrns and policymakers

are only now beginning to pay attention.

Indicator work for PSE in oter areas represents a mixture of

the known and similar unknown elements, and future data gathering

efforts must take this into account.

3. The Frequency and Detail of Surveys

While the financial viability constraint appears to limit the

scope of the pertinent statistical inouiries that will be under-

taken from time to time, our defii,ition sets rather broad boun-

darics for this constraint. The limitations imposed primarily

by the policy issues in question.

Relatively few of the policy issues require the surveying of

all of the institutions or individuals affected. In most instances,

properly drawn samples will provide the necessary information.

One xception may be a survey of the revenues and expenditures

so that an aggregate picture of the industry can be obtained. But

in this respect, the writer recalls that when one surveys. :21. of

the institutions that report to The American Association of Uni-

versity Professors (AAUP), the total of respondents represent

(depending on the year) somewhere between 1,300 and 1,400 insti-

tutions accounting for about 75 to 80 percent of the m,,nies

involved. These facts may suggest that sampling may he adequate

all the time.
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Once the sampling approach has been accepted, it will become

possible to tailor survey instruments to the appropriate detail

required by the policy question of theoretical problem at hand.

Tire establishment of sample gr ups who regularly report on certain

things has produced excellent results in surveys conducted by ACE,

and more recently by Howard Bowen and John Minter, to mention but

two of the wore prominent efforts of the genre.

A significant effort should be developed in the area of statis-

tics that concern to-called occw-ional issues and those policy

matters that come before the Congress. Here again, the requisite

data will most of the time be limited to samples of respondents

and may preferably he undertaken by special ccntract arrangements.

The problem has not been so much the absence of information to

the general public as the lack of funding and data work designed

to ....licit answers for policymakers and poiicy researchers.

It is useful to remember again that PSE is a complex under-

taking add that as we define it the financial viability 7ssue

cuts across broad areas of concern. The nature and quality of the

educational effort is central to data production whose purpose it

is to describe how well the industry functions. Part three, below

may not do justice to the breadth that has been suggested. It will,

however, attempt to focus on immediate steps that might be taken to

move forward the statistical state of the art toward and within the

sort of framework discussed ahL

(
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PART THREE:

DATA COLLECTION TYPES OF DATA AND PROCEDURES

In this part of the paper an attempt will be made to set forth in

some detail - data-gathering effort capable of serving the broad as well

as the narrow concept of financial viability described - .lier. It is

assumed that, in spite of an emphasis on institutional data, the broader

objectives and requirements will be met. As in the world of business,

tLe institution must be the source for relevant data which the analyst

may then transform into appropriate information.

A. Procedures

1. The writer knows of no evidence suggesting the necessity for

all-institution-embracing surveys. It should be the general policy

that in all instances appropriate sampling techniques be employed

for the selection of respoodents.

In view of the tradition in higher education, it may be ap,ro-

priate to retain a general all-institution survey of th._, scope of

revenues and expenditures as a means of continuing already-established

time series and bench marks. We do not know enough about the specific

uses chat are made by institutions, Sta:e agencies, and others of the

data now being collected. We do know, however, that many rec2nt

efforts nave required the ,...reatior if separate data bases from those

already established by NCES.

Provided the turn-around can he speeded up (as is the case for

the Department of Commerce Survey of Business data), an ahbreviateu,

broad-gauged financial survey may continue to have its uses. But

would assign it a very low priority if appropriately designed

sample surveys will he undertaken ins:cad.
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2: It should be the policy of NCES to undertake directly or to

contract for ad hoc policy studies that require objective analysis

and understanding before specific policy recommendations can be

expected.

We believe that it could be useful if NCES acted as a catalyst

in the coll-ection of relevant data for such studies, particularly

when the efforts have been contracted to outside researchers.

3. It should further be the policy of NCES ,o work actively in

the continuing improvement of the nature and scope of PSE statistics.

In this respect, NCES should seek the cooperation of other government

agencies and of independent research groups who already have a repu-

tation for their expertise in statistical -7ethodology, in theoretical

modeling, and in specifi subje,:, matters that are relevant to PSE

concerns.

4. NCES sliculd not attempt to duplicate some of the on-going data-

gathering efforts, particularly those that are by now well-established.

We have in mind the work that has been carried out for many years by

ACE, the newer studies that are being - l.ertaken by NAICU, an,' the

far-reaching data bas, effort managed ;pr independent colleges and

universities by John Minter, b; the several State associations of

independent colleges and universities, and by the many State agencies

for the pW)lic sector.

While we would expect certain similarities and some duplicatian,

it would be our expectation that NCES would tailor its data systems

to its own needs, but along some of the lines which will be outlined

below.

5. It would also be our expectation that NCES would routinely

45



analyze the data which institutions are required to report under the

various compliance regula"ons issue( by the Department of HEW. By

this we do not me.n simply that summar_es of the reports be prepared,

but that the responses be studied with respect to the policies to

which they respond.

In addition, NCES could be helpful in assisting.IIEW in designing

survey instruments that are appropriate for the tasks for which they

have been created. F llowing the a.'nlyses of data, it may be indi-

cated that certain changes should be made in some of the survey

il.:trumentF. Such changes should not destroy useful tin- series, as

has been the c, ;e all t,)c) often.

6. Fi,ally, we believe that it would be appropriate for NCES to

develop a publication of high professional stature similar to the

Survey of Current Business, The Monthly Labor Review, or otter sucli

official journals. Such , publication could serve to enhance the

dialogue among s-ientisLs, further the state of the art generally,

an zero in on special issues such as the one to which this paper

is devoted.

B. Types of Data to be Collected for linanc.al Viability Ftudies

In this section we shall describe uata pert,ining to students,

to institutional finances, to academic programs and acti"ities, and

to some b:oader industry-wide concerns. Although our final list

of specific data cements will be rather large, some essentials may

have been left out.

1. Student or Enrollment Data

At present, the Fall Enrel.iment survey is an extensive and, in

princ.die, useful data gathering effort if one wants to know what
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is taking place at the beginning of ar. academic year.

For an as:iessment of industry trends and conditions it is

important that enrollment statistics summarize annual events, that

they reflect the between-term attrition or net changes, ar.:1 that a

ba!_ds-be created to relate appropriate annual enrollment data with

annual finahcial and other statistics.

A special effort should be made to develop an annualized "financial

full-time equivalent" enrollment figure. In the ord,.:r of comparative

size, three enrollment figures tend to be used, often indiscriminately:

(a) body count, which tends to be the Largest figure; (b) academic full

tin equivalent, which is smaller and depends among other things en

conversion rates used in the translation of credit hours an(' part-time

students; anu (c) financial full-C,me equivalent enrollment which is

the smallest number.

Some observers will assert that (h) and (c) will amour.' to the same

thing, but the evidence does not support this claim. And therefore, in

assessing the financial viability of PSE, financial full -tine equiva-

lent enrolli"ent becomes the crucial number. For purp(ses of i- titu-

tional and statewide planning, furthermore, the reduction rati,Q; that

lead from (a) to (b) iud from (b) to (c) are useful and essential

indicators.

In addition to Lb, usual Jemorraphic and teat score variables,

four enrollment characteristics should he priminently analied

reported, since they tend to provide information about qualitative

change:;: (a) the number of students who have submit.. et a complete

appl,cation; (b) the number who have been officially admftted; an,

(c) the number who nave matriculated but have not withdrawn volun-
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tartly prior to a specific cutoff time. Some institutions insist

that the num:,er of new student inquiries be added to the list, but

admissions officers ha;e so many amusing ways of defining an inquiry

tnat ule should resist the temptation. The ratios of (b) to (a) and

of (c) to (b) repi..aelif sound planning indicaL ,rs of 'he changing

selectivity and marketing problem faced by individual institutions.

Retention ratios are another type of ba,ic enrollment indicator.

Tht foregoing raises an interest ng question of whether it would

he sufficient to survey institutions hy asking fur the various ratios

or whether iL Id necessary to ask for the raw data from which the

ratios will then he calculated. Since this is an area where the

institutions may at times he tempted to "gild the lilly," it nay he

preferable to ask fur the_raw data, bu to provide space on the form

tor calculating tn.: ratios.

It has been our recent experience that institutions will almost

alwayt olinne past tall en,ollment data when given a chance to verify

what they originally. subi.,:'.ted. As an incentive for careful data

pianuction, oarticipating institutions might be provided a small sub-

sidy similar .o the one that used to he available for those institu-

tions providing information for the ties uld space utilization

studies of severa: yeats ago.

Student Aid

ln appendi.: A, exhibits 1 and .! ill 'ratv type of survey that

we are rec =lendin as .n annual or hi-annual endeavor, pref2rab1v

the forme,. The data ele.-.ents address t hensc ves to a rur.:.:,r- of

issues.. fixninit 1 Illustrates what the survey instri.-

meat might look like, and exhibit 2 describes an institutional .ash
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flow analysis that can be derived from it. A number of other types

of studies flow from the data provided b;. the survey instrument.

. Student Aid Survey Instrument. Once the separate time series have

been established, the lonvitudinal analysis can describe among other

thirs the changing structure of institutional cash flows from and

on behalf of students. Since this will i.epresent in excess of 50 per-

cent of the revenues for independt_nt institutions (in some instances,

the figure will go a: high as 85 or even q0 percent) . the detail adds

up to an understanding of a signifi.-.ant segment of PSE finances.

b. Institutional Cash Flow Analysis: Revenue From and on Behalf of

Students. nor Moth the survey instrument and the cash flow analysis,

some definitional problems will have to be ironed out. Experience

t,211, is that institutional practice differs widely and that, in spite

of hat some of the audits claim, certain details are not always easy

to obtain. Th unduplicated number ot recipients has caused difficul-

t :es i:, the past, and many colle%;!s appear ::oL to be Able to proviA:e

inlormatin on restricted ond:wmcrat income used and o!:

stricted gilts.

In Itle pas! , it has been traditional in studies about student aid

to :-elate it to citiwr tuition and fee revnt.es ur to educational and

general revenus. But since it has become gene ra' practice

stud:rat aid in .terms o a student's total asst of attending a r Ile-

giactz institution, it males more sense for financial viabilit:

tn to -oldto student aid to total student cirges, ,ind thus to

student-terated rev.:nues that include leAS: the tuition And fees

charged, revenues rectived from dormitory charges, and revenues from

.00d servi operations billed to students. This requiremedt
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apparently causes consternation in mdly quarters and a certain amount

of contru:ersy. Apparently, some institutions cannot come up with

the information, which i; puzzling when one consiciirs the audit

(
standard requirements, part culariy for residential institutions. It

is true that some of the exist ng food service billing arrangements

may make it impossible for acco ntdnts to identify all receipts from

students, and therefore a convention may have to be developed. We

have set forth above wha we consider to he the ideal information

arrangement.

c. Ad Hoc Student Aid Analysis. Among the numerous ad hoc student

did studies that might be undertaken, we should like to mention one

tnat has considerabl. potential an a long-range planning variable as

well as an indicator of changing financial viability.

When one reacts the higher ePucation literature, the perception

is created that colleges and universities have a specific price which

they charge their students. in fact, each college and each university

charges numerous prices to those who receive aid and one price to

those without aid.

The discount structure varies over time and can he a of

improving or worsening financial health. We can ask one or all of th.

follewing questions and obtain an idea of this discount structure:

As a percentage of total student charges, what percentage awl number'

of studuats providt what percentage of cash flow? What percentage

and number of students re-.eive what percentage aid funded from

restricted revenues? What percentage and number cif students receive

what per,:entage o aid 'rum unrestricted ii..citutional discounts?

It these ,niestions are answered in the form or a decile distribution
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ef students receiving aid, as pictured in :Ippendix A, exhibit 3,

some very worthwhile institutional as well as aggregate ircormation

could be obtained which now is generally unknown.

This sort of detail is not easily available and requires a special

research effort and perhaps some institutional subsidy. But once

the institutions have set up their systems, repeating the survey will

become les.; onerous. As a long-range planning tool as well as an

instrm:ent for financial and student-mix analysis, this type of study

has built into it considerable versatility and potential.

3. Institutional Financial Condition

Appendix A, exhibits 4 and 5, pulls fogecher a few of the key

financial reports capable of explaining the financial condition or a

college or a universiXy. The exhibits reflect what a number of insti-

rutions have been trying out during recent years, and they illustrate

what 's being studied in a special research project undertaken by the

writer with the support of an EXXON Education Foundation grant.

a. Net operating Exienditures. Exhibit 4 builds on the traditional

college and university finance (current funds) model, but supplements

it by identifying certain key line items which are presented in their

considerabl: truncated form. Subject to obvious definitional require-

ments, the format will he easily understood by accountants. Among its

many eses, one will be its application for cost index calculations.

In addition, the format will permit interindustry as well as

industry comparisons of expLudi.ure structures. The divisions along

the horizontal dimension of the table might be refined from time to

Lime in hoL sieUies, ,o,h (1:.-trdctior.,

Student Services, Institutional Support, etc.) can 1-2 analyzed in

51

:3;1



greater depth.

b. Stages in the Current Financial Condition of Colleges and

Universities. Exhibit 4 (lines 1-20) illustrates a type of report

that mire clearly describes the institutional financial condition

than prevailing audit practice and the present HEGIS financial surv-y

are able to do. The form in which we present the concept does not

between "restricted" and "unrestricted" revenres and ex-

pe,utitures, but it would he relatively easy to add this dimension to

the table. The same is true for exhibit 4.

The mos, complicated aspects of the table concern the capital

charge on the one hand and the separate tine (17) tor un,estrice." or

expendable income. The latter simply refers to gifts and other income

that would aot he r. part of the no:mal budget because they cannot he

easily foreseen or documei.:ed in advance, or they may he of a cyclical

nature so that they caL:ot he counted on each year.

The capital charge raises the issue of long-term budget planning

for plan renovation, equipment iricement., new equipment purchases,

and o;nch annual additions to long -term asst':: as library acquisitions.

The_ie are norma1 annual Aget elemeNts, but institutions differ in

how they treat them for purposes of accounting. 0ften, there exist

separate "capital" budgets and all or moot of these transactioas In-

volve the plant account.

Colleges and universities have coined the term "deferred main-

tenance" :or what is a much broader problem: the lack of .dequate

cash Lows :or proper plant and equipment 1-c wa1 and, dirertl- of

indirectly, inadennate new enn;pm..nr

Another aspect of the issue and it, is -lore and more of ten
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Serer. in this lid. tt is the caHtal depreciation dimension. Some

colleges and universities are incorporating depreciation charges

into their annual budgets. Financial adequacy or viability would

thus include a concern for enough annual revenue, in support of such

depreciation charges. Unfortunately, on the whole, the charges a're

small and assume very long time spans for 17115ICal renewal.

But whichever the point of view or approach, a separate capital

chzirge illuminates the nature and structure of a given budget. The

first page of exhibit 5 spells out in greatei detail what this is

all about. Whether one agrees with the notion of a bottom line or

not, governing boards are entitled to know whether or not their

institution has produced adequate cash flows during the year and

over longer periods. The issue is not whether tevenues balance out

expenditures or vice-vkr!,a; the issue is whether the institution is

:obi, to function prep -riy. This exhibit may not ht the last word on

the ,,ebjcct, but it ac least iLlustrLes the type of data gathering;

thrust we believe sh,;old be ini!-i.ted on a broad enough scale to

enable analysts aad poliiiy makers to begin a dialogue on just how

viable are institutions PSF drui %he industry as a whole.

c. Changes in Fund Balances, Expendable Reserves, and Other

Institutional. Indicators. The last part (f (lines 21-29),

contains a list of items that further he.p in clar;fyihg the finan-

cial condition of institutions as well ;Is the industry. Some of

the variables follow traditional Accounting practice. knzhers arc

pointing towrd quality indicators.

We believe that exhibit 5 illustratc!, aroa of ,ta gathering
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and research where NCES might act as a catalyst among many groups

in an effort that eventually produces a growing consensus on types

of inciicators designed to describe the behavior and evolution of

the industry. The coalition work undertaken recently by ACE in

this respect appears to be very promising. It is too early to

expect an authoritative list of variables and ratios for which sur-

4
veys should be conducted. Exhibit 5 merely illustrates what we have

in mind. A major theorybuilding effort is required before we can

be satisfied that the right elements are being measured.

Of special significance may be the work recently started by the

National Center for Higher Education Management Systems (NCHEMS) on

productivity in higher education and on edocat-iocal outcomes. Some

of the data elements identified in exhibit 5 are pe:haps terribly

perfunctory, and the NCHEMS work is pointing to a variety of sophis

ticated variables about which relatively little is known today. We

believe that NCES has a stake in assisting and facilitating the de

velopment of models which in turn will be basis for future on

going data gathering.

d. Additional fomments on Typ's of Analyses. Ti definition of

financial viability set forth earlier in this report makes it very

diff4cult to spell out in detail what types of an.liy:es may be re

quired. We have suggested several broad policy issues in part two.

Each would permit or require a number of different_ kinds of analysis.

Although the point of view mly differ depending on whether we are

confronted with Federal or State 1,olic issues or with institutional

concerns, often the analy!;is may in fact be she :tame.

table's and illustrations already Bugg* t very specific calculations.

The preced!ng
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In the remaining pages of this paper, we shall limit. ourselves to

some additional references and examples.

1. Federal Policy Issues and Related Analyses

NCHEMS was asked a few years ago to convene a conf rence at Key-

scone in order to identify a research agtnda that m'.ght be the basis

for future policy analysis .end guidance at the National Institute of

Education (NIE). Later, NIE reviewed and refined the Keystone Report.

More or less independently, but also in response to NIE interest, a

coalition of professionals in higher education research was asked to

put,,together a similar policy research agenda. ERIC was designated

as the editor the documents that were assembled under this effort.

On a narrower plain, NCHEMS has submitted to NIE its own research

agenda and program in its direct relationship to NIE as a Research

Center.

Common to all of these NIE-inspired efforts was in part an in-

terest in research pertaining to institutional finances and management.

Generally, the point of view for research to be undertaken in this

area remained relatively narrow and centered on institutional health.

But here and there the broader dimensions suggested in part two of

this paper are mentioned. We believe that the agenda papers referred

to should be studied carefully. We doubt that we could add much more
. '.`

than is alrrady contained in them.

Nevertheless, it may be useful to touch on a few examples of

policy research that may become useful during the next several years

in view of some of the demographic developments that are beginning to

imp!tct nn, ompPririon (hy which w (in nr

mean sport's).
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a. Access, Choice, and Pricing. Enough time and money has been

invested in student aid at the Federal and State level to enable

researchers to investigate not only how the original policy objectives

have been implemented, but how well the policy objectives have been

achieved.

NAICU has begu.1 a major effort toward finding answers for the in-

depencient sector of higher education; to date, there does not appear

to exist a. comprehensive effort encompassing independent and public

institutions. Furthermore, since the NAICU is concentrating on higher

education, it would seem to be appropriate and timeiy to include other

PSE segments in the analysis.

The NCFPS: report contained some information on income distribution

and attendance in higher educational institutions. At the time, the

work was severely handicapped by a lack of information. It maybe time

to make another effort at a'serious study describing the distribution

of PSE attendance or enrollments that emphasizes such things as the

racial, ability-to-pay, and preferred program mixes throughout the

system rather than merely at the higher education levIA.

Finally, it uld seem to be timely to think about research that

assesses the broader connotations of the PSE concept, describing the

nature, present scope, and future 1.oter.tial of the industry from a

variety of points of view and in terms of several specific poli,v

questios. Such a study could be helpfut, instance, in develop-

ing public policy proposals to fight teenage unemployment.

b. Productivity in PSE. The productivity issue will not go away,

and its ramifications are numerous in an age that worri,.s about in-

flation but does nc-_ know how to measure it properly in service
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industries. Wt .ornettmes say that our present _ring devices are

the best lo vxiscence, however imperfect they may be; this should

not he vie,:ed as much of a consolation when we ccosider both the large

sums of money inat are ot stake and the nature of what we are looking

at: to w"., the education of our national manpower and citizenry.

June claimed that her studies show no significant imptove-

ma' in bigger education productivity between 197.0 and 1967; she may

be correct but admits that she does not know how to account for quality

improvements that ma;.t.have taken place. A concerted rort to study

the productivity question in education would not only seem to be a timely

undertaking, but a crcial one whose impact would go far bcylnd educati_nn.

c. The Cost o f Complying with Federal and State Le6islation and

Administrative Regulations. NCES has recently announced that it would

study putential compliance costs stemming from legislation concerning

the handicapped or. campuses. There is a need for more comprehensive

studies of compliance costs which are having a generally inflationary

impact on college and university s'Aident charges and on ,:ollegiate

'-udgets. The model for a broader study could be the one undertaken a

few 5/-:::rs ag6 by ACE. It might be useful to include the regulatory

impact. of the States, about which relatively little is known.

d. Capitol Requirements. PSE institutions are experiencing a signi-

ficant capital shortage. This is not for funds for new plant projects,

the demand for which ha.:: been decliaing somewhat. The shortage exists

in replacement and r'2novation funds, as we have mentioned above.

our earlier exhibits have been designed in part to help provide

answeis in this area. It is estimated that when we take into acc-Jnt

a relatively slow 5U-year depreclat:on based on original costs, all
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but a handful of institutions would be running annual deficits. This

under-financing is a serious matter affecting the qu-lity o! current

and future educational output.

Given the peculiarities of thought and accounting practice in

Jigher education, this phenomenon hardly ever surfaces except through

the euphemism of "deferro maintenance." G.R. Wynn and I once estimated

the problem for 8 tour -year liberal arts cclleges and discovered that

the total 197U capital requirement exceeded $30 million for the group at

original cot and over S46 million when adjusted for building cost in-

flation.

2. State Policy Research

Based on wIwt has been wr..tten above, it is our recomaendation that

studies be underaken whdch describe (a) how the various Stateplanning

procedures are .unctioning and (h) how the Sfates are dealing with the

public-private college and university issue set forth earlier.

rf special use would he some specific projections of individual

colege enrollments in those States where there is a significant popu-

lation of :ndependent colleges. Two types of projections might he

attempted. First, it would be useful to provide information on how

expected undergradua. e enrollments will affect public and private in-

stitutions, other things being equal. Second and this is probably

a more significant project studies might be initiated for estimating

the financial impact on groups of institutions, public and private, of

certain specific assumed enrollment trends.

State-wide plannlag might furthermore be given a boost by surveys

at institutional plans, both public and private, in cv-der to submit

th,e plans to some 'critical analysis by studying their aggre,ate
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impact. Rather than tit. recent projections of higher education

enrollmeLts, revenues, and expenditures published by NCES, Federal and

State policy might he served best by a series of impartial analyses of

existing plans in order to determine whether they add up to feasible

total solution and to identify total funding requireme.ts; or to deter-

Ir.ine whether the sum of the plans represents, at best, an illusion and,

at worst, a set of activities that put into question the existence of

key PSE segments.

A special voblem area in State-wide planning, as mentioned above,

is the buigetinr prnces- and, particularly, the several funding

approaches or formulas used Lo assign tax revenues to educationa: in-

stitutions and students. Every research agenda this writer has seet

seems to contain recommendatii,n3 tur prLject!, ad hoc or continuing

ones -- that describe ana evaluate existing practices and, when appro-

priate, recom,end improvements.

There is a role in Federally sponsored research vis-avis State-

wide planning efforts, particularly with respect to the impl.mentaLion

of ::ationaL PSE policy.

). The Institutional Perspective

The exhibits contained in part three, )ection II, speak amply to

the InFtitutional perspective. Iv i our belief that .1 national data

Bath rind; effort which focuses on ,:inancial viability in both he

broad and narrow sense used in this paper need not have a primarily

institutional perspective, except in order to elicit information

about institutio.is that will be germane fur Nation..). and other policy

information.

From time Co tint., the Cns:rt!s! will hi. in the survival
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of a specific institution in PSE. This writer belleveF. that this is

an inapnropriate concern except where it involves the military academies

and other educational institutions that belong to the FeJeral Government.

But since the Congress will not necessarily agree witi, this view, we

should at least hope that educational concerns rather than financial

survival will be central to the decision.

L. conclusion, we should like to mention one type of study that

might be sponsored vigorously at some FederLl or State level, but with

an essentially institutional frame of reference: iaystigations 6:-

signed to determines, how specific colleges and uni-ersities carry out

their mis.:1.,ns, how they engaw2 in planning. and which 't their manage-

ment activities seem to wort: and which do not aplar Lo work.

Th: . gyp investigation will pro')abl: t contribute much to

Federal an State PSE policy, but might help advance the art a:id sci-

ence of PSE management and thus i imit the need for the f inancin6 of

institutions with tax monies. In Lliis set:se. the responsibility

for the r, arch will most likely not be with NC!; but with HEW.
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*DIX

SUMiIARY r : LITERATURE

A first glance at the literature ..,ncerning data collection for higher

education finance reveals that most of the work available is a variation

on the same theme the,developrent of a systems approach to:management.

A closer look reveals that, while the first impression is accurate, the

range of inquiry is somewhat broader and includes ,ome valuable criticism

both of how systms are 'eveloped and )f the concept of the application of

management infcrmatioi. .;ystems to higher education.

The National Center for nigher Edueaiion Management Systems (NCHEMS)

seems to contribute to the literature the most in both amount nc! importance.

Its work emphasizes the importance of cooperative efforts among institutions,

anu between institutions And gov(rnment agencies.

NCHEMS deirelops a comprehensive management information system in which

'participating institutions use common data elements. The system i, desii,ned

to aid institutions in the effective allocation of resources, and to provide

data for comparison on a regional basis. NCHEMS' Data Element Dictionaries

;uide development of institutional data bases, and its Information Ex-

change Procedures allow for comparisons by cost. NCHEMS also encourages

dialogue oil the fundamental questicns concerning the limits of Information

and how and where it should be gath,!red.

A number of other authors contribute a variety of LAufels And systems

t,) the tield. A st rvey of this work road:; like the syllabus for a graduate

,-;em.adc iv business administration: cost'effe tiveness, pr-gran

tilintll, Lo Aloduls, sy: .ems col..;:utr systems, lOanciP;, resour(u

alh,,:atior, and managemeat S. tems. Thc ccacep:s, ta,en

from husil ss, are rAodilied lo apply to higher edncdtIon. Some rticles
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rise the issues of the limits of the applicability of these concepts

as well as the essential differences between business operations and

educational institutions.

Most of the system dev.:iopers adopt an institutional point of view

and address the needs of the college or university. Some approach the

issue from a funding,, source perspective and a.k what information the

State agencies and foundations need. While tht. two approaches ar not

necessarily mutually exclusive, NCHEMS is one agency strongly advocating

their merger.

the balance of the literature consists .f a smattering of texts,

data sources, and a'ternative viewpoints. The limited amount of material

o' this nature indicares that the field is still young. The literature

expres!:ing alternative views raises some mild eonfroversies: is th'

system putting his needs oefore the needs of ..he decision-

maker, and can part?. .,atory molgement Folve some of the info-mation

problem- faci-n, .inistrators?

There appears to be relatively :tittle information on the specific

question asked by this paper, with the i!xception of the Secon: Newman

Report: and papers on the subject of financial reporting.

The following is t eomprhensiv.2. review uf literature on data

ollection for nivf.,.r education finance and related subjects.



Andrew, Loyd D. Enrichment Analysis -- "A Technique for Encouraging
Better Planning and Better Use of, Resources." Presented at
Conference of California Association for Institutional Research,
1973.

Description of enrichment analysis which shows not only the
rate of increas in cost per student. by department and program, but
also how resours were allocated within pr,!grams. Brief descrip-
tiin of the devt.lopment of the analysis and data requirements_

Anneal Report of the Sou',u Carolina Commission on higher Education.
Columbia, S.C., 1972.

Twelve brief reports, one of which discusses progress toward
further implementation of a Statewide management information system.

Anghinbaugh, Lorine, A., al. "Development of Procedures to Implement
EOPS Cost :f.7ectivenes Standards Model and Cont!_nued Evaluation of
these Procedures ly Selected Community Colleges during the 1974-7J
Academic Year." COPS Special Project 74-101. Northern California
Community Collegk, Research Group, Sacramento, 1975.

A cost effectiveness study for California communit: celleg,s;
inlvies recommendations for the implementation of cost effective-
n.,s formulae.

Bailey, Stephen K. "Facing the Accountability Crunch." Planning for
Higher Education, June 197:).

Emphasis on management information systems and the limits to
ac,ountability.

Budget and Accounting Manual: California Community Colleges. Office of
the Chancellor, California Community Colleges, S:,cramento, 1974.

An activity-centered approach to expenditure reporting which
describes real resource requirements, their costs, and rela'ive use
in each of the major activities of community college operations.

'avers, Bruce B. "A Management Information System for a Community College."
Ed,cational Projects, Inc., Pittsburgh, Pa., 1973.

A modular system anu data base with the following components:
student, personnel, financial, fLcilities, and community information.

Cope, Robert G., Ed. "Proceedings ut the Association for Institutional
Research, St. Louis, Mu., 1975 "

Proceedings include 83 papers an, :4 abstracts in 13 categories
incliCing: planning and management analysis: financial analysis;
decision strategic: for management; program budgeting; State lave'
planning and analysis; and simulation models and management informa-
tion systems.

Dar. Robert L. "Management Data Base Develowent." National Association
of College and University Business Officers, Washirv,tun. D.C., 1975.

A management data base is seen as essen' 'al for a management
incormaLion system, program budgeting, program costing, managcent

objectives, prurram evaluation, productivity Measures, and
acLounat. lily in iastitu:ions of higher education. lie necessity
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of a management data base is addressed, along with the benefits and
limitations it may have for a given institution, and its develop-
mant, maintenance, and use in both operating systems and management
systems. Methods for implementing a data base system are described.
Plans for developing a computerized system are also addressed. It

is suggested that at the time a data base system is implemented,
any existing applications th!t are not adequate or that need im-
provements should be redesigned tb ensure improved technology in
both data entry and retrieval.

"The. Development and Implementation of CAMPUS: A Comp"ter -Based Planning
and Budgeting Information System for Universities and Colleges."
Systems Research Group, Toronto, Canada, 197e.

System with tile following elements: computer -based simulation
model; plaxing, programming, :ind budgeting system; master planning
system; and integrated management and planring information system.

Dober and Associates, Inc. Matrix for Planning. Belmont, Mass.:
Dober and Associates, Inc., 1975.

Organized format for recording information relevant to tie
formulation of long-range planning policies and decisions for
Massachusetts commaility colleges.

The Economics and !'inancing of Higher Education in the United States,
A compendium ei papers submitted to the Joint Economic Committee,
Congress of the United States, 91st Congres-, 1st Se.;sion, U.S.
Government Printing Officr, Washington, D.C., 1969.

Papers cover a variety of issues from.the Federal per ?ective;
topics include equity and efficiency,,planning, alternative Federal
financial aid programs, and the criteria `or public investment.

Gaither, Gerald H. "Effects of Data BaseiMlS on Universiy Fiscal
Management." AEDS Jou. a.L, Winter 1977, 37-48.

Examination of the management information system concept and
implications for university fiscal management.

,_)avid G. and McKeown, Mary P. "Participative Manage went: Its
:'lace in Effectively Planning and Allocating an Institution's Data
Process_ing Resources." College and University Systems Exchange,
Boulder, Colorado, 1976.

Faced with decisions on how to most efficiewAy and effectively
store and process information in a v?riety of administrative and
educational areas, the educational manager is hindered I lack of
relevant literature. This paper suggests that the theor; ,f partici-
pative mantgement can l.e used to reach effective decision, in plan-
ning and all .:acing; resources for date proc2ssing. Case studies of
the use of participative management in making decisions related to
data processing installatio:., )nd man4ement within a university
enviropent are presented in th.s vper. Hints for app.ying this
technique are given to assist u:her educational administrators in
the effective ailocition of sc.)ree institutional resources for data
processing.
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Gleazer, Edmund Jr. and Yarrington, Roger, Editors. Coordinating State
Systems. New Directions for Community Colleges, No. 6. Jossey-
Bass, Inc., Publisher, San Francisco, 1974.

Articles focusing on cooperation, information :,:change, and
coordination in institutional research and data collection

Goddard, Suzette, et al. "Data Element Dictionary, S.und
Technical Report No. 51. Western Laterstate Commission for Higher
Education, Boulder, Colorado, 1973.

This document identifieF. dati olemunts, many of which specify
institutionally defined categories.

(;ubasta, Joscpi . L. and Kaufman, Norman. "Developing Information for
Academic Management: An Alternative to Computer-Based Sv.;te:r.s."
Journal of Higher Education, Juiy/August 1977, 401-11.

Discussion of alternative approaches to computer information
systems; emphasis on neeus of decit,ion-makers raiher than system
developers.

Varre:1 W. "Program Classification Structure." Western Interstate
C(:maisison for/Higher Education, Boulder, Colorado, 1970.

Systems Program to help develop improved management systems
and methods of resource allocation. Related goal to develop
procedures which 'acilitate exchange of comparable data among
institutions.

i:entschK,!, Guilbert C. Management Operations it L.ducation. McCutchnn
Publishing Corporation, Berkeley, Calif., 1976.

This book intent's to acquaint students and profess'onal! in
educational management with those activities in educational
organizations requiring technical, business-related competence,
and with selected management tools.

Hers.,berger, Ann M., et al. "The Development of the Data Base for Student
Aid: Description and Options." Stanford Lt.earch Inst., Menlow
Park, Calif., 1975.

Discussion of the problem, involved in ,he,development and
organization of data sources; indicates the arbitrary decisions
necessary in building a data base from exist!ng sources of
information.

Huft, lobert A. "Program Budgeting at Micro-U." Western Intertate
Commission for Higher Education, Boulder, Colorado, 1970.

Illustration of the application of WICHE's basic Management
Information System concepts.

Judy, Richard W. "A Research Progress Report on Systems Analysis tkir
Effic.-ienc Resource Allocation, in Higher Educ;.tion." 7)1%,nto
Univ., fl-nada, 1970.

Report describing the m,iur projects undertaken b.y.the
Institute for Policy Analysis of the University of Tonto.
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Kee.le, T. Wayne. "A ,,,.ud% Feasil .lity of Imple;:enting
PiannifE Model." l:iii.ersity ot South L'Icrida, T;t1,1,

A description of cAxers ti, ut:!pt!!

vtsion, eolaponent rutu :iie ,pEt nt the
mode:.

K)hrman, Robert E. ":,:.ademic Planning: Problems ana Possihflities.
American Council on'Education, Washiagton, P.C., 1975.

Advocacy ot planning syst'em). :or high, . t It I 0- It .

Er02p5oll, Robe,-t H, Editor. "Legislative Occis:on Making in Higher
Education: How to Get the Facts." WesLern Interstate Commission
tor Pigher Education, Colorado, 197:.

This cc.ferenc_f report on legislatv deci:,ion-makim;
edicatfon i i primarily concerned wit: I r inl, f cctleges 1 IC

uni%ef-sities. Management systems information is plovided, and
were held on "How can a State ref; whether or sot it is

getting its worth;' and "How to alloc,te funds for varto,:s
segments of higher educaiton." However, all of the d,d
Ent deal with dollar questi(ns. Other topics that captured h,
interest of the more than 200 legislat )rs, educatnrs,-pnd.ofticials included: (1) relevance in high,.1- edu(at_tont () academic
freedom and alternat.).'es to faculty tenares; (:') the primary fuEctions
of a State board of higher education; who determines an institu-
t AN'S role and objectives; and (5) facts a..out WICEE with partic.11ar

,)e-pnsis on its Student axhange Pr 'grams.

i
Mann, Richard L., et ;A. An Overview of Two Recent Surves of Admi_nistra-

[ice Computer 0;:erations in bigher Education." Western Interstat
Comm'sison for Higher Education, Boulder, ;:olora'o, 1975.

Provides higher education adninistrafors with a general i.ictdre
) of currect trends so that C.:y can compare their efforts an(' plans

these

Manning, Charles W. an Huff, Robert A. "A Prospectus on the ::HEMS
information E%change Pr, cedure.; Implementation Projcc:. 1,)74-75."
Westero Interstate Com.ission for Higher Education, Boulder, Colorado
, 4

'EP (Information Ei.change ProcAures), (leveloied by the National
Center for Higher Ed cation Managemet Systems, is a set of standard
definitions and procedures for collecting iostitutional information
related to: costs of dis.iplines and degree programs, outcomes of
instr,uctional programs, at., general institutional characteristics.
TEis pros, ettus describes :EP by ,aswering the following questions:
1) What is :EP? (2) How was IEP developed? (3) What are the

compounts of IEP? (4) How have institutions used IEI information?
(5) How does NCHEtIS support The implementation process, and what
costs are incurred by an institution? (6) How does an institution
become involved in the IEP implementation project? (7) What source
materials are availaEle for IEP?
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et ,. co;,ram Et :ect . KulAted
lir.R(:) A: r1-,

" p,ir (.ertain minirlem
th,t be compl,,-d t : r..i..: hetwecn ii

ectiventm.ri: and related costs.

CIt it: i I r "An I rodect iO11 Cu Progi Planpi:
il:; inc d EvaluaLio,' Vnuversities." 7he Pio-

Cul:;Lrencc. S,tntd ::lara University, California, 17,,
':onterence c:,...erinr tout de:ine program budgeting,

.1t,.rpret t,..y vocabulary ot systems analsls, ;dui:City the -anre (ii

level:, I: iavolvemen:., ,r1(1 appraisc the curreat use Of program
iOU

rd Ruhert .1. "Rt.i .na nanage:ent I nfcrmati on Svi f)St S."
.i)1 it.'.): 0:1(.1 Thiversity Sy-;tems ENchange. ih nanagerial Revolution
in Higher Education: 'lbw Kole ot Information bouldei

(Ar! iip;t ott
,
Va.: ERIC document_ r or (kW i1

mi:.rotichc nivher

This pa;Ar i:Nanincs tII - pr(yositi%)n that managemen: :vt,cmation
stems tor -olleges and universities a--t! not acieviug their

roi;lina! ;e,i tives a! st.porting hetter managemnet de.-isions hy
prov:diri. vn ann better iptormation ir A Mr):V tiMel- marner. A;

:11t '.115 ;1,0 y S100.1d tlt red.ct5 ir SCC/21.' ,111.!
ii .whieve lower cw;t. 7he n ,ouLcs that arc released

hette Le use(' to :;i10: viability. 1)asics
rIb. it. A geod idea, )U ahead 4)S I to tiMc;
a olotiol. !or a little uPde:stood p-oklem; (3) colle,;e';

ui.i-ersIties ;ire Pc' t.:7e-dependent like business; () "bt ter
La0age7le0t" 0:0)1 10 nor !, c ntused (')) niS
A 10 tor 1.11111:nr; 0 3 information collected
an(' store,' ha:, po vi 10 tin c: used; (7'1 it's never too late or a

rehonsice
. i-tlndarii:,.at.ion of common

operating proceduce:... oy. a 1p..o:al his'.) : is op:. 1- to lower campus
: :rmit i on ; ) r cha-t it: , t rench-ient

Hanning: Two Year Co:legei.. mhi ) 17:Trc,vcr.lunt,
Proi:rar!, Coltr-,hns, 197 -!.

desi.;ned to :nagemynt practices in
c,:legcs. ," ;c) ion 0: the plannitp, process

:d t hi!;:iograp'lv plannifp: lite-ature.

"Potecondary Education .uns .nvisHie Answ..rs."
Western 'nterstate Commission :or Might!: En !cation, Rould.,r, Co:oran.
Proceedings of the '1t11 National Invitatiopil Seminar, 197..

With some justAfication, the lnabH.'tv to answcr mui t ot the
important questions in igher education 1. du... to the lack ot

inlormation. iiut careful examination ot flu: rut': tcceted
question:- sug)!-,ests that inure information may no* be the only answer.
The National C..ulter for Higher Education nanagemtn? Svs'ems (N(HEnS)
has found othtr ;Ispects ti tl.0 postsecondary information prmb.cm.
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First, a huge communication gap oicea loum,s betweea those aaking
'the luidamental ...iesticns and tnose in the best position to answer
them. !'teeond, infor,iation resources do collected eitht r b"
individual researcer for ourposes of investigating a relativel-
aorroW sls asp, of post.-,eeondnry education or I purposes
not directly related to posc..condary edve:tidn. The 'CI1F2'S be-

lieve.- these data can he used in postsecondary education deeision-
makiii) much more extensively than th,...y {lave been used in the past.
In pursuit of this hypothesis, NC}1E'1S called together people with
unique ,aowledge 'f information needs and informLtion availability
at all levels. Federal, State, and institutisnal, boti, inside and
outside tue post-cmndary education community. This Ao-ument
orserts st ven maje- parers delivered by these reol.it at a semin.
and Includes restionses N. each paper.

ves, Ralpn A. and Glenny, Lyman A. "State Budgeting, for Higher
F4ucation: Infermati,-. Systems ..nd Technical Anllyses." Center

and Devlopmet .o Higher Education, University of
laifornia, Berke' y, 19i6.

,t'1 overview of elle tiends in information and analvsi:. activittes
tyrifyin..: each of the State budget agencies in 17 States. Includes
the principal style of budget review; considers the steps involved
in State-level information and analysis systen,.

Ltomney, Leonard t iafermation Exchange Procedures: Overview and Otineral
Approach." hest ern Interstate Commission for Higher ;:ducat ion,
Boulder. (alor-,do,

Tbe 7nforation Exchange Procedures (IEP) project creates the
carat .lity for exchange anu reporting of that information, both
Hnanclal and otherwise, necessary to caict'late and evaluate costs
(1) by discipline and course level, (2) by student major and stadent
level, and ("i) :.er unit of output. Most use:, of comparable infor-
mation analsis can be groupe into three management functions:
resource acquisitions, resource allocation, and planning and manag.,-
ment. The major benefits s. ecmparative analysis come from deter-

dii-ferences exist. Principles 'sod to guide efforts !it

this area indicate the collected data shotil,. Le useful to the de-
and planning piocess of !a.,,stsecondary-education, the

conventions and procedures for aggregating the data must he uniform
,nd acceptabl, and the reportia, exchange should involve tWO
WAv co.nunicotion with built-in '.. iback mechanisms. The two pliases
(: te, project are concerned with direct costs anA full or allocated

Ri ttary Alan. "Imple,:.cuting a Resource Requirements Predict Lon Model
it, Community 1:011..ges." Ph.D. Dissertation, Washington Stat.
Vniversity,

An examinatin of RRPM concluding that the computer-based
lon-rauge predict an model was an flexible, accurate,
economical Wjy of simulating a variety G! ..iternative condilions.
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"A C.II1Ii trnctury 1Y.l'enditure

:9:3. gational Center tor 1 Education
1na;,rie11.

. L Ic Account. i Re ,or

He R. Friyer ;Ind ta.!rald E. Sayder. "711e Present Statw-; of

:nivec-gity Financial Reportiin:." e(TH( Frsrus es-
A,:v4ine of the !:ational AsLciatio:1 of Collt_Te and University

Si-ptev.lher, 1978.

H. .!,!;1:1,:.. "71;e {;()::!.;,)1 i I ed .;eL Worlh, ( Pr i A...gt_ e r,o1 igTes "

;A:pt.-on, Atu'enhlick, Jw:eph "The Fina"cial
Slit,' lineation." (Thant , VoluLg: 8, n1:11,er S.

ptg:iher, 197'1.

Al: 'ed rt.ho 1 1 . Principli,s of Econo7:1ici.;. !lAcrli1lan and Cori,
Jer,gey,

:;oardt-,"

St:iterient.

"Re,-;-urg. Lige in Education." "ounda-

tHin, 19/1.

gtlid V 1 to tie iC 1 Repwl:.ihilitit.!: r (ggy:.:rni:-

Fcglad,gtion, Dratt

r i H e , > 1 1 , 1 t Ini Pa; g i

Re")ort n.".''
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!;!%li!r 3,

NeiH," I Lilt' Tree. r , The Cr ,

"The: Lniv,r!-;ity Tregi-urer's Report Can

e Sense thout Ahando: iii Fund Acconntin or Stewgirdship."
Nuriher L, 9;3.

F1 o: 'Rei.,inted' Funds in
Institutional Acconntinr" in NA(TF,O, Septembr, 197h.

Richarg. Wynn. of the sgitionai Comi,'ion on t

F 1011' I iii of ,ite.ondary Educ:itian." De e...lher

15. C. Richg,rd 14/t1:-. A Study e. the Financi:11 (oudLion 1')

.)72. to 1975. (rnpuhli:,hed pAtlYr)


