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PROSPECTS 'AND RECOMMENDATIONS

Carol Frances
Chief Economist
American Council on Education

The impact of the conservative revenlution in America on higher education
is a prime concern of the nation's colleges and universities. The arena in
which public policy that affects higher education is formulated is being
changed with amazing swiftness.—Federal programs to support students and
institutions that have been built up over the last decade are being altered
or possibly dismantled. *

The purpose of the new federalism is to reverse the growth of the federal
government and stimulate activity in the private sector. The steps being taken
to change tne national course are not directed against higher education, but
they have pervasive impacts on students and institutions—-and higher education
is totally unprepared to respond to the new circumstances.

The financial base of higher education is changing. New relationships
have to be structured with the state and local levels of government and with
the private sector.

At no time in recent history has there been a greater need for colleges
and universities to have good, solid information about their financial condi-
tions and requirements to use in the bargaining process that will ensue. The
results of this cooperative work on financial analysis is designed to help the
institution develop the financial information they have to have.

Current financial assessments are now alerting us to a new set of concerns
for higher education institutions in the 1980's. Our studies show that most
institutions have been remarkedly resilient‘in coping with economic adversities
of inflation and declining real resources--but they have served more students,
maintained the quality of their academic progiams, and balanced current budgets
only by depleting their capital base of physical, financial, and intellectual
resources. '

Interpretation of financial ratios and indicators based on curreat revenues
and expenditures without reference to what is happening to the capital side of
the institutions risks grossly understating the financial difficulties that the
institutions will experience if stringency continues after their reserves are
depleted.

The overarching recommendation generated from the work of this Conference
is that efforts should be greatly intensified to bring the capital base more
fully into the assessment of financial conditions of the higher education
institutions.




Recommendations based on the earlier Financial Measures Conferences
for work still needed include:

1. The longitudinal financial data base for colleges and unive

sities should be updated as additional information becomes
available annually. ¥

2. New work on costing in higher education should be related, where
useful, to financial assessment.

3. Specialized financial data bases should be developed to meet the
. needs of particular groups of institutions.

4. More work should be done to identify and interpret characteristic

or normal ranges for the values of finuncial indicators for dif-
ferent types of institutionms.

i 5. Case studies should be prepared of the successful use of financial

analysis by college and university management to turn their insti-
tuitions around.
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. INTRODUCTION TO THE PROCEEDINGS

Judith G. Stich
Educational Policy Analyst
Corporation for Public Broadcasting

Annapolis IV was the fourth Financial Measures Conference sponsored
jointly by the American Council on Education, the National Association of
College and University Business Officers, and the National Center for
Education Statistics. The three previous Conferences focused on the tech-
niques of financial measurement in higher education. This Conference began
to demonstrate the importance of the work of the past Conferences. And it
did so in a very interesting way- *

The speakers and participants represent a variety of vantage points and
viewpoints, but at this Conference they all were concerned about a single
critical problem in higher education. Everycne's thoughts last fall seemed
to be focused on the continuing erosion of the capital base of higher education.

Simply stated, the problem is one of drawing down of resources of higher
education in order to help compensate for the shortage of current funds as a
result of rapidly rising energy cost and spiralling inflation throughout the
economy .

External costs, the prices of energy, of books, of social security taxes,
etc., have grown rapidly over the last ten years. Total funding available for
higher education has not risen at a comparable rate. The nearly universal
strategy for dealing with this apparent shortfall has been to squeeze inter-
nally controlled cost, primarily faculty salaries, expenditures for plant and
equipment and maintenance. This eases the budget problems.in the short-run,
but increases the potential for crises in the medium~ to long-run by ysing up
our stock of capital without making adequate prévisions to replenish it.

Faculty salaries which have declined relative to the genetal salary level
make it difficult to attract and retain the scholars and teachers necessary to
mair ain the quality of academe. Decreases in library acquisitions budgets
and equipment\budgéts result in students being trained with inferior equipment.

The participants at Anrapolis IV arrived intent on letting each other know
that the warning bells they had been laboring over ac past Couferences do indeed
work and they are now sounding the alarm.®

From the opening paper pfesented by John Minter to the concluding paper on
the political realities by George Weathersby the recurring theme was one of
deficit, shortfall, stretching of limited resources and financial hszards for
higher education. '

In hindsight, there was a seéond interesting aspect to the Annapolis IV
Conference. Not a single national or federal solution was proposed.
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The Conference was held in late October when most analysts conéidergd
the election too close to call. It was clearly the yiew of the Conference
that regardless of the outcome of the election, the states were the rock upon
which much of our higher education system was built and ix was the states who
would be the most likely source of funds to alleviate the problems.

Unfortunately, the Conference did not provide a solution to the capital
problem. It did, however, arrive at a clear, concise statement on the problem
of the capital consumption occurring in highér education. Most researchers
agree a proper statement of the problem is vital if recognizing the solution
when it is presented. It was by describing the dimensions of the rcapital prob-
lem that the Conference made its contribution to our understanding.

o

a3




THE PURPOSE OF THE CONFERENCE

Carol Frances ‘)
Chief Economist and Director

Division of Policy Analysis and Research T
American Council on Eduéation )

Welcome to the Fourth Annual Annapolis Confarence. Our first meeting, in 1977,
was used to identify the needs for sharﬁer analytic tools. We proposed specific
financial indicators for further deYEIOp?ent at our second meeting, and our
third meeting, in 1979, was used to measure our own progress in the field of
financial indicator‘EE;;iopment and application at institutions. This conferencge
is going to intensify our examination of the uses of financial indicators.

There has been an ‘evolution in our objective. We have moved from
finaqcial measurement to financial assessment, which involves a much broader,
much more comprehensive and much richer interﬁretation of the relationship
between financial conditions and the other dimersions of institutional
vitality. These include educational quality and the impact of the edncétional
process on students. Ore of the particular strengths of this meeting is that

it brings together those in institutional management with those from the

public policy field. What we do is draw out the implications of advances

in one domain for the work of those in the other. It is important to bring
together people from the two aspects of financial assessment.

This meeting is co-sponsored by the National Association of dollege and
University Business Officers and the National Center for Education Statistics.

They will join in welcoming you and offering their perceptions of the purpose

of this meeting.




THE PURPOSE OF THE CONFERENCE

-

-

—
Paul F. Mertins
Chief, University and College Survey and
Studies Branch .
National Center for Education Statistics

" On behalf of the Natiorai Center for Education Statistics, I .would like
to .welcome you to the Conference. The Center has co-sponsored all four of
. these Conferences and Carol and I can share responsibility or blame, for the
original idea. The Natignal Center feels fortunate to co-sponsor this
development research in an important area of higher education finance.

-
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THE PURPOSE OF THE CONFERENCE

Stephen D. Campbell

Directer, Financial Management Center
National Association of College and University Business Officers

On behalf of Francis Finn and the NACUBO organization, I would like to
welcome ycu to the Fourth Anﬁapolii Conference on Financial Measures and
Assessment. -The program looks to be a rich one, with diversified topics anc

>
nationally—recquized sppakers.' From NACUBO's perspective, this conference
i3 one of the few we pafticipate in. We find it of definite value to come
here and share new ideas aqd information on the issues of measureme;t and
financial assessment. The better the grasp we ﬁave of this topic, the betger
we are able to serve our members--the financial managers at ou; colleges
and universities.

Our members are keenly aware that their institutions strive to serve
simultaneously multiple audiences with different purposes and needs. These

include agencies of state and federal government, public and private funders,

prospective students and their families, employers and graduates, accrediting

bodies and professional associations. Obviously the three primary audiences are:

earolled students, faculty members, and other staff. These constituents tend
to assess both the effectiveness and efficiency of the college or un.versity
from their limited perspective. They judge performance relative to the
outcomes that they value and to the investment of méney, time and other
resources that they make. But for higher education then, achieving organi-

zational effectiveness requires that preferences and priorities of different

groups be understood. Activities and programs must be conducted that let




these preferences be met within the constraints of established

institutional capabilities and environmental conditions. Since constituent
preferences, envirommental conditions, and Institutional capabilities are con-
stantly shifting, performance is hard to measure. Financial management becomes
a dynamic function. Self-assessment, both financial and otherwise, becomes

imperative. NACUBO has an obligation to provide its members tools and concepts

el

which will help managment self-assess, identify and select prime groups and
their needs, acquire the necessary resources, and eventually demonstrate to

these constituents that the institution has performed well on their behalf.

That is what we are all about. Again, welcome to Annapolis IV.




RATIO ANALYSIS IN HIGHER EDUCATION

John Minter

John Minter Associatgs ’
Reproduced with permission from Peat, Marwick, Mitchell & Co. - Ratio Analysis in
Higher Education: A Guide to Assessing the Institution's Financial Condition
introduction
Ever since the first national publication of standards Shortly after the AICPA industry audit guide for
for financial reporting for colleges and universities in colleges and universities was made effective, PMM
1935, preparers and users of financial statements of _ developed and circulated within the Firm a list of ratios
- these institutions have worked toward improved which touched on a variety of operating and status
communication of comparable financial information. It trends that were to be used by its auditors when the
took three revisions of that 1935 work and an industry going concern issue appeared to be imminent. This list
audit guide to develop the degree of comparability . of 54trends made use ¢f statistical as well as financial
which is now possible. Even so, two other efforts had to data, and aven utilized information about Management
be made to bring college and university financial practices in this effort to help the auditor in reaching a
statements to the point where fundamental questions conclusion whether to alert the financial statement
about financial condition could begin to be answered reader to a likely cessation of activity as a going
with some clarity and precision. concemn. This list in whole'or-in part has been
One of these efforts was the: creation of a sufticiently aistributed outside the Firm in the course of training
broad and reliable data base of historical financial - programs and in article: published in professional
information. This effort has been undertaken by John journals. -
Minter Associates, Inc., of Boulder, Colorado (JMA). - Ou ing this same period of time a number of papers
JMA's national sample of finar cial data drawn from have béen written and speeches made with the .
audited financial statements of private and public recurritig theme of the need to determine the financial
_ institutions comprises the raw material used in this health, or lack of it, of institutions singly and in groups.
report. The methodology usec by JMA 10 standardize Those interested in the ability of this nation's system <¢
audited financial data, using.standard classifications - higher education to maintain its financial as well as
recommended in the most cu:rent authoritative intellectual vitality have bsen alarmed at some of the
literature on financial reporting by colleges and trends the coming decade seems to portend. if large
universities, provides the most consistent and useful numbers of colleges and universities are strained
data for analytical use so far available. financially to the point of bankruptcy, the character and
The other effort has been the work that has gone into quality of this unique pluralistic system of higher
the development of various ratics which, when viewed education may be markedly weakened in academic as
dver several years, provide the user with the type of well as financial terms. Any insights which analysis of
insight that has been missing from financial reporting in historical trends and future projections may provide
higher education. JMA itself had developed a broad set that can alleviate this negative result surely would be
of ratios, some of which are used in this report. Others most welcome.

have been developed by Peat, Marwick, Mitchell & Co.
(PMM) and some of these also are found in this study.
PMM's interest in ratios arose initially out of its need
for indicators that would help alert its auditors to the
more frequently encountered possibility that the
institution whose financial statements it was examining
might not be able to continue as a “going concern.” If
the reporting institution were about to be forced to
ceasefinancial operations, then the reader of the
financial statements needed to be wamned. In cases of
impending insolvency or bankruptcy, generally
accepted accounting principles for a going concern no
- --longer apply. Rather, the reader must know what the
results of liquidation might be, requiring a wholly
different conceptual basis than that of the going
* concem. ' -9-




THE FUNDAMENTAL QUESTIONS

There are three fundamental questions to which
financial statement users seek answers:

1. Is the reporting institution clearly financially healthy
" ornotas of the reporting date?

.2, Is the reporting institution financially better off or not

at the end than it was at the beginning of thé year
reportsd upon?
3. Did the reperting institution live within its means
during the year being reported upon?
While most financial statement users understand
that the full story can never be gieaned from financial
information alone, nevertheless, these same users

expect that at least some clues to the answers to these

questions should lie within the financial réport. PMM
wmmmmm.mmmm;mat
what is needed is a structured analysis that is rational
and consistent.

Most importantly, the analytical structure should

focus first on information that is readily available in any

set of financial statements that are prepared in
- accordance with the principles set forth in the

— -authoritative literature-on financiai reporting for

colieges and universities. That literature is found in
Patt5 of Coege and University Busines's
Administation, published in 1974 by the National
Association of College and University Business
Officers, Washington, D.C. This publie~tion has been
augmented since then through NACUSO's loose-ieaf
version of that publication referred t0 as the
Administrative Service. This iiterature is in complete
agreement with the AICPA's industry audit guide for
‘colleges and universities, which is the reference for
use by independent auditors wivs axamins college and
university financial statements.

Once a “first cut” answer is provided to the three
basic questions enumerated earlier, the serious
analy=t can and should deive deeper into the
underlying details of both financial and statistical data
to fillin the entire picture. Nothing said here should
lead the reader to believe that a few simple ratios and
trends cun provide one with a full understanding of a"

the elements and forces at work within an organization

- as comziex as an institution of higher education. Still, if

the analyst plunges deeper with answers to these three
basic questions already in mind, he is more likely to
make sense of the myriad details ur.demeath. For the
interested observer who has neither the time nor ability
to cope with dozens of ratios and trends, this “first cut"”
may serva as a useful frame of reference for
discussions with others having a common interest in

-10-.

Avratio, of course, is simply tha relatonship between
two numbers. A trend of a ratiois the direction or
tendency indicated by changes in the ratio over a
period of years In attempting to develop ratios and
trends that wouid be responsive to the three basic
questions, PMM has developed a simple hierarchical
relationship between two sets of ratios, one set -
describing results, and the other set indicative of
causes of some of the results. The first set, the
Balance Sheet Ratios, is described in Chapter . The
second set, which we call the Operating Ratios, is
described in Chapter |i. '
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The most puzzling problem facing college financial
statement usars is the fact that virtually every such
institution owns and manages financial resources that
have important restrictions placed on them at the

source. As a result, adding all of the resources together

provides totals that are mathematically correct but
provide little useful information at best, or misleading
footings at worst. Several years ago, PMM developed
the concept that the various types of funds may be
segregated into three groups:’

1, Expendabie funds — resources which can be
expended, or used up, to finance operating
requirements, and to acquire plant assets (land,
buildings and equipment). This group includes:

current funds, quasi-endowment funds,
unexpended piant funds, funds fcr renewal and
replacemerit, and funds for retiremant of
indebtedness.

In each case both unrestricted and restricted funds
are inciuded, although, of course, restricted
amounts are so identified.

2. Nonexpendabie or capital funds — resources
which ca~not be expended by reason of externa'ly
imposed restrictions, bt which provide some
presant or future benefit to the institution. This
group inciudes:

restricted and unrestricted loan funds,
endowment and term endowment funds, and
annuity and life income funds.
Unrestricted loan funds are included since tho
amounts are not expendable until loans dre
collected and assets transferred to other.uses.

3. Funds invested in plant — fund group consisting
of:

assets representing the historical cost of land,
buildings, equipment, library collections, and the
like, along with the relatad liabilities and net
investment in plant (equity).

This three-way classification presents a usefu;
analytical framework for the development of ratios and
trends that communicate the cumulative results of
financial fiows of all types. Building upon this structure,
PMM has developed four balance sheet ratios that
provide information useful in responding primarily to
the first two of the three basic questions mentioned
earlier.

All of the ratios are presented for three successive
fiscal years, namely 1977, 1978:and 1979, thus
Providing data from which trends may be identified.
The trends are importart in developing a response tc
the second basic question. A three-year period alone

questions about the cumulative status as of the end of
the three years. It does, howeve:, provide some sense
of direction without engulfing the reader in excessive
historical data that may nave little significance in the’
present or future.

BALANCE SHEET RATIOS
The four balance sheet ratios are as follows:

1. Ratio of Financial Viability
2. Ratio of Plant Equity to Plant Debt

3. Ratio of Expendable Fund Balances to Total
Expenditures

4. Ratio of Capital Fund Balances to Total
Expenditures.

The compb'sition of these ratios and what they mean
are described here to aid the reader in using them.

1. Ratio ¢! Financial Viability

This ratio expresses the relationship of the total of
the fund balances of all expendable funds to the
balance of debt outstanding relaied to the financing of
plant assets, as of the end of the fiscal year. The ratio is
defined as follcws:

Ratio of Financial Viabliity

Numerator: Expendable fund balances

Current funds, quasi-endowment funds,
unexpended plant funds, funds for renewal and
replacement, funds for retirement of plant
indebtedness, including in each case restricted and
unrestricted funds.

Denominator: Plant debt whose related assets are
investment in plant

Notes, bonds and mortgages payable and jnterfund
borrowing. Does not include debt whose related
assets are casl: or assets converting to cash in the
normal course of business. . '

fcertaimym not provide a basis for projecting the . - »
s ordoss t provide answers ol fhe
& EMC e ‘ )

-11-
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A ratio of 1:1 or greater means that there are -
sufficient expendable fund assets available to meet al
- related liabilities plus plant debt, without having to
liquidate any plant assets or assets of capital funds.
Assets of expendabie funds usually consistof cash or
items which will cortvert to cash in the normal course of
business. While unexpired costs and deferred credits
may be involved and could be factored out, their impact
usually is slight.

It should be noted that restricted and unrestricted
expendabie fupd balances are combined here. To be
sure restrictions must by met and at a more detailed
levei restrictions may create a less favorable condition
than this summary ratio would indicate. In practice,
2owevef. restricted funds are frequently used to

nanca operating and piant expgnditures which would
otherwise have to be paid for from unrestricted funds.
Some institutions, furthermore, still fail to use the term
“restricted” wit!: the degree of precision and )
consistency called for in the literature. Aggregating
restricted and unrestricted expendable fund balences
heips to recognize these conditions. it also helps to
avoid the problem presented by the numerous :
nonmandatory interfund transfers many institutions
make each year. Finally by dealing with expendatle
fund balances and plant debt in this manner, the effect
ofinterfund borrowing is placed in its proper
perspective, that is, on a par with external borrowing.

ThisTirst balance sheet ratio is critical to the whole
analytical process since it is possible to propose an
absolute value for the dividing line betweenan .
institution clearly financially viable and one which is not
clearly financially viable, and that would be a ratio of
1:1. Atthat point or above, an institution would appear
to have no immediate short-term comprehensive
financial viability problem.

Note that institutions whose viability ratio is less than
1:1 are not said to be financially nonviable, but rather
that they are not clearly viable. A lower ratio indicates
less liquidity. In the normal course of business, of
Soursae, all of the debt related to plant assets does not

have to be paid off at onice. However, the farger plant
debt is in relation to spendabie balances, the greater
the demand in annual cash flows to service debt, and

"~ debt service can only be met from expendable funds.

A given institution may be able to exist with large
debt and no expendable fund.balances (or even
negative ). But this would be a hand-to-mouth
existence at the mercy, usually, of short-term ienders,
which is hardly conducive to the maintenance of
healthy academic programs. Certainly, a viability ratio
significantly below 1:1 with a trend going lower, is

- worthy of more careful scrutiny and analysis both by

institutional managers and potential lenders.

We note in passing that for some public institutions
the calculation of this ratio presents difficultiés because
plant dabt, in whole or in part, is carried on the books af
another public authority. Also for this reason, '
interinstitutional comparisons of this ratio in the public
sector must be undertaken with caution.

-2. Ratio of Plant Equity to Plant Debt

This ratio expresses the relationship of the e)}cess of
the cost of plaiit assets over related debt (equity) to the
balance of the related debt. The ratio is defined as
follows:

Ratio of Plant Equity to Plant Debt

Numerator: Netinvestment in Plant

Der:ominator: Plant debt wl?pse related assats are
invested in piant. :

Notes, bonds and mortgages payable and interfund

borrowing. Does not include debt whose related

assets are cash or assets converting to cash in the
normal course of business. ;/




To some degree this ratio may indicate the possibiiity
of increased long-tarm borrowing power, or the
absence of it. For example, a college-owned plant
costing $20 million having plant debt balances totalling
$2 million is more likely to be able to obtain additiona!
long-term loans than an institution having similar plant
assets and $10 million in plant debt balances. Most
'enders are primarily concerned with the relicbility of
future cash flows to pay off debt; yat mortgagable real
property is sill an important factor in obtaining
significant long-term secured loans.

This ratio takes on added significance when the
viability ratio falls significantly below 1:1. While no
reliabledividing line is readily available for this equity to
" debt ratic, in all probability a ratio of less than 3:1 would

leave little margin for securing substantial additional
long term Ioans .

3. Ratio of Expendabie Fund Balanoes?o
Total Expenditures

In this ratlo the same definition of expendable fund
balances is used as in the viability ratio (balance sheet
ratio’ #1). This ratio relates expendable fund balances
to the total of current funds expenditures and
mandatory transfers. The ratio is defined as follows:

Ratio of Expendable Fund Balances to
Total Ex%enditures

Numcrato} All expendable fund balances

Current funds quasi-endowment funds,
unexpénded plant funds, funds for renewal and
replacement, funds for retirement of plant
indebtedness, including in each case restricted and
unrestricted funds.

Denominator: Total current funds expenditures and
mandatory transfers

This ratio serves several purposes. First it is a check
on the viability ratio. An institution could show a high
viability ratio even though its expendable fund
balances were relatively small. This would occur when
plant debt was insignificant, a condition found in some
institutions. The higher this ratio is, the greater the
margin of safety the institution has to cope with
unexpected probiems.

Securdly, it seems reasonable to expect that
expendable fund balances should increase at least in
proportion to the raie of growth of operating size. If not,
the sama dollar amount of expendable fund balances
will provids less margin for adversity as the institution
grows in dollar level of expenditure. While no absolute
value may be given as a dividing line for this ratio
presently, it is likely that a ratio of .3:1 or better would
be required to reinforce the viability ratio to a significant
extent.

4. Ratio of Capital Funod Balances to Total
Expenditures

This ratio relates the total of the balances of
nonexpendable or capita! funds, as defined earlier, to
the same operating size indicator used in balance
sheet ratio #3. So the ratio is defined thus:

Ratio of Capital Fund Balances to Total
Expenditures

Numerator: Nonexpendable or capital funds

Restricted and unrestricted loan funds,
endowment and term endowment
funds and ann.:ty and lifeincome
funds.

Denominator: Total current funds expenditures and
mandatory transfers.

Capital funds cannot be expended for everyday
operating ana plant requirements, yet they do provide
benefits such as endowment income, loans which help
students finance their tuition and fees, and deferred
giving which ultimately will become available for
institutional use.

Again no reliable index exists presently to indicate
how large these balances should be. Certainly capital
funds need to be.increased as operating size increases
in order that these funds continue to provide the same
relative benefits to the institution.

Private institutions are more likely to have significant
capital funds than public institutions. In private
institutions, preliminary data would indicate that this
ratio will frequently amount to twice that of the third
balance sheet ratio described earlier. instances of this
ratio exceeding 1:1 are not unheard of while the third
ratio seldom, if ever, equals 1:1. As with the first three
balance sheet ratios, the higher the value of this ratio
the more favorable the financial condition.
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Caliper College
Balance Sheet

June 30, 19 ... with comparative figures at June 30,19 ______

Assets
Current Funds
Current Year Prior Year
Unreelricted
Cash $ 210000 $ 110000 __
eserssssmsmmmasmasssnneins 450,000 360,000°
Accounts receivable, less
sliowance of $18,000 both
yours 228,000 175,000
Inventories; at lower of cost
(tirat-in, frst-out basis) or
mariket 90,0600 80,000
lemut and deferred
28,000 20,000
Total unrestricted .......... 1,006,000 745,000
Restricied
Cash 145,000 101,000
.......................... 175:000 165.000
siowence of $18,000 Eath '
© €8,000 160,000
Unbilled Chemes .............ecreeeeee 72,000 -
Total restricted -............ 460,000 426,000
Totat current funds ........ 1,466,000 1,171,000
30.000 20,000
100,000 100.000
550,000 382,000
3,000 —
683,000 502,000
Endowment and Similar Funds
Cash ° 100.000 101,000
IVOBIMONS ..........cccoecuncunsmnnanees 13,900.000 11,800,000
\
Total endowment and similar
funds y 14,000,000 11,901.000
-14-
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Liabilities and Fund Balances .

AN

Current Funds s
Current Year  Prior Year
Unrestricted h AN
- Accounts payable ....... " . $ 12500 S§ 100,000
Accrued liabikities ...... 20,000 15,000
Students’ d~oeits ... 30,000 35,000
Duetoothe. nds... 158,000 120,000
Deferred crec & ........ 30,000 20,0600
Fund balance ..........coeencans (A) 643,000 455,000
Total unrestricted ....... 1,006,000 _  745.000
Restricted
Accounts payable ........e..eeeenns 14,000 5,000
446,000 421,000
Total restricted ......c...ee. 460,000 426,000
Total current funds ... _ 1.466.000 _ 1,171,000
€
Loan Funds
Fund balances
U.S. govemm=at grants
TOTUNTRDIO «.covneenersrnsessansasnanone 50,000 33,000
University funds
Restricted 483,000 368,000
Unrestricted 150.000 100,000
Total loan tunds ...... () ___ 683.000 502,000
Endowment and Similar Funds
Fund balancss
7,860,000 6.740.000
3.840.000 3,420,000
1,000,000 800,000
1,360,000 941,000
Total endowment and similar
funds _14.000000  11.90:.000

I




Assets (continued)

Annuity and Life Income Funds _
Annuity funds Current Year  Prior Year
Cash . $ 55000 § 45000
INVOSIMENtS .......cccnerenvecssnoncocnes 3,260,000 3.010,000
Total annuity funds ........ 3,315,000 3,055,000
Life income funds
Cash 15,000 15,000
InVeStMeNts ........ccccerveicennnnnnnccces 2,045,000 1,740,000
Total lifeincome funds .. 2,060,000 1,755,000
Total annuvty and life income
.................... 5,375,000 4,810,000
Plant Funds
v Cash 275,000 410,000
Investments......... rernesrererssansassnnes 1,285,000 1,590,000
., Due from unrestricted current
150,000 120,000
Total unexpended.......... 1,710,000 2,120,000
Renewals and replacements
Cash 5,000 4,000
IVeSIMents ........ccoecenerinacssd LA 150,000 286,000
Deposits with trustees ................. 100,000 90,000
Due from unrestricted current
5,000 —
Total renewals and
260,000 380,000
Retirement of indebtadness
50,000 40,000
Deposits with trustees .................. 250,000 253,000
Total retirement of
. 300,000 293,000
: Land i plurt 500,000 500,000
Land iImprovements ..........ccceenu.ne 1,000,0C0 1,110,000
BUIlINGS ......coooomvenencscsssncnaonaanans 25,000,000 24,060,000
Equipment 15,000,000 14,200,000
Library bOOKS .........cccecnienee seeannne 100,000 80,000
Total investment in
plant............... 41,600,000 39,950,000
Total plant funds ............ 43,870,000 42,743,000
50,000 70,000
................................ 60,000 20,000
........ 110,000 90,000
-15-

Liabilities and und Balances (continued),

Annuity and Life Income Funds N
Annuity funds Current Year Prior Year
Annuities payable ............cceeeneee. $ 2,150,000 $ 2,300,000
Fund balances............cceeenne (E) 1,165,000 755,000
Total annuity fands ....... 3,315,000 3,055,000
Life income funds
Income payable ...........ccecccunnee 5,000 5,000
Furki balancas .........ceereenenes (E) 2,055,000 1,750,00C
Jotal lifeincome funds.. 2,060,000 1,755,000
Total annuity and life income .
funds ......cccoceeineene 5375000 _ 4,810,000
Plant Funds
Unexpended
Accounts payable ...................... 10,000 —_—
Notes payable 100,000 —
Bonds payable..............coeecnnnes 400,000 —
Fund balances
Restricted .........ccccceereseaene (A)  1.000,000 1,860,000
Unrestricted .................ce... (A) 200,000 260,000
Total unexpended ......... 1,710,000 2,120,000
Renewals and replacements
Fund balances "
Restricted 25,000 180,000-
Unrestricted 235,000 200,000
Total renewals and
teplacements . 260,000 380,000
Retirement of indebtedness
Fund balances
Restricted .......ccccoooveevereees (A) 185,000 125,000
Unrestricted ...........ccocoeeenenn (A) 115,000 168,000
Total retirement of
indebtedness . 300,000 293,000
Investment in plant
Notes payabie ..........ceceeenrnes 790,000 810,000
Bonds payable....................... 2,200,000 2,400,000
Mortgages payable 400,000 200,000
Netinvestmentinplant ......... (Cj 38,210,000 36,540,000
Total investmentin
plant............... 41,600.000 39,950,000
Total plant funds ............ 43,870,000 42,743,000
Agency Funds ,
Deposits held in custody for others 110,020 90,000
Totat agency funds ........ 110,000 90,000
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In Exhibit A, we have produced the Ba'ance Shee! of
Caliper College, animaginary institution,» and have
indicated, for purposes of illustration, where the
numbers are found to obtain the numerator and
denominator values for the four ratios previously de-
fined. The values in this instance are as follows:

5

Current Year ~rior Year
Amount Amount
000 000
Ratio of financial viability otiumd) Ratio otsamod) Ratio
Expendable Fund Balances (A) - $5,209 _ 1537 5410 _ 1.587
Plant Debt (B) 3,390 1 3,410 1
8
Ratio of plant equity to Net Investment In Plant (C) _ 38210 _ 11271 36,540 _ 10.716
plant debt Plant Debt (B) 3,390 1 3,410 1
Rstio of expendable funds to Expendable Fund Balances {A) _ 5209 _ 0.672 5410 _ 0.717
total expenditures Total Current Funds 7,756 1 7,550 1
: ' Expenditures and Mandatory
" Transfers (D*) .
Ratio of capital funds to Capital Fund Balances (E) _ 15543 _ 2004 13,167 _ 1744
tolal expenditures - Total Current Funds 7.756 1 7,550 1
Expenditures and Mandatory
Transfers (D*)
*See Exhihit B.
page 10.

sThe financial statements of Caliper College are #n adaptation of the
statements for Sample College appearing in NACUBO's
Administrative Service, Part 5. We have schered to the format
recommendact in that publication with minar modficatio's. The

balance sheet figures (Exhibit A) for Caliper are the same as those
brsm:anmwoxpond&uoﬁwmhmsmemmd
Current Funds Revenues, Expendituras and Othur Chang es

\(Ezi\ibita)hmbeenwwanﬁaﬂydhrodexupt'ormetm.




'FACTORS UNDERLYING FINANCIAL CONDITION:

THE OPERATING RATIOS

In this chapter we describe three sets of operating
ratios:

< Net Operating Ratios

» Contribution Ratios

« Allocation Ratios. b

Al three sets of ratios are concerned with current
funds only. We believe these ratios can be employed to
clarify the resul's of operations and aiso to provide
clues as to the auses of the financial condition which
is reflected in the balance sheet ratios.

NET OPERATING RATIOS

Three current funds net operating ratios are presented:
«- Net Total Revenues as Percent of Total Revenues
» Net Educational and General Revenues as
Percent of Total Educational and General
Revenues ;
* Net Auxiliary Enterprise Revenues as Percent of
Total Auxiliary Enterprise Revenues.

Net Total Revenues as Percent of Total
Revenues. This ratio indicates whether the total
operations of the institution for the year resulted in a
surplus or a deficit. Generally speaking, ihe larger the
surplus the stronger the institution’s financial position.
Large deficits are aimost always a sign of financial
difficulty, particularly if they occur i, svccessive years.
.. ...1hisratio provides the most succinct answer to the

question: Oid thie Tepoiing institution live within its
means during the year being reported upon?

Theratio is defined as follows:

Ne&t Total Revenues as a Parcent of Total Revenues

Numerator: Net total revenues

All current fund revenues less all current fund
-expenditures and mandatory transfers.
Exclude: All nonmandatory transfers and other

changes.

Denominator: 7ota/ revenues
All current fund revenues.
Exclude: All trgnsfers.

The next two ratios indicate which component of the
institution's operations accounts for the surplus or
deficit.

Net Educational and General Revenues as Percent
of Total Educational and General Rovenues. This ratio
indicates whether the revenues in support of the
central functions of the institution—instruction,
research, public service--were sufficient to meet the
expenditures for those functions.

This ratio is defined as follows:

Met Educational and General Revenuass as a

Percent of Totai Educational and Genera} -

Numerator: Neteducatio.ial and general
revenues

All educational and general revenues less all

educational and general expenditures and

mandatory transfers.

Exclude: Auxilicry entarprises, intercollegiate

athletics, hospitals, and independent operation

revenues, expenditures and mandatory transfers,

and all nonmandatory transfers.

D2nominator: Tutal educational and general
revenues .

Ail educational and general revenues—twition and

fees, governmental reveriues, private gifts, grants

and contracts, endowmentincome, sales and

services of educational activities, contributed -

services and other revenues.

Exclude: Auxiliary enterprises, intercollegiate

athietics, hospitals and independent operation

revenues, BEOG, and state scholarships.

For the purpeses of this report, Total Educational
and General Revenues equals Total Revenues less
Sales and Services of Auxiliary Enterprises, inter-
collegiate athletics, hospitals and independent
operations.

Net Auxiliary Enterprise Revenues as Percent of
Total-Auxiliary Enterprise Revenues. Thisratio -
indicates whether the revenues in support of auxiliary
enterprises—housing, food service, the bookstore and
the like—were sufficient to meet the expenditures and -
mandatory transfers for those services. Frequently, as
wili be seen |ater, auxiliary enterprises are found to be
substantially out of balance, sometimes producing
substantial surpluses, in other cases !arge deficits. In
general the best posture for the institution is to seek a
break-even result since large deficits will have toba
underwritten from sources intended for instruction
(tuition fees, endowment income), and large surpluses
mav jead tc protests from students that the institution is
overcharging for food and shelter. .

This ratio is defined as follcws.

Net Auxiliary Enterprise Revenues as a Percent of
Total Auxiliary Enterprise Revenues

Numerator: Net auxiliary enterprise revenues
Total auxiliary enterprise revenues less total
auxiliary enterprise expenditures and mandatory
transfers.

Exclude: Educational and general, intercolliegiate
athle‘ics, hospitals, and independent operation
revenues, expenditures and mandatory transfers,
and all nonmandatory transfers.




Denorninator: Tolal auxiliary anterprise revenuss
Total aunxdiiary enterprise revenuos. Incit-tes the
bookstore, union, residence halis, food services and
o W activities fur the students, faculty
Exciude: Educational and general, intercollegiaté

mm&lswmmpendemoperabon

CONTRIBUTION RATIOS
These ratics derive from the main sources of revenue:

« Tuition and Fees

Federal Government Revenues
State Government Revenues
Private Gifts, Grants and Contracts
Endowment income

and, inthe case of some institutions, mostly public:
« Local Government Revenues.

In each instance the contribution is expressedas a
percentage of total educational and general
expenditures and mandatory transfers. An alternative,
fraquently employed, is to express these revenue
sources as a percentage of total revenues. We find
however that such an approach can be misleading. For
exampie, one migh' conclude that tuition and fees are
keeping pace if their percentage of revenues remains
constant, but if total expenditures-and mandatory
transfers are rising more rapidly than revenues, it can
be seen that tuition and fees are actua'ly falling behind
as a contributor. Thus the analystis aletedto a
condition which would otherwise be overiooked.

For sach of these ratios the numerator is defined as
follows: ’

Tuition and Fees

Al tuition: and fees as charged. Includes not cnly

those paid but also those charged but not collected

(the institutional scholarships in the form of fee

waivers). Also inciudes all miscellaneous fees

charged against all students.

Exclude: Room and board fees, intercollegiate

athietic fees, and miscellaneous fees not charged to

all students.

Federal Government Revenues

Al grants, appropriations and contracts received
from the federal government including
campus-based student aid programs. Includes
CW-SP, SEOG, LEEP, research grant monies, and
indirect cost reimbursements.

Exclude: BEOG and NDSL.
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State Govcmmont Revenues
iations and contracts received
including any indirect cost

has not select

1t Revenues
All grants, app
from local government sources including any indirect

contracts, and interest earned on other fund

ForAu of these ratios the denominator is the same.

’4‘oul Educational and General Expanditures and
, Mandatory Transfers

&

,‘ All expenditures for educational and general

purposes—instruction, researct, public service,
academic support, student services, institutional
support, operation and maintenance of piant,
scholarships and fellowships, and mandatory
transfers reiated to educational and general
functions such as those for principal and interest,
renewal and replacement, mah.hmg grants for loan
funds.

Exclude: Auxiliary enterprises, intercoilegiate
athletics, hospitals, and independent ¢peration
expenditures and their related mandatory transfers.
Also excludes BECG, state scholarships, and
nonmandatory transfers.

ALLOCATION RATIOS

These rativs derive from the eight functional
categories of Educational and General Expenditures:

instruction

Research

Public Service

Academic Support

Student Services

institutional Support

Operation and Maintenance of Plan!
Scholarships and Feliowships.




in sach instance the allocation is expressed as a
m of total Edwational and General

These ratios are espedany useful in trend analysis,
in determining whether a particular category is
wnm a growing or dwindling share of the total. The
comparisons
whers differances in aliocation ratios among similar
' .nsmutéom may lead to useful explorations of
conditions, e.g.: Why does our institution
spand tely more on Operation and
Maintenance of Plant than yours, and thus you are able
put more funds infs instruction?
For each of these ratios the numerator is defined as

follows:

instruction
Allinstructional expenditures for the institution
including graduate schools, evening extension
progra:ms, and continuing education. Also includes
departmental research not separately budgeted, and
organized activities related fo educational
. Instructional expenditures are for both
credit and noncredit courses, occupationai,
vocational, and remedial instruction. Ineludes the
instructional departmants' poriion of work study and
- staff benefits.
Exclude: Academic administration when
administration is the primary assignment, faculty
. development, and intercollegiate athletic
expenditures.
Raseerch
Al expenditures for activities specifically orgamzed‘
10 produce research outcomes, both those
sponsored by external agencies and
separately budgeted programs of the institution.
Exclude: Sponsored teaching programs or
sponsored nori;esearch programs.

Fublic Service

All expenditures for activities to provide
noninstructional services to individuals and groups
external to the institution. Includes cff campus work
study, conferences and seminars. .

Exclude: Pubiic refations for the institution, alumni
and development activities, and Upward Bound.

Academic Support
Al expenditures that provide a support service tp tha
mstructional, research, and public service functions.
lﬁcludes'ibraries audiovisual, museums, galleries,
academic computing support, academic
administration, faculty development, demonstration
, and medical clinics when the hospital is
""’Gpﬂndontfrom the institution. Also includes the
be academic support portion of work study and staff

- . f

Student Services

All expenditures for functions that contribute to the
health ard well-bsing of the student—Admissions
and Registrar’s offices, deans of student affairs
(men’s and women's), financial aid offices, medical
services operated for students (unless they are
self-supporting), functions that contribute to the
student's cultural and social development (cultural
events, newspapers, yearbooks, intramural
athletics), daycare for students, counseling and
guidance. Also includes the student services portion
of work study and staff benefits.

Exclude: Commencement and intercollegiate
athletics. :

institutionai Support

All functional sxpenditures that relate to the
day-to-day operations or business managetnent of
the institution. These include expenditures for the
central administration and governing board, planning
and development, fiscal operatior:s and legal
services, institutional research and computing
support, employee personnel and recon's, lagistical
activities, security and transportation, aiumni and
public relations, fund raising, commencement, and
all other miscellaneous expenditures. Also includes
the institutional support portion of work study and
staff benefits.

Exclude: Other department staff benefits, Registrar's
office, Admissions’ office, financial aid office,
academic dean, academic computing, payments for
principal and interest on plant debt, student
newspaper and yearbook.

Operation and Maintenance of Plant

All current operating expences related to the general
operation and maintenance of the physical plant.
Includes utilities and maintenance, fire protection,
property insurance, arz i piant portion of work
study and staff benefits.

Exclude: Principal and interest payments on plant,
security and transportation.

Scholarships and Feliowships

All scholarsnips and fellowships granted to students

in ‘which the institution selects the racipient. Includes
SEOG, LEEP, and athletic scholarships.

Exclude: CW-SP, BEOG, state scholarships, NDSL
matching and tuition remissions to faculty and staff. o

The denominator for all of these ratios is the same
as for the contribution rafios.

<4




Exthibit B
Caliper College
Statement of current funds ravenues, expenditures, and other changes
i Yeer Ended June 30,19
. Current Year Prior
. Unrestricted  Restricted Total Your Total
Revenuss
Tuition and fees $3,210,000 $3,210,000  $3,000,000
Federal grants and contr.cts 20000 $ 375,000 395,000 350,000
Stale grants and contracts v 475,00C 25,000 500,000 450,000 -
Private gifts, orwits, and contracts 1,080,000 405,000 1485000 1,585,000
Sales and services of educational activities 190,000 190000 195,000
. Sales and services of auxiliery enterprives 2,200,000 2.200000 2,100,000
Bxpiced term endowment 40,000 1 40,000
Other xources (i sny)
Totsl curent revenues . 7540200 _ 1,014,000 8554000 8,180,000
Less: saies and services of auxiliary enterprises 2,200,200 - 2,200,000 2,100,000
. Educational and general revenues 5,340,200 1,014,000 6,354,000 6,080,000
. Expenditures and mandatory transfers
Educstional and general a
_ingtruction . 2,211,000 489,000 2,700,000 2,625,000
ROBORITN ........oocererrirssssrocscsorsarsasisssosonsarasssane Zo 25,000 325,000 350,000 365,000
Publk: service . 25,600 45,000 60,000 §5,000
Academic support : 489,000 489,000 490,000
Student services 276,000 276,000 240,000
Institutional support .... 679,000 679,000 765,000
And MAINIONANCE Of DLBM ........ccvririntminsssssssnseacassosssrsasasesesase seases 600.000 600,000 580,000
Schoiarziups and fellowships 95,000 165,000 260,000 250,000
Educational and general expendiiures 4,400,000 1,014,000 5414000  5.370,000
Mandaiory iransters for;
Principal and interest . 90,000 90,000 50,000
Ranewals and replacements ; 100,000 100,000 80,600
Lom “inding matching grants . 2,000 2,000
Total educational and general 4,592,000 1,014,000 5,606,000 5,500,000
Auxiliary enterprises
Expenditures y - 1,830,000 1,830,000 1,730,000
Mandstory transiers for:
Principal and interest . 250,000 250,000 259,000
Renewais and replrcoments W . 2 70,000 70,000 70,000
Total auxiliary enterprises 2,150,000 2,150,000 2,050,000
Total @XPENAHUES 8NE MANGIONY UANSIENS ....vceevevrresencerssnrssonssees (D) 6742,000 1,014,000 7,756,000 7,550,000
Otlm transfers and additions/(deductions)

[ = © - - Excess 0f restricted receipts over translers 10 revenues 45,000 45,000 40,000
Refunded ic grantors 2 (20,000) (20,000)
Unvestricted gifts sliocated 10 other funds ................. . (650,000) (650,000) (510,000)
Portion of guasi-endowment gains appropriated ... 40,000 40.000

Net increase in fund belances $ 188,000 25,600 213,000 160,000
-20- -




Total Educational and General Expenditures

All expenditures for educational and general

pu — instruction, research, public service,
academic support, student services, instiwutional
support, operation and maintanance of plant,
scholarships and fellowships, and mandatory
transfers related {0 educationai and general -
functions such as those for principal and interest, -
renewal and replacem-nt, matching grants for loan
funds.

Exclude: Auiliary enterprises, intercollegiate
athletics, hospitals, and independent operation
expenditures and their related mandatory transfers.
Also excludes BEOG, state scholarships and
nonmandatory transfers.

The allocation ratio for Mandatory Trans“ers is not
calculated here. .

In Exhibit B we have reproduced the Statement of
Current Funds Revenues, Expenditures and Other
Changes of Caliper College, from which can be
caiculated the three Net Operating Ratics, the Six

' Coniribution Ratios and the eight Allocation Ratios. -
Thevaluesin thisinstance are as follows:

Net operating ratios
CumentYear .
Net Total Revenues as — $8,554,000 - 7,756,000
Percent of Total Revenues | . 8,554,000
Net Educational and General ,
Revenues as Percent of — 6,354,000 - 5,606,000
Total Educational and 6.354.000
General Revenues "
Net Audiiary Enterprise |
?evenues as Percent of ‘
otal Auxiliary Enterprise = 2,200,000 - 2,150,000
Revenues

2,200,000

9.3%

11.8%

23%

Prior Year
$8,180,000 — 7,550,000 _ 70,

8,180,000

6,080,000 - 5500000  _ oo,

6,080,000

2,100,000 - 2,050,000 _ 5 40,

2,100,000
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Contribution ratios (al expressed as a percentage of
fotal educational and general
expenditures and mandatory
transfers)
Cument™ Prior
year year
Tuitiongnd Fees............................... 573% 545%
Federal Govemment Revenues ........ 7.0 6.4
State Government Revenues.............. 8.9 8.2
Private Giftsand Grents ..................... 26.5 288
Endowment income ......................... 95 9.1
q‘

A!ohdlonnﬂm(a!wesed’espercemageoﬂotal

educational and general
expenditures and mandatory
transfers)
struclion ............cccceveeenerrenccrneinnene. 48.2 47.7
Research ...............ccoveeueeeeereesennnnae 6.2 6.6
PublicServics...............c.ccioeeennnnee. 11 1.0
Academic Suppott .............. Orevsarerenas 8.7 89
SwudentServices................................ 49 44
Institutional Support .......................... 12.1 139
Operation and Maintenance
ofPlant........ .o 10.7 105
Scholarships and “-eflowships............. 46 45

The Net Operating Ratios provide the most succinct
answers to the ihird question: Did the institution live within
its means during the period reported upon? At Caliper the
results were positive in all three ratios for both years with
the current year prodhicing somewhat more favorable
financial results than the pvior year. The Contribution
Ratios reveal some shifts in revenue sources, with Tuition
and Fees making a significantly larger contribution in the
current year than in the prior year, while the largest
decrease was in Private Gifts and Grants. Allocations to
primary functions did not fluctuate much in the
two-year period, with Institutional Support showing the

-~ most significant decline in allocation.

Copies of the full report can be obtained without charge by writing to:

Charles A. Néelson

Principal

Peat, Marwick, Mitchell & Co.
345 Park Avenue

New York, New York 10022
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COMPUTER MODELING AND COMPARATIVE

FINANCIAL ASSESSMENT: A RECONSIDERATION

Daniel A. Updegrove
Director of Planning Model Activities
- EDUCOM

At a recent higher education management conference, one
of the speakers began by describing her qualifications. She had -
been dean of a small college as well as assistant to the presi- #
dent of & major research university. More importantly, she had
written a dissertation on T.S. Eliot and, thus, was an expert
on despair.

I trust that my comments will not leave you in despair,
although despair is not irrelevant to the current discussion.
In our work with college and university administrators, we often
solicit their opinions about various financial measures and fi-
nancial comparisons. The words ws hear are: arbitrary, static,
inexorable, and unrelated to policy. Those of you who have
worked with or read about financial planning models have heard

‘such criticisms as: arbitrary, static, incomprehensible, and

unrelated to policy. So we may have a great deal in common.

In defense of planning models, a professor of planning at
Cornell has argued that planning, like Christianity, is a great
idea that has never been tried. But planning models have been
tried in many places over the last decade, and by and large, thney
haven't worked. Fortunately, however, there are some new ideas
in planning models that are related to the ongoing concerns of
this conference -- and that may point our way out of the current
wasteland.

Current Status of Planning Models

Conventional wisdom holds that planning models must be
tailored to the specific needs of the institution, and that
achieving this requires the active involvement of a senior ad-
ministrator (Wyatt, Landis and Emery, 1979). Policy makers in
higher education and elsewhere have learned the hard way that
models built by technical experts in outside agencies or con-
sulting firms are likely to be "black boxes"”, both incomprehen-
dible and irrelevant to institutional needs (Greenberger, Crenson,
and Crissey, 1976; Mason, 1976; Keen, 1980). To achieve useful
results from models, policymakers must specify the goals of the
product, the computation structure, the primary planning variables,
tlie level of data aggregation, and even the format of the reports.

-
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- How is this custom tailoring to be achieved?: One approach

" is to build models from scratch, as has been done successfully
at Dartmouth (Kemeny, 1973), Stanford (Hopkins and Massy, 1981),
and the University of Pennsylvania (Strauss, Porter, and Zemsky,
1979). The obvious problem with this approach is that modeling
is often sidetracked by the technical questions of systems de-
sign: choice of programming language, internal data formats,
program logic, and so on. Very few policymakers are either

willing or able to participate in or manage such a project.

A compromise between off-the-shelf packaged models and
locally-designed models is the so-called modeling system or
modeling language, which attempts to provide a working structure
without the content. That is, each institution can create its
own data definitions, relationships (equations), and report for-

. mats, without having to design the system itself. The most
widely used such system in higher education is EFPM, developed
at 2DUCOM wtih financial support from the Lilly Endowment.

c

G

EFPM, Lkased on the models .built at Stanford by Dickmeyer,
Hopkins, and Massy (1979), is currently used by over a hundred
colleges and universities in thirty states, Australia, and
Belgium. It allows administrators to build and operate (via
time shared computer terminals) forecasting and policy tradeoff
models for operating budgets; for sub-units such as athletics,
hospitals, and libraries; for specialized problem areas like
endowment and financial aid; and for such non-financial areas
as faculty tenure and student enrollment (Updegrove, 1981).

Modeling and Financial Conditions -~ Problems

How is this modeling system related to comparative measures
of financial conditicas? In a presentation to this conference
two years ago (Updegrove, 1978), I suggested that EFPM and its
large (if diverse) user base represent a unique opportunity:

e We have a flexible modeling system that can
accomodate new data ddfinitions and financial
viability measures;

e We have a group of motivated and trained admini-
strators who use the system for planning and
budget decisions (and are thus very concernad
about the quality of the data and relationships
in their models);

- e All the institutions vse the same computer. (We
decided that it would not be cost effective to
distribute copies of the software for installation
on local computers; instead users dial in to an
international data communications network to
access EFPM on the IBM computer at Cornzll
University.)




I suggested then that, if we could get some of the users
of this system to agree on indicators, it would be quite simple
to put those indicators into on-line files at Cornell, making
them accessible to anyone doing modeling with this system.
Whether they would be cross-section ratios or indicators of rates
of change was unclear. Research done at Stanford suggested that
more attention ought to be focused on growth rates rather than
on static ratios.

Somewhat more speculatively, I suggested that modeling
might be a kind of Rorschach test for administrators; that is,
the way they structured the level of aggregation, the primary
planning variables, and the linkages among variables might indi-
cate something about the financial health of the institution.

I had hoped that if I came back to this session in 1980 I
would have startling results for you. I do have results, but
hardly startling ones. This comparative modeling has not hap-
pened at all. I think it is important to explain why.

First, it seems that EFPM users have been too busy learning
the system, building models, and applying model results to their
own institutions. What energy is left over has been devoted to
improving the models or to building more models of other units.

Second, there still seems to be little agreement on what
defines the relevant reference group or the relevant measures
of financial health. Although one new subscriber expressed
disappointment that EFPM did not provide access to a data base
assembled from all user institutions, most subscribers have
expressed indifferénce to the concept.

Third, there has been no active encouragement by EDUCOM.
We conceived our role as being focused on software development,
documentation, and technical training, rather than on specific
recommendations as to model content or policy options. We
were, in fact, concerned that our ascribed technical expertise
might lead users to accept uncritically even casnal suggestions
regarding financial indicators. -

Modeling and Financial Conditions - Prospects

There may be solutions to all three of these problems. First,

we have recently observed an increase in user:interest in shar-
ing. Meetings of the users group are well attended, user con-
tributions to our monthly newsletter result in numerous inquiries,
and users have begun to trade models and sub-models by electronic
mail. For example a tenure model built at Michigan State was
used as the basis for the model at the University of Colorado,
and a student financial aid model developed at Georgetown was
soon adapted at ﬁaverford and Swarthmore.
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] Second, regarding financial measures, there is widespread
interest among EFPM users in the preliminary versions of the
NACUBO Financial Self-Assessment Workbook, developed by Nathan
Dickmeyer and K. Scott Hughes (1980). Although intended primarily
for colleges, the Workbook promises to be a widely-used and
influential guide.

Third, regarding EDUCOM's role, we have been working with
Dickmeyer to build the Workbook calculations into an EFPM model.
EFPM subscribers can now use the familar EFPM syntax to input
the data and display reports for all Workbook calculations.
Plans are underway to provide a facility for contributing
institutional data to a common data base and for comparing
results with specific reference groups. .

These are hopeful indications, that users of financial
planning models may saon.enjoy the .benefits of comparative as-
sessment, and that we may be on the road to taking advantage
of the information exchange opportunities in this system. .
Furthermore, the combination of .a large group of institutions
(including several homogeneous subgroups) using the same model-
ing system on the same computer, with a technically-compatikle -
financial self-assessment methodology, could result in a sigai-
.ficant advance in our understanding of financial conditions and
their measurement. ' We must not become too optimistic, however,
lest we be accused (perhaps at Annapolis 5) of measuring out
institutional lives with computerized coffee spoons.
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COHPUTERiZED APPLICATIONS OF FINANCIAL, ASSESSMENT TECHNOLOGY

1
Stephen D. Campbell
Director

- .. _ Pinancial Msnagement Center
National Assoclation of College
and University Business Cfficers

I am going to be stepping out of my role as Director of NACUBO's Financial
Management -Center and relate some war stories of the past four years thet I've
been involved in. Financial stringencies have been imposing an increasingly
heavy burden on most colieges and universities during the past decade, forcing
them to manage their resources morve carefully. In ai effort to understand and
control these forces that bear continually upon the ince me and expense sides
of the operating budget, a major theme in higher education management has been
how to design and develop planning models that will be genuinely useful to
decision-makers at colleges .ind universities--models that will actually be used
tofhelp solve real and important problems. - i

The discussion which follows highlights my experience with twe such models.

IEP from NCHEMS, the Information Exhange Procedures established by

the National Center for Higher Education Management Systems, and
EFPM--EDUCOM's Financial Planning Model.

Let me begirn with a quick overview of IEP. It was developed by NCHEMS as
a set of standard definitions and procedures for collecting information about
disciplines and student degree programs, outcomes of instructional programs,
and general institutional characteristics. The information that resulted from
IEP was intended to provide a useful basis for comparisons of past csmpus costs
and outcories. NCHEMS documentation stressed the importance of cost information
for internal msnagement purposes, with some emvhasis on the possible utility of
inter-institutional exchange of cost data. But in 1975, the State Council
for-Higher Education in Virginia decided to taoke this particular set of

procedures and sottware and mandate that it be installed on the computers
of the twenty-two colleges and universities in the state of Virignla. The
Council staff was attempting to take something developed for institutions
and use it as a state-level reporting system.

In 1975-76, you had twenty-two state colleges and universities investing
significanc amounts of money, personnel, and time in installing software modules
that were not necessarily compatible with the many different computers in use at
the time. The assumption by Council staff that the institutions could implement
IZP with relative ease and minimal cost did not stand up in the face of the
implementation experiences. There was a wide range in the capability of the
institutions' accounting systems to-support IEP. There followed, then, a wide
range in the cost of implementation. Tuis lack of compatibility between the
installed scftware and ongoing personnel and student registration systems also
created great difficulties. Many institutions' operational data system could not
provide the required data an%Fthe manual data collection effort to "correct" the
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data was too large to justify the cost: In addition, at some institutions the
procedures recommended conflicted with internal planning and ,management data
needs. The critiques that institutional researchers and financial managers at
the institutions agree upon following the implementation phase were:

(1) The system was imposed and was perceived by the universities and |
colleges as being imposed from above. This automatically set
up defense mechanisms and reactions not inducing the best
climate for reception to a computer-based modeling system,

(2) During implementation, there were-a serfes of hardware breakdowns,
design difficulties, and lack of documentation, all of which
caused delays, confusion, and loss of confidence in planning
models.

(3) The system was perceived as an attempt to quantify and "average"
all institutional costing data, the real future of which was
unknown. The institutions continually asked the State Council !
staff what they were going to do with rhis information. They
never received an articulate answer. &re you going to use the
costing data to develop state budget formulas? The institutional
representatives never heard yeah or neah.

(4) The system was "oversold" 'as a comprehensive reporting system. In

. the beginning, the colleges were told that instcad of submitting
enrollments, degrees awarded, and reports on students by level,
by program, the institutions would be required to submit only
one tape report to the Council staff, which would be derived out
of the IEP package file. By using this plus the costing component
in IEP, the institutions would have a comprehensive reporting .
system. But soon after the first reports were due, supplemental
requests for information were made.

(5) Most of the data collected served no use.ul purpose at the institu-
tional level. I was on the phone to my previous boss a few days
ago and read him these conclusions. When we come to this one--
"most of the data collected served no purpose," he said, "No, I
would disagree with you on that." And I said, "Why?" He said,
|"I disagree with the word "most"--all of the data collecced served
no purpose.”

(6) The system cost too much. From an institutional perspective, the time -
and personnel which went into the implementation of IEP was a
waste. Even if it had cost only $1,000, it would have been too
much for what the colleges and universities received by way of
returned benefits.

(7) Too many arbitrary allocation decisions were allowed. How do you treat
a dean's time and effort? How do you handle department chairmen?
Should all of their salaries go to just the one course they taught,
or should only some of it? Likewise, what if the presidenf or vice
president teaches a course? What are the decision rules for allo-
cating supplies from the president's office to the course if
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secretarial time is being used? Each of the institutions handled these matters,
and some schelarships znd fellowships, in different ways. In some inccances,
scholarships and training grant monies were added to the cost per credit hour;

';~~§t other institutions, they were not. Because there were inadequate decision
rules on how to allocate, the end units of cost among institutions would never
be considered comparable.

ln summary, the .Virginia experience with IEP soured a large gro:p of
institutional administrators to the concept of planning and plamning aodels
and to their usefulness and utility.

"No amount of plamning will ever replace dumb luck." A plaque with this
admonition is said to have hung prominently in the oiffice of Hale Championm,
former financial vice president. at Harvard University and later deputy secretary
of HEW. This statement reflects to a considerable degree the measure of skep-
ticism about planning models which I have encountered over the past five years
in middle and upper management at two public, major research universities. A
good number of higher education financial administrators feel less than comfort-
able with computer planning output and quantitative methodolcgies in gemeral.

I hasten to add, though, that there are university executives who find computer-
based technology quite comfortable. One executive vice president of my acquaint-
ance programmed his own electronic mail system and gave access to the network to
fifteen of his colleagues. He even has a terminal in ki_. home, which is linked
to the campus computer. For him, computer-based management information systens
and word processing capabilities seem almost indispensible. But I sense he,

even now, t..res years hence, is still a rare bird in administrative academe.

My experiences have been that planning and decision models arc mistrusted,
and unused, because they are unfamiliar and non-incremental. Another aspect
contributing to this considerable skepticism is that strategic, long-range
planning requires reasonably accurate long-term forecasts. In the last decade,
such forecasts are almost always impossible to produce.

1 .

The theme of this Conference is the "Uses of College and- University Finan-
cial Assegsment: in Institutional Management and Public Policy Analysis," I have
just said that computerized applications of financial assessment at public,
major research univerdities are mistrusted and unused because they are unfamil-
iar, and inaccurate in the long range. Let me expand.

Unfamiliar

If there is any single characteristic which labels university management
different from other enterprise management, it is the diversity and idiosyn-
cracy in the manageient styles of university executives. Most university
officers are drawn from the ranks of the faculty. Humanists, engineers,
physicists, and biologists with a wide variety of administrative exXpertise
run the universities today. The management styles of these executives range
from very umstiuctured to very centralized. Regardless of background and
training, most university executives rely more on a cadre of information inter-
preters, personal contacts who supply information for decision-making, than they
do on computer-generated information. The universities I am familiar with are
managed by a concensus of a large number of individuals. Many of these individ-
uals have not been long in their po#iitions. A rapid turnover rate (rapid by
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corporate standards) is characteristic of university executives. Many have not
been in their jobs long enough to become familiar with computer-based planning
models.

'y .
Non-Incremental

There probably is not a major public university in the country which has
not had a board of trustees or a state board of higher education direct that
some planning methodology be put in place that will forecast the economic
future of the institution. In spite of this mandate, I believe the truth is
that line-item incremental budgeting is stZll the most commonly used and most
widely accepted planning and budgeting technique. University executives are
familiar and comfortable with this approach. Tney think in these terms. The
global, strategic planning view is nice and often very stimulating; but plan-
ning and budgeting in simple, understandable increments is how it is being
done.

Forecasting the Future

The litany of computer-based models maintains that institutions can
enhance their ability to do long-range budget plamnning. Often it is said the
great advantage of suck models is that they draw attention to the underlying
growth rates that may continually act to drive income and expense apart. In
the past five years, a pericd no longer tnan most planners deal with, several
major changes have affected almost all public-institutions. These include two
of the most severe recessions in modern times, shortages in supplies and mate-
rials, sharply rising costs for energy, a doubling of ianterest rates, record
levels of inflation and high unemployment, abrupt shifts in student attitudes .
and major, and appropriation cutbacks and hiring freezes.

In hindsight, the onset of each of these changes appears fo be somewhat
obvious from events that proceeded it. Yet, there seems to ke very Jittle
evidence that any one of them was forecast in anyone's long-range plan. The
point is not that the plamner must be the perfect seer, but rather that the
future must be descriled with sufficient accuracy if management is tc avoid
making unalterable commitments that turn out to be in irreconcilable coaflict
with the future as it unfolds. Unfortunately, this modest level of accuracy
appears to be beyond attainment whea capital and renovation commitments are
required, even as little\as one year in advance.

There is a feeling among a great number of higher-education administrators
that, in a highly uncertain world, it may be better to design a computer-based
control system that relies on prompt response to feedback than to try to pre-
program events through detailed planning. Dan Updegrove's previous comments on
using a planned model (EFPM) and a self-assessment manual (NACUBO's Financial
Self-Assessment Workbook) may be the major computerized application of rinamcial
assessment technology for the next couple of years. These complementary tech-
niques support comparative analysis of data from institutions which could produce
insights useful in institutional planning and management. I look forward to these
developments and hope they meet with more success than previous at.empts with
computer-based planning models.
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WBO USES HEGIS DATA FOR WHAT PURPOSE?

; Loyd D. Andrew
. Associate Professor of Higher Education ,

Virginia Polytechnic Institute

Is Higher Education General Information .Survey a neces-
- sary and useful data base for determining the Condition of
Higher Edfitatior and developing policy for this enterprise in
relationship to national interests? In 1979 the National Center
of Education Statistics commissioned a study to answer the ©
following gquestions concerning HEGIS:

Who uses- HEGIS data and for what purpose? How is the

. quality of HEGIS data perceived ip terms of accuracy, timeli-
ness, and characteristics of computer tapes and related docu-
mentation? To what extent are universe data and annual surveys
required? What could be done to improve the usefulness of HEGIS

‘ data for analyzing and reporting on the Condition of Higher

Education?

»
LSS

Methodology

In attempting to answer these questions, several different
research methodologies were employed: 1) two distinctly dif-
ferent types of literature review; 2) more than seventy inter-
views of many differept types of users and contributors to HEGIS;
and 3) two different surveys of samples of two different popula-
tions of users.

Literature Review

First, = review of the literature of higher education and
publications concerned with some aspect of the impact of higher
education on American society was conducted. In this review,
two quite different apprpaches were employed: 1) a conventional
review was conducted to determine trends in use of the data,
and 2) a statistical sample of the appropriate llterabure was
drawn to determine the level of use.

s

Interviews

The review of the literature provided a written and statis-
tical *report on the uses of HEGIS in publications. In addition,
it enabled the investigators 1) to identify some of the major
users or potential major users of data--key scheoclars, contrac-
tors, education asscciations, government agencies, and founda-
tions, and 2) to develop guaestions for the interviews and surveys.
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Each interview required from one to two hours, for the inter-
viewers attempted to learn not only how the interviewee had
used HEGIS data but also what impressioans or oplnlons he had
about its quality and its use or potential use in the higher
education enterprise.

Surveys

The reviews of the literature, suggestions of a Technical
Advisory Panel, preliminary interviews, suggestions of NCES -
staff, and log of purchasers of HEGIS computer tapes and EDSTAT
services provided the basis for identifying two different popu-
lations to be sampled and the design of two questionnaires. A
statistical sample of states and institutions within those states
was taken. This survey covered all of the research questions
set forth earlier. A second sample was drawn from the log of
purchasers of HEGIS data. The second survey, designed to be
user specific, covered most of the questions set forth earlier,
as well as technical guestions about HEGIS tapes.

Conclusions

Despite the different methodologies and different popula-
tions that were sampled, there was major agreement on most
issues concerning the uses of HEGIS data for analyzing and
reporting on the Condition of Higher Education at all levels.

Most of the hypotheses developed during the review of
literature and initial interviews, and subsequently tested
through further interviews, surveys, and with audiences of users,
were supported. The following includes a statement of these
hypotheses and the degree to which the findings supported them:

1. HEGIS data have provided a foundation or base’ for the
majority of reports and books that have affected public policy
on higher education. Almost everyone that was interviewed agreed
with this hypothesis while admitting tco the principal investi-
gator that it is difficult to show a direct cause and effect
relationship. As noted more extensively in the body of the
complete report, many factors and interests contribute to the
development of public policy, not least of which is the lobbying
of representatives of higher education. During the process of
setting policy and making law, lobbyists and analysts at both
the executive and legislative levels have to consider the in-
terests of many constituencies and their_conflicting priorities.
However, it appears from a review of higher education as well as
from other literature that ideas behind much policy and law
generally precede the full development of policy and its

conversion into law by several years. In higher education, for




example, the Carnegie Commission for the Study of Higher

Education has produced extensive studies on higher education

using HEGIS and other sources, such as the Census, to describe

the condition of higher education and provide a foundation for

policy recommendations. It seemed to this author and to many
-~ - interviewees that a considerable amount of higher education

law and policies -in-the seventies appeared to be derivatives

of much of what was recommended by such foundations as Carnegie

and the research sponsored by various federal and state agencies.

Other evidence that HEGIS data providecs a base for law is found
—_— in the extensive quotation of HEGIS data during Congressional
Hearings on Higher Education and reports by interviewees. Most
educational associations develop voluminous reports on the con-
dition or precjected condition of higher education for their own
constituencies as well as appropriate staff of Congressional com-
mittees and executive agencies. In addition, the staff of
associations and of Congress work closely together.by telephone
and memoranda with association staff supplying data or analyses.
The data come from the associations' own research, the Bureaus
of Census and Labor Statistics, and from HEGIS. (For an example
) of h?w associations work with Congress, see Roark, Oct., 1980,
. . p. 3). /

2. Erroliment and financial data are used much more ex-

tensively than other survey data for analyzing the Condition of
Higﬁer Education, for;poIlcx analysis, and for making decisions
at state and local leveis. This i1s probably true. (True is used
here and elsewhere in the report in a relative sense.) However,
Degrees and Other Awards Conferred data are used extensively in
conjunction with enrollment data for manpower planning and .
evaluating affirmative action programs and persistence of stu-
dents. Faculty and employee salary data is reported extensively
as is tuition and fees because of -the impact on personal and
institutional decisions. These data are used to some degree in
policy development.

i 3. Accuracy has improved. Generally the accuracy of :ill
surveys except the financial survey is deemed acceptable. The
financial survey file is probably used more than cother files in
making complex analyses of the condition of higher education.

Moreover, there are many difficulties in reporting and inter-
preting financial data because of differences among institutions
in government and accounting practices. Thus, reports of dis-
satisfaction with the relative accuracy of the HEGIS file were
not ‘expected. The major problems with the financial file are
summarized in a report by Jim Hyatt and Nathan Dickmeyer, An

Analysis of the Utility of HEGIS Financial Data, May 22-23, 1980.
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. files. Some researchers are concerned about the levels of ag-

&

It seems that many of the problems with thé file would
probably be corrected by more extensive documeantation about
the accounting practices and governance of certain institutions.

What was unexpected was the relatively high esteem that
surveyees and interviewees had for the accuracy of most of the
files. A recent study-by NCES confirms the opinion of surveyees
and interviewees about the relative accuracy of enrollment data.
A 1979~80 NCES studv reported that there was less than one per-
cent difference between survey and audit data on enrollment.
However, certain caveats are in order about the accuracy of the

gregation in the files on Enrollment and Degrees Awarded.
Another respected researcher believes that the financial file is
more accurate relative to the other files than perceived and
that the concern about the file is a function of its extensive
study and use as she believes expectations concerning accuracy
increase with the use of data. It is also worth noting that

one interviewee familiar with how library data has been colleck ed—”///’
or estimated in the past questioned the accuracy of this file.
Library and facilities data have not been reported or collected
for some time and, therefore, not‘:used extensively, at least for
complex analysis, in the last few years. :

1Y

4., Timeliness of HEGIS data is' seen as a major problem.
This is the major problem:with HEGIS. The delay of nearly a
year or more, justified or not, between collection and distypi-
bution of data in machine processable form and hard copy p 12
cations is seriously -ffecting the use of HEGIS. ‘Though there
has “been recent improvement in teleasing tapes of certain files
faster, there is still considerable dissatisfaction with the
timing of releases. This dissatisfaction is reflected in ]
findindgs from surveys and in the comments of researchers who
work for both educational associations and institutions, charged
with reporting to their constituencies and/or supplying data
for making administrative and budget decisions. Students of
higher education also voice the same complaint. The.lack of
timely data, as well as difficulties in accessing it in machine
processable form (if one doesn't use it regularly), probably- ’
leads institutions and asso@ciations to do more collecting of
data through their own surveys (formally.or infGrmally) that
would be unnecessary if HEGIS data were released more quickly.

However, the expectatioéi of some igstitutional researchers

for delivery of data to suppdrt budget proposals, etc. can

probably not be met. The primary purpose of HEGIS was and is _
to report on the condition of higher education at the national ‘
level, though such reporting necessarily requires analyses of

various sectors of the enterprise. But, the data are aeso used

for secondary purposes (for example, maklng comparisons among

—
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institutions by institutions and state agencies). These uses
have occured because the system provides for consistency in

.reporting on such matters as finances, degrees and enrollment

for a universe of institutions. Gencrally, comparative data .
are wanted by state agencies and institutions for budget analyses.
Since the budget cycle is almost continuous at the instithtional
level and budget development for the next year generally begins
before actual data on the current year are collected by HEGIS,
institutions find that they are required to use projections
and revise them as actual data is-collected. These revisions
quite often are occurring as their reports to HEGIS go forward ;1
to intervening agencies, such as state boards, for edits and

\

eventually forwarding to NCES for further edits. Thus, by the
time NCES has the data for edit, institutions may have completed
their budgeting process for the next year. The cycle and the
process therefore appears to preclude NCES' ever delivering -
reports in time to support budget requests by institutions.

- Thus, what is going on will probably continue, and, in a sense,
_provides a use O0f HEGIS in an informal way--the trading back

and forth of data among ingtitutions which they have .collected
for their own management or for HEGIS long before such data does
or cculd possibly appear in HEGIS reports. 4

This is not to excuse HEGIS from the requirement to report
results of its surveys earlier, Currently, certain HEGIS data
are reported in hard copy form as much as two years after the
data were collected. Tapes and publications tend to be released
as much as a year or longer after the:data are collected. Thl
is unacceptable. There was general consensus among interviewee
that the data should be published in both machine processable
and haré copy between six months and a year (even if this meant
leaving out late reporting institutions, thereby sacrificing
completeness iff/ignuracy) after collection.

5. The uses of HEGIS data have increased significantly in
recent vears, particularly in the sophistication with which they
are used.

5. HEGIS deta have not been used as extensively as they
might be in reporting on the condition of women and minorities
in higher éducation because overhead or start-up costs in using
HEGIS data for analysis is relatively high. Experienced users
tend to disayree that start-up costs are high; but then they
have already p2id those costs. There has been a spurt of studies
on ethnic groups and women in higher education in the last year,
quite a bit of it being published and disseminated since the
review strictly was in its final stages. Thus, the conclusion
may not be tenable in the future.
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. 7. HEGIS is a system that would have to be invented if

it were not already in place because of the increasing need for
data in policy making and planning. Everyone agreed with this
notion.

. 8. More data are wanted on student characteristics and
financial aid. Without question more information is wanted on
the latter. There appears to be more disapproval than approval
for HEGIS ccllecting data on student characteristics, institu-
tional quality and outputs. However, there is more and more
demand for such data from policy makers and consumers. Data are
being gathered, and data bases are in place or being developed.
Some interviewees suggested that NCES should act as a broker
in gathering data from other Department of Education program
offices,  funding the collection and maintenance of data bases,
and disseminating data.

9. The collection of HEGIS data has had an impact on the

discipline and sophistication of data collection systems at
institution and state Tevels. This seems to be a reasonable
conclusion. It was generally agreed that this discipline has
facilitated the exchange of information among institutions.

10. The collection of HEGIS data does not impose a heavy
burden on institutions since most of the data would be collected
by institutions and/or states for management purposes anyway.
This conclusion seems reasonable although opponents of govern-
ment regulation and data collection may argue with it. The
interviewees did not see a heavy burden for ongoing systems.
There is.a distinct burden cost when changes are made in tax-
onomies, questionnaires (both of which can cause reprogramming)
and/or in schedules.

11. Institutions are concerned about the uses of HEGIS for
comparison purposes. This conclusion certainly holds for
comparison of unit costs, resource allocation, and funding.
Generally, institutions do not believe the data can be used for
institution-to-institution comparisons because of timeliness,
or lack thereof; lack of appropriate dutail; differences in
organization and accounting practices; and inappropriate com-
parisons of unlike institutions.

12. There was general agreement that data are required from
all of higher education because of differences among institutions

and the uses to which the data are put. Moreover, most com-

pilers at the institutions felt that the burden of collection

would be increased rather than lessened if a sample of insti-

tutions was taken because of the increased problems in planning
for and managing the collection.
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Other conclusions indicated by the findings are the
following:

HEGIS data can be used for making comparlsons among
In fact, many would argue that
it 1s accurate enough, when ‘handled approprlately, for maklng

l.

state~to-state and inter-institutional comparisons.

2. HEGIS is not being used as fully as it might be for
Eglicx analysis, glanning, and evaluation by either businesses
or universgity _sc ars.- -As noted eariier, there 1is only a small
coterie of scholars and students in universities ‘that is using
HEGIS for the above purposes. While there are strong indications
that data are being used somewhat by kusinesses for planning
recruitment and evaluating or negotiating affirmative action
programs, these uses seem fairly unsophisticated. There is

little information in the general literature on higher educatlon
about the contents of HEGIS and how to use it. »

‘

RECOMMENDATIONS .

Several recommendations follow naturally from the above

conclusions and are divided into two sections. The first group

of recommendations are those, not necessarily in order of prior-
ity, which should obtain first -attention of the National Center
for Education Statistics. The second group, again not in order
of importance, are those which should claim NCES attention after
the first group. The recommendations are organized in terms of
objectives, and each objective includes recommendations or sug-

gestions for achieving the objectives.

First Priority Recommendations

Improving Timeliness' of Dissemination. As noted in the
conclusions and indicated in findings from the literature as well
as from surveys and interviews, the major complaint with HEGIS
is the timeliness and form in which the data is reported after
collection. For example, a survey -of the literature indicated
that frequency of use generally parallels the collection and
reporting of data. Moreover, and somewhat contrary to earlier
expectations, the publication and distribution of the data in -
hard copy as well as on computer tapes.is necessary since many
researchers and governmental staff need to refer tc published
material for quick information. At the same timz, machine pro-
cessable data is required for complex analyses and full reporting
on the condition of higher education by sectors.

Therefore, it is recommended that NCES do what is necessary
to obtain the timely support of other government agencies, in
particular” the Government Printing Office, to expedlte the
publication of reports-in hard copy while improving the timeliness
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of access of machine processable data by tapes or EDSTAT ter-
minals by speeding up editing, data processing, and reproduc-
tion cycles. It is recognized that improving timelinpess to

- meet a target release of six months to no later than a year

after data ¢collection may require publication of data prior to
the receipt of reports from certain institutions or states.
Their absence and the reasons for such absences should be

"noted in the reports. At the same time, it would probably be

useful to continue to input or estimate data for the missing
institutions, so noting.

Insuring Completeness and Continuity of the Data Base.
While a major priority must be givén to early reporting of
HEGIS data, even if this means publishing prior to receipt of
reports from all institutions, provision should be made for
including data from the tardy institutions us they are received
in both hard copy publicatiéns as well as the machine proces-
sable data files. Thus, provision should be made to issue ad-
denda in a timely fashion and revise the master data files.
These addenda should be published, and the files should be

‘rev1sed in a timely and incremental manner.

Dissemination of Data. NCES sh%uld give increased atten-
tion to improving the dissemination of HEGIS data. As noted in
the review of the literature, there is little information in the
general literature of higher education about "how to use" and '
the availability of HEGIS data. Users of the data generally

find out about its availability from NCES publications$ or’ from

prior.users. Several methods of improving dissemination should
be cons’dered by NCES:

1. Presidents of institutions and those in the 1nst1tut10n
who are charged 'with the collection and compiling of
» HEGIS surveys for their institutions should he provided
special reports that show how an institution compares
with its peers or in its region.

2. Nct only presidents of institutions, but also those
who actually complete the surveys, should receive com-
pllmentary copies of the HEGIS reports or, at the
minimum, abstracts of such reports.

3. It would be helpful if known students of higher educa-
tion received eituer abstracts or copies c¢f HEGIS
reports.

4. The feasibility ~f NCES licensing or-otherwise supporting
certain private or non-profit agencies to distribute
HEGIS data files and/or to provide special reports from
HEGIS data files should be investigated. Certain con-

.
~
!
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tractors and non-profit institutions are currently
acting as retailers of HEGIS data by performing special
edits and/or reports for one or more institutions.
However, the availability of these services does not
appear to be widely known. NCES is now supporting
several efforts, sometimes in conjunction with other
agencies, such as the National Science Foundation,

to upgrade the quality of HEGIS files, particularly
historical files on finance and enrollment. These
efforts should be catalogued, and the availability of i
these files should be widely disseminated so other users
could obtain access to the upgraded files, either
through NCES or the agencies at a reasonable cost.

5. The current practice of NCES in releasing the results
of HEGIS surveys in bulletins and press releases should
be extended.

Increasing Contract Support to Encourage-Small Users of the
Data. The findings suggest tlhat the major impediments to the
uses of HEGIS data are lack of timely release, lack of knowledge
about the availability of the data excépt among a small coterie
of users, and "start-up" costs for a new user of HEGIS computer
tape files. Several recommendations have been made above for
improving the timeliness of reports and the dissemination of
reports., ,

However, there is still the problem of encouraging the use
of the data for research and reporting on the Condition of .Higher
Education. The quality of the data in terms of timely reports
by institutions, accuracy,.and completeness (as well as com-
plaints about its current quality) can be expected to improve
with the use of the data. Thus the richness, accuracy, and
completeness of the resource for analyzing the Condition of Higher
Education to support useful and insightful policy and law would
grow through use. For example, the value of the data has zlready
been enhanced by NCES and foundation-supported studies that have
highlighted the plight of certain sectors of higher education
in terms of enrollment projections and financial resources.

Other researchers have heen encouraged to use the data to des-
cribe the status of disadvantaged or new clientele in higher
education; for example, blacks,hispanics, and women. However,
such contracts and grants have not generally provided support
to a large body of researchers.

Therefore, it is recommended that more support be prcvided
to students of higher education for using HEGIS data to examine
conditions generally outside the primary interest of education
associations. One model worth examining is the small grants

~-40-

uJ




—— —— —dete.mine-what data—are-available in these offices and what is - R

program of the National Science Foundation, which supports
research u51ng NSF data flles t6 study higher education pro-
grams in science.
At the same time, NCES should attempt to obtain additional
A staff support for more,in-house analysis of HEGIS data and using
such data in conjunction with other files.

Collecting Financial Aid Data. Reports of previous studies
for improving HEGIS data as well as the findings of this study
, indicate that NCES should give hiyu priority to collecting and/
or disseminating more data for evaluating the impact of €inan-
cial aid programs . J for developlng policy in this area.

There are complex problems in defiring what data are neces-
sary and how data should be collected regarding the impact of
financial aid programs on the resources of institutions, equality
of opportunity, and choice_ for student. Much of the datarmay
already be available in other offices of the Departmencf f
Education and in the Office of Civil Rights.

Prior to implementing a new collection effort, ﬁCES should

necessary to include in HEGIS where it could be easily accessed ‘
for anal ses. However, it is likely that all of the necessary

data are not yet beind .collected by either government or pri-

vate agencies. It may be necessary to collect data from Stu-

derits who do not receive financial aid as well as from those

who do. In such a case, it~would probably be useful to take
statistical samples of the student body. This will represent

a new practlce for HEGIS and the institutions who compile q
HEGIS data since they now complle data through the institution

from the universe of such populations as student, faculty,

dollars, and space. .

Contlnuatlon of Universe and Yearly Surveys. Oneof the
problems of this study was to determine whether universe data
should be collected and how often surveys should be made. All
but three (facilities,‘libraries, and total employees) are
made yearly. oth users and compilers of data for the surveys
agreed that unlverse data was required, because of the diver- *
sity of institutions, and ‘that regular surveys were necessary.
Management of the data collection process is facilitated (and
thus the burden is eased) when compilers can plan for the data
collection on a regular basis. It appears that data that is
collected yearly is required on a yearly basis and that the
collection and publication of library and facility data should
be done with more regularity and perhaps more often.

-
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Therefore, it is recommended that 1) universe data
continue to be. collected; 2) that the data now collected yearly
continue to be collected yearly; and 3) that the collection
and dissemination cf facility and library data be scheduled
regularly. -

Collection of Facility Data. It has been several years
since facility data have been collected by HEGIS from the in-
stitutions. During this period, there have been many predic-
tions that higher education has excess -capacity in both
racilities and faculty for projected enrcollments. Given these
predictions, it may be that investment in facilities has de-
clined while facilities have aged, equipment has been made
obsolete by newer technology, and needs. have changed because of
enrollment shifts by region, school, discipline, and other fac-
tors. But whether the above is true is not kiown since there
has not been a recent survey of facilities.

Therefore, it is recommended that NCES conduct a facility
survey in 1981 as planned. At the same time, NCES should begin
a study to determine whether and how the current survey instru-
ment -should be revised for follow-on surveys. to determine more
fully the effects of deferred maintenancz, technological ob-
solescence, and shifting needs-on facilities. Unfortunately,
most institutions of higher education, unlike private businesses,
do not provide or account for depreciation and technological
obsolescenre. Thus, the design of an appropriate. survey
instrument will require considerable thought if the instrument
is to collect data that will adequately describe the condition
of higher education facilities in relationship to needs.

~ Second Priority Recommendations - .

) Increasing the Scope of the Surveys. The literature, inter-
views, and conference reports on the utility of HEGIS data

suggest that HEGIS should collect additional information for

reporting on its condition. It has already been recommended

that NCES provide leadership in compiling and disseminating

data collected by the Department of Education program office

and the Office of Civil Rights that is already being collected,

particularly on the source and distribution of fiuancial aid

funds. Other additions or extensions of the surveys that should

be considered are the followinea:

1. Faculty Salary Data. In addition, there appears to be
a need for more detailed information on faculty salaries, at
least at the institutional level. Several institutional plan-
ners reported that faculty salary data by discipline are used
for making resource allocation and personnel decisions. However,
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members of the Technical Advisory Panel questioned whether

the data were needed for reporting on conditions at the national

level. There was also some fear that the collection of such

data would be difficult and might further delay the reporting of ,
salary data.

However, institutions do make faculty decisions by dis- .
cipline, and it can be projected that a good analysis of the !
status of women and minorities in higher education would require
faculty salary data by discipline. It is probable that data by
discipline is required only at fairly high levels of aggre-
gation—-~-for example, hard sciences, social sciences, and such
professional schools as business administration, education,
medicine, law, and engineering.

Since there. are differences of opinion on how badly the

data is needed and at what levels it should be collected, it —

for these data and the impact that such a collection would have
on improving the timely release of data that is now being col-
lected. :

2. Employee Data.  The data currently being collected on
employees in higher educatlon for other than full-time faculty .
is relatively limited. For. example, .current surveys.do.not
provide-‘very much useful information on part-time faculty,
graduate research and teachlng a551stants, research associates,
and post-doctoral candldates involved in teaching and research.

. There are indications that the. former mix of full-time faculty
"to other types of perscnnel for teaching and research is shift-

ing. Additional data on personnel could prOV1de information on
whether there are significant shifts in the mix of personnel and
hlgher employment opportunities for manpower planning. Therefore,
it is recommended that NCES consider the fea51b111ty of collect-
1ng addltlonal data on eqplgxee;. —

3. Output and Quality. The review of the literature and
interviews indicated that there is a growing demand for more
infornmation about the outputs, quality of higher education,
and student characteristics. Certain associations and scholars,
regularly or (more often) irregularly, collect data on output,
quality, and student characteristics. Perhaps most notable
among thege raports are Dr. Astin's yearly study of freshmen, .
(CIRP)*, the NCES National Longitudinal Survey of the 1972 high
school graduation class, and various profit and non-profit direc-
tories of higher education institutions. The latter often pro-
vide some data on student characteristics--in particular, admis-
sion requlrements 1n terms of grades and test scores.

* .
Cooperative Institutional Research Program
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Although there are increasing concerns for measuring and
reporting the quality and outputs of higher education and/or
for particular institutions, there is wide divergence on what
outputs and quality are and how thev can be measured. Despite
these problems of measurement, there is increasing anxiety
about perceived decline in quality, the potential effects of
competition for students on quality, and the lack of consumer
information to aid students and their parents in selecting
institutions. There also seems to be growing dissatisfaction
with using student credit hours or other enrollment measures
as the major measure for allocating resources.

Therefore, it is recommended that NCES support studies by
outside agencies to determine whether the demand for the above
data would justify the burden on institutions and/or government
agencies that collection of such data would impose. Support
should also be provided for research and development on measures
of quality and output. It is also recommended that NCES should
determine what is currently being done and reported by scholars
and associations and how .+t might best support these efforts
and act as a broker in disseminating the data widely for research
and reporting on the Condition of Higher Education.

Recommendations of the Technical Advisory Panel

In its review of the prelimindry draft of the final report,
the Technical Advisory Panel noted that the report provided
documentation that supported their perceptions that HEGIS was ‘a
necessary and increasingly more used data base for reporting
and analyzing the Condition of ngher Education. It strongly
supported recommendations for 1mprov1ng timely reporting and the
means that were suggested for encouraging the uses of HEGIS data.

It recommended that the report be widely disseminated and
that NCES and the hlgher education community support efforts to
get the recommendations implemented at the earliest possible
date.

It was also recommended that NCES commission a study to
determine (1) the relative investment in collecting statistics
on education, (2) the efficiency or effectiveness of current
collection and dissemination efforts, and (3) what might be done
to improve effectiveness.
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YSIS OF

AN ANALYSIS OF THE UTILITY
OF HEGIS FINANCE DATA IN CONDUCTING
. INSTITUTIONAL AND HIGHER EDUCATION SECTOR COMPARISONS

James A. Hyatt
Associate Director, Financial Matiagement Cent: <
National Association of College and University Business Officers

-

Purpose of the Joint Study Group

On May 22 and 23, 1980, & joint study group of institutionmal, state,
and federal higher education representatives was convened in Washington,
D.C. to identify issues concerning the utility of HEGIS finance data for
institutional and higher education sector comparisons. Areas of principal
concern related to the consistency and comparability of the data
collected. The principal objectives of the study group were:

1. to review the current uses of HEGIS finance data,

2. to examine problem areas related to the utility of HEGIS
finance data, and ..

3. to outline recommendations for improvizg the utility of
HEGIS finance data.

Potaential Usars and Uses of HEGIS Finance Data

Potential usisrs of HEGIS finance data identified by the study group
ware: )

0 Federal policy analysts: HEGIS data, for example, have been

used to exsminz the zffect of federal policies on

institutions. .
o Regional associations: The Scuthern Regional Education

Bosrd (SREB) has uzed HEGIS finance data to examine reveaue

and expanditure trends for its hember institutionms.

) State higher education groups or systems: Iowa has mdde
data available yearly for both public and independent
institutions. These data are used by institutions fér
comparison purposes. s

) Institutions: HEGIS da%ta are used %o compare institutional

performance with national trends.

Potential uses of HEGIS finansce Jdata identified by the study group
included:

. o Issue-oriented policy analyses: HEGIS data can be used to
examine the impact of institutional aid on institutioms.

o Planning: to examine ~evenve and expenditure patterns over

time.
o Budgeting: to provide an overvisw of higher education
expenditure and revenue putterns at che state and national

level.
~45-
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o Identifying peers: to identify groups of institutions with

’ .similar programs, student markets, and/or resource patterns.

o Dia onég; to examine specific strengths and weskneses in
Institutional financial condition.  HEGIS data can also be
used in the development of 'financial indicators of

N institutional performance.

Problems Related to the Collection and Dissemination of HEGIS Finance Data

——— e

Based on the .uses of HEGIS finance data outlined above, the study
group idemtified the following problem areas:

o Response Rate: A consistent response rate over time is
important in using HEGIS finance data for longitudinal
studies. - ‘ -

) géglgzgcwnchcfits: State payments |for employee benefits do not
' — alvays— —through-institutional accounts and, therefore,
may not be reported on the HEGIS form. e —

cf copriation Structures: Institutions may receive
state and federal fuuds throu h a variety of appropriation
structures, e.g., state funds\for public health labs aund
indigent care; If only-total {nstitational expenditures are
compared, this can lead to ina propriate comparisons.
‘e  Diversity of Organizational Structures: Differences in the way
that data are reported for medical schools, central
_ administrarion, or operation of extension and research
: . institutes should be considersd when conducting
comparisonss In 22 states, for example, the health
. professional, programs are part of am overall institution
health finafice and enrollments are not separable.

o Universe Encompassed by the HEGIS Finance Survey: Approximately
~ 3,170 institutions are included in the HEGIS universe..  The
composition of the HEGIS universe, however, can change from
year to year. An cxample is the variation in state
reporting on the postsecondary component of vocational and
technical institutioms. . o

o Institutional Classification Structure Used by HEGIS: The study
) group indicated that the classification structure used by
HEGIS must appropriately differentiate between various types

of institutions. This is particularly important in
conducting appropriate comparisons of like institutioms. '

o Student Aid Support: There is concern that student aid support

reported in HEGIS wmay be understated by the amount of
support going directly to students.
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LDebt Management and Service: ° Variance in the way debt service
is included in HEGIS reports can serxously hamper
1nst1:utzonal comparisons. For example, in some states it
is handled through a separate state agency, while in other
states it is handled by the institutiom.

-0 Reporting Practices: Despxte effcrts to improve reporting
practxccs, the way in vhich data are reported can vary from

institution to institution and from year to year. .

o Cha;geback: In those instances in which a large university Do
system provides service to other campuses, the finances for
the campus providing the service will be overstatad unless

, ~  some form of chargeback is ised. . —
o Imputation and Estimation of Institutional Data: Data are often
o imputed or estimated for institutions that fail to respond

to the HEGIS finance survey. The study group suggested that
it would be helpful if details of this imputation process
were made explicit.
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Recommendations of the HEGIS Study Group -

In an effort to improve the utility of HEGIS finance data for
jnstitutional and higher education sector comparisons, the study group
formulated the following recommendations:

1. Increased participation by institutional tepresentatives in the
indentification of data collection problems. Higher education
organiza.ions should work with their members to improve the quality
and utility of the data collected.

2. 1Increased use of NCES regional workshops to answer questions
concerning HEGIS and to solicit institutional feedback on HEGIS forms
and procedurcs. : ) R )

3. The study group differed over ways in which HEGIS finance data should
be used. They were supportive, however, of NCES' past efforts to
facilitate the data collection process.

4. Periodic review and revision of HEGIS survey instruments, with
particular attention to the definitions contained in the HEGIS forms.

A technical advisory group of institutional, stat d national
representatives should also be formed to assist NCES in the revision
process.

v

' S. Provision of fesdback to participating institutions through the uase of

institutional profiles. Thess profiles could be constructed by NCES
using dats submitfed by institutions. The National Science Foundation
currently uses this approach and has found it baneficial.

6. NCES needs to document a procedure for correcting errors in prior-year
data tapes. These procedures would help to preserve the integrity of
the data. v

7. qﬁ‘bf state higher education agencies to facilitate the coliection of
HEGIS finance data. These organizationms siiculd be encouraged to
/ﬁ strengthen thei~ editing activities. It should be noted that the
¢ % SHEEO/NCES network currently provides feedback to NCES on survey forms
and- procedures. \

8. Improve the continuity of NCES data processing procedures by
W implementing a standard format for all data tapes, across both surveys
~ and years, and by more closely mqnitoring the production of data
tapes.

9. Establishment of a fixed and regular schedule for the release of HEGIS
finance data.

"10. Provision of HEGIS finance data users' manual to aid users in
understanding how BEGIS finarce data are collected, process=d, and
disseminated.

- /

11. Creation of a longitudinal HEGIS finance data tape. This tape would
be updated periodically to incorporate any sprractions in the data and
would ensure data consistency. °
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12, Improve communication with data providers and users by working more
closely with institutional and state higher education associations.

13. Establishment of a data users group to exchange infomnstrion ou the
uses of HEGIS finance data. N

Publication of Proceediggs\of the Joint Study Group
. A report, entitled "An Anal sis of the Utility of Hegis Finance Data

in Conducting Institutional and Higher Education Sector Comparisons:

Proceedings of the Joint Study Group on the Utility of HEGIS Finance
Data,” has recently been published by NACUBO. This report describes in
detail the concerns and recommendations of the study group. The report *
also contains four issue papers, which highlight the experiences of higher

AN

education institutions, state coordinating boards, and research
organizations in using HEGIS finance data.

—49-

v
ko

o N\



_PROBIFMS IN PROVIDING A NATIONAL FINANCIAL DATA BASE
FOR USE IN MANAGEMENT AND [D_ANALYSIS DECISIONS

. Norman J._ Brandt
Survey Director

University and College Surveys and Studies Branch
National Center for Education Statistics

In 1956, HEGIS was born. HEGIS, an acronyn for the Righer Educaticn Seneral
Information Survey, was not a survey; it was Several surveys. Among the .
component survey areas were enrollments, degrees awarded, financial statistics,
institutional characteristics, and employzes. Its purposéd was to collect a
variety of general information on colleges and universities. :

HEGIS was developed to satisfy Federal data neeas and in particular," . . . to
collect and disseminate statistics and other data . . . on the conditions of \
education in the United States,’ the mandate of the National Center for Education

.Statistics.

As the years rolled by, HEGIS gathered manentun. It bejan to collect data for other
Federai agencies. Oftan these other agencies were able to discontinue their own
higher education surveys, much to the relief of over-burdened college officials.

In addition, the education departments of several states as well as some professional
and education associations began to rely upon HEGIS as a data collection vehicle.

As HEGIS® viability and visability increased, more and more researrhérs began <0
use HEGIS data. As a centralized nation-wide survey (or group of surveys)
offered several advantages- l

J

1. It was a univer'e, not a sanple, survey. It collected data for public
and private institutions, universities , other 4-~year colleges and 2-
year cclleges. It covered all 50 States, the District of Columbia,
and U.S. prssessions. ]

2. The survey populations of the enrollment, finance, and faculty
surveys were n2277y identical in coverage, thus allowing Cross-
field or second level analyses.

3. The core of HEGIS was basically repeated year after year, thus
: permitting trend analyses. ,

4. HEGIS frequently benefitted from the support of professional .ad
education associations. It (HEGIS)'was modestly praised by the
President’s Comission on Federal Paperwork. And most importantly,
college and university officials took the time and ajgravation to
participate in the surveys, giving most HEGIS surveys bEtter than
90-percent response--pretty jood for voluntary surveys!

5. The data provided by HEGIS were cost-efficient. The tapes could
be purchased for about $100.00 and the publications were free.

(The price was right!)
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As the Seventies began to wane, most of us in higher education saw distressing
onens of bad times ahead. We could see that ths number af high school graduates
would drop; we read about schools being forced to close their doors. Costs

for utilities, supplies, and nearly everyth1ng else were skyrocketing and
sourres of revenues were limited.

Institutional managers and public policy analysts looked to researchers for
spyecific information about higher education's current situation and its
future. They wanted to make decisions based on facts, not fears. And- they
‘turned to the HEGIS survey of college and university finances.

With the increased usage of HEGIS firance data, researchers and other data
use{s g;gan to sea problems with the data base. Same of these problens
included:

1. The available data appeared to be two or three years old.

2. Data for individual institutions often had errors or omissions.

3. The survey form changéd in FY 1975 to conform with national
standards for reporting finances and longitudinal studies
required conplex cross-walks.

4. Fund accounting--the kind most colleges use--was ambiguous.’
' The HEGIS finance categories were often frustratingly broad.
John Minter assessed the accuracy of HEGIS finance data and i
found them wanting. And many would-be data users were discouraged.

Despite these shortcomings, HEGTS still had the advantages wmentioned before
and HEGIS continued to be studied. Probably, most of us in the room today
have looked at HEGIS data at one time or another. And instead of despair,
you offered constructive criticism. You told us, " HEGIS has got to improve;
its. got the potential to be a vajuable resource.’

S0 NCES stepped up its efforts to improve the acéuracy, timeiiness, caﬁpara-
bility, and reliability of the finance survey. What did we do?

1. We reorganized NCES to divest the 4EGIS staff ‘from the responsibilities
of nandling requests for fnformation and preparing analyses. OQur
assigmment was to speed up the turnaround txme\by releasing the
computer tapes with clean data bases as soon as possible.

2. We produced " Early Releases’ within six months of the survey's
due date which gave clues as to significant national trends in
higher education finance. (We did this in other survey areas
as well.)

3. We developed editing and processing specifications for our data
editors.
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4.

5.

6

7.

8.

9.

We issued the Higher Education Finance Manual, 1975 to help respon-
dents provide more accurate data.

We developed our relatjons with our state coordinators. Now there
are 44 states who actively help us with HEGIS colfections. Many of
then even edit the data for us and call the schools in their states
if they spot unusual data.

We supported NACUBO's efforts to assess the utility and limitations
of the HEGIS finance data. NACU30 and SHEEQ, working independently,
pinpointed several comparability problems with which responsible data
users should be cognizant. P
We comissioned a series of validation studies. The current contract
is with Arthur Young Company to validate the accuracy of the HEGIS
finance and faculty/surveys. This validation study will tell us how
accurate our data are and where the data are weakest. We will learn
how to improve our ingtructions and definitions to reduce reporting
problems. We willﬂg?ﬁ?fy any current editing procedures which are
determined to be ntar-productive to improving the data base.

We've begun to hold regional workshops with state and- institutional
representatives to discuss our postsecondary education data collection
plans in general and about HEGIS reporting in particular.

We sponsored the VP1 study of uses of HEGIS data. The final reports
will be out in a few months. Dr. Andrew has discussed many of the
uses of HEGIS data. Other major uses of the finance data include:

. {a) Higher Education Financing in the Fifty States by Marilyn McCoy
and O. Kent Halstead; (b) the ACE/NACUBO F%nancial Conditions

Project; (c) the NCES/ACE/AACJC/NACUBQ study of Comparative Costs
at Community Colleges; (d) the Condition of Education report by
NCES; (@) the Bureau of the Census; and (f) the Title III (Aid to
peveloping Institutions) program .adninistrators. People are using
these data!

10. We are investigating state-of-the-art data processing software

packages that will give us greater flexibility in updating current
and past data files. We would like to provide cross-file and trend
data to our respondents for two reasons: first, to spotlight
potential reporting problens and secondly, to give institutions data
that they can use.

That's tne good i1.2aws. The bad news is that NCES has lost about 25 percent of its
staff, that Congress has cut our budget, that GPO still takes from one-and-a-half
to seven months to print our publications, that our clearance procedures (which are
designed to prevent unneccessary or duplicative Federal data collection efforts and
to reduce respondent burden) are tougher and add to delays in mailing HEGIS forms to
the schools, and etcetera and ad nauseum.

2= O




But the worst problem all of is bad reporting. Although it has been improving
recently, we still get finance survey forms with omissions and errors--an
average of six errors per form. And there are 3,290 foms. In addition, the
responses are late. The due date is October 31, just a week away, and currently
we have received about 500 forms.. We will still be receiving FY 1980 finance
forms in June of 1981. I can't clean up the responses, inpuie for no.responses,
and provide a tape much bafore Ncvember if [ don't get the responses until May
or June.

To briefly sun all of %his, HEGIS has r.ew and more difficult demands on it in
1980 than it had in 1966. And the need for decent management information for
this $50 billion-a-year industry has never been greater. We've solved major
problems but we still have lots of ronm for improvement. I thank you all--the
associations, the institutions, the states, the researchers, and the critics--for
your support in the past and I look forward to working with you in the future.




A STUDY ON THE FINANCIAL CONDITION
OF THE STATE OF WASHINGTON'S INDEPENDENT
HIGHER EDUCATION

- A Preliminary Analysis

\ K. Scott Hughes
Senior Consultant
Peat, Marwick, Mitchell and Co.

INTRODUCTION -

The llterzal for this paper is bazed on the prelxnznary results of a study
prepared by Peat, Marwick, Mitchell & Co. (PMMECo.) for the State of .
Washington Counc11 for Postsecondary Education. The study 1is being
prepared as a result of a request by the State, through a House Higher
Education Committee Resolution for an accurate assessment of the current
and projected revenues and financial condition of Washington State's
indcpcndent four-year collages and universities. The material contained
in the PMM&Co. study will be used as background material for a compre-
" hensive report being prepared by the Council for presentatiom to the House
Bigher Education Committee.

The materizl contained in the Council’s report will be used as backgroﬁhd"
‘for further analysis rega:ding the public policy issues involving the’
independent higher educatinon sector in Washingtom State.

The preliminary analysis from the PMM5Co. study indicates that public
policy actions can have significaut impact on the State's 1ndependen:
higher education sector. The public policy areas of most significance are
enrollment, student financial aid, and anti-inflation measures.

The remaining portion of this paper describes how the PMM&Co. study was
developed and how the independent higher education sector can be affecced'
by public policy actioms.

The financial data used in the study have been provided by John Minter

Associates. The approach for the study has been adopted from the work of
the American Council on Education (ACE) and the National Association of
Colleges and University Business Officers (NACUBO). The two associations
collaborated to publish Financial Self-Assessment: A Workbook for Col-

leges. The workbook describes assessment of the financial condition of the
independent institutions.- The basic concepts and approach were used for
the State of Washingtom study.
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In order to assess an institution's financial comndition and evaluate its
relative risk, injormation needs to be ga:hcred which includes non=
financial as well as financial data. The data used in the study are grouped
in the tollowxng caccgonu.

é

e Eavironmental .
o Institutional , -

Financial resources
Flexibility
insncial® rescurces
Chang« aff.c:mg fxmcul resources

Bucd on the research cnnducced by ACE and 'NACUBO, a small uumber of core /
statistics have been developed which serve as indicators for each of the

above categories. The purpose of the -indicators is to assess the relative
strengths and weaknesses with the use of rcadzly availablé and easily ¥
adcessible information.. Ome advtncnge of using a limited number of
statistics is the relative ease in :,nccrprenng the data and commnicating

‘the results. Also, the core statistics are very useful in identifying

s"eas rtquxr:.ng further analysis. However, the use of only a few
statistics also has its limitations; these are described later in this
‘sectiom.

The core statistics used in thc Washzngt:on State study are shown on the
following page.
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1 - APPROACH TO THE STUDY

’

-~

The study has been developed based on data cof 10 institutions. . These °
institutions are: . -

Fort Wright College

Gonzaga University

Pacific Lutheran University

Saint Martin's College

Seattle Pacific University

Seattle University . ¢

University of Puget Sound

Walla Walla College
" Whitman €ollege

thitworth College :
The purpose of the study is to sssess the overall financial condition of
the independent higher education sector in the State of Washingtca.

The study is based on the concept that an institution's financial condition
is dependent on two factors: the envirommect in which it exists and the -
institution's basic financial structure. Thess two factors are closely
related. Changes in the enviromment, such as enrollment .trends and
retention factors can affect the institutiom's financial stability and
organizational structure. In additiom, changes in the college's financial ~
structure, such as‘'due to increased academic emphasis, can affect the
enviromment and cause a change in student demand. '

Coupled with the concept of financial condition is the concept of financial
risk. The ease with which an institution's financial stability is affected
by its environrent is referzed to as its relative financial risk. —The more
susceptible an institutiomn is to the negative effects 6f the environment,
the greater is its financial risk.— -

s A -

- - &
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STATE OF WASHINGTON

A Study of the Finmicial Condition
of the Independent Hizgher Education Sector

Envirommental

P Enrq}lmcnc

e Retention Rates

v Iastituti/aal N

e Financial Resources

. _Flexibilicy

» Changes-Aftecting
. Financial Resources

WP

. Non-finaﬂcial Resources

" Statistics Used in the Study

Fall Tern FT} 's 1976 through 1979

Rn:u:nxng students each fall cern,
1976 ‘through 1979

Unrestricted Curren:’FhviQ Ratio
Endowment Funds Ratio

Acceptance Ratio
Instruction Ratio

Irstructiion Expenditures per_ .-
Studeat FTE = —

f“»Studenc/Fac”lcy Raczo
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Tuition Discount Raciq,




Methodolory

Each of the statistics were calculated for the ten institutions in the
study. The financial data were acquired from John Minter Associates and
supplemented with enrollment, faculty, tecenczon, application, and accep-
tance data.

The statistics ware then analyzed, and a profile developed based on the

' trends for the indicators. After the individual profiles were compiled, an

assessuent of the general conditions was developed. The overall summary
councentrated on the madian values of each of the statistics as well as
general trends that might be evident. For example, in many cases seven or
eight of the iunstitutivus have trends for a specific statistic moving in
the same directionm. In thcse instances, it is concluded that the
mdcmdent: sector as a whole has the same characteristics or tendency as
the m;or:.t:y of the institutions in the group.

Limitation

A study of this nature has limitations. A major limitation is due to the
possible misunderstanding of the purpose of such a study. The analysis is
not a comprehensive diagnostis evaluation of the State of Washington's
independent higher education s2ctor financial strengths and weaknesses.

For example, Do interviews or surveys of inst._tutional officers were .-

conducted and neither were there any examinations made of institutiomal
records and policies. These additional tasks were far beyond the scope and
cost considerations of an indica:orsfstudff of this nature.

Another limitation of the st:udy is poss:.ble misinterpretation of the data.

“For example, an institution with increasing Instruction Costs per Student

FIE uay ba suffering from the effects of inflation or it may be consciously
improving its academec program b‘y alloca:mg increased resources to that
area. Ooly through additional investigative effort can thorough assess-
ment be made. . The analysis and observations made in this report should be
usad as a basis for discussion among the institutions. Such discussion may
lead to improved strategies and possibly improved financial comdition®

Finally, the study does not, and cannot, measure the quality of the college
or university management and “the condition of the morale om campus. The
data used in this analysis result from the efforts of administrators,
faculty, and students. It is impossible to assign a value to the
dedication and commitment these individuals show in sustaining the
academic and financial viability of these private sector higher educatiom
institutions. :



II - DESCRIPTION OF THE FINANCIAL STATUS OF
INDEPENGENT HIGREA EDUCATION INSTITUTIONS IN WASHINGTON

This segction vf theé study describes a composite.overview of the financial
statuy’of Washington's 10 independent colleges and universities. Enroll-
ment trends are first examined followed by an analysis of retention rates.
These two factors set the stage /for a general assessment of Washington's
independent higher education sector.

Enrollment Tt

The enrollment treands for the Washimgton independent higher education
sector have shown modest .ud steady increases over the period 1975-1979.
Fall Term FIE's are shown for each of the institutions in Exhibit II-A.
Enrollments grew from 19,952 FIE fall 1975 to 22,043 in Fall 1979 - a 10.52

increase. Seven of the ten institutions experienced steadzrgg,xising“’

enroliment patterns iuring this period. e
" Projectious wade for4§g§n:a»popﬁliifgh growth in the State of Washingtom
indicates jt—the independent higher education sector will have a

sonable .chance of sustaining their enrollment levels. One of the more
recent studies conjucted by the Washington State Research Council 1is the
Agenda for the Eighties: The Focces Shaping Wasaington's Future, State

/'/

Growth and Economy. This report shaws Fashington being one of the "magnet”
states (Exhibit II-B) with.increasing population levels. These increases
will be due to an influx of both young professionals and retirees.

Exhibit, II-C shows three separate projections for Washington's population

through 1990; the estimated increases range from 17 to 25 percent in the

period from 1980 to 1990. . 2

The public sector policy relative to public enrollment levels will be of
major importance to- Washington's independent higher education sector; the
public sector enrollment policy has a direct impact on the enrollment
levels of the private sector. If the public sector maintains a policy
- aimed at sustaining its proportionate share of higher education enroll-
ments, the independent institutioms will be in a position of sustaining
thejr own edrollment levels.

Retention

An independent institution’'s ability to retainm studeats through their
four-year undergraduate experience is a valuable resource. If an
institution has a high retention rate, ome can conclude that it is
optimizing costs for admissions, its enrollment patterns are steady, it
has a balance of students across class levels, and a semnse of stability is
reflected in.the academic program. The retention rates for the institu-
tions in the stud' have been used as one of the key factors in assessing
financial stability.
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Exhibit II-D shows the median retention values for the institutions in the
scudy. It shows a median value of approximately 70 percent of che first-
year students returning for the second year, approximately 4.50 percent
enrolling for the third year, and finally, 42.9 percent returning for the
fourth yeazr. The limited number of years of retention data precludes the
development of trends. : ’

Because retention rutes are importanz, it is recomendec.l that the ciat;a ~
continue to be compiled and distributed among the institutions xnclg‘qe/c! | in—-
the study. : ) _ I

The variation in retention rites smong ,gu/instifu:ions is starcling. The
highest retention rates were;

10T 73.9 2 returning the second year;
e 57.4% = 57.6% returning the third year; and
T 55.1% returning the fourth year.

The lowest retention rates were:

40.02 - 57.62 returning the second year;
27.0Z ~ 30.5Z returzing the third year; and
20.02 returning the fourth year.

The institution with the highest rezention rates has values for the other
‘indicators which suggest & stzble operating envircnment and a relatively
" solid financial condition. On the other hand, the institution with the
. lowest retention rates has other indicator values that suggest a Slu?-
tuating operating condition and a weak financial condition. In fact, it
‘has soinounced its planned dissolutionm.

Retention rates are not collected sysfematically, so that it is difficult to compare
them for similar institutions in other regions. However, cross comparisons are not
as important for the analysis of retention as is the examination of trends for each

institution. As state above, data for additional years are required in order to
adequately assess trends in the retention rate.

n ) |

Federal Student Financial Aid

A major issue affecting Washington's independent institutions is the
Federal government policies regarding student financial aid. Through the
campus-based aid programs (Natiomal Direct Student Loan, Supplementary
Educational Opportunity Grants, College Work Study) and the studeant-based
aid programs (Basic Educational Opportunity Grants, Fedierally Insured
Student Loans), the Federal government is a significant financier of
higher education. The State of Washington's independent irszitutions
received $8.1 million in campus~based aid in FY 80. In additiom, Basic
Grants totalled $2.7 million and the FISL program loaned $3.7 million. The
recent events in Congress surrounding the approval of cthe Education
. Amendments of 1930 are evidence of the politically semsitive nature of
these programs. Because Federally supported aid programs do have such a
material impact on the financial viability of the independent sector
throughout cthe country, any observations regarding an institutiom's
financial condition needs to be qualified with the assumption that the
federal aid program will continue being a positive influence on the
EMC independent sector. -60- 65
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General Observations

3ased on the analyses of the institutions' statistical data, the Washing-
ton indepgendent colleges and uniyetsities are, in general,_ financially
viable-orgarizations. They are undergoxng significant financial pressures

_—but evidence exists that the financial strength of. the institutions is

¢+ being sustained.

The institutions have, in general, experienced stable or slightly inm-
creasing enrollments. This stable enrollment base is an important factor
for the financial success of an independent educatiomal institution. The
current economic, political, societal, and demographic trends would tend
to support the assumption of continuing stable enrollment patterms.
Material changes in public sector educational policies would be the ounly
other major factor that would impact the enrollment trends of the
independent sector. o

Closely related to the enrollment pattern is the retention factor. In
general, the institutions are maintaining acceptable retention rates.
Those institutions that are not, are experiencing fluctua:ing enrollments
¢ -and. some, fzganczal dxffxculczes.

Ny LS e ) .
N

" With one exception, the independent iastitutions in Washxngton do not have
significantly large endowment levels relative to their operating budgets.
In general, the independeéﬁ colleges and universities' financial reserves
are limited. This limited-capital position does not give the institutions
much of & cushion against adverse economic and other enviroanmental
factors. In spite of the limited financial base, most of the institutionms
have been able to sustain the purchasing power of their finmancial
resources. ‘

The Non-financial Resource Indicators show that most of the institutions
are having to allocate an increasing share of cheir resources to non-
instruction program areas. Over the four-year program the median value of
the Instruction Ratio declined; at the same time the Instruction Expend- .
iture per Student FTE has been maintained at the rate of inflation. This
is an important factor, because erosion of the purchasing power of
instruction om a per-ztudent basis can have significant impact on the
academic program. The final Non-financial Resource Indicator, the
Student/Faculty Ratio, has been relacively stable at approximately 15:1
for the median value. The conszstency of the Student/Faculty Ratio
suggests institutional management's ability to adjust faculty levels to
respond to student enrollment fluctuationms.

The last area examined, Changes Affecting anancxal Resources, indicates
that in general, the institutions are sustaining their tuition and fee
rates to offset inflation. Since tuition revenues are the mijor fevenue
souce, it is important to the financial well-being of the institution that
they be maintained at least at the rate of inflation. Except for a couple
of institutions, the group is not using significant unrestricted resources
for scholarships.

In summary, the preliminary results of this study seem to indicate that the
independent higher education sector in Washington is sustaining its
financial condition. It continues to provide educational opportunities to
a significant portic. of the State's residents and should be regarded as a
valuable state resource.

-61- 65




Fort Wright College

Gonzaga -University

STATE OF WASHINGION

Yall Tum FTEs

1973

336
2,846

Pacific Lutheran University {:;;2

Saint Martin's College

483

Seattle Pacific Universfry 2,133

Seattle University

2,382

University of Puget Sound 3,881

Walla Walla College

Whitman College

o

’
Whitworth College
Total

Percent increase
over prior year

Source:

1,839
1,196

1,333

19i952

1976

289.67

3,141,246

2,720.26
466,26
2,149.00

2,809.98
/\

- 3,919.86

1,834.54
1,209.93
1,420.30

k

20,362.69

Independent Colleges: and Universitiss
Enrollment Pattarns

1977

316.42

3,313.80
2,715.07

441,27
2,052.01
2,944.26
3,906.91
1,717.96
1,201.53

1,355.33 -

20,622.21

197

292.73
3,595.85
2,785.53

466.27
2,075.18
3,137-62
3,7%%.61
1,716.06

/

1’250000
1,331.26

b

Annual Enroilment Report, Washington Friends of Higher Education
Seattle, Washington

1979 .

336.62
3,441,93
2,765.49

492.46
2,870.65
3,239.63
3,707.27
1,873.46

.'1,218.27

1,332.69

22,042.60
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"
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EXHIBIT II-8

NATIONAL MIGRATION PATTERNS - 1978
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EXRIBIT II-C

. I

- WASHINGTON STATE muﬂcn: THREE PROJECTIONS THROUGH 1980
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BALANCING RISKS AND RESQURCES:
FINANCIAL STRATEGIES FOR COLLEGES AND UNIVERSITIES

Nathan Dickmeyer
Director, Financial Conditions Prcject
American Council on Education

ABSTRACT

One of the difffculties facing higher education administrators is
the integration of financial managewment with strategic planning.

A framework for financial strategies is developed In this paper
vhich recognizes the necessary balance between institutional risks
and resources. Institutions isolate core programs fr-m risk by
using several types of buffering systems. Financial strategies
result from the active study of ifmstituticaal academic and marketing
strategies, the mcnitoring of core activities, risks ard resources,
and the assessment of the trade-off between the need to build buffers
and the need to invest in expanding or maintaining core activities.

INTRODUCTION

To those familiar with industrial finance, risk is well understood in
terms of the dependence of sales on economic cycles and the use of debt in
financing. Corporate financial srrategies are generally predicated om a
balance between financial risk and corporate resources in terms of technical

expertise, market dominance and patent protectiom. For that reason the
utilities industry, for example, baiances the high risk expcosure of heavy
debt financing with the low risk of their monopolized sales markets.

In the ponprofit sector the concept of risk for use in developing finan~
cial etxategies is poorly understood. An explicit acknowledgement of risk is
rarely presented in the strategies of nonprofit institutions. In the higher
education sector, financial strategies themselves are rarely made explicit.
Tactics like investment policies or tuition increases are well discussed and

often carefully researched, but rarely does an institution build strategic
options and styles within a conceptual framework which acknowledges changing
levels of risk.

Scme evidence of this lack of integration between financial manacement
and strategic planning can be found in the limited role of college and

\)university controllers. In a survey of 291 university controllers, Giacomino
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(1 80:3%) found that university chief financial accounting officers were
rarely involved in planning.

The controller's role in higher education institutions appears

strongly oriented toward control with little participation in

planning. '

Data related to experience, education and certification indicate

that university controllers possess a reasonably high degree of

ability in financial accounting. Given their 2bilities and

limited involvement in planning and ‘ecision wmaking, university

controllers appear to be undec-used.

Without denigrating the central importance of the control function, the
following paragraphs are intended to lay a basis for the participation of
chief accounting and financial officers in the planning process. The
purpose of their participation in planning is to help Integrate financial
strategies with academic and marketing strategies, and the Intent of this
paper s to assist financial officers in articulating fimamcial strategies
in those discussions which recognize the need for financial resources 2s
buffers against the risk of detrimental finmancial fluctuations.

Financial officers, even those with the proper skills, are under-used
in planning because the connection between financial management and planning
has not been made clear. That is, strategic options have not been defined,
and a thorough analysis of important variables like risk and institutiomal

resources has not been undertaken.

DEFINITIONS

Financial Management

Financial management includes the making of decisions and policies which
govern collecting of revenues, setting of fses, allocating revenues, invasting
resources, and\controlling cash flow. Viewed separately, each of these deci-
sion areas requires either optimization or the application of institutiomal
values and priorities. Tuition cam be set at a level which maximizes revenues;
revenues can be allocated according to the value systems of the allocators
(with the usual bargaining and trading inevitable in allocations of scarce
resources) .

The decisions in each of the financial management areas are not independent,

however. Revenue and investment decisions. affect the total volume ard steadiness
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of financial inflows. A decision in one area, like the setting of tuition

rates, can affect the volume of funds available in other décision areas.®
like allocations to instruction, and can affect the timing and predictability
of that voliume.

Some decisioms are riskier, hut offer higher potential returns. Investing .
endowment funds in stocks rather than bonds, more liberal tenure policies,
and student recruitment policies which. expand the targeted area can all offer
greater returns along with greater risks. The role of financial management
is to report risk and resource trends and to assist in developing institutional
strategies to fulfill goals,

Strategic Planning

Strategic plans provide the context for the sets of decisions which bring
the institution closer to fulfilling long range goals. The strategies implied
in the term, strategic planning, refer to conscious attempts to redefinelor to
"move" the institution. In fulfillment of goals, these strategies can aim at
the development of new clients, new programs, or new budget priorities. Like~
wise, financial strategies must answer questions about what the institution
will look like financially in five to ten years or more. How will it be raising
revenues? How will it be setting fees? How will it allocate funds? How will
it invest? .

Financial strategies must reflect the goals and strategies which govern
other sets of decisions. A full strategic plan for a college or university
includes marketing and academic program strategies and plans. Marketing
strategies describe who will be served and how they will be reached. Academic
program strategies describe the content, structure, and priorities of developing .
course offerings, majurs and departments. For most colleges and universities,
the plans for the academic program have the highest priority and to a large é
extent dominate the strategles formulated in other areas. Institutional strat-
egles range from strategies to excell to strategies to survive. For example,
one strategy might include a design to attract better prepared students, that
is, to "move up" in the market. Another strategy might be to improve overall
reputation by excelling in research contract acquisition. Other institutions
have formulated explicit survival strategies by decreasing their reliance on

endowment income while increasing student to faculty ratios as shown in Baldridge
and Tierney (1979: 53-66). '
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Risk

Collier and Patrick (1978: 21) define risk as "the potential for finan-
cial difficulties which is inherent either in the institution's capital struc-
ture or in the way it carries out its operations." Collier and Patrick suggest
that measures of risk include the amount.of debt carried by the institution and
the relative endoment yield. As part of their research Collier and Patrick
(1978: 22) also suggest several other measures which fall im the realm of risk
including measures of revenue Stability and financiaf flexibility.

There are at least three aspects to risk. First, risk encoméasses the
probability that some event, usually with negative consequences, will occur.
Second, the degree of risk depends on the monetary imnack of the outcome.
Third, nonmonetary outcomes and side effects also determine the degree of
risk. For example, an institution is in a position of high risk if it faces
a fifty percent probability of a twenty percent enrollment decline, costing
$800,000 in lost revenue and necessitating the dischargelof thirty faculty.

Coiicges and universities face risks in many areas. Revenue risks include
enrollment fluctuations due either to falling application rates or falling
acceptance rates, fluctuations in-app?opriation levels, fluctuations in gift

levels, fluctuations in research confract levels, and fluctuations in endowment

levels. For example, expenditures expose/the insti~ution to risk because of the

potentiai'of fluctuations due to changes in rates charged by utility comvanies
and changing salary demands. The chance of litigation is another risk, though

with a much smaller probability.

Institutions also face other risks not directly related to reveaues and
expenditures. Research programs can yield solid results and alter the insti-
‘tuticn's reputation. Football teams with losing seasons can affect the
institution's fortunes. The diversity of the student body with respect to
academic preparation can widen, and this diversity can alter the burden on

remedial programs and change retention rates.

Irstitutional Resources

The second factor which must be examined when d2signing an institutional
financial strategy is the level and diversity of institutional rescurces, both
financial and nonfinancial. Financial resources include liquid reserves for

the payment of immediate obligatioms, true reserves set aside for coantingencies,
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and endowments which are in guneral not available for contingencies but which
f orm an’ important part of the institution's capital st%u:ture.

Nonfinancial resources exist in the form of the irnstitution's academic
programs, faculty and :taff, students, student services, management systems,
and physical facilities. |

CONCEPTUAL FRAMENORK FOR DEVELOPING FINANCIAL STRATEGIES

From the point of view of'investment decisicn making, the basic financial
strategy is simply to maximize return while protecting core activities. In
other words, an institution should take risks up to the point where the insti-
tution's core activities begin to be jeopardized.

An institution may deplete its reserves, tenure its faculty, and raise
tuition only up to the point where a significant probability of revenue decline
exists, especially when this decline would begin to impinge on core academic
and administrative programs. The element: necessary for describing any
institution's finsncial strategy ara thus risk, resources and core activities.

A definition of an institution's core activities is not easily &eveloped,
however. At a minimum,corc activities include major academic programs and
administrative areas. Dividing a budget between core activities and noncore
activities is a major task of strategic planning. The crucial questioms include:
which programs are necessary for institutional survival, and which programs,
if eliminated, would change the fundamental character and mission of the insti-
tion such that its current supporters would find it unrecognizable? Many
institutions may find that ninety percent of their budget is dedicated/po core
activitieqi If the activity had not been essentiai, they would have cut it
years ago. ' '

Apart from the difficulty of defining core activities, the short framework
ahove suffers f~om a certain naivete regarding risk. Many institutions, solely
because of the economics dictated by their history and mission, currently face
risks which jeopardize core activities. Their problem is not one of manipulating
risks and resources, bt one of survival. For these insctitutions, this framework
is less a guide for developing strategies than a description of a set of options
which the institution might one day address, 3f conditions improve. Balancing
risks ar 1 resources represents a éoal toward which these institutions may work,

rather than a currently operational strategy.
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Taking risks while protecting core activities requires that core
activities be buffered against fluctuations. The muce rz3ources which may,be

placed into buﬁférs, the greater the level of risk which. may be accepted with-

Each institution, therefore, faces an investment-style dilemma: should
available revenues be used to build core activities or to buffer core activities
from risk? The answer depends on the level of risk imposed by external forces
(which is to some extent maninulable), and the effectiveness of buffers in
comparison to the geeds for more core activity support. What then are the
buffers which college and university administrators have available?

Active Buffers

out jeopardizing core activities.
|
|
|
\
|
|

Active buffers are those cosnurces or mechanisms which require that any
unplanned detrimental fluctuation of rcevenues of expenditures be directly ,
absorbed by‘expenditure reduction or revenue increase. For example, institu- 1
tions with declines in enrollment may protect themselves by normally employing !
part-time, nontenured faculty. Expenditure reduction is easily accomplished 1
by not rehiring these faculty following an enrollment decline. .

Some institutions are able to absorb fluctuations by making core activitiés
only a portion of their expenditures. The rest is sometimes called "fat."
During times when a legislature, for example, is generous, "fat" increases;
when the legislature turns to austerity programs, "fat" is reduced. In this
manner core programs are protected from fluctuations in the generosity of
legislatures.

Other institutions build up protection from fluctuation by adding programs
with the probability of a limited life cycle. These programs may be part of the

b
o

"core" during their early years, but may be eliminated should austerity occur.
Extensive psychological counseiing services were very prevalent on college
campuses during the 1960's. Many campuses have now eliminated these services

as financial stringency has increased and demand for such services has decreased.
Core activities have been protected by these buffers, although their origination
had nothing to do with buffering.

Finally, many institutions have successfully buffered core activities from

fevenue decline in one area by increasing revenues in other areas. Failing

andowment yields have caused-institutions to seek more students and charge higher
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tuitions. As private institutions have reached the limit of tuition and

student increases, fund raising campaigns have been launched. Many public
institutions facing uncertain appropriations for items they consider to bhe
part of their core activities have also begun capital campaigns to increase
the level of gift support.

Passive Buffers

Passive buffers are those resources or mechanisms which can be used to
protect core activities from fluctuation (including elimination) without
requiring expenditure reduction or revenue increase. The most common passive
buffer is a reserve for contingencies. If revenues declina or expenditures
increase, this reserve may be tapped to supplement available revenues.

The decision whether to apply an unexpected gift to current needs or to
place it in a reserve like the quasi-endowment is governed by the institution's
financial strategy. )

Another related method of temporarily buffering core activities is to
borrow funds. In many ways this mechanism is similar to the use of reserves.
Financial reserves often earn interest and dividends, and their loss effects
the revenue raising abilitiesof the institution. Likewisa, borrowing funds
requires the payment of laterest which prevents a portion of revenue from being
distributed to other activities.

Borrowing funds and tapping reserves both require adequate preparation in
the form of securing credit or building reserves. In either case, the neceassity
of substantial expenditure reductions or revenupe increases is postponed.

Another form of buffer is in use because gift revenues are always uncertain.
An institution can rarely know in advance ho# much it will receive in any year.
Some institutions have reduced the risk of an unexpected decline in gift revenue
by not budgeting these revenues until the }ear after they are received.

Endowments offer the same uncertainty. .Stanford University has experimented
with endowment payout rules which, while not providing the same level of support
each year (to do so would occasionally require the liquidation of principal in )
years in which total return was low), provide a level of support which does not
fiuctuate as strongly as does the total return on the endowment portfolio.

This work is discussed in Massy et at (1977).
Finally, a very common passive buffer is conservatism. Revenues are budgeted
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at lower levels than are actually expected; expenditures are budgeted at rates
slightly above exﬁected costs. The unbudgeted revenue and the unexpended por-
tions of expenditure budgets, when they materialize, become available either
for noncore activities or to huild financial reserves. In years which
revenues fall or expenditures 3ump, conservative budgeting pro%i es a cushion
to protect core activities. ’ i

The constrast between active and passive buffers is one of control versus
conservatism. The acti¥e buffers require the analysis of expenditure and
revenue patterns. Active buffers require that expenditures be carefully
monitored, and that budget systems be in place with sanctioms available to
thwart overruas. Passive buffers require only'that certain funds be unspent
for varying length of time. Certainly some control is necessary with passive
buffers in order to make these funds available in the first place, but the
style of budgeting necessary to create reserves is far différent than the style
necessary to effect immediate expenditure reductioms.

IMPLICATIONS FOR ANALYSIS

The development of financial strategies requires the careful and continued
monitoring of risks and resources. The risks which an institution faces are
constantly changing, and financial stirategies which were once appropriate may

no longer be best for achieving goals while minimizing threat to core activities.
Survival requires that appropriate buffering levels be maintained for existing
levels of risk; yet, risk levels vary with the strategies chosen to provide
resources to core activities. Institutions must monitor fizancial and non-
finanéial resources and three aspects of risk: risk expectations, risk prepara-
tion and risk tolerance.

Resources

Institution <must maintain information on trends in resource levels. The
proportion of fi: cial reserves to the total budget tells the institution the
amount of funds a .lable should revenues decline relative to the need for those’
revenues. As the budget increasés, larger raserves may become necessary if risk
also increases. Larger budgets often indicate larger risks.

The decision to allocate more funds to financial reserves depends on an

analysis of the adequacy of core activity resources. Faculty to student ratios,
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faculty salary levels, the condition of buildings,<and’réE;ntion rates ég
students all need to be monitored to help formulate the potential availability
of revenues for use in building financial reserves. While increasing risk may
indicate the need for greater invesiment in financial reserves, declining
retention rates may dictate that more available resources be allocated to
studeat services. An assessment of the need for resources to fulfill academic
strategies must be traded-off agzainst the need for building buffers against risk.

Risk Expectation

Risk expectation includes measures of the external (to the institutiom)
determinants of risk. What is the probability of an enrollment decline? What
is the probability of various endowment return rates? (One irstitution has
budilt financial strategies around the expectation of a median total endowment
return level of eleven percent with a standard deviation of twenty-five percent).
How large have been the historic fluctuatiomns in gift reéeipts? Are certain
expenditure contingencies predictable?

Risk Preparation

Risk preparation refers to the institutiomal preparation for fluctuatioo,
i.e., the adequacy of various buffers. At what level are financial reserves?
How much borrowing has the institution undertaken? How flexible is the

'institution's expenditure structure? How many tenured faculty are there?

How many part-time faculty members are there? What proportion of the total

budget must be regarded as dedicated to core activities? What revenue increase
options remain?

Rilsk Tolerance

Risk tolerance refers to the institution's attitude toward the possible
deterioration of core activities. Administrators are willing to tolerate
differing amounts of jeopardy toward core activities depending on.Personality,
institutional history and mission. For some institutions, a narrow mission
and a long history require that core activities be well protected. Other,
perhaps newer, institutions may be in a better position to risk curtailment
of some core activities without severely undermining the institutioti. The

traditions of Harvard are very different from those of a community college.
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One of the comments one hears most often on community college campus;s is that
the administration tolerates high levels of risk-——they are willing to take
chances with new programs and new students. While monitoring institutiomal
attitudes toward risk is relatively difficult, little more than/;\%eneral -
understanding of the institutional risk profile is necessary for developing
financial strategies. )

In a project cosponsored by the Naticnal Aseociat*on of Colleée and
University Business OfSicers and ‘the American Council on Educationm, a workbook
has been developed to assist administrators in the development and undergtand-
ing of financial trends. The workbook by Dickmeyer and Hughes f1980) focuses
on :he analysis of fimancial strategies and is intended to give the user an
understanding of the institutional balance between risks and resources. Thae

workbook assists in monitoring five areas: finsncial resources, nonfinancial
' resources, flexibility, revenues and expenditures.

STRATEGIES IN THE FACE OF CHANGING LEVELS OF RISK

Build Buffers

This suggestion is obvious following the discussion above. The basis for
a decision to build buffers is less obvious. Each method of building buffers
requires that fnstitutional revenues be diverted from core activities to be
invested in buffers. The justification for such a diversion of revenues to
build buffers requires that the probable impact of a significant revenue decline
or expenditure increase be greater than the needs of current core activities.
Should funds be invested in programs or buffers? Have the effectiveness of
buffers declined? Would the "payoff" from investments in core activities be
sufficient that the btuildup of buffers can be témporarily neglected?

Choosing among various buffers also resembles an investment decision.
Financial reserves earn additional revenue and are usually sufficiencly liquid
to be available as needed. Building up "fat" like increased staff travel for
professional development will probably be intrinsically beneficial to the insti-
tution. Clearly, funds could be "invested" in either wmanner. Would the benefits
of increased professional development be worth the trauma of cutting these bene-
fits during a revenue decline? The use and choice of buffers thus rests on a
standard investment theory framework, except that many of the "payoffs' are

nonmonetary.
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In order to justify investment in an7 buffer, ri . probability of a .
traumatic budgetary event applied to the impact of the event which «ould be \
mitigated by a buffer must exceed the=§alne of investingz the funds in a core
activity. This requires value comparisons which are difficult to ladercake,
but gimilar trade-offs are the standard fare of college and univeusity
administrators.

Reduce Exposure by Diversification

In a sense diveréification is a variacion of increasing buffers. Insti-
tutions may Improve their risk exposure by lessening théir dependence on single’
sources of income. Public institutions may seek greater levels of. annual gift
surport. Privaive institutions may invest endowment la land or commeicial
ventures. ‘

More and more imstﬁtutions are diversifying by seeking gfes:er research
funding. Institutions are opening divisions, seeking a broader age distribution

of clientele, and opering new degree programs. ' .

Reduce Exposure by Increasing Flexibility

A reduction in long-term commitments increases the. institucion’s abiiicy to

use activerbuffers. Institutions are replacing tenure agreements with five vear

contracts for new faculty. Some institutions are seeking a greater reliance on
part-time faculty. Construction has been reduced.bn college.campuses, allowing

LI
the future possibility of a reduction in debt service commitments.

SUMMARY

Financjial strategies have been presented as plams to increase return (and
hence risk) to the point where protectica of core activities begins to break
down. The stages for developing a financial stragegy are: 1) formulate and
examine academic program, research and marketing strategies; 2) define core
activities necessarv to maintain the institution with its academic, research
and marketing strategies; 3) measure the levels of risk created by these inter-
nal, nonfinancial strategies and by external forces; (4) measure the levels of

buffers like‘financial reserves available to protect core activities from risk,

and 5) trade-off the requirements to increase buffers against the need for
\




a&diflonal nonfinancial rescurces necessary to accomplish core strategies.

7he role orf the financial manager is one of moritoring ;isk and resource
levels, and participating in the trade-off between the need ;o build buffers
‘and the ne2d to build cther resources. With the prospect of increasing finan-
cial strinaéncy,in American institutions of higher education.has come the
necessity of ackmowiedging changing levels of risk. Financial management must
be better integrated into strategic plamning for instaccetions of higher education
to be able to cope with the uncertainties of the coming decade.
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CIAL PROBLEMS FACING
INDEFENDENT COL

’

Nathan Dickmeyer .
Director. Financial Conditions Project
American Counc;i?ZL on Educe<=ion

Abstract

-

This essay presents new evidence on the financial problems of colleges
wmder 1000 in enrollment. Blace or their difficulties, however, is not

placed on the )burdm of a set of minimum or "fixed" costs which colleges

of aay size must bear. The difficulties are due to enrollment fluctuations

and the cost pressures of providing special approaches to education inherent

in small colleges. Only a small sec of truly irreducible fixed costs are
postulat:id. Colleges have used growtn not so‘ muach to capitalize on economies .
of scale an to provide evidence to their constituents of success. As a

rasult the ranks of small collc'gu rzmain populated wita those Institutions
experiencing Zipancial difficulty, vhile more successful institutions have
attained a larger #ize. In an era of limited growth potential, small colleges

must r-ylace growth as a symbol of success witl: other marks of achieveuent.
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Introduction

The economics of typical production org;nizations suggest that smaller
organizatio;s may generate insufficient production volume for revenue
contribuzions to cover a minimum level of fixed cnwsts. Thus, if all colleges
behave like ftypical productici organizations. th%n small colleges will be in
poorer financial conditisn than large colleges (other things heing equal).
The term "economies of scale" has heen used to indicate that costs per umit
(in this case, per student) will necessarily be higher for small producticn
organizations than large organizations because fixed costs must be spréad
to fewer units of output in}?he smal e, organizations (Carnegie Commission,

1971).
Because small colleges compete for many of the same %:udents as large

colleges, small colleges must charge substantially the same tuiticn price as
larger, similar institutious. Under the economies of sc-l. theory, these
small schooin are caught by their low veclume between a fixed price level
pct'scudcnt ;nd high fixed couts vhich must be spread to i small number of
students.

The theme of the following essay, however, is that the theory of economies
of scale cannot be easily applied to higher education institutions because
of the ability of colleges to design cost structures commensurate with the |
number of students enrolled when the institutions ars at capacity, yet. that
declines in enrollment have & major 1mp;§t on costs per student. The existence
of specific fixed costs wh%ch must be borne by institutions of any size is not
weli documented in the literature on college aconomies of scale. The greater
degree of financial problems among suall colleges is thus believed tc relate
to the demands of the special missions of small collages and to the tendency

of many of the most efficient and successful coll~qes simply to grow larger,
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leaving behind i the small categories a set of institutions with many
difficulties. 7Tais essay thus contends that the belief that the problems
of small colleges necessarily relate to the failure to take advantage of

economies of scale obscures some of the true difficulties of small colleges.

To svoid confusion two terms will be defined at this point. "Fixed
coats™ will be thdse costs which a college of any size experiences, for
example, the president's salary and the cost of a minimm collection of
1ibrary volumes. "Sticky costs" will be defined as those costs thch remain
unchanged in the face of an enrollment decline (costs insensitve to volume
reductions). The salaries of tenured faculty and the cost of maintaining
buildings are not easily decreased following an enrollment decline, for
example. This difference i3 evident for faculty salaries where there is no
obvious "fixed" or minimum level for faculty salaries. As enrollment incraases,
more faculty are hired. Faculty salar;gs tend to be "sticky," however, because
of the difficulty of altering personnel commitments. This report will contend
that the effect of "fixcd" costs on the economic health of a college is far
less severe than the effect of "sticky" costs during an enrollment decline.
Hence, the conclusion of the Carnegile Cczmisaion-, that a minimum size existse
for a college for economic raasons, 1s disputed.

For the purpose of this essay, small colleges will be defined as institu-
tions with fewer vhan 1000 full-time equivalent undergraduaté students.
Although tnls number is arbitrary, significant reference to this size has been
oade in the literature (Carnegie Commisiom, 1971, p. 85). Also, discontin-
uities in the .data on financial condition at abcut the 1000 student point

makes this an incare&:ing limit for smallness.
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The Financial Condition o¢ Smell Colleges

Using data collected for the fiscal years ending in 1976, 1977, and
197@, by the Nationzl Center for Education Statistics (NCES is a branch of
the Departmtnt of Education), some conclusions mzy be drawn about the

relationship between size and finzncial stability. The criterion for

financial stabilicy indicated‘on Figure one is the holding of financizl

researves. The only way an institution may accumulate these reserves is
through a series of revenus surpluses. Deficits serve to erode reserves;

surpluses build them up. Reserves are also intrinsically valuable because

. they protect core operations, like the instructional program, during times

of revenue downturn by providing emergency cash flow.

A lack of reserves was operationally identified for use in Figure one

‘whenever an institutiom had both a2 negative current fund balznce1 and an

inaignificant endowment balance fin comparison to its current fur.® Halance

‘ dcficit) ” Twuntyueigh' pcrcen: of the 876 independent four-year colleges

did not have these reserves in 1977-78. Eighteen four-vear colleges were not
included in the analysis tecause of unusually high or unusually low per-
student expeaditures, althought their data was provided by NCES. (Gallaudet
was one such school eliminated, for example, because of its higher per suudesg

costs as a college for the aurally handicapped.) The twenty-eight percent

&

IThe current find balance is the difference between assets and liabilities for
for an institution's operating fund. The cperatinzg fund does not hold the
&ccounts for endowments, studeat loans, or buildings.

For this analysis, any schoci which had more than the equivalent of one~half
year's axpenditures in its endowment in excess of its (negative) current fund
balance was classified in the "with reserves" caragory. If the sum of the
endosment fund balance a~d the current furd balance did not exceed the equiva-
lent of half a year's ex end tures and the current fund balance w: : negative,
the inscitution was classifi.d in the ' wichout reserves" category.

2
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without reserves thus had grezter current fi d liahilities than current fund

*

assgets and were without significaat compensating balances in their endowment

funds.
Although the dividing line used to separate institutions with and without
. Teserves may be somewhat arbftrary (that is t:é say, is one dollar in veserves
really atiy different than one dollar in deffcit in spite of the fact that our
definition would call ome "with reserves" and the other "without"?), there is
great symbolic significance in going froma current fund balance surplus to a
current fund balance deficit. At the transition from plus to minus, the
institution no longer has sufficient current assets to cover current liabili-
ties. At that point, the cumulative cperating position of the ins'::’;vt:ut:ion. )
shows greater deficits than surpluces.
Eowaver, Jenny's (1979) warning against the use of current fund balances
as indicators of finsmcial conuition means that the number of institutions
"without reserves" as defined above gives only a minimum for the number of colleres
in financial difficulty. As Jenny points out.,, institutions mey have accumulated.
small ;eserves at the same time that the cond:ltion of their physical plant has
deteriorated. This deterioration may be so greaﬁ that the cost of necessary
repairs could wipe out any accumulated financial reserves. Norietheless, the

pruportion of institutions without reserves yill be used te indicate the

relative prosparity of groups of institutions by size because theve is little
indication that conditions not registered by current fund az~ounting practices,
like deferred building maintensnca, are unevenly distributed by size across

institutions.

Pigure one shows the distribution of schools without financial reserves

/ by 3ize categories for the fiscal year emding in 1975, 1977, and 1978.

I Fig'wre one shows a disconcipuia around a s.udent body ponulation of 1000 FTE.
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undergraduates. For the year ending in 1978, 33 percent of schools with FIE

below 1000 lad no financial reserves, while only 18 percent of the schools

above 1300 FTE had no financial reserves. This is an improvement over 1976

’ when 37 percent of the institutions below 1000 FTE and 18 percent above 1000
FTE were without financial ceserves. Notice that large enrollments are no
guarantee of financial stability. There were three schools with enrollments
greater than 4000 with no financial resetves.

Clearly, ?igure one supports the conventional wisdom that smaller colleges
face significant financial difficulties, especially when compared to larger

institutions.

The Literature on Economies of Scale

. The study by the Carnegie Commission on Higher Education, New Students

and New Places (1971), explored the relatiomship between costs per student
and instituticnsl size. Using data derived from HCES surveys for the fiscal
year ending in 1968, the Commission showed declining costs per student with
incretainé\;ize. For independent 1fberal arts colleges thgy inferred from
this data that a minimum size exists at about 1000 students.

Corrallo (1970) explored cests per student by function and concluded that
economies of scale probably exist for the 1ibrary and huilding maintenance
areas.

Using path snalysis techniques with NCES data provided for the fiscal year
ending 1976, Mclaughlin et al. found that size does have an effect on costs per

. student,.but that the smount of the effect s small. The effect of complexity
as measured by the number of degree programs appears to affect costs per student
more significamtly.

Similar explorations by Jordan (1965), Dickmeyer and Hughes (1979) and
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Dickmeyer (19 ) with dz a from community colleges show some evidence of

declining costs per student with increasing size for samples of institutions.

The relationships in all cases are not without some ambiguity due to the large

amcunt of scatter around the averages. Marks (1980) aiso explored the rela-
tionship in commmity colleges hetweer complexity and costs per student and
found the effects of increasing complexity to be important.

These studiea d2 act present convincing examples of true fixed costs,
however. Corrallo's study comes the closest with the cost by function
exploration. There may be a minimm set of library holdings for a colle_.
of any size. There may also be a minimum physical facility size at ;hich

tracting for specilalized services ceases and certain professionals (like
electricians and plumbers) are put oa the college's payroll at some savings.
Corrfllo's study, however, shows no other areas where fixed costs may exist.
Instruction, student services and administration show little indication of

fixed expenditures.

To support the £ixed cost hypothesi s espoused by the Carmegie Commission,
several arguments are commonly advanced. The classic reference in these argu-
ments Is to the president. An institution; no mattyr how small, still needs
2 president. Second, increasing s ze may mean that classes whinh were once
half full miy nov be made completely full, absorbing some faculty costs.

More studeats may mean a few new courses, but existing courses may be more
easily filled. Third, in an argument derived from toth of the above, 2
certain minimm presence of talent is needed on campus. There must be one
oresident, one person who can manage fiscal affairs, one person familiar with
arcane federal financial aid reporting requirements, one person who can raise

funds, one erson who can teach writing and probably several more.”” Each of
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these peo;;le may he absolutely indispensable. What would h.appen if there wag
no one who could process federal financial aid or who could see that payroll
checks were written? Small as well as large, institutions must maintain

this miniz m of talent. Obviously, the more students over whick these "fixed"
costs may be spread, the less burdensome they become.

These arguments, however, are slightly flawed. While 1t is true that all
instizutions have only one pres:tdent; the size of the president's staff and
even the president's salary tends to Increase with increases in the size of
the institution. In fact, the complexities of the larger organization may
force the size :)fo ti;c budget of the president's office to grow f_as't_e_x; than
oversall college growth. Some support for this idea is in McLaughlin et al.
(1980) and Corrallo (1970).

The second argument concerns class size. More studencs increase the
probability of filling previously half-filled courses. But, larger college
size may be lass important for obtaining full classes thanl the outcome of
the negotiation between faculty (and their expectations about wvhat is to be
offered) and administration (and minimums for class sizes and limitations
| on the tumber of courses to be offered). In the end, greater college size may
improve the fulfillment of faculty objectives about what §Q_u_ld___lm°f_f_er_2d_,

but coursa-offering mnagement is the institution's best hope for obtaining

full classes. Larger size is no guarantee of more efficient use of faculty.
The third argument has somewhat more merit. Institutions do require
certain minimm levels of talemt. It Iis important, however, to understand
: the small impact which this "minimm core" .t_x.as on institutions. The true
minimm may be so smail that a college of any size may be able to support

chese few people. At the smallest colleges it is possible to "double up' some

talents. Business officers may participate in the filing of fe. eral fina cial -
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aid reporting forms. Writing specialiatss-may also instruct in%literature.
Experfence also tells us th;t all these’"minimums" tend to grow quickly -
with size. The mirdmum admissions person soon needs extra clerks ;;d
recruiters. All these "minimum" tend to grow so quickly with increased

size that one may doubt their lack.éf variabil{ity.

How then does one explain the relationsh;ps between size and costs per
student as shown b§ the Carnegie'Fommission. Fortunately, the Commission
published scatter diagrams of this relationship. An examination 3T these
diagrams makes it clear chat the inverse relationship would be less plansible
were it not for five to seven outlying, small, high cost per student ipstitu-
tions shown in each of the graphs in the upper left-han quadrant. If these .
insti;utiéns were not included, there would be a much fainter statisctical ;
r;lationship between-size and cost per-student, and any regression lines
woﬁld necessarily be flatter. 4 .

Pigure two presents a diagram similar to the ones presented by the
Carnegie%Commissipn in 1971. Figure two is based on data Eollected by NCES
for the fiscal year ending in 1978 and shows educational and general'expendi-
tures peé student as a function of total full:tipe equivalent emrollment
(definad ;s the sum of the number of full-time students plus one-third the
number of part-time students earolled in the Fall of 1977). All institutions
ciassified by the Carnegie Commission as private liberal arts are shown
(N-568)3.E An inverse function curve can be fitted to the points with a

. !
reasonable amount of accuracy (R2 = 663 p (.QOl).( The curve shows a precipi-

-
tous drop!in costs per student as enrollments fall.

-
|

3Ten schools with educational and gemeral expenditures per student either above
$10,000 or below $1,000 were excluded.
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In an attempt to separate "‘fixed" and "sticky" costs, those institutions
which had Fall 1977 enrollments five percent or more below Fall 1974 enroll-
ments were circled on the plot (circling was not attempted where the points
are most dense, all emurollment decliners outside the dense area are noted-—-
sI;shes show that where two schAols overlap on the plot; as in "B", one of
the schools registered an enrollment declxne): Note the number éf schools
with enroilment declines which also show high educational and general
expenditures per studesnt.

Figure ;gree demonstrates the relationship hetween changes in enrollmeat
and changes in costs per student. Four years of enrollment data and four
yenré of educational and general expenditures per student vwere used (for the
fiscal years ending 1975, 1976, 1977 and 1978). For each school a regression
line was fit to the four points for each variable and the slopes of those
lines were taken as indicators of change in eurollment and change in costs
per studeant. Thus, figure three shows the de;endence of changes in dollars
of educational and gemeral expenditures per student on the average percentage
change'in enrolimnnt from Fall 1974 to Fall 1978.

Figure three shows that declines ir enrollment leal to increases in costs
per student. Increases in enrollment lead to decreases in costs per student.
The steep regression line fits the data satisfactorily (R? = ,35; p 4{00l).
The plot indicates that a decline in enrollments of tem percent per year can
increase educatiornal and general expenditures above the cost increase for
institutions with no decline by $193 per student. The effect of inflation is
noticeable in the plot since institutions with no change in enrollment were

-

shown te have increased costs per student by $272.

fy
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What many previoﬁs studies geem to show, therefore, is that a few small

3

institutions have exéeptionally high. costs per student, while large institu-
tions rarely show such incfediﬁly\high.costs per student. The studies have
also shown thit many small institutfons have suffered enrollment declines

which have forced umit costs upwafd. Explaining the cost hehavior of these

few instituticns ﬁay be more readily achfeved by exaﬁining factors other than
fixed costs. For example, small schnolz‘may be more likely to experiment with. .
costly programs. Small schools may be likely to file incorrect surveys due

to the necessity of several specializatfons for each professionai (with
"masters" of nome). Also these few-may be the institutions which have suffered-
the greatest enrollment declines and m;y thus be incurring the greatest adjust-
ment pfoblems with regard to costs per studsnt. While institutions of all
sizes suffer enrollment declines, a statistical hias resulting in more ‘

"decliners" exists with the group of small colleges because instituticns which

suffer declines do indeed become smaller and tend to accumulate in the smaller
categories.

Also, the larger number of institutions iIn the smaller .size categories
dictates that there will be a larger amount of scatter around the mean cost -
per student for these categories. However, because negative costs per studemnt
cannot ;xist, the scatter is biased upwards.

The data on financiali condition shovm in Figure one do seem to indicate
so;e importance in keeping ﬁndergraduate enrollments above 800 to 1000. However,
the impact of fixed costs should result in a much smoother progression of in-
creasing finsmcial health from the smallest to the largest categories. The
smailest size category does not exhibit auy greater degrze of difficulty than
the next two sizes up.

Finally, the question remains, if a lump of truly irredu:cible fixed costs
does exist for higher education institutfons, then why do 144 independent four-

year colleges with enrollments under 600 have financial reserves (using fiscal
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year 1978 data, for example)? The fact that some institutions can build small
reserves, though they may have very low enrollments, means that large, truly

-

intractable fixed costs may not exist for all institutions.

¥ i

ther Explanations of Small College Financial ffoblems

Mission. Many small colleges have designed an education delivery system
which emphasizes close contact with faculty. As Kershaw (1976) notes, many
small colleges have high faculty to student ratios. These institutions
compensate for their lack of breadth in academic areas with a concerted
effort at improving the depth of the calléges experience. These institutions

may indeed show higher costs per student.

Sticky Costs. Those insti:ntioni which were on%F larger and have seen
some enrollment declines will tend té gpcﬁmulate in the smaller size categories
and may show somewhat higher costs per dtudent.

Growth of the "fittest." This application of Social Darwinism to the
davelopmcnt'of higher education institutions depends on the acceptance of a
few culturai axioms. First, if an enterprise is succeeding (especially an
edu;acianal enterprise where success means that students are attracted with
proficiency and graduate with nearly equal proficiency and then make lots of
money and give some of it to the school), thenm the enterprise will grow.

This is not perfcoatly true, but the tendency certainly exists. Seccnd, most
faculty would prefer a slightly larger institution. Ome or two colleagues,
if placed in related areas, would make it more possible to collaborate on
research and alternatively would make it somewhat more ﬁoﬁsible to get But of
<eaching courses in disagreeable areas.

The import of this tendency toward growth is that we would expect success-

ful organizations to be larger, not because it is financially more sound to he

K
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larger, but tecause largef is what they want to be. Less successful organiza-
tions either do not grow or they s:hrink. |
. .'Irhis theory ralazes well to the data. We would expect to find some small,
financially well-prepared institutions Because. they apparently value their

-

small size and have chosen not to grow in spite of their "success." The break

at enrollments from 800 to 1000 may be explained as a level of expectation—
faculty pressure to grow eases past 1000, when departmental sizes may be deemed
adequate,

Small institutions may thus simply be those which are unwilling or unable
to grow. In""s:f-.u institutions costs per student are not expected to be that
mich greater &m in larger organizations except for a few outliers for the
reasons cited above (enroliment decline,. special mission; "a stali’ amount of
fixed costs). On the other ha.nd many-small colleges simply have not located

themselves in the edu 11' 2 way that allows growth., Demand is

without further eroding emrollment are s difficult, if no: more difficult,
than coping with expendituzes. The Carnegie data and Figure two show that in
fact most small colleges have costs per student within a normal range (compared
with- larger colleges). What 't:he data do not showilis \difficulf:y which

many small colleges have in generating adequate reYenue % co;rer thase costs.

~

Perhaps, we need more elaboration on the concet&t;gi fiﬁancial "success,"
becausze we are proposing that it is "guccess" which has :m,de some small"
colleéu larger and which has given a more'favorabl.e financial outlook to these
growiizs colleges. Institution’s succeed at the "ccllege game". either because
they operate more efficiently than competitor.:s (t.e., they offer.more sez"vices

for less cost), or because they have found more favorable niches in the "educa-

tion market"l in which to operate. The best. niches have/ the fewest competitors,

' - 10y i

S A U 0 SRV e




('}'

the greatest potential demand, and the least costly required services
(réquired by the demanders, i.e., the student;s) .\Euccess is thus partially
the result:of management and partia..lly the result of mission. Management
can improve efficiency. Mission is largely determined by the particular
niche in the market in which the institution oi:e.rates\ This niche is also
partially determined by geograp&y; history, reputation, the students whom
the social system has deemed appropriate foz; this institution; and the extent
of competition for these students (;nd for other funds).

Nothixg has done more to change the probabilities for success at different
points in the market than the enormous growth in the public sector; except
perhaps the encrmous growth in puﬁlic. subsidfes to education through student
aid and other programs. .

Thus, institutional "success" only partially derives from institutional
management. Public policy and the hist-orical accide‘nts of mission and geog-
raphy play a large part in determining success. Size may be the least impor-

tant ingredient.

Actual Problems Facing Small Colleges

Rather than concentrate on a set of irreducible fixed cost:s which can only
’be ameliorated by growth, small colleges face another set of problems which
have solutions——not easy solutions, but possible solutions. \For many small
colleges grow:h may not only be undesirable, it may be impossible. Growth
without adequate preparation may indeed Be the least favorable solution. The
work Ly Baldridge and Tiermey (1979) highlights the findings of McLaughlin
et al. that growth brings complexity and that previous management difficulties
are then only compounded. 'l'he‘ actual problems facing small colleges may not
be amenable to growth solutions. It is important to note than enrollment growth
up to the institu+ion's current facility and faculty capacity will lead to cost
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reduction benefits as shown in Figure three..

The Need fcr Compensation. Small colleges with limited academic offerings
may need to compensate for that deficit. Astin ;nd Lee (1972) have provided
a c.la.s;;;.c desc.r::[pt:[on of the advantages of these small colleges. t}nfortmate;y,
many of these advancag&:‘are custly. - Nonetheléss, tﬁe current difficulty facing
many faculty in finding academic ;penings is an opportunity for small colleges
to upgrade their faculty and to Bufld an academic program where both faculty
and students benefit from the more intimate contact engendered by small colleges.
The recent advice of Mtyhﬂ (1980) is appropriate for small colleges: emphasize
historic strengths.

Risk. All colleges face the potential of emnrollment fluctuations. Small
colleges are much more at risk of permadent damage, however, because they are
much closer to the disheartening point of no students at all. A decline of
- 200 students is only damaging to an :[ns—titution of 1600 students, while it is
devastating to an inst{tution of 400. More than other institutions, small
colleges must build buffers to protect themselves from revenue fluctuatioms.
Financial reserves, endowments and timely donors are important factors in
pfotecting small colleges. While this paper is far frcm ac complete case for
speci.al federal or stzte assistance to small colleges, the need for special
asgistance is indicated.

Library Sharing and Full Utilization of Facilities. pWitn fixed costs

probably a factor in these two areas, small institutions need to investigate
the full use of these facilities. Library sharing plans and the use of
facilities for community functions may help mitigate the impact of fixed costs

in chese areas.

Conclusions

The decision of the most appropriate size for a liberal arts college should
-97- 1 US < .
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B.é_’E be made on economic or financial grouncis. The aconcmic benefits through
greater efficlency of increased instirutionall size are too debatahle to play
an importanc role in this decision. The pro'@lms of fixed costs for sﬁ;ll
colleges are negated by the problems of complexity for larger ones. Far
more important are ccncerns not covered in thi;r paper over risk, fntimacy,
t:h.f. need for a more sophisticated administratio{z., the need to broaden academic
offerings, and the need to offer fi:‘x'zer speiial;:zatons. ‘ 'Fimcial‘concerns
pale in comparison. .’l‘hz peusimiam that small colle;es are c:loomed to faflure
because of the burden of a large block of fixed costs is ufrwarrante@. The

problems facing smail colleges are not smali, but they are not insurmountable.

¢
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APPENDIX A

Each Size Categféry
S LI T'e one .

~
Number of Nimber of .
Undergraduate Schools
Without Rggggves

FTE's -~ Range
. : /

FY 76 553253,/f-1sz\78 . FT76 FY 77 FT I8
55 //§§/ 57

16 29 26

85 88 81 40 41 3%
129 ' 120 122 45 56 56
. 139 138 127 56 43 34
¢ 91 95 106 27 26 29
77 26 _ 78 14 15 10
68 - 31 61 15 4 14
45 49 Y47 7 8 11
41 65 46 5 9 5
28 - 28 27 6 5 4

<§2/ ¢ 27 27 5 2 3-
. 19 21 1 5 2
- 17, 19 16 2 5 2
7 v | 13 12 1
869 864 376 752 7263 244

Data based on HEGIS financial surveys. Fluctuations in numbers in any
category and the total are due to enrollment changes, nonreporting, and classi-
fication shifts ("other four-year" to "university,” for example. "Wichout
resarves" is defined to be having a negative current fund balance un.ess the
sum of the endowment and current fund halances exceeds one-half yearly educa-

e tional and general expenditures.
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STATISTICAL PROFILES OF INDEPENDENT COLLEGES WHICH

HAVE -DEFAULTED-ON—THEIR-FEDERAL--GOVERNMENT - LOANS-
Roberta J. Cable
Program Director

Business Administration
Sacred Heart University

The Project Approach

The general concern is that there is a need for indicators of financial
health for colleges and universities. In this study, moduls were developed
to predict unhealthy institutions.

Past research was limited to some extent because an objective measure of
financial health was difficult to find in the nonprofit sector. However, this
study defined 111 health in a more objective fashion than previously possible.
It was those colleges and universities which defaulted on their bond payment
schedules from HUD and/or HEW.

Study Design

The population to be studied consisted of two mutually exc'usive groups.
The first was two- and four-year colleges which defaulted on their interest
and/or principal payments on their loans frcm HUD snd/or HEW. The second was
those two- and four-year colleges that were able to meet thelir payment sched-
ules. A sample of 240 institutions, 80 defaulters and 160 nondefaulters, was
chosen. The selection process was based on a paired-sample design. Defaulters
and nondefaulters were matched on a one to two‘basis according to type of control
(public versus private) and enrollment size. ' é

Three hypotheses were tested using this sample. First, a model could be
constructed which would discriminate between defaulters and nondefaulters by
choosing variables found in the literature in corporate theory, specifically
those related to corporate bond ratings and default. Second, this model could
be constructed by choosing variables found in the research on the financial
health of colleges and universities, specifically those derived from the finan-
cial statements. Third, this model could be constructed by choosing the same
variables as mentioned in the second hypothesis; however, those reflecting
variablility over time and certain categorical variables also would be considered.
The variables chosen for zhe first, second and third models are presented in
Figures 1, 2, and 3, respectively.
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Corporate Statistic

College and University
Statistic

Profitability:

Iiquidity: Current Assets Market Value of Endowment
Current Liabilities - Current Fund Expenditures
Fixad Sales Current Fund Revenues
Position: Total Assets - Plant Assets
Debt - Plant Debt
Equity Plant Assets
T Earnings before Current Fund Revenues -
Interest + Taxes Current Fund Expenditures +
Interest Interest Exp
Interest Exp
Operating
Efficiency and Net Income Current Fund Expenditures
Total Assets Current Fund Revenues
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Figure 1. Proposed variables for tﬁé first model.
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College and University Statistic

Market Value of Endowment
Current Fund Expenditures

Fixed Positicn:

-

Plant Debt
Plant Assets

Current Fund Revenues
Plant Assets

-

Opera:iis ﬁfficiency
- and Profitability:

Auxilliary Expendiltures
Auxilliary Revenues

Current Fund Revenues
Current Fund Expenditures

Tuition and Fees
Current Fund Revenues

Private Giving _
Current Fund Revenues

Academic Mission ’
Educational and General Expenditures

2lant Maintenance

' Educational and General Expenditures

Student Aid Expenditires
Educational and Gemeral Expenditures

wes Figure 2. Proposed variables for the =econd model.




Percent

change of

Variabiliry:

Percent
change of

Percent
change of

Tuition and Fees
Current Fund Revenues

Private Giving

Current Fund Revenues

Plant Maintenance

Educational and Gen-
eral Expenditures

Student Aid Expenditures

Educational and Gen-
eral Expenditures

' Academic Migsion -

Educational and Gen=
eral Expenditures -

Current Fund
Expenditures
Current Fund Revenues

From prior year

From prior year

<

From prior year

From prior year

From prior year

From prior year

Categorical:

Coed or Not

Religious Affiliation’ or Not

Race Related or Not

Liberal Arts II or Not

Figure 3.

Proposed variables for the third model.




The three hypotheses were tested using multiple discriminant analysis.
Cases were classified into two a priori established groups on the basis of
certain variables. In all instances, the stepwise method was used to select
the variables for the discriminant function for the year of the default. In
lypothesis I, data from one year prior <o the default, and in Hypothesis II,
data from one and two years prior to the default were analyzed. The direct
method was used to classify cases for the years prior to the default.

0

Results of the Analysis

The classification results indicated that Hypotheses I and II reasonably
were born out. The resulvs were just scarcely better for the latter. The
college and university financial model was based on most of the variables
proposed in the corporate bond default model plus some new ones. This suggaests
thst the newly introduced variables helped only slightly to increase the func-
tion's discriminatory power. The classification results for Hypothesis III
made it unclear if the new categorical variables helped ir _rease or decrease
the function's discriminatory power. In the third model, the T tests of the
proposed percent change variables indicated that the scores of these variables
for defaulters and nondefaulters were nearly identical. It was decided not to
include the percent change variables in the discriminant analysis. Degrees of
freedom would be lost, but no new information would be added. Thus, only cate-
gorical variables were considered along with the previously proposed college
and university financial variables. ~

T

Contributions of this Research

The contributions of this research lie both in its practical applications
and its theoretical implications. On the practical side, the proposed models
can be used by state and federal policy-makers whose decisions affect many
colleges and universities. One way policy-makers can employ these models is
to predict that certain nondefaulting institutions are in ill financial health.
It caa be done like this. Suppose that in the classification results, 20 percent
of the nondefaulters were predicted to be defaulters. This means that there is
a number of institutions which have characteristics of defaulters, but are class-
ified as nondefaulters. One can extrapolate these results to the entire popula-
tion. That is, if there were 1600 nondefaulting institutions and they were
multiplied by 20 percent, it reasonably could be stated that there were approxi-
mately 320 institutions classified as nondefaulters which have characteristics
of defaulters. (This, of course, assumes that the sample of nondefaulters is
representative of the population.) It should be remembered that this study
objectively defined ill financial health as those colleges and universities
which defaulted on their loans from the federal government. However, the above
analysis suggests that there were an additional 320 institutions that could have
been considered in ill financial health; but, they have not been identified by
this study as being in this state. Both the number and the specific identifica-
tion of these instituticns provide valuable information.

Also, on the practical side, che proposed models can be used by college and
university administrators who make decisions which generally are intended to
affect a certain institution. For example, they can apply these models and
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determine if they classify their institutions as defaulters or nondefaulters.
Like the above analysis for policy makers, if an institution was a nondefaulter
and was classified as a defaulter, it would be considered in ill financial
health. However, if the cpposite was true, that is, if an institution was a
defaulter, the prognosis is not clearb It is true that the institution has

,characteristics of nondefaulters. But what made it default? A closer look

at that institution is warranted before a reasonable conclusion is reached.

Moreover, instead of employing an entire model or models, administrators
might want to look closely at each individual variable. The reader should be
cautioned that the models are accurate predictors partially because they are
multivariate. However, the cutoff points of each of the variables composing
the models independently can serve as warning signals of default. The;efore,
administrators might want to know how much debt to assets and how little-,
endowmenit to current fund expenditures an Institution can endure before default
begins to appear imminent. N

One caveat shouid be mentioned regarding debt. In the models, the vari-
able long-term debt to plant assets was positively related to default. This -
can be interpreted as, all other things being equal, institutions with more
long-term debt are in danger of being in worse financial :alth than those
with less debt. However, it is unlikely that the rate of .nflaticn will abate
significantly over at least the near to intermediate term. This actually
bodes well for institutions with large amounts of debt because they will be
making their interest and principal payments over time with 'cheaper money."

On the theoretical side, the ability of these models to discriminate
accurately between defaulters and nondefaulters has important implications to
researchers. For instance, the results indicated that corporate bond theory
can be used successfully to predict college and university default on loans
from the federal government. It should be stressed that this study was
limited in scope to default on debt. But the results suggest the possibility
that certain other theories developed from research done on corporations in the
profit sector could be applied successfully to institutions in the nonprofit
sector. Potentially this opens the door to perhaps a wealth of available
Tesources. .

Further, the reader should recall that some of the ‘same variables used to
predict corporate bond default were used to predict default on college loans
from HUD and/or HEW. This implies that colleges and corporations possess
certain similarities. It should be realized that the former do not share the
profit motive with the latter. As a matter of fact, so long as the nonprofit
organization has sufficient resources to carry out its objectives, there is
no real need or justification for making a profit or having an excess of
revenues over expenditures. The concept of sufficient revenues, however,
could be interpreted as these insctitutions must be able to pay their bills
when due. Thus, for colleges as well as for corporations, outflows must be
cushioned by a reservoir of aysets, at least over the longer term. If not,
this could lead to default and eventually to bankruptcy.

Finally, the overall results indicated that the underlying accounting

data found in college and university financial statements served some predic-
tive function. If utility is defined in terms of predictive ability, then
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this project provided an empirical verification of the usefulness of these
data. Past research has centered on the empirical validation of accounting
data in the profit sector. However, this studv suggests that these data
found in colleges and universities financial stetements, and possibly these

of other nonprofit institutions such as hospitals and museums, could be useful
to other research.

Limitations

It should be mentioned that this study obviously is subject to certain
limitations. But these limitations do suggest avenues for future research.

For example, unhealthy colleges were defined uniquely as those which
defaulted on their loans from HUD and/or HEW. The hypothesized models pre-
dicted these unhealthy institutions, and did not test the universe. This
indicates a need to provide decision-makers with other models. For instance,
a predictive model could be developed by using an equally objective but more
generalized definition of financial health than default on loans from the
federal government.

Also, the models did not classify the cases completely accurately into
two mutually exclusive groups of defaulters and uondefaulters. One reason is
that other variables not proposed in these models would have been better pre-
dictors of default. The selection of the finesncial ‘variables was limited to
some extent by the applicability to HEGIS data. Annual reports, which in
general ave more comprehensive, were not used because not enough were received.
This implies that if HEGIS adds irnformation to its reports or if more annual
reports could be obtained, new variables could be proposed for the models.

Further, models composed of only financial variables predicted ill finan-
‘cial health just as well as models compo:ed of the same financial variables
plus additional categorical variables. This suggests that the financial vari-
ables are more important to the discriminant function. Yet, due to the sample
design, both type of control (public versus private) and enrollment size were
eliminated from consideration. If they were included among the other categor-
ical variables, it is certain that the results would have been different.

Lastly, only three years of data were obtained for the 240 defaulters and ~
nondefaulters. Thg‘z rs ranged from FY 1971-71 to FY 1977-78. Data were not
obtained from BEGIS fore FY 1971-72 because of the general criticisms on its
overall accuracy. In the future, researchers should have more reasonably
accurate HEGIS data available to them. Therefore, (rather than at the end
of default or at one and two years prior to default) models could be tested to
determine whether they can discriminate accurately between defaulters and non-
defaulters at five or even more years prior to default.
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Introduction

A short time ago, a cynical observer of the higher education scene might
have said that a brick would have to fall on our heads to get us to pay atten-
tion to the issue of plant improvement. The bricks are now falling and, unless
colleges and universities want to replace freshman beanies with hardhats. the
industry must confront the issue.

s Plant deterioration is only one of a number of physical capital problems
now facing higher education. As new equipment and library acquisitions budgets
stagnate, obsolescence creeps into the laboratories and libraries. Recent
federal legislation mandates the retro-fitting of campus buildings to accomodate

—  handicapped-students. And dealing with rising erergy costs will require major
renovations of existing plants. ' e e *

Al} these ingredients add up to a real witch's brew of capital problems.
The infusion of additional capital may be the obvious antidote, but the pros-
pectivé—pharmacists are probably not going to knock each other over in a stam-
pede to fill the prescription. Indeed, before we cun expect any funding agency
to step forward, the industry must articulate the problem, identify its dimen-
sions, and offer a reasonable approach to its resolution. To date, efforts to
describe the scope of the prcblem have been meager at best. Colleges and uni-
versities in various stages of dilapidation and suffering acute capital anemia
annually report "balanced" budgets and often surplusesf

The fifth annual Bowen-Minter report identifies this phenomeron: "The
data and opinions we receive from the institutions indicate year after year
that mest are holding their own. . .There is o.1e area cf cost, however, which
is not adequately represented in either the data or the opiﬁions. ‘It is de-
preciation of assets. . . The information we receive is as favorable as it is
because of the failure to recognize or report a slow and seemingly inexorable
using up of capital. . . It is difficult to place a dollar figure on this ’
deterioration. . . There are no ready statistics to inform us as to the number
N of dollars needed to bring the phycical assets of higher education up to par."

V‘. \

AN lThis presehtation is based on the findings and recommendations of Hang-
Glfaing, or Looking for an Updraft, A S:tudy of College and University Finance
in thé\;§80's, by Hans H. Jenny with Gecffrey C. Hughes and Richard D. Devine.
(To be p b{iihed by the College of Wooster, May-June, 1981.)

2Inde endent Higher Education: Fifth Annual Report on Financial and
Andepencent Higher tducatlon: FATTh AnfuUd. oelOi L = oo o o
Educational Trends in the Independent Sector of American Higher Educztion by

— JolmMinter andHoward R.Bower. -
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The compulsion to balance the budget is understandable: tlhe rest of the
., world expects colleges and universities to live within their ieans. College
presidents and development officers can testify to the difficultv of raising
money when the budget is in deficit. But to persist much longer in the charade
of reporting incompletely on one's fjfiancial condition is to risk what may
become an irreversible tide of dgsﬂfjgnd obsolescence.

The Capital Charge

One approach explained in Hang-Gliding is the formulaticn of a comprehen-
sive Capital Charge policy that would become an integral part of the collegiate
budget-making and reporting processes. The Capital Charge embraces the following
three componeuts:

--A Capital Renewal and Replacement (CRR) charge to cover
renovation of existing plant and the replacement of
equipment,

-—-A new equipment and library and laboratory acquisitions
budget.

—A debt repayment schedule that includes internal borrowing.

The annual Capital Charge equals the sum of these three components. Each
component is calculated separately (in the absence of a consensus, we use
simple rule-of-thumb for each)._ Many institutions will want to develop their
own standards for the Capital Charge, and base them on programmatic consider-
ations. At this point, we are less concerned with the specific formulas than

with the application of the basic concept.

The Capital Charge becomes the institution's objective for annual expen-
ditures for the specified capital items. If the formula criteria are reasonable,
the Capital Charge provides a sound basis fcr financial evaluation. We can
measure what an institution did spend for capital items against what it should
have spent. Institutions which do not fully fund their Capital Charges can

“report on the extent of their deferral of capital spending, including deferred
maintenance. The Capital Charge thus responds to the "failure to recognize
and report [the]. . .using up of capital" identified by Bowen and Minter.

Application of the CRR Charge

In Hang—Gliding we apply only the Capital Renewal and Replacement (CRR)
portion of the Capital Charge to our sample of institutions. This leads to
some interesting findings and to an important firancial indicator--the Deferred
Maintenance Ratio (DMR). We use the following formula for the Capital Renewal
and Replacement Charge:

Annual CRR Charge = 1.5% (or 3.0%) of investment in plant assets.




N

We consider the 1.5-3.0 percent range to be 2 reasonable, if understated,
target. Eventually a formula needs to be developed incorporatins replace-
ment costs of the plant and equipmeniljf:ets in question.

Graph 1 shows what happens to our institutional sat ~le vwhen we apply the

Graph 1
‘ 4
Effect. of CRR Charge on Frequency of Deficits, 1977-1979
121 Institution Sample
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The graph informs us that in 1979, 37 institutions ran "deficits" in their
current fund, using traditional accounting methodologies. If a CRR charge of
1.5Z had been applied, another 52 institutions would be showing deficits. If
a 3.0% CRR were used, 106 institutions would be "in the red;" only 15, or slight-
ly over ten percent, can be considered "in surnlus" utilizing our approach to

measuring financial condition.

A corollary issue is how to measure the extent of deferred maintenance.
We offer the Deferred Maintenance Proxy as a cost measurement, and the Deferred
Maintenance Ratio as a useful financial indicator. The calculations’for each

follow. e
r

T ——

T ——
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Sample Calculation of Deferred Maiutenance Proxy

CRR Charge (formula amount) $500,000
minus Actual Renewal & Replacements Expenditures 200,000
equals Deferred Maintenance Proxy $300, 000

<

The Deferred Maintenance Proxy represents the dollar amount of deferred
expenditures for capital renewal and replacement; in this illustration the
institution deferred $300,000 of necessary maintenance (as defined by the
formula). The size of the CRR charge and the Proxy will vary among institu-
tions. We therefore develop the Deferred Maintenance Ratio (DMR) to provide
a better indicator of inter-institutional comparisons.

Sample Calculation of Deferred Maintenance Ratio

Deferred Maintenance Proxy $300,000
divided by CRR Charge 500,000
equals Deferred Maintenance Ratio (DMR) .6

The DMR expresses the percentage of necessary maintenance not coverad by
actual’ expenditures, in this case sixty percent of the formula CRR charge.
Both the Proxy and the DMR can be calculated regardless of the specific
formula used for the CRR charge.

Table 1 displays the aggregate Proxies and DMR's for all 121 sample in-
stitutions. Even at the modest 1.5 percent CRR charge, the lowest DMR for
the three years is 71 percent.

Table 1

Aggregate Deferred Maintenance Proxies and Deferred Maintenance Ratios
121 Institution Sample, 1977-1979

1.5%7 CRR 3.0% CRR
Proxy DR Proxy DR
($'000's3) (%) ($'000's) (%)
1979 33,482 71 82,204 85
1978 33,361 77 78,981 88

1977 31,512 77 79,318 88




- While the nature of our sample does not allow us .o project our findings
to the industry with statistical precision, we offer the approximatiors in
Table 2. The investment in plant assets figures are 1980 estimates based on
recent NCES data. We apply the 1.5 and 3.0 percent CRR charges to these
estimates, and then assume two different DMR's--80 and 60 percent. Using
the 1.5 percent CRR charge and the 60 percent DMR assumpticn, for example, we
estimate the 1980 deferred maintenance for the "All Institutions" category
to be $756,000,000. This increases to $2,112,000,000 whea the CRR charge
increases tc three percent of investment in plant assets.

Table 2

Deferred Maintenance Estimate
All Institutions and the Independent Sector

Items All Institutions Independents
Investment in Plant Assets $84,000,000,000 $26,000,000,000
1.5% CRR charge _1,260,000,000 390,000,000
807 DMR, annual requirement 1,008,000,000 312,000,000
60% DMR, annual requirement 756,000,000 234,000,000 °
3.0% CHR charge 3,520,000,000 720,000,000
80% DMR, annual requirement 2,816,000,000 576,000,000
60%Z DMR, annual requirement 2,112,000,000 432,000,600

These figures are alarmiag, even if they are only hypothetical. But when
we also consider the backlog of maintenance projects that have accumulated
over the years, the capital requirements for the industry become staggering.
Nor have we put a price tag on the new equipment and library acquisitions
necessary to bring our institutions up-to-date, not to mention retro-fitting
for handicapped students and energy-saving renovations.

If the higher education industry expects to receive the support required
%o meet its capital needs, it must begin by articulating the problem. The
Capital Charge provides a realistic approach to the isrfae, an 4pproach that we
hope industry analysts will pursue. The Deferred Mai~tenance Proxy and DMR
offer in the deferred maintenanée area the kind of iudicators necessary in
all areas of capital spending (or non-spending, as is clearly the case).
Further development and refinement of these tools, and their application in
financial analysis, are first steps toward coming to terms with the capital
issue in higher education.




Recommendations

The. following fgcommendations come directly from the text of Hang—Gliding.
That study emphasizes, two aspects of higher education finance: the impor-
tance as well as the 5idespread inadequacy of funding for certain capital
investments, and the lick of clarity and detail in the financial reporting
requirements with respedt to certain types of cepital investments. This
prasentation attempts to'\summarize the larger study; we hope these recom-
meqdations follow clearly\from this shortened version.

To higher education institutirns generally and to those in the Indepen-
dent sector in purticular: \ T,

We urge them to develop\as quickly as possible a consensus on how to
report within the framework of the formal financial audit statements on the
scope of capital deteriorationi
To governing boards: ' 3

. ‘ .

We encourage them to make a!careful study of the capital renewal and
replacement- needs of your institutions, and to assess the adequacy of annual /
budget allocations for new equipment and library and laboratory acquisitions.

We strongly recommend that they consider the formal introduction of a
CRR Charge or a Capital Charge policy.

To all those concerned about a Capital Charge policy:
We urge them to think of a phasing-in procedure. Our estimates suggest

a minimum of three to five years mhst be allowed, and perhaps more for :nsti-
tutions with very high DMR's and large backlogs of renewal projects.

-

To the federal and state governments:

We recomrend that they consider how best to make available to all of
higher education CRR funds at low interest cost.

I
To the National Association of Coﬁlege and University Business Officers:

We encourage NquBo'to take[the lead, in cooperation with the Association
of Governing'Boards and others in helping Independent Higher Education--as
} well as ingtitutions in the public sector--implement a mandatory minimum CRR
charge. We believe that such a charge should be fully funded and set up in
specifically designated reserﬁeé.




(ECHNIQUES FOR MEASURING EDUCATIONAL
FINANCIAly RESOURCE DISPARITIES

.. g .
, : Mary A: Golladay
. Chief ,~Educational Indicators
. ..and Epreign Statistics Branch
s National anter for Education Statistics
, ;
Continuing concern with public school finance issues, intensified by court
Ry

focus on the distribution of resources, coﬁtributed to tﬁe legislative requirement

.

passed in 1978 directing the National Center for Education Statistics tc prepare

biennially composite statistical profiles of the distribution of resources for

‘elemenf;ry and secondary education among the states and among school districts of
each state. The language of the legislation indicates the Congressional motivation

and intent: — - . {

"(2) (A) The National Center shall publish . . . a compusite profile of
each state, showipg the degree to which each has achieved equalization

. of resgurces for elementary and secondary education amos the school
T districts within the state. A summary of these profiles shall show

. this qu‘lization among the states.
"(B}-1In ‘compiTtng the profiles required by this paragraph, the National
Center shall list the degree of' equalization both within and among the
= states according to the following standards:
: . n(1) the disparity in expenditures among school districts;
=3 ' " m(4i) the disparity from wealth neutrality; and ° . .
"(1i1) such other measures as the National Center considers
appropriate, including a rz.sideration of price differen- -
- tials and pupil-teacher ratios."

Thre study discussed here is the first response to the leéislative directive.
While' it offers csnsiderable discussion and e;tengive evidence relatgd to distri-
bution;1 issues the iniéial report will be only a firﬁt step towards meet}ng

* the full extent of the law, Many more issues have beeﬁ raised than resolved;

data analyses offer statistical evidence in support of known financing character-

" istics but also uncover unexplainable departures from expected patterns.
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The responsibility assigned to the Center "is of two distinct types:

£irst, to select (or, if necessary, establish) statistical measures that portray

4nequalfties in the distribution of resources and offer the means of showing

' progress towvard soame standard of equalization; second, to apply the selected

measures; to uniform data fron all States. The result should be profiles shoving

State fin.nncing and resource distribution patterns in ways that pemit examine

_ation of d:hparitiu\ both among. and within States.

The legislation contributed to several aspects of the analysis plan.,
The directive to provide composite profiles was interpreted as requiring a
multivariate apprc;ach to the study of the issues. Statistics used in earlier
reports and other studies were not adeqt_;ate for such a charge, which necessitated
lpplicatioti of distributional ;neasures capable of comparing such diverse quantities

as property valﬁes and classroom teachers, or expenditures and tax rates. Numerous

‘ measures were tested against data to ascertain their usefulmess in studying the

L TR

problem of resource distribution.
The analysis also required extensive data manipulation, conducted using

data bases acsembled from several sources. The findings are of course limited

-

by the nature and scope of the data. The tasks of identifying necessary data
elements and the measurement and institutional problems that impede efforts at

standardizatisn and unifdérmity were themselves major activities not addressed

here.

-

The responsibility given to the Center suggested that at least four

commonly discussed properties of measures of inequality were important to the

1/

prescent study:=

1/The discussion of criteria has been drawn almost entirely from an article
by Paul D. Allison, "Measures of Inequality," American Sociological Review 43
fﬂcc-bu' 1978), pp. 865-880.
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1. At the very least, the measure of inequality should equal zero when all

2.

school systems have the same resources per pupil (e.g., core expenditure)
and should have a positive value when ;wo or more school systems differ.
The aeasure should be scale invariant, which requires thst multiplying
every system's expenditure by a constant leaves the degree of inequality
unchanged. This property means that it is unnecessary to adjust for
inflation when comparing expenditure inequality in 1976-77 with that
seven years earlier. Scale invariance also permits the comparison of
distributions of ex;enditurl with distributions of classroom teacﬂers

per 1,000 pupils and other distributions where the unit of measure is

not dollars. Finally, scale {nvariant measures do change when a positive
constant is addad to each element of th; distribution; specifically,

the measure declines in value. -For example, if $1,000 is added to core
expenditure in each school system a scale invariant measure will indicate
that inequality has declined. This property is particularly attractive
in the case of expenditure comparisons, where differasnces among high
spending systems have less notable impact on resources than do differences
among lower spending systems.

The measure of inequality ought to decrease whenever money is transferred
from a richer system to a poorer system, regardless of how rich or how

pooT or the amount of money transferred. This is the principle of transfers.

Decomposition. It often is desirable to decompose the inequality in

a population into inequality between groups and inequality within groups.
For example, in the present study it is important to decbmpose the in-

equality of system core expeﬁditure per pupil for the United States into
inequality among States and inequality within States, or into inaquality

smong school systems in given size categories and inequality within system

size categories. -116-—
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The application of these criteria to 2 variety of measures of inequality

resulted in the immediate determination that some measures were unsuitable, at

least for any detailed analysis. Many potential measures are not scale invariant

and vere ruled out. Measures unsatisfactory on this basis include:
a. Range. Difference between highest and lowest observation.

b. Interquartile range. P(75) - P(25), where P(75) and P(25) are the
3 75th and 25th percentiles, and all other restricted ranges.

¢. Variance. Mean squared deviation of observations from the mean.
Application of the principle of transfers eliminates a number of other
possible measures, including:
d. Range ratio. {P(95) - P(5)}/P(5) and all similar measures involving
ratios of a restricted range to an arbitrarily chosen per-

centile,

e. Relative mean deviation. Mean absolute deviation from the mean.

f. Standard deviation or variance of the logaritims of the observations.
This measure responds well to transfers at lower expenditure
levels. But at high expenditure levels (greater than 2.718
times the geometric mean), the variance of logarithms actually
decreases wvith a transfer from a (relatively) poorer to a
richer system.

Thé analyses of dispersion used in the study rest on three measures which
satisfy most of the criteria just mentioned: the coefficient of variation,
the Gini coefficient, and the Theil coefficient. The properties of these
statistics are important to the interpretation of results.

a. Coefficient of variation. The standard deviation divided by the
V&
A

The coefficient of ;ariation has an upper bound of Y\ n- . which is

mean:

reached when one individual (system) has everything and the others

nothing. Vv is}equally sensitive to transfers among districts at
- -117-
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_all resource levels. Thus a transter of $100 per pupil from a $600

s

per pupil axpenditure system to a $400 per pupil expenditure system
has the same impact as a transfer of $100 per pdb{} from a $1,600
systen to a $1;400 systen,

Gini coefficient. This comparison of joint!cumulative disttibugion;
of a resource and its recipients offers a measure of dispersion

divided by twice the mean: n o n

G= ’r‘\?‘ 1:1 "Zs'l L, =%,

R ol fhe
The index is usually considered in relation to the Lorenz curve,

which portrays for ezch -rank of a population the proportion at that
rank or below and also the proportion of the total amount of the
good being distributed that is earned by recipients at that rank or
below. The Gini coefficient is equal to twice the area between the
Lorenz curve and the line of perfect equality.

Thé Gini coefficient cannot be decomposed and thus does not
possess one of the desirable characteristics mentioned earlier. The
Gini coefficient, although it is éut:ently a popular measure of in-
equality, has another limitation. For a typically shaped distribution
it tends to be more sensitive to transfers around the middle of the
aistribution and less sensitive to equal transfers among the very poor
or the very rich. Thus if the distribution of syétem per pupil ex-~
penditure is unimodal with a median of about $1,500, a transfer of
$100 per pupil from a $1,600 system to a SI,Qpﬂf;ystem has more of an
effect of the Gini coefficient than does a $100 transfer from a $600

system to a $400 system.

fyry
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Theil coefficient. The measure is:

Te & 2 () (%) .

wpich reduces to a more cramputationally convenient formula and
feveals that T is. a measure of dispersion divided by the mean:
- } 4 s >
"\"5 n é‘*u\"ﬁ X I‘d"s/‘u
A

When ¥;=0, x;(o§& is also defined to be 0. Theil's measure has

an uprer bound of natural log n, which is reached when one individual
has everything and everyone else has nothing. Merely increasing or -
decreasing the numbo:.of pupils or school systems will not change the
value unless such a change affects the distribution of resources.

The coeftici;nt of variation, as noted above, is equally sensitive
to transfers at all income levels. The change in T, however, depends
on the ratio of the affected_per pupil expenditure. As a consequence,
transferring $100 per pupil from a $600 per pupil expenditure system
to a $400 per pupil expenditure. system has the same effect as the
transfer of $100 per pupil from an $1,800 éystem to a $1,200 system.
(Note: 600/400 = 1800/1200). The lower the level of expenditure, the
more sensitive T is to transfers.

The Theil coefficient can be decoméosed to show the inequality
of a distribution among groups and inequality within groups. For
example, suppose the population c;n be divided into J r.nutually ex-
clusive and exhaustive groups (such as States). It is possible to
decompose the inequality in per pupil expenditures into inequality
among States and in;quality within States. For each state we know
ij the mean per éupil expenditure of the jth state, the proportion
of students, Pj, in state j, and Tj and Vj, the inequality measures

-119-
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for each State.

The decomposition of Theil's index is

T 5 (05 m(R). £ (a8
'\ X X V¥
X
- 3 .
whare X Z,‘ e { ')('A is the grand (national) per pupil
Q)

expenditvre. The gizst terna on the right-hand side is the among
States component. It is equivalent to the value of T that would be
obtained if everyone in each State recaived the mean expenditure for
that State. The second term on the right-hand side is a weighted

average of the withir-group T values.

Results of the Analysis

-

It is important that the results of this analysis be presented in a form
understandable to an audiencs of fblicy makers who may be knowledgeable of the
analytical techniques utilized but whose Prizary concern remains the findings and
their meaning. Por illustrative purposes, a few of the findings are shown here.

The disperaion measures for district averages and for district averages
,weighted by enzollments are shown'by State for 1976-77 in table 1. Values for
the three dispersion statistics were shown simultaneously to permit ct.;mparisons
across the different statistics. Furthermore, both the coefficient of variation |
and the Gini coa2fficient are relatively well known among the audience for this
report, while this is the first major application of the Theil coefficient to
school finance issues.

Because ghe Theil coefficieqt is preferable to the two measures oA at least
two- counts, its tendency to weight changes af. the lower end of the distribution _
scals as nore(significant than changes at the upper end, and its decomposability,
it has been used to shob ngy characteristics of the data assembled for the study.

-120-
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Two illustéationsof its use are ;ncluded here.

The Theil coefficient was used tc compare statistical measures of within-
State dispersions on core expenditures and teachers. A graphic display of these
relationships suggests some of the reasons for resource differences. Chart 1
shows the national average within-State dispersion used to partition the States
into four groups, based on their relation to the national average on each of the
two resource distributions. Seventeen States (tho;e in the lower left-hanc
corner of the chart) had both expendituté and Staffing dispersions less than the
national average of within State dispersions; in other words, this group showed
greater equalization than the national average on both resource measures. At the
other extreme seven States (those in the upper right-hand corner) exceeded the
national average in &ispe:sions for both resource measures. Remaining States
exceeded the national average on one measure and were less than average on the
othe::

This simultaneous display of dispersion for alternative measures of resources

suggested both the complexity of conditions confronting individual States and
the necessity of interpreting particular findings within a general context.
States with large teacher dispersion but comparatively small expenditure dispersions
are in many cases those with areas of low population density (for example, North
Dakota, Colorado, Nebraska, Arizona) where to offer complete educational programs
may require proportionately more staff. In the complementary case, large
expenditure dispersions in States with small teacher dispersions might signal the
presence of States that contain some area# with higher expenditure than others
(perhaﬁs because of metropolitan centers). Pennsylvania, Ohio, Tennessee, and
Hassachusetts offer examples of this phenomenon.

Decomposition of the Theil coefficient was used to examine hyp;theses

regarding several reasons for resource disparities. Variations in the levels
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of educational.:esouxceg supplied to students have been attributable to differences
in studehtncedi,input prices or:program costs.” Earlier comparisons of expenditure
and teacher variaticns suggested that some uncontrollable costs differences may
result froe sparsity of populati;n. Other demographic features that have been
cited as possible explanatory factors include scheol system size, metrcpolitan

status, ard cost of living differentials. EdUcational needs of particular student -

groups introduce additional, justifiable teasons for rescurce variations. Each

of these characteristics was examined using the impact of the Theil coefficient.
Metropolitan stztus has been :ited as a }actor that could affect both per
Pupil costs- of instructioh and also the statistical analysis because of the
considerable variation 1n the sizes of groups being studied. Theil coefficients
for each State were decomposed, in this case for the variation within and among
the three designated ca£cgories. The average expenditures hy category, the value
of the Theil coefficient, and £he percent of the total variation explained by
among and within group intervals is shown in Table 2 . The rasults show that
only in the case cf three States--Delzware, Kentucky, and Tennessee--is more of
the variation explainable as being amcng groups than within. Thus only in those
three States would a metropolitan classification be of exélanato:y‘value in

explaining expenditure disparity. The substantial proportion of the among group

variaticn for thece three States is particularly surprising in view of the fact
that the classification makss so little difference for most of the other States.
In two States, Illinois and Georgia, the variation explained within groups is

|

about equal to tha? explained by the group classification.

Conclusion
NCES regards its presentation of these and many analytical results as
introductory and exploratory. Whethesr we succeed in our attempts to draw upon

—<esults of a technically sophisticlited analysis to provide intelligible results
-122- 15y




to a diverse audierce remains to be seen. If we are successful, we will have
made significant progress in keeping with our fundamental mission. For purposes
of this session, I hcpe the techniques and approaches summarized here will prove

to have 4fder application than those shown here to school finance issues.
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Table 1

CORE CURRENT EDUCATION EXPENDITURE PFR PUPIL BY METROPOLITAN STATUS OF SCHOOL SYSTEM,
BY STATE: 1976-77 (INCLUDES EXPF.DITURES FOR PUPILS IN SCHOOL DISTRICTS WITH GRADES
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A FRAMEWORK OF THE RELATIONSHIP BETWEEN INSTITUTIONAL®
FINANCIAL CONDITION AND STUDENT ACCESS AND CHOICE

James P. Maxwell
Operations Research Analyst
Office of Program Evaluation
U.S. Department of Education

Many people fear that the 80's will be a time for decreasing enroll-
ment and rising costs. As a result, the financial concditions of many in-
stitutions may deteriorate and institutional administrators may look to the
govern#ent” for. financial -assistance.

The principal goal, in postsecondary education, of the U.S. Department
of Education is to provide student access and choice, particularly for poor
and minority students. The Federal government should not provide general
institutional support for most postsecondary institutions. The major
respondibility for general.institutional support of public institutions is
- vested in State and local governments. The major institutional support of
private institutions is provided by tuition, endowments, and gifts. If
student access to or choice of educational service is threatened then the
Department of Educaticn may provide assistance.

The purpose of this study is to develop a framework that describes the
relationship between institutional financial condition and student access
and choice of educational services.

Study Activities

- The study consists of three activities. First, devise a preliminary
framework. This framework describes the institutional financial condition,
the responses that effect educational services provided at an institution,
and the ability of the student to attain educational services from alterpa-
tive institutions. This framework describes the elements, identifies the
measures, and suggests hypotheses.. This preliminary framework was initially
based on the ACE/NACUBO self-study workbook for describing the financial
condition of a private institution. The preliminary framework was then
modified and extended after a few pilot site visits that were part of this
study.

N e - ~

Second, clarify by adding more elements to the framework, by further
specifying the elements in the framework, and by proposing hypothetic
relationship among the elements in the framework. This framework clzii-
fication was attained by interviewing adminiszgators at thirty-s%x institu- °
tions. .




Third, the hypothesized relationships wers examined using available
data. ,The American Institutes for Research developed a longitudinal file
for 3600 institutions from the Naticnal Center for Educational Statistics
(NCESZ surveys between the years 1975 and 1978. A Higher Education Panel
(HEP) “survey was used to obtain financial data not available from the NCES
financial surveys. The NCES longitudinal data file and HEP data file are 4

used to exrmine hypothetical relationships.

) The study will culminate in a final report. That report should be
available by the next conference in October 1981. At this point the pre-
liminary framework has been developed which is discussed in the next section.

A

Preliminary Framework

The framework as it has currently evolved consists of an institutional
response to financial distress and the effect of these aggregate responses
on stu@gnts' accé5f459 educational services in a market area.

The institutional respense or framework consists of the financial stress
and.- three ways of responding: (1) choose a strategy that doe 't reduce the
financial value of the institution; and (2) choose a strategy that reduces ]
‘buffers to future financial stress; and (3) choose a strategy that reduces
educational services to students. )

Under financial stress factors are fnclLdi expenditure increases,
revenue decreases, and decreasing flexibility. Expenditures that may in-
crease are faculty ahd ' staff salaries, building maintenance, utilities and
student scholarships. Thede increasing costs are particularly a problem if
" the institution is also facing revenue declines such as those due to enroll-
mert declines; declines in external support through gifts, appropriations -
and grant contract revenue; and decline of endowment value. The ability to
respond to an "expenditure-revenue" squeeze will depend on the flexibility
of the institution in meeting cost demands. The flexibility of the financial
administrator in responding to financial stress may be curtailed. ° The
administrator may be forced to expend institutional funds to reduce current
debt or to comply with regulations, also the institution may be limited in
the amount of revenue that can be obtained through tuition, gifts, or ap-
propriations. '

The financial administra%¥or will probably .first choose a strategy that
will not reduce the book value of the institution or the services provided
by the institution This strategy consists of reducing nonessential expen-
ditures, increasing revenue, or decreasing flexibility. The most likely
choice is to increase revenue by increasing the enrollment through recruit-
ment or retention or appealing for funds through gifts or appropriations.
The institution may reduce its future flexibility by increasing its financial
obligation through contracts and grants.
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More serious are cutbacks, for they potentially or do affect services
provided to students- Cutbacks involve: (1) reduction in reserves, or
buffer, (2) freezes or reduction in needed growth and (3) service cutbacks.
Reserves can be reduced by reducing the current fund or quasi-endowments or
by selling off investment property. These reductions do not necessarily
affect student services but they do reduce the ability of the institution to
respond to future financial stress. Freezing or reducing growth of supplies,
salaries and building maintenance does effect the quality of services pro-
vided to students. Finally, the institution may directly reduce educational
service by cutting back on administration, student services, and academic
program offerings.

Financial stress on an institution may result in service cutbacks to
students. The characteristic patterns that institutions use in responding
to financial distress differ by institutional characteristics, competitive
environment, or institutional mission. These are interacting factors.

Services that are reduced or are threatened in the student market area
is the key issue. Educational services that can be reduced include those
not in demand, those that another institution could provide, and those that
cannot otheryise\be obtained by the student. The Department of Education
is primarily’ concerned with reducded educational services that the student
demands and cannot readily obtain.

These service reductions need to be considered in regard to student
types who may vary in their demands for educational services. O0f particular
interest is the student who doesn't have the resources to obtain the educa-
tional service he or she desires. ;

Most of the framework can be stated in measurable terms and data or

proxies are currently available for some of the elements. This measurable
framework is a necessary step in devising relevant and empirical hypotheses.
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FINANCIAL ASSESSMENT IN-INSTITUTIONAL MANAGEMENT
AND PUBLIC POLICY ANALYSIS:

THE CANADIAN EXPERTENCE

Jeffrey Holmes
Director ‘
Education, Science and Culture Division
Statistics Canada*

This talk will indicate not so much how financial assessment is used to
measure financial viability and to help determine public policy but why ‘it
isn't. For reasons of history, demography and institutional size, finance
data has played a less important role in Canada than in the United States—
and is likely to continue to do so. This is not to =ay that finance data
is ignored. Indeed, as Canada's public deficit grows, it is consulted with
increasing frequency at government and institution levels. But in conflicts
between data and politics (national, provincial or institutioral) it is still
unwise to bet on the data..

Yes Virginia, there are differences betweén the United States and Canada.

1. The Americans think of-everything (well almost everything) sooner than
Canadians do -~ an average of 7.3 years sooner as regards higher educa-
tion. This includes computers and their daily diet of data.

2. American higher' education is about 10 times bigger than Canadiar higher
education. This provides economics of scale which justify the creation
of data—-producing units.- Some. Canadian administrators who want to count
students or revenues have only to look out of the window or in the wall
safe. -

3. The U.S. federal government, when it encourages institutions to be good
through Title grants, likes to get evidence of compliance. The Canadian
federal and provincial governments have been much more trusting. Also,
they don't make Title grants. <

4., The average Canadian institution is smaller and less complex than the
average American institution. It does less research. Financial control
is easier, more personal. Sometimes ever more political. Data, especial-
ly finance data, may get in the way of decisions.

5. Canadians are not as numerate as Americans. (Is anyone?)

" These and other differences will surface later (sometimes belly up). But
first let me tell you:

*Views expressed are those of the author, not of Statistics Canada.
-~
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Rather more about Canadian higher education than you wish to know.

In the beginning was Laval, named by the French Canadians after a great
bishop. 1Its roots go deeper than those of Harvard and Yale. (The Americans
didn't think of everything first.) Then came the King's colleges, founded
by English Canadians, many of whom were Americans who had fled the Revolution
and refurbished the monarchy in these seats of learning. The one now in
Halifax is convinced that it is older than the one in Fredericton. (It is
also convinced that Yale owes it millions of dollars.) Other King's colleges
sprang up, even in places as far west as Toronto. But even further west, the-
Prairies universities fullowed the Land-Grant model in an agricultural setting.
In the farthest west, British models prevailed, through the splendid Canadian
practice of bifurcation. The University of British Columbia birurcated from
McGill and, later, Victoria bifurcated from U.B.C. Back east, bifurcation
produced the Université de Montréal from Laval, as one outstanding example.

<

P
o

There were some 30 universities or university clusters in the mid-50s when
Edward Sheffield (a predecessor of mime as director of the Education Statistics
Division) galloped through Academe shouting "The students are coming! The
students are coming!" About a dozen universities or campuses were added to
help cope with the boom, and in the mid-1960s, two college systems sprang
fully built from the heads of planrars in Ontario and Quebec. The Deimon
Demography hit Canadian higher education even harder than he hit U.S. higher
education, since the base of both students and professors was much smaller.
There was a five-fold expansion of universifies in the 15 years to 1970 plus
the creation of whole commmity college systems to add to the scattered
handful of non-uuiversity post~secondary institutions. Many universities
started the boom as private institutions in fact, or partially in fact, as
well as in name. By the mid-seventies, virtually all institutions were
provincial, in finance as well as 4n fact. This wasa major change for
many of the original universities: although the 1867 British North America
Act snecified that "education, in and for the province," was a provincial
Jurisdiction, very few thought that this agreement covered the universities.
The federal government had not hesitated to move into the post-secondary field
for short periods when it thought fit, as in the provision of free university
education for many returning Werld War II veterans, for example.

To federaliy finance or not to federally finance?

Federal support for universities assumed a more permanent character in the
early 50s with the decision to pay 50 ¢»nts per capita of provincial population
to the institutions. The money went through the national association of
universities (the AUCC) except ia the -case of Quebec, which refwsed to allow
this. The amount increased slowly to $2 per capita and then jumped overnight
to $5 in 1966. But, in 1968, the federal government withdrew its direct support
and decided tro match, dollar for dollar, provincial spending on post-secondary.
It did this in the form of tax point transfers and the decision led to several
years of "the 50 cent dollar." This was great help for the post-secoundary
world in meeting the demand for places but another of my predecessors male an
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early 70s "forecast" which projected higher education spending to swallow the
Gross National Product by the ea.'ly nineties. When the Deutsch task force
met to look at the financing agreement, it had finance, not accessibility,

as its top consideration in giving advice to the federal government. As

a stbp-gap, the government imposed a 15% annual increase limit to help it
cope with escalating provincial spending and with growing inflation. Finally,
in the mid-seventies, Finance Minister MacDonald brought in a new arrangement,
whereby post-secondary financing was lumped with health and welfare transfers
under Bill C-37. the Established Programmes Financing Act.

Meanwhile, forward in the Provinces.

The provinces, after many years of benign non-involvment with university
financing, began to take an interest in the early 60s. The provincial grants
committee replaced the t@te-3i-t&te between provincial premier and university
president which had been an accepted forum for many decisions on annual
provincial contributions. Most provinces reaped both financial and political
rewards from the change in federal financing in 1967; the amqQunts passed out
by svants comuittees multiplied. So did the interest of the "“ivy-covered

taxpayer."

And in the hallowed halls of learning...

...they were too busy keeping pace with the demands of expansion to worry
overmuch about financial assessments. In the mid-50s, most institutions survived
reasonavly well on private grants, investment income, student fees which covered
some 302 of tuition costs, donated services by teaching clerics, and modest
income from federal and provincial sources. The majority of Canadian universi-
ties were liberal arts colleges with a handful of graduate students. By the
late 60s, course offerings, both graduate and undergraduate, had proliferated;
student fees and investment income was falling steadily as a percentage of.
revenue; and the provincial government had become, overnight for most institutions
the major single source of revenue; research grants, mostly from the federal
government had increased spectacularly. Accountability was here to stay.

AUCC-CAUT~CAUBO cost study.

In the late 60s, three national university associations (institutions, pro-
fessors, business officers,) launched a study to see if a valid costing procedure
could be developed for the new complexity of university accountability. The
study aborted, but not before it had produced some interesting although uncom-
firmed refutations of conventional wisdom. For example, the most expensive (net)
year, undergraduate or graduate, was the third year undergraduate. But the
politics of publishing the raw data (w/ ~ts and all) proved too much for the
CAUT, who foresaw politicians rampant clutching the study couchant on a field
argent. The study was dropped but not before it inspired a gallant band of
business officers (AAUBO) and a great national statistics agency to pursue
the cost study dream in the quiet backwaters of the Atlantic provinces.
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Atlantic Universities Financial Information System.
) :
As Brobdingnag (U.S.A.) 1is to Gulliver (Canada) so Guiliver is to
Lilliput (/tlantic Provinces): )

How the cost study journeyed to Lilliput and what befell it there: a
comi-tragedy in three parts, with sundry engagements, sallies,. sieges, minings
and countermings, alarums agd excufsions wherein all the problems of financial
assesswent are magnified as recounted by a petty protagonist.

The future of financial assessment.

A
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IMPLICATIONS OF THE STUDIES ON THE

FINANCIAL CONDITION OF PUBLIC HIGHER EDUCATION

v

Jacol Stampen
Senior Research Associate for Policy Analysis

American Association of State Colleges and Universities

For the first time in 1980 we have two parallel studies of the
financial condition of public and independent higher education. The
principal investigators John Minter and Howard Bowen are the same for
both studies. Virginia Hodgkinson and I have been studying their reports
and {ind that both sectors'share common problems. I will try to describe
what Minter and Bowen and -others have concluded about the public sector.
Later Virginia will discues the independent sector.

Looking at the public and independent sector we both have further
questions about the current state of capital investments, the cost of
administration, the impact of student aid on enrollments, and the
meaning of the test scores as applied to the different sectors.

In terms of access, enrollments in public colleges grew by about 42
percent over the past decade and now-8 out of 10 are in some type of public
institution. Three overlapping groups each accounted for over half of the
enrollment increase: minorities, women and students over age.24. Perhaps
associated with the influx of new clientele, SAT scores have been going down
for all high school ¥raduates and for students attending public institutions.
A question has arisen as to how appropriate it is to use SAT scores when
comparing public and independent institutions. Mogt public colleges de not
.use them. Thus, we are somewhat concerned that comParisons between the
public and independent sector on the basis of test scores may not be useful.

We also need to look more closely at student aid and its effect on °
enrollment patterns. -Minorify student enrollments grew rapidly during the 1970s
and it seems highly likely that this had something to do with student aid,
but most studies fail to establish a close linkage between enrollment changes
and student aid for students from low income families. That is, attendance by
students from low income families did not appear to have increased very sub-
stantially since the passage of the Higher Education Amendments of 1972. Why
this seems to be the case needs further investigation.

How eager will public institutions be to increase enrolluents during the
decade of the 1980s. Among the Minter/Bowen panel institutions it is noted
that the public research universities and land-grant colleges grew very
slowly during the 1970s and seem to have reached full capacity some years
ago. Even among the comprehensive colleges and universities, few institutions
seem interested in further growth. Only the community colleges continue to
seek large percentage increases in enrollment.




With respect to igstitutional,financing, during the past two years,
it appears that appropriations have kept pace with enrollments and
inflation. However, over the decade, per student support seems to have
fallen slightly behind inflation. Perhaps somewhat surprisingly, tuition
revenue has maintained a fairly stable relationship with appropsiations
over the decade. In the early 1970s public college tuitions did rise
more rapidly than inflation, but recently inflation has moved ahead faster
than tuition. Expenditures for instruction in proportion to all other
educational and general expenditures appear to be declining.

Minter and Bowen found many signs of deferred maintenance in human,
physical and financial assets. For example, the AAUP reported that
faculty salaries declined 20 percent in real dollars over the past decade.
Minter/Bowen report that annual investments in physical assets, in constant
dollars, were twice as high two decades ago as they are today. Much of the
difference no doubt reflects the widespread perception that higher education
enrcllment’ would slow to a halt during the 1970s and that without inc.eased
enrollments there would be little nerd for .new investments. Financial assets,
endowments and other forms of income have also increased at a slower rate
than inflation and enrollments.

One additional Minter/Bowen finding deserves mention. Among the
subsectors the research universities are in the stronges: financial
condition, but the percentage gaining ground is very small. The compre-
hensive colleges and universities report increasing numbers of institutions
in a weakening condition. There are similarities here with the Nate Dickmeyer
findings in his analysis of HEGIS data. The community colleges are in the
weakest condition, according to Minter/Bowen, but they are becoming stronger.

Where should we seéEJan explanation of the paradox of continued support
but less being spent on teaching and maintenance. There seem to be two places
to look: 1) new obligations such as the rising cost of accountability to
governments and 2) rapid inflation in basic areas (eg, libraries, evnergy,
equipment, etc.). Our overall assessment is that the public sector's current
financial condition is fragile. The institutions seem to be coping but their
fixed costs are going up, new obligations are being thrust upon them and
expenditures for faculty salaries instruction and institutional maintenance
ars falling dangerously far behind inflation.
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FINDINGS AND APPLICATIONS OF THE STUDIES
OF EDUCATION AND FINANCIAL CONDITIONS——INDEPENDENT SECTOR

Virginia Hodgkinson
Executive Director
National Instjtute oi fndependent Colleges and Universities

’

As usual the independent sector is staying in the same place. Thére
are few new trends. ~

One of the findings of the Minter-Bowen study that has remained the
same over the four years is that we ave using up our physical and human
resources. We are going to be on notice for a~day of reckoning for the
resources. In the fifth report we were shown to have coped with inflation
over the last two years by cutting faculty buying power by 12 percent.
This was an effort to balance budgets so that we have run the gauntlet in
terms of being able to make ends meet.

What you see from the series of independent sector studies is that
college presidents manage better than they did ten years ago, they know all
of the terms, they know the ratios, they've stopped the upward flow of tenure.
The only thing they can beat is inflation, -bad market situation with regard
to the endowment, energy, cost of libraries and cost of equipment. It
doesn't matter how well you manage if you-have to confront problems that
have nothing to dc with internal planning issues. The issues of critical
importance for the 1980s, the financial problems that may well put both
public and independent colleges in trouble will be exclusively major external
issues-~social security, taxes, energy costs, cost of paper, state and federal
regulation and the increase in percent of administration. We must study
these so that policy makers can document what is going on in an effort to
change things a bit.

The three arzas where we need answers have no methodology. We need
that methodology very quickly. The areas are:

1) Capital investment in higher education--how much is being spent
and for what?

2) Cost of operation--need to count fuel and what is deferred.

3) Student aid--it will cover only 49 percent of the bill under the
best.

DY
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INTERPRETATION OF THE INDICATORS; IS FINANCIAL
STRENGTH ERODING AND EDUCATION QUALITY IMPROVING?

Hoke Smith
President
Towson State Universitly
©h N

-

The apparent contradiction between the perception of educators that
educational quality is improving, or at least holding constant, and the
weakening financial ppsition of many institutions of higher education is
not as surprising as it may appear at first glance. The estimation of quality
in education is always illusive. "Quality" refers to the cognitive and
affective characteristics which result from the educational process. These
chardcteristics may be of varying degrees of excellence. However, in our
common sSense use of the term, quality carries with it the connotation o7 a
high degree of excellence.

However, in practice, we do think of characteristics which tend to
fluctuate within a range. Quality is judged in relation to a goal, charac-
teristics of thé process, condition, or objectives necessary for the achieve-
ment of that goal, and criteria for the evaluatisn of the presence or absence
of those characteristics. Thus, a clearly Stated institutional mission will
be conducive to quality because it focuses resources upon the attainment of
objectives necessary to the achievement of that mission. In the decentralized
adndnistrative envirominent of the university college, individual faculty
members and their administrators regularly plan for a specific level of
quality. Ouly if these plans are in harmony with the institutional mission
can optimum quality be achieved. .

Awareness of the pervasiveness of judgments concerning quality is enhanced
by using a systems approach. Evaluative mmasures are applied throughout the
system to inputs to the process which cccur within the system and to outputs.
Control of inmput is assumed to influence the process of the system by increasing
or decreasing the probability of specific occurrences within the processes of
the system. Control of output approves or rejzcts cutcomes on the basis of the
harmony of those outcomes with the educational goals relevant to the institu-
tional mission.

The financial crisis in higher edication has most directly affected input
factors, such as: faculty salaries, libraiy acquisiticns, and tlie purchase of
equipment and supplies. While financial stringency has limited the range of
possibilities within the process, it has yet to force a substantial change in
the process of education. Therefore, it is possible that the characteristics
of quality within the educational process can be maintained or improved in a
period of diminishing resources. There is not a proven direct correlation
betweer: the amount of money spent on educition and quality. The widely varying
cost of educational programs acrnss che country demonstrates this. However,
there obviously are many ways in which the2 expenditure on education directly
influences its character and effectiveness for specific purposes. In evaluating
the impact of financial stringency upon educacional quality, we must be sensitive
to changes in purpose or educational concepty. Some gocis of education, such
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as experience gained through clinical work, are inherently mor:2 expensive
than the transmitting of information. It would be entirely possible to run
an educational program consisting solely of the conveyance of information
through the lecture system at a much lower cost than an educational system |

which has as its primary goal the development and practice of applied skills.

More detailed explanations of the apparent contradiction between the -
financial stringency confronting higher gducation and the perception of steady
or lmproving quality can be discussed in three broad groups. These groups are
based on emotional reasons, situational factors, and adaptive strategies.

Primary among the emotional reasons is simply ego involvement. Many of
us involved in academic administration feel, "If I am here and working this
hard, things must be getting better." This is not said facetiously. I think
that many of those responding to the questionnaire have been working hard to
maintain or improve the quality of education and find it difficult to admit
that their efforts have been unsuccessful. A second emotional reason is the
reverse of this self--confidence. In filling out even an anonymous question-—
naire, there is a feeling that admitting, perhaps even to one's self, that
quality is declining will result in a weakening of the market position of
the institution with a consequent downward spiral in enrollment and funding.
Although these two emotional reasons may seem superficial, I believe that
they do have a definite impact on many who fill out the questionnaires.

Ti.2re are a number of situaticnal reasons why the perception of the
improvement of educational quality may be warranted. First, and primary, is
that the quality of the faculty, both in terms of credentials and experience,
has been increasing. The tightness of the academic marketplace in 'many
fields, in addition to the increased production of doctorates from graduate
schools, has enabled many institutions to be much more selective in their
hiring of new faculty. Many of the ‘experienced faculty who lacked the terminal
degree have continued to work ca that degrec and have received it during recent
years.

4 ~

The instinctive reaction of many institut.ons to cut support budgets, while
keeping personnel recognizes that, in the highly personal process of education,
people are the institution's most valuable resource. Creat emphasis has gone
into the seled?ion and upgrading of the faculty. The faculty development pro-—
grams which were so prevalent during the past decade are eloquent testimony to
the importance which institutions place upon the teaching process. An experi-
enced, competent, and dedicated faculty can compensate over a brief period of
time for substantial financial inadegquacies. :

Also, the past decade has been characterized by an increased focus on the
teaching process in most institutions. In part this was 2 reaction to the
student movement of the late 60's and early 70's which so vigorously protested
the depersonalization and research focus of many institutions.

-

Many faculty are ''running scared." "The tightness of promotions, tenure
slots, and raises have caused many to work harder. They are concentrating on
teaching while at the same time attempting to supplement their income through
other professional activities which produce a more professional atmosphere.
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As & part of programs to cut student attrition, academic advising has
been emphasized at many institutions with a consequent improvement of student/
faculty relations. As a graduate of a small liberal arts college, I telt that
tha close relationship between myself and my mentor on the undergraduate level
was the most important part of my educational experience. Many retention
programs have made efforts to increase this sort of interaction. This makes
both the faculty member and the student feel better about the quality of the
academic process.

In addition, the rise of student interest in career education has helped
improve the quality of education in several substantial ways. The tightness
of the employment market has made students more serious in their educational
efforts in order to attain a competitive advantage in the post-graduate market-
place. Students in career education have specific goals whichk have contributed
a seriousness of purpose, if not intellectual excitement, to the educational —
process. Perhaps, in this age of careerism, there is more congruence between
student goals and the academic wotk within the classroom. The loss in the ~
intellectual excitement on campuses has been compensated for by more assiduous
attention to solid academic work within the classroom.

Finally, in some institutions, the shift of students to professional
programs, particularly budiness administration, has assisted institutions in
controlling educational costs. Despite high salaries, undergraduate business
administration is frequently the lowest cost program on a campus. (For example,
at Towson State, direct instruction costs of $16.15 per SCH in Busindss Admin-
istration as constrasted with $63.07 in Biology, $40.98 in English,and $206.42
in Applied Music.) In this way the institution has been able to increase its
enrollment in lower cost areas while more fully utilizing its resources in

: high-cost areas. It would be worth examining whether the perceptions concern-
ing the quality of education vary by discirline. In any event, if the rush
to professionalism had been in high-cost areas, the impact of fiscal stringency
upon educational quality might have been more visible and substantial.

The third broad area of explanation to this paradox is adaptive. First,
institutions have adapted by keeping the people who provide the services while
cutting down on equipment, services, maintenance, and salaries. This strategy,
although one which will erode quality in the long run, does permit the institu-
tions to maintain quality as long as the supplies are adequate, equipment func-
tions, buildings do not collapse, and the faculty and staff morale can be
maintained. So far] most institutions have been successful in achieving those
goals. The effects of human, fiscal, and physical deferred maintenance.are

present but have yet to have their full impact upon the system. Indeed, we
have been using up our capital. Second, qualiried faculty members are ingen—
ious in adapting to restricted resources. In many cases, the adaptatic.s in
programs which have been made are relatively invisible to the central adminis-
trative officer and senior faculty and must Se ferreted out. For example, at
my institution, the number of students sharing a cat for dissection has gone
from two to four, the number of major theatre productions has been cut from
four to two, and the advanced cartography class is offered only once a year
because »f the shortage of supplies. Ccmputer terminals are inadequate so that
the hands-on experience of the students is limited. Yet, unless the faculty
members call this to the attention of the academic administrator, it will often
go unnoticed because students are being educated and are being placed or admitted
into graduate schools.
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This flexibility of many of our faculty members illustrates the superfi-
ciality of a direct and immediate connection between cost and quality. There
are many modifications which a skilled faculty member can mske while maintaining
the quality of a program. Eventually erosion takes place in the opportunities
for hands-on experience, eXposure to diversified library materials, acquaintance

~with contemporary equipment, and, indeed, the functioning of old equipment.

We now stand at the borderline between the maintenance of quality and the
beginning of au actual erosion. On my campus we reached the decision last year
that we_could no longer afford to lose purchasing power due to inflation.

Since 1970, the purchasing power of general funds from the state per FTE student
has declined by 41 percent. Any further cuts would have directly affected the
quality of our program in many areas. This feeling is evidently widely shared
in the country, and accounts for the substantial increase in tuitions nation-
wide last year. We have turned back the thermostats as far as they can go.

We have cannibalized audio-visual equipment to maintain functioning units. We
have milked the travel budgets to provide support for only the active faculty
members. We have pruned our serials collections of the esoteric (nice to have,
but not necessary to have) materials. Further erosion of the support budgets
will result in direct changes in the educational program. . o

In some ways, the quality may not be immediately reduced. There may be
more emphasis upon theoretical learning and less on laboratory experience.
Disciplines which should use audio-visual materials and computer terminals for
balanced contemporary presentations may increasingly depend upon chalk and
chalkboard. There may even be a temporary euphoria as more emphasis is placed
upon the classroom discussion of fundamental ideas within a discipline. How-

ever, very rapidly the cost of chemicals will 1imit the experience of the chemistry
student; the business student will be graduate without experience on current com-
puters; the drama students will.be able to participate in only one production a
year; and the historian will have limited library resources at his or her disposal.

But the most serious degradation of educational quality will occur when
the faculty member denied_professiond%/support for travel, the stimulation of‘
new materials, and the task of constantly restricting the coverage of a course
due to scarce resources, burns out. Whether that individual stays within the
academy or leaves for greener pastures, we will finally begin to see the ulti-

mate erosion in academic quality.

The apparent paradox is understandable. But, it must be read within the
context of the summary conclusions of current studies of the financial condi-
tion of higher education. We are very close to the critical balance in which
the eventual effect of the erosion of financial support of education will appear

. in greater modification of our programs and a loss of educational quality.
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USE OF FINANCIAL ASSESSMENT IN DEVELOPING
HIGHER EDUCATION POLICY

-~

George B. Weathersby
Commissioner for Higher Education
State of Indiana

Public Policy Contexts

What I would like to do is to ccntrast what seem to,me to be some sig-
nificant differeaces between the state and federal policy context. First,
to use financizl assessment information to develop policy information for
higher education it is important_ to understand the contes ' in which policy
is made. Second, the eavironment of higher education i@‘é next few years
is going to be very different than what we are used to. Third, there are a
set of concerns and questiu..s about the economics of higher education as an

industry and as a firm which should be addressed by the kinds of financial
assessment we are-discussing now.

First, let us consider the public policy context. At the federal level,
between 1965 and 1972 the.Congressional volcano spewed forth literally dozens
of new programs. So many programs that it has been impossible for higher
education to assimilate them and financially unwise to, fund more than a 0
\modest proportion of those authorized.  Lately, it appears that there will be
few new initiatives at the federal level. That may mean the passing of an
era in which there was domination .of initiative by the federal level.

The federal policy focus i3 on the stuent demand side. There are s
several other foci but the federal government is mainly concerned wich
students, project oriented research, and the continuing and systemati: reduc-

tion of categorized programs beginning about 1969 and continuing to date
(with the single exception being the black colleger).

The third point about the federal level is that those individuals chosen
to serve at high policy mwaking levels reflect more process‘hanagement *han
policy leadership. Budget constraints are largel- symbolic and are not all
that real. At times they are even deceptive. There is an enormous uncer-
tainty about deficits which are constantly rolled forward and there is a
tzemendous amount of off-budget financing. In most practical terms, the use
o

budget constraints are merely a symbol that is manipulated politically
rather than a reality.

Finally, a fifth point, which is really a summary of the preceding four,
is that higher education is not among the top ten issues for Congress or the
Executive Branch.




’ I want to coptrast those five statements with what is happéning at the
ﬁk ) state level.

The states are assuming an increasingly assertive role witl respect to-
higher education. The reorganization that is going on in a number of states,
the’ real fiscal constraints that we face, the management controls that are -
increasingly .eing excercised, the financing of independent higher education

- which has expanied quite rapidiy in the last ten years, the question of
student assistance and how that is being pulled together at state levels,
R * .the incentives for quality improvemen. shich exist only at the state level,
the question of coordination with the secondary system and a whole set of
other publicyinsti:utions are all evidence of this more assertive state role.

The continuing focus of state policy is op undergraduate and graduate )

- training opportunities, the supply side. More than 80 percent of the students
educated in this country are educated primarily at state expensé. In my view,
the only public sponsor of truly basic research in the U,S. is state govern-
ments. -Certainly that is true of most of the states I know. It is very hard
to apply to the federal government for release of half of your time with no
daccountability, and yet we provide that to every faculty member at our re-
_search universitid’s without application and without direct accountability.

The question of student aid and how that is to be coordinated so that
students and pareuts ‘understand what price they will actually be required to N
pay will happen only at the state level. The question of rational asset
managenant including facilities, equipment, and tenured faculty wili be
resolved only at the state level. .There is a growing focus on quality versus
* quantity of educational services at the state level.

System and state level executives are expected to provide substantive as
well as process leadership. This includes academic program review and evalu-
ation, design of qualitative improvements in educational service delivery, as
wvell as in means of finance and equity of distribution.

Fiscal constra.nts are real and binding on state budgets. Most states
‘ (including Indiana) cap incur no debt. The current reces:.on is very ex-
pensive to Northeastern and Midwestern states: revenues are down and unemploy-
ment related expenditur:cs are way up. There is no of f-budget £financing
available in most states. Expenditures and actual outlays simply must be cut.

Higher education is a prominent part of the state government. In our

: state, higher 2ducation is 22 percent of Indiana's General Pund expenditures,
and over $1 billion annually as an industry. It provides tens of thousands
of jobs directly and perhaps one hundred thousand jobs indirectly. Highe:

. education serves one-quarter of a million state residents annually, controls
access to professions and is the source of scientific and professional know-

ledge and advice.

.
»

~142-

150




-+

N

I raise those five areas because I think all of them reveal s _k
contrasts between the concerns of the states and the federal goveriw .nt.

Now let me suggest a second perspective of analysis and say that from
a student perspective and an institution perspective I think that the 1980s
and 1990s are going to be quite different from the preceding thirty years.

Student Versus Institutional Perspectives for the 1980s and 1990s

The period which we are in now and for the next ten to fifteen years I
would label the Golden Age for Students. There are four reasons for this:

1. Declining numbers in the traditional age groups suggest an easing

- of competition and greater institutional outreach for new students.

2. The quality of faculty, facilities, computers, libraries and
laborator?es are higher than ever before.

3. Economic and "social” -returns to college completion are increasing.
Labor force is expanding more rapidly than the college graduating
classes and, over the next five yedrs, I believe we will see a
reinstitution of the draft and increased competition for youth from
the military. )

4. The real cost to the student of college attendance is going down.

We now have a set of opportunities which are higher in quality on any-
measure we could offer. They are more accessible and provide higher returns
at lower costs, From & student perspective, higher education is an excellent
buy. Higher education is coming closer to fulfilling the promiscs it made
during the past thirty years than ever before. In fact, the next two decades
is a time of very likely success.

Challenging Times for Institutions

From the institutional perspective, these are at best challenging times.
Most institutions fear a loss of enrollment whether they admit it or not.
Income is tied directly to enrollment for most public and private institutions.
Costs are becoming increasingly fixed: tenured faculty, facilities, energy,
libraries-—-or custs are competitively driven as in the case of student firan-
cial aid. Our flexibility is least when we need it mcst. Risk capital has
almost dried up: foundations are no longer interested in staking new ven-
tures nor is the federal government. Most of our institutions are in rural
areas and less well suited to urban demands and urban students. They are
also set apart in their thinking about where to look for students. Produc-
tivity has increased very slowly if at all. Therefore, institutions of higher
education are .particularly vulnerable to high inflation. I know of no other




service industry where there has been such a uniform commitment to keeping
technological advancement so‘ slow.

For most of the 1970s and the foreseeable part of the ]980s, there has °
been and will be very little incentive for the best Americans to pursue
doctoral studies in scholarly areas. I fear for the languishing of graduate
education. An additional’ concern is that the proportion of graduate students
who are foreign has skyrocketed. This does not bode well for the future of"
the American scientific estate or professoriate.

Lastly, it is still not widely accepted that university administrators
need to be proven executives to cope best with intensifying pressures.
Rank amateurs are viewed as our best hope agaiust greater federal regulation,
collective bargaining, severe fiscal stresses, and product obsolescence.
Where before have rank amateurs successfully prevailed?

The questions that come forward in the policy arena are almost anti-
thetical and certainly reflect the two different perspectives. Those who
share the student perspective say we are doing a good job. We should keep
going. From the institutional point of view we say cataclysm is at hand.
All the indicators are down. Financial distress is upon us. We are no
longer able to offer faculty salaries which increase faster than inflation.
We are no longer able to expand our library holdings at the rate we could
before. This is all terrible. The requested increases in state appropri-
ations for next year in our state ramnge from 22 percent to 75 percent. We
are going ¢o have about five percent more money to spend. There is no sense
of realism about resource availability from the institutional perspective.

I mention these bacause it seems to me they will be an imiportant part of
the context in ch financial information will be considered. Those who are
rasponsible fox £lients see a system that has excess capacity and where we
need to improve the quality by starting from the bpttom. From the view of
the providers, they also have excess capacity that has to be stored up by
finding ways of financing which arr unrelated to the delivery of the product.

Role of Information azbout Financial Condition of Higher Education !
in Forming Policy/

How do w /fn1nk about the kind of financial information we could provide
which would -be useful An forming policy?* First, let us be critical, not
negative but criticzl, and ask ourselves "When does information have value?"

I argue, only in changing decisions does information have value. If
we are trying to change decisions we must be clear about whose decisions we
are trying to change. Should we try to affect the decisions of students
about what institution to attend? The decisions of donors about where to put
their do..ations? Jr are we trying to inform faculty about the value of a
particuiar tenure offer?
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In the data business, we have a supply far in excess of demand (and
. use) for several reasons. ' '
1) Third party pa&ers (NCES, NIE, NSF, foundations, etc.) support the
development of data but are not the users.

2) No market test is required for data development.

3) There is very little of a wholesale market for data in higher
education, unlike other areas in higher education there is very
little effort to package and deliver timely data. Supply driven
data analysis and research about financial condition has  played and
probably will play little ‘role in policy formulation.

Policy Issues Needing Information about Financial Condition of
Higher Education

There are two areas where we need further information about the finan-
cial need of institutiops, first as an industry and then as a series of firms.

c

The Industry

As an indﬁstry is there anything about higher ecducation that makes it
fundamentally noncompetitive? If there is some reason why it is an industry
that cannot survive a competitive market, we need to know that soon because
it is going to be increasingly competitive.

-- Are there excessive and noncompetitve labor costs?

~- Do we use antiquated technology of production?

-— Is there a lack of market responsiveness?

-- Are we susceptible to the use of competitive alterna 'es to the
. current industry? . e o

—- Are there diseconomies of scale or at least increasing marginal
production costs? ’

A second question is "Are there fiscal ‘or other forces impinging upon
and operating within higher education that are inherently destabilizing?"

== Is demand for graduate education organized as a hog-corn cycle?

-- Will multi-branch state systems lead to the demise of small inde-
pendent campuses? Do we want that?




Relevance of Current Research on the Assessment of Financial Condition
on Higher Education

I will close by posing three final questions. How well has current
research expanded our understanding in the areas I have identified? What
decisions have been changed? What evidence is there that the changed
decisions have resulted in a state of affairs preferred by anvone?
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