
ED 098 850

AUTHOR
TITLE

INSTITUTION

SPONS AGENCY

PUB DATE
NOTE

EDRS PRICE
DESCRIPTORS

DOCUMENT RESUME

ME 006 027

Millett, John D.
The Budget Formula as the Basis for State
Appropriations in Support of Higher Education.
Academy for Educational Devrlopment, Inc.,
Washington, D. C. Management Div.
Indiana State Commission for Higher Education,
Indianapolis.; Lilly Endoiment, Inc., Indianapolis,
Ind.
74
72p.

MF-$0.75 HC-$3.15 PLUS POSTAGE
Educational Finance; *Ixpenditures; *Higher
Education; *Income; Program Costs; *State Aid; State
Colleges; *State Government; State Universities;
Student Costs; Student Loan Programs

ABSTRACT
This document discusses the use of a formula approach

to the preparation and recommendation of state government
appropriations in support of public higher education activities.
Emphasis is placed on general objectives, expenditures by programs,
income, primary programs, support programs, and student financial
assistance. (MJN)



John D. Mil lett

The Budget Formula

As the Basis for

State Appropriations in

Support of Higher Education
S DE PARTM'iNT OF HEALTH.

EOUCATIO4 A WELFARE
NATIONAL INSTITUTE OF

COUGATiON" 141 I N ;if "(Jo
I /, I A IE r f .vin I wok.

.1 k I. id .%;.c. JoN '..N
.. /11/ 1.Nofte,/ ; ..4 I .1:11.0: V WI l',11

I 4. 'SI.... %vs! 61.t I t .1 III
I % .% I,

Prepared (off

COMMISSION FOR HIGHER EDUCATION
STATE OF INDIANA

MD
MANAGEMENT DIVISION

ACADEMY FOR EDUCATIONAL DEVELOPMENT, INC.
1974



Preface

During 1973 and 1974 the Academy for Educational Development has been engaged in a
study of state government practices in the support of higher education on behalf of the
Indiana Commission for Higher Education. This study was made possible by a grant from
the Lilly Endowment of Indianapolis to the Commission. Andrew H. Lupton directed the
study and John D. Mil lett, vice president of the Academy and director of the Academy's
Management Division. provided general supervision.

The study has had further valuable assistance from a panel of advisers made up of
Dr. Earl F. Cheit of the Carnegie Council for Policy Studies in Higher Education; Dr.
David D. Henry, President Emeritus of the University of Illinois; Dr. Wilbur K. Pierpont,
Vice President and Chief Financial Officer of the University of Michigan; and Dr.
Cameron P. West, former executive director of the Illinois Board of Higher Education.

In connection with this study and upon the basis of his own experience as chancellor of
a state board of higher education, Dr. Millett prepared a paper on the use of a formula ap-
proach to the preparation and recommendation of state government appropriations in
support of public higher education activities. Because of general interest in this subject
and upon recommendation of the advisory panel, the Academy is now publishing this
paper for general distribution as a part of its work undertaken on behalf of the Indiana
Commission for Higher Education.

Alvin C. Eurich
President
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1 General Objectives

There are two principal objectives to be achieved in any state government procedure for
providing appropriation support to public institutions of higher education. One objective
is an appropriate degree of equity in the distribution of the state appropriation among the
various individual institutions of higher education. The second objective is an ap-
rropriate degree of adequacy in the total support provided by the two principal sources
of income for the instructional activity of public institutions of higher education: state
government appropriations from general fund tax revenues and institutional charges to
students for instructional service.

Before we turn to a consideration of these two objectives, however, we must make cer-
tain that there is a common understanding of the lirlitations and the qualifications in-
herent in this discussion. First of all, our attention here is concentrated upon public in-
stitutions of higher education in ;elation to state governments. There are a few public in-
stitutions of higher education in the United States that obtain their institutional support
from the federal government: primarily four military academies and two or three
specialized and accredited military schools plus four institutions in the District of Colum-
bia. In addition, Howard University is certainly a "federally-related" institution. We are not
concerned with these institutions here. In addition, there are two universities (The City
University of New York and the University of Cincinnati) that are sponsored by municipal
governments. For the most part, however, kcal governments are involved in the support
of two-year community and technical colleges. In all instances, these locally supported
col!ages and universities receive some state government support. but again we are not
concerned here with the procedures which are involved in providing this support. Our in-
terest is focused upon the some 1,500 institutions geographically separated one from
another, sponsored by state governments, and receiving their primary support for in-
structional activity from state governments.

Secondly, it must be recognized that state governments are the major units of govern-
ment in the United States with authority to plan and coordinatepublic policy in relation to
higher education. In terms of the support provided to institutions of higher education, it is
estimated that in the fiscal year 1973-1974 state governments provided nearly 11.5 million
dollars of income, the federal government provided around 3.7 billion dollars, and local
governments provided 1.6 billion dollars. State government institutional support
did not go exclusively to state sponsored institutions of higher education. Some of it went
to locally sponsored institutions, and a relatively modest amount went to private institu-
tions. Moreover, this total amount of 11.5 billion dollars does not include the 300 to 400
million dollars which state goveroriients are estimated in 1973-1974 to have spent directly
to assist students enrolled in higher education Furthermore, not all of the income sup-
port provided to institutions of higher education by state governments is earmarked for
instructional activity. Some of it is earmarked for research, especially agricuitural
research. some it is earmarked for public service, especially for agricultural extension
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and for public broadcasting; and some of it is earmarked for the support of medical and
hospital care to indigent patients in teaching hospitals attached to a school of medicine.
The variety of activities performed by public institutions of higher education will be
reviewed subseqL ently. Here we need to be aware only that the role of state govern-
ments is quite substantial in the support of institutions of higher education, providing as
of 1973-1974 the largest single source of available income.

The importance of state governments in the higher education system of the United
States is evidenced also by the proportion of all students enrolled in state sponsored
colleges and universities. Of the some 9.3 million Audents enrolled in 1973 in institutions
of higher education in the United States, including public vocational-technical colleges,
some 2.2 students were enrolled in privately sponsored institutions, (Another 1.5
million were enrolled in locally sponsored institutions, and nearly 5.5 million students
were enrolled in state sponsored institutions. (Less than 100,000 students were enrolled
in federally sponsored and federally related institutions). Our state governments, es-
pecially since 1945, have been the governmental bodies making higher education widely
available to the traditional college age population, and to other citizens as well.

In the third place, it must be emphasized that this discussion is concerned with the sup-
port of institutions of higher education. There are alternative approaches to the con-
geries of purposes which make up the realm of higher education: that is, the instruction
of students, the advancement of knowledge, the promotion of educational justice, the ad-
vancement of culture and the practical utilization of knowledge, and the critical evalua-
tion of social performance. Apart from the instruction of students, research may be
carried on apart from a college or university, as is done by the National Institutes of
Health, the Atomic Energy Commission, the National Aeronautics and Space Administra-
tion, and other federal and state government agencies. The advancement of culture may
be undertaken through the activities of libraries, museums, art galleries, the theater,
symphony orchestras, and other agencies organized and maintained apart from colleges
and unive(sities. The critical evaluation of society is carried on t. y media of mass com-
munication and by intellectuals not a part of a college or university. The practical utiliza-
tion of knowledge is carried on by business and industry, by agriculture, by professio:3,
by labor unions, by voluntary groups (including voluntary and community hospitals) that
are not parts of colleges and universities. Higher education engages in all of these ac-
tivities in some part, but it is not the exclusive performer engaged in the delivery of these
services. Supporters and enthusiasts for higher education, including this writer, would
argue that support of institutions of higher education is essential to the operation of all
these other activities. But our interest here is in what institutions of higher education do,
and how these institutions, especially the state: sponsored institutions, obtain the income
essential to the performance of their activities.

In recent years in particular, in part because of federal government interest beginning
with the so-called G.I. Bill of Rights enacted in 1944, a great deal of public attei Ilion has
been centered upon the support of students enrolled in institutions of higher education.
Enrollment i.r higher education in the United States has always involved cost to the stu-
dent. There is trie cost of whatever instructional fees or tuition tile instituter I may fix;
there is the cost of room and board if the college or university is located some distance
from the home residence of the student: there is the cost of home 7e.siderce if the student
commutes to college; there is tie cost of books, clothing, tralsportation, and other per..
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sonal needs, including health care; and there is the cost of foregone income, the wages
the student might receive if he or she were employed instead of enrolling in a college or
university. State and local governments, and indeed privrtely sponsored institutions of
higher education, long ma ie their contribution to these costs primarily by a policy of low
or even no tuition charges. 1, was assumed that with parental assistance and by part-time
v.Nrk any highly motivated student could obtain the income necessary to maintain his or
her enrollment. And then gradually through gift and endowment funds colleges and uni-
versities accumulated scholarship resources for especially promising, and sometimes im-
pecunious, students.

After World War II, access to higher education became increasingly a public issue. In
part, this interest arose out of a concern for racial and ethnic justice, to rectify past
patterns of discrimination which might have denied or restri.*:ted access to higher educa-
tion for certain categories or groups of persons: Blacks, Ar ,;:rican Indians, Spanish
Americans, and others. In part, this interest arose from a concern to promote social
mobility, to ensure that promising youth of intellectual and other abilities had an oppor-
tunity t j oevelop those abilities regardless of socio-economic status. In part, this interest
arose from the continuing increases in charges to students by both public and private in-
sttutions, increases needed for additional institutional income but increases which could
be off Jet for those of low income status only by direct financial support of students.

In any event, support of students did in fact become a major subject of public policy
debate and action. This subject is a serious one aeserving careful ano extensive cor
sideration on its own merits. This matter is not, however, the focus of attention in the pre-
sent discussion. On the contrary, our concern here is with the financial support of insti-
tutions of higher education. It should be noted of course that there is necessarily a close
relationship between the financing of institutions and the financin- of students Indeed,
the interrelationship in public policy between the financial support of students and the
income support of institutions of higher education is often neglected. The two matters
cannot be discussed in isolation one from the other. As public policy tends to concen-
trate upon the support of students, ihere are necessarily certain imnacts tipor the finan-
cing of institutions. As public policy tends to concentrate upon the support of institu-
hors, th ?re are necessarily certai.i impacts upon the support cf students. Both concerns
roust be kept in a certain balance, and it is this balance which uQt be considered in this
paper focused as it is upon the income support of institutions, especially the income sup-
ports of state sponsored institutions of higher education.

A fourth and final qualification is needed here. This discussion is concerned with state
government organizational arrangements and financial practices as they exist today. The
purpose is not to advocate any change in organizational arrangements. The purpose is to
advocate an improvement and refinen ent in financial practices. Morecver, our attention
here is concentrated upon Cie income support for c.irrent operations rather than the in-
come support needed 'or capital improvements. Obviously capital financing of needed
physical facilities for institutions of higher education is essential. But capital financing is
a separate subject not included in this discussion except as such financing is reflected in
current operati.ig appropriations for debt service. Our interest here xclusively income
support cf the annual operating budget of state government sponsored and spported in-
stitut .ins higer educatio! .
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The Objective c & iuity

State governments have found it desirable to establish and to support different kinds of
colleges and universities. The differences are to be found in organization, and the
differences aie to be found in p' ogram. The history of higher education in no two states is
quite the same, and the current structures in one state are not quite the same in any other
state. In general, many states went through some four major periods in their response to
the higher education needs of their citizens. The first period before the Civil War was one
in which many states established a state university, in reality a college in the classical
tradition. The second period began with the federal government's enactment of the
Morrill Act of 1862. Some states created new Ind separate colleges of agriculture and
mechnical arts; somo added the new land grant endowment to their existing state univer-
sity. In addition to schools of agriculture and of engineering, an era of expansion into
various fields ,f professional education continued throughout the years from 1870 to
World War I. The third period was occasioned by the great expansior in public school
education, especially the expansion of secondary education occurring in the years from
1890 to 1914. In this period state boards of education began to establish teachers
colleges in order to provide the staffing needed by local school districts. The fourth
period of development was trlat of the junior college movement, which from its early
emphasis upon two years of college transfer education moved in the iate 1950's and the
1960's to embrace vocational-technical education. This two-year college ar;tivity was in
many states also directed by state boards of education. Although these periods of expan-
sion are observable in many states, it must be emphasized again that in no two states was
the response to these felt needs quite the same.

By 1970 in any event, many states had a situation in which there were multiple struc-
tures of higher education. Moreover, during the great increase in student enrolments oc-
curring between 1950 and 1972, there was a tendency for institutions of higher educa-
tion sponsored by state governments to broaden the scope of their program activities.
Many state univeri.i;ies became leading research universities; colleges of agriculture and
mechnical arts became state universities and some of them became leading research un-
iversities. Teachers colleges became comprehensive state un:versities offering programs
in the arts and sciences and various professional fields in addition to a program of
teacher education. Some states established separate professional schools as in medicine
and in other health professions. The junior college became the community college, and
in other instances state governments which had not directly encouraged community
colleges found it desirable to encourage the establishment and operation of vocational-
technical colleges.

In organizational terms, some state universities became multirampus universities; in
other instances state governments themselves enacted laws consolidating various insti-
tutions under new governing boards. In a few instances state gova,-nments actually es-
tablished a single or a dual structure of higher education institutions: one structure for
four-year and graduate education under one governing board and a second structure for
two-year institutions offering college transfer and vocational-technical education. Where
there were multiple state university and two-year institutional ' tructures, most state gov-
ernments found it aesirable and necessary to create a state board of higher education
with authority for planning and coorainating tne state government interest in higher edu-
cation.
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The simple fact is that all fifty state governments (plus the District of Columbia and
federal territories for which the Congress of the United States is in effect the state
legislature), with only one or .wo exceptions, have more than one campus constituting in
reality a state sponsored institution of higher education. And each campus tends to offer
not one but usually several different higher education programs. As a consequence, each
state government must confront the question of how it is to achieve some appropriate
degree of equity in the provision of state appropriation support to these various cam-
puses and their various programs.

In every state there is essentially only one alternative to this issue of state appropriation
support. The choice is between political competition amore the several institutions or
some kind of objective formula to distribute the appropriation support on an equitable
basis. That most states have consciously chosen the second in preference to
the first proceuure is readily understandable. A political power struggle between institu-
tions of higher education in various states is by no means unknown. It has occurred in
various states at various times. The goal has been for one particular state institution to
obtain some competitive advantage in financing or in legal status over other state institu-
tions of higher education. The success of such an effort depends in large measure upon
the kind of help obtained from the state legislators of the area, and upon the influence of
these legislators in the state legislature itself. If the assistance of the governor and his
staff can be enlisted in the same effort, so much the better; being state =wide elected of-
ficials, however, governors are less prone than locally elected legislators to favor one
area of a state over another.

The quest for political advantage on the part of a single state university inevitably
results in the generation of counter pressures on the part of other state universities and
their political adherents. Moreover, legislative disag.'eement based upon competing
desires and aspirations of state universities located in various aim of a state may mean
no legislative action. As a consequence, sooner or later state universities have found it
desirable to work together rather than to engage in bitter conflict, and sooner or later
state governments have found it desirable to establish state administrative mechanisms
designea to bring a state-wide point of view to bear upon the problems of higher educe-
tic.,n.

And high upon the list of thesc problems is that of the distribution of available state ap-
propriations in support of the current operating programs of the state sponsored and
supported institutions of higher education. To be sure, from the point of view of the insti-
tutions themselves the first goal in the past twenty-five years has been to obtain &sired
increases in the total appropriations made in support of higher education. But state gov-
ernments usually perceive some upper limit to what they can and will provide in support
of higher edu cation programs and institutions. The distribution of tnis appropriation limit
among multiple institutions of higher education then becomes a critical issue of state
government appropriation policy and practice.

As a matter of general puo!ic policy it is relatively easy to declare that state govern-
ment appropriations in support of institutions of higher educatioi I shall be based upon
the principle of equity. As a matter of administrative and legislative practice, the deter-
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mination of what constitutes equity in the provision of state government appropriation
support is not so simple. Institutions of higher education have many good reasons to
offer why they need and could well use more income. In addition, public institutions have
had a different history one from another and so they perceive their role and their income
needs as being different.

For example, there has usually been in each state one state university that may claim to
have been, or to continue to be, the "flagship" university of the state. Flagship status rests
upon age, upon an extensive scope of professional programs of instruction, upon the
development of a wide variety of doctoral degree programs and of substantial research
capabilities, and upon a record of quality achievement in the performance of many ac-
tivities The fiagship university understands its role to be that of state-wide and even of
national service. And it sees its income requirements as quite different from those insti-
'.utions that formerly A are teachers colleges or urban universities. In some twenty states,
the flagship university was separated from the 1862 land-grant university, and in these in-
stances rivalries for status and appropriation support inevitably arose.

As higher education demands and expectations increased substantially during th:
1950's and the 1960's, neither W., flagship universities nor the 1862 land-grant univer-
sities could meet all the expansion needs. As a result teachers colleges became state un-
iversities, urban universities became state universities, and new state universities were
established. In some instances various existing Mace universities established new cam-
puses in different urban locations. All of these developments created new demands upon
the state government appropriations in support of public higher education.

The objective of equity in the distribution of state government appropriations is to
provide income to the various state higher education institutions and campuses on the
basis of "to each according to its needs." When the total state appropriation available in
support of higher education is less than the total amount each institution and each cam-
pus sees as its need, then some kind of distribution formula is essential.

What then constitutes equity in the distribution of state government appropriations? To
some the concept of equity is confused with the concept of equality. Why not give the
same amount of money to each institution and to each campus? Since , nstitutions and
campuses vary considerably in enrollment size, the concept of equality then is translated
into providing the same amount of state appropriation income per full-time equivalent
student. But since program offerings of institutions are different, and since program
costs vary (it is more expensive to offer a medical education program than to offer a
business administration program), then the whole matter of program differentiation
among institutions must be resolved. Because state institutions of higher education differ
among themselves in terms of programs and of enrollment size, equity in the distribution
of the state appropriation requires a differentiation according to enrollment and a
differentiation according to programs.

The whole subject of enrollment size in an instructional program is a complication. The
phenomenon of "econoinies of scale" operates in a higher education institution even
as it operates in other kinds of enterprises. Although the matter has not been studied as it
deserves. costs of instruction per student at the margin are different from average costs
of instruction per student. One more student or two more students perhaps ten or
twenty more E 'udene.s may be added to an instructional program without much if any
additional instructional cost. The average cost per student is red iced usually as student
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enrollment in a program increases. But when enrollment declines, average costs tire:
because it is not possible to adjust instructional costs on a pro rata basis. If an instruc-
tional program is still to be offered, then faculty salary and other costs of operation re-
main relatively fixed. Thus enrollment size and enrollment trends become a major factor
in defining a practice of equity in the distribution of state appropriations.

There are other complications as well, particularly complications of location and
clientele served. It has long been known in the United States that the location of cam-
puses has much to do with the propensity for young people to enroll in higher education.
The closer a college or university is to the home of a young person, the more likely it is
that young persons will enroll as students. Moreover, if students are to be enrolled on a
part-time basis while employed (on jobs or in care of a family), then colleges and univer-
sities must be located near the place of employment or of residence. Sometimes an ade-
quate geographical distribution of institutions and of instructional programs becomes a
public policy objective having a greater priority than economies of scale.

And some institutions may be developed to meet the higher education needs of a
special clientele: a particular ethnic group (Blacks, Spanish-speaking, Indians, and
others) or a particular economic group (low income, unskilled) or a particular personal
characteristic (the deaf, the handicapped, the slow-learner). When public policy
decisions dictate the establishment and support of institutions with a special clientele,
then once again considerations of enrollment size are subordinated to other objectives.
In these circumstances, a prac'ice of equity in the distribution of state appropriations
means recognition of the particular purposes of an individual college or :university.

The concept of equity is also confused on occasion with the whole subject of quality in
higher education performance. There is no aspect of higher education more surely
guaranteed to arouse emotions and misunderstandings than this matter of quality. The
fact is of course that higher education as practiced in the United States is heavily oriented
to the cognitive skills of individuals, and the further fact is that these cognitive skills are
distributed unevenly among any particular population cohort. Some persons have a high-
ly developed or potential cognitive skill and other persons have lesser developed or
potential cognitive skill. Ordinarily, educational philosophers and administrators are
wont to declare that the goal of higher education is to develop cognitive and other skills
of an individual to the maximum of the individual's potential and interest. In practice, this
goal implies a substantial variation in standards of expected academic performance.

The high quality college or university tends to be one that enrolls a high proportion of
those students with a high potential for achievement in the exercise of cognitive skills. A
high quality university tends to be one that has a high proportion of faculty members ac-
tively and productively engaged in research and public service. High quality often is
associated in the public mind and in the academic mind with the offering of doctoral
degree programs. Sometimes there are other indices of quality employed in the effort to
assess qualitative achievement.

The aspect of quality to be considered here is whether or not the quality of an institu-
tion or campus does and should vary with the amount of state government support
provided. It is usually expected that the more income a college or university enjoys, the
higher quality it will maintain in its educational activity. High income permits a lower
student-faculty ratio (a supposed index of quality), a larger expenditure for books and
equ;pment (another supposed index of quality), and more time for faculty members to



engage in research and public service (another supposed index of quality). The question
is then asked whether or not a state government ought not to provide at least one
(perhaps more) institution of higher education of high quality. If so, then increased in-
come must be distributed to the high quality institution or institutions.

In recent years, the quality debate has taken a new turn in state government decision-
making. As more students of average cognitive skill and even of below average cognitive
skill are enrolled in higher education, then the question arises whether or not it doesn't
cost more to educate the lower quality student than the higher quality student. Some
educators argue that cost is associated not with skills as such but with the "value added"
to an individual's skill through higher education. A id there are some persons who insist
that the costs of higher education should be equated with the employability gained by an
individual.

Enough has been set forth here to demonstrate that in practice the objective of equity
or fairness in the distribution of state government appropriations for higher education is
not easy to define or to carry out. I believe that a workable definition of equity in state
government decision-making is to provide the same income resources from state appro-
priations to each institution of higher education for each full-time equivalent student
enrolled in comparable programs of instruction. How .this definition is to be applied will
be set forth in a subsequent section. But I recognize that there are special circumstances
of enrollment size, location, stage of development, and of clientele served which require
modification of or excepticns to this definition.

What then about qualitative differences? I think there are such differences among in-
stitutions and among students. But I do not know of any basis for saying that high quality
deserves higher income or for saying that poorer quality deserves higher income For this
reason I am disposed to recommend that state appropriation distribution be based upon
an equal resource support per student by program and by program level. Other sources
of income can then prOvide the margin of difference which circumstances require.

I think we must j!istify this c'efinition of equity in terms of the basic philosophy of high-
er education and in terms of the tradition of equality of opportunity in a democratic socie-
ty. If we are striving to achieve equality of opportunity and if we are striving to encourage
persons to develop their cognitive and related skills to their fullest potential, then I believe
no other definition of equity is defensible. And the objective of equity becomes then an
essential of state government appropriation practice.

In essence, this paper is an effort to define equity in the distribution of appropriation
support by state relvernment to state institutions of higher education The devising of
practical mean achieving the objective of equity is our subject of discussion. It is not
necessary herb then to anticipate the various important details of this discussion. It will
be sufficient at the moment simply to outline the three primary ingredients in an operative
definition of equity.

These three ingredients are: (1) appropriation support based upon program costs;
(2) appropriation support based upon work load, (3) appropriation support based upon a
common definition of available income. These ingredients %vill be considered at length in
the subsequent sections of this paper. It must be emphasized again that the concept of
equity does not mean a aistribution of support involving the same amount of mor 'y for
each institution regardless of size, or the same amount of money per student regardless
of programs offered There will be differences in the :,upport to each institution based
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upon work load and program differentials. Such differences are important characteristics
of a concept of equity. The essence of equity is that state institutions of higher education
shall be treated the same in terms of work load and in terms of program offerings.

The Objective of Adequacy

If the concept of equity is chfficult to define in operational terms, the concept of ade-
quacy in the appropriation support of state higher ethioation is even more obtuse. Yet it is
a concept which must be carefully considered for two important reasons. Institutions of
higher education may vary in size, and economies of scale favor the institutions with the
largest enrcliments and the most extensive array of program activities. On the other
hand, the public policy decision to hi ing some institutions and some programs within the
commuting distance of most students in a state may dictate small size and high cost
programs. Institutions shout:' not be penalized in their appropriation support simply
oecause public policy actions may have resulted in a relatively more costly operation
than that of other instiriations. But there is a second and more urgent reason for a concern
with adequacy whir:, applies to all state institutions. This reason is the need to consider
appropriation stidport and the authorization of tuition charges to students as interrelated
parts of the r,tal support available for instructional services.

For marry years in many states institutions of higher education presented to the gover-
nor ane the legislature their estimates of their needs for appropriation support from the
state'i general revenue fund. If the state executive and legislature decided that they could
nr provide the appropriation support desired by the institutions of higher education, the
institutions still had an additional source of instructional income available to them. That
source was the tuition charge to students. When the appropriation process was com-
pleted, the state institutions of higher education then decided each for itself whether or
not the amount provided was adequate for the planned operations of the next year or the
next biennium. Obviously each institution had to make a decision about what income
level constituted adequacy for the programs of that institution. If the appropriation sup-
port was considered to be inadequate, increases in the tuition charges to students might
be ordered by the governing board of the institution. And this very kind of procedure did
take place in a great many states in the years after 1945. Indeed, it may be said that the
program of educational benefits to military veterans enacted by the federal government
in 1944 encouraged state universities and colleges to increase their charges to students.
For a large number of students, the veterans, the federal government was paying this in-
creased charge in any event.

During the late 1960's and the early 1970's the whole subject of tuition charges to
students by state universities became an important issue of state government policy. The
cesult was that no longer were the governing boards of state universities left free to deter-
mine tuition charges to students as they might see fit. Rather, state governors and state
legislatures began to make decisions about tuition charges when they made decisions
about appropriation support. In some instances, appropriation support at less than the
amounts considered to be adequate by institutional administrators and their governing
boards was accompanied by a prohibition in the appropriation law against any increase
in tuition charges. This action was sometimes brought on by a threat of institutional
representatives during the appropriation process to increase tuition charges if
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satisfactory appropriation support was not received. The immediate response of
legislators to such a threat was to prohibit tuition increases, regardless of the financial
problems thereby created for particular institutions. In other instances, governors and
legislators favored increased tuition charges as an alternative to increased taxes in order
to provide an adequate level of income to state institutions of higher education. In either
kind of situation, some operational definition of adequate support for the program
operations of an institution of higher education was involved.

When a legislature prohibits increases in tuition charges to students, it is making a
decision about wnat constitutes adequate support for the instructional programs of a
state university or college. When a governor and legislature recommend increases in tui-
tion charges as an alternative to the desired increases in appropriation support, they are
making a decision about the adequacy of the income requirements of institutions of
higher education. Thus, no matter how difficult the concept of adequacy may be to
define, in actual state governmental practice some kind of definition is being provided
during the appropriation process.

As a consequence, it is essential that governing boards of institutions of higher educa-
tion and that state boards of higher education prepare their own definition of what con-
stitutes adequate income for the various programs offered. Indeed, under current cir-
cumstances some kind of definition of adequacy car not be avoided. The definition may,
of course, be implicit rather than explicit. The definition is not the less real for this cir-
cumstance. If the appropriation process is to achieve a satisfactory degree of rationality,
then it is preferable that the definition of adequacy be explicit.

There is no need at this point to begin a detailed discussion of the various aspects of
adequacy in the income support of higher education. This effort will occupy our attention
in subsequent sections of this paper. We can observe here simply that adequacy involves
issues of program objectives, program size, program technology, and program support.
At any given point in time the first operational definition of adequacy tends to be in-
cremental, to be somewhat larger than the present level of support. The very essence of
planning, programming, and budgeting in higher education is the search for adequacy.

The Means for Achieving Equity and Adequacy: The Budget Formula

It is not necessary hero to review in any detail the kinds of budget formulas or
calculations which have been used in various state governments in order to achieve the
objectives of equity and adequacy in the appropriation support of state institutions of
higher education. There is a recent study by Francis M. Gross which provides this kind cf
information.' Those who have had experience with budget formulas recognize that there
are difficulties or deficiencies as well as advantages in their use. Much depends obviously
upon the degree of sophistication and the degree of caution with which such formulas
are employed.

Francis M. Gross, "A Comparative Analysis of the EAisting Budget Formulas Used for Justify-
ing Budget Requests or Allocating Funds for the Operating Expenses of State-Supported Colleges
and Universities." A Summary of a Dissertation (mimeo), Office of Institutional Research, The Un-
iversity of Tennessee.
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There are several kinds of criticisms which are often made about the formula approach
to state appropriation support. One criticism is that the formula does not recognize the
varying quality of the programs offered by state colleges and universities. The common
assumption is of course that there are variations in quality among institutions as well as
among program activities, and that somehow there is a variation in cost, and hence in in-
come needs, that reflects this difference in quality. There is a further plicit assumption
in this criticism: the higher the quality of a program the more it will cost, and so the more
income it ought to have. The difficulty with this criticism is that it fails to provide any
definition of quality other than high cost and fails to explain why quality depends upon
high cost. Furthermore, if there are differences in quality among programs offered by
state colleges and universities, is this a situation which should be encouraged by state
appropriation support?

A second criticism is that budget formulas tend to impose a "leveling" effect upon the
quality of programs. If state institutions of higher education receive the same appropri-
ation and tuition support per student, then they are all being placed in the same kind of
financial circumstance, and each institution becomes the pal' shadow of all others. The
difficulty with this criticism is that it ignores the possibility of other kinds of income which
institutions may obtain in addition to state appropriations and tuition charges. These
other sources of income may promote differences among institutions. But the other,
more important, defect in this criticism is that it fails to explain what differences in cost
and income are desirable or necessary between state institutions of higher education
enrolling students in the same or comparable instructional programs. Until justifiable
differences in expenditure and hence in income needs can be explained and are accep-
table as desirable public policy, then this ci iticism has little validity.

A third criticism is that budget formulas may lead to a deduction of income received by
an institution from sources other than state appropriations and tuition charges. Un-
doubtedly there are some state budget offices and state legislatures that have taken such
action. But where this has occurred, the fault may be with an inadequate formula rather
than an inherent defect of the formula procedure. Or the action may reflect political
response to appropriation demands rather than a careful analysis of an institutional situa-
tion. A formula can and should seek to avoid this kind of criticism.

In addition, there are certain technical criticisms which have been made about the
operation of certain particular formulas in certain specific situations. On occasion, a par-
tic.ular formula has been criticized as failing to estimate adequately the cost requirements
of particular programs. On other occasions, a particular formula has been criticized as
perpetuating inequities among institutions that existed prior to the development of a for-
mula. And in recent years, as enrollments have stabilized or even declined in some state
universities and colleges, the criticism has been made that "enrollment-driven" formulas
have been inadequate to changing circumstances. To some extent each of these
criticisms may have had validity and each needs to be considered in the development and
use of budget formulas.

At the same time, several advantages to the formula approach have been widely
recognized and acknowledged. The formula procedure does provide an objective method
of formulating the instructional expenditure and income needs of state institutions of
higher education on an equitable basis. Budget formulas can reduce or eliminate political
competition among state institutions. Budget formulas provide state budget officers,
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governors, legislative budget officers, and legislators with a reasonably simple and un-
derstandable basis for handling the expenditure and income needs of state institutions.
Budget formulas enable individual institutions to project their future expenditure and in-
come circumstances on a timely basis. And budget formulas represent a reasonable com-
promise between public accountability for state institutions and institutional autonomy.
This last advantage in and of itself is of major importance.

The budget formula is the best available procedure this far devised to achieve a
satisfactory relationship between state government and state institutions of higher
education in providing desirable state appropriation support for instruction. As such, a
budget formula needs to be developed and utilized which maximizes its utility and
minimizes its possible deficiencies.
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2 Expenditures by Programs

Institutions of higher education operate various kinds of programs in the performance of
their objectives and in the effort to achieve their purposes. The planning endeavor in an
institution of higher education formulates purposes and objectives; the operation of an
institution of higher education requires the performance of programs. And it is these
programs which must have income in order to meet their costs.

Many institutions of higher education in the United States have not yet begun to feel
comfortable or familiar with a program basis of operation. As the management of in-
stitutions of higher education has become more sophisticated, more carefully planned,
and more costly, a program basis of operation has become more and more widely utili-
zed. Program budgeting has become one of the major techniques of the "managerial
revolution" as an advancing management science has made its impact upon higher edu-
cation in the United States.

Recommended budgeting and accounting procedures for colleges and universities
have long recognized certain broad ft.nctional categories of expenditure. These func-
tional categories as first developed in the 1930's recognized three major groupings:
educational and general expenditures, auxiliary enterprise expenditures, and student aid
expenditures. Within this three-fold classification, there were several subgroupings.
Over the years this standard form for financial reporting became the basis for federal gov-
ernment statistical collection and presente,,on, and for the financial practices of many in-
stitutions of higher education. In due course various modifications of a relatively minor
nature have been made in this budgeting and reporting practice.

During the 1960's, as enrollments expanded, as costs increased substantially, and as
governments became more and more concerned about the utilization of the income
provided to institutions of higher education, budget improvements of various kinds were
proposed. Many of these improvements were developed within the Western Interstate
Commission for Higher Education, which eventually established with federal govern-
ment financial support a National Center for Higher Education Management Systems
(NCHEMS). Without tracing the history of these activities or reviewing the details of the
management systems developed, we can as of mid-1974 rely upon two basic documents
to provide the essential framework of a program budgeting system. These basic
documents are the Interim National Standard Procedures for Deriving Per-Student Costs
in Postsecondary Educational Institutions, a staff paper published by the National Com-
mission on the Financing of Postsecondary Education, and Part 5 of College and Univer-
sity Business Administration, a manual of recommended practice published by the
National Association of College and University Business Officers.

The primary base upon which a program budgeting system must necessarily rest is a
program classification structure. Such a structure must begin with activity centers or cost
centers within the organizational structure of a college or university. An activity center is
an identifiable management unit assigned a definite budget o'; approved costs, having a
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recognized production technology, and producing an out put essential to en objective of
the institution. Under the program classification structure devised by NCHEMS and
published in 1972, program elements are grouped into program sectors, sectors into sub-
categories. subcategories into categories, categories into subprograms, and sub-
programs into programs.

For our purposes here we shall make use of the chart of accounts and the general
program classification recommended by NACUBO as of 1974. This program classifica-
tion structure is shown in Chart 1 herewith. This chart of accounts shows four broad
groupings: educational and general. auxiliary enterprises, hospitals, and independent
operations. Within the broad grouping of educational and general, there are eight
program categories: instruction, research, public service, academic support, student ser-
vices, institutional support, operation and maintenance of plant, and student aid
(scholarships, fellowships, and grants). Another category is that of mandatory transfers.
It is these program categories that are the principal program areas in which a state
budget formula would be operable, and each of these eight program areas will be the
subject of discussion in a subsequent section of this paper.

Before we begin consideration of the educational and general expenditures of colleges
and universities, however, some attention must be given to are other three major program
groupings: auxiliary enterprises, teaching hospitals, and independent operations. These
are areas of operation where a state appropsiation formula would not be operable. In fact,
state governments usually do not provide any operating income for auxiliary enterprises
or for independent operations.

Auxiliary Enterprises

Colleges and universities located in relatively small urban communities will ordinarily
enroll all a substantial part of their student body on a residential basis. This means that
the student becomes a separate family unit, living apart from his or her parents. The in-
dividual student or the student family (spouse and children) require housing, and this
housing may be provided by the community (rental and owner dwellings) or by the insti-
tuticr. of higher education. Many colleges and universities have found it desirable or
necessary to build and operate residence facilities for students, either for single students
or for married students or for both. When a college or university does so, it is engaged in
a housing program, which is thus a part of the auxiliary enterprises of the institution of
higher education.

Similarly, many colleges and universities have found it desirable or necessary to build
and operate feeding facilities, primarily for the single student. These dining halls become
a separate program, the food service program of the institution, another kind of auxiliary
enterprise. Colleges and universities usually separate the housing program from the food
service program for both management and cost reasons. The two programs require quite
different kinds of activity and hence quite different personnel, and the housilla p;-,)gram
may accommodate more or fewer students than the food service program ne stu-
dent clientele for both housing and food service are exactly the sonic. the twc may be
handled as one activity and cost center, although this appears me to be an urdesirable
management practice.
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CHART 1

RECOMMENDED STATEMENT OF CURRENT FUND
EXPENDITURES

FOR A COLLEGE OR UNIVERSITY

Educational and General Expenditures
Instruction
Research
Public Service
Academic Support
Student Services
Institutional Support
Operation and Maintenance of Plant
Scholarships, Fellowships, and Grants
Mandatory Transfers

Auxiliary Enterprises, Hospitals, and Independent
Operations

Auxiliary Enterprises
Auxiliary enterprises may be divided into various subprograms, such as
residence halls (dormitories), food service, student hea!th service, stu-
dent recreation service, student organizations, student cultural activities,
student or university centers, university assembly facilities, and inter-
collegiate athletics. Within these subprograms there may be both current
operating expenses and mandatory transfers for debt service and equip-
ment service.

Hospitals
Hospital expenditures may include medical service. patient care, clinical
expense, laboratory expense, plant operation, administration, and man-
datory transfers.

Independent Operations
Independent operations may include specific laboratories or other
centers operated by a college or university but wholly supported by
some external source of financing: a separate endowment fund, a state
or federal government contract, a private grant made for a period of time.
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Some colleges and universities. whether enrolling primarily a residential or a com-
muting student body. have established a student health service. The service may be only
a dispensary for first aid or elementary care, or it ray be the equivalent of a community
hospital. Because some small urban communities were not equipped with facilities and
were not staffed with medical personnel to meet the health care needs of both the local
population and the student population, institutions thought it necessary to provide their
own "health maintenance organization."

State colleges and universities may provide an extensive array of other auxiliary ser-
vices: a book store, a recreation program, a social program. a student publications
program, a cultural program of music and special lectures, and intercollegiate athletics.
The scope of the auxiliary enterprises unde taKen by a college or university depends
primarily upon the extent to whir h the iriAtution seeks to become in effect a self-
contained social community.

Auxiliary enterprises have crie primary characteristic in common: their costs are sup-
ported by user charges; that is, by prices paid by students and other purchasers of the
service provided. Moreover, usually the prices charged must meet all current operating
expenses. debt service charges for repayment of any bonded indebtedness incurred in
building the necessary physical plant facilities, and the needs of an equipment or
replacement reserve. In some instances :.fate universities and colleges levy a compulsory
service charge with which to help defray the costs of some or all of their auxiliary enter-
prises. In other instances, students pay only ror such services as they may actually con-
sume. Many services of auxiliary enterprises are available to alumni, faculty and staff
members, and even the outside public. in these instances the consumers pay a price for
the service receiveJ.

State governments for the most part have enacted laws aut iorizing governing boards
of state universities and colleges to operate various auxiliary services, to incur a bonded
indebtedness to meet capital expense, and to fix prices or a compulsory service charge to
meet the operating and debt service expenses of these enterprises. For the most plrt,
state governments do not appropriate any tax funds for either the operating expenses or
the debt service expenses of auxiliary enterprises. The operating and financing authority
for auxiliary enterprises is vested in the governing boards of state universities and
colleges and not in state governments as such.

Accordingly. state government boards of higher education, budget officers, governors,
and legislators are not directly concerned with the income and expense of auxiliary
enterprises. Sometimes state laws have imposed restrictions upon the scope of auxiliary
enterprises or upon the charges for auxiliary services. The usual reason for these restric-
tions is a fear that governing boards may expand their auxiliary services beyond a
reasonable prospect for their self-contained financing. And on occasion private business
enterprises have complained that state institutions of higher education were providing
services to students and others which they were competent to provide.

In a comprehensive state budget system, state governments may properly expect
-annex" bur!?ets of state universities and colleges to report the income and expense of
their auxiliary enterprises. But this financing is not usually a matter of concern for the
state government appropriation process, or for a state government budget formula.



17

Hospitals

State universities with a college of medicine and separate state colleges of medicine
usually operate a teaching hospital as a necessary part of their educational activities. The
education of medical students involves clinical experience: the experience of actual con-
tact with persons requiring medical care. While studying for the M.D. degree the medical
college student is mostly an observer, although the student may help prepare medical
case histories and perform minor care. After receiving the M.D. degree, the young doctor
serves a period of time as intern and resident which involves the practice of medicine un-
der the general supervision of a clinical professor. Interns and residents also contribute
to the instructional process by discussing patient care with the medical students.

The patient in a teaching hospital receives both hospital care and medical care while at
the same time being the subject of staff and student attention. In fact, it is generally
thought that patients in a teaching hospital receive a superior quality of medical care to
that available in many community hospitals. Teaching hospitals, moreover, purposefully
encourage the admission of patients with unusual diseases or disabilities, as well as
patients whose malady is especially difficult to diagnose. Obviously such patients are
particularly costly in the extent and scope of the medical care they receive. in addition, in
large cities, medically indigent patients are often referred to teaching hospitals because
these hospitals do receive public kinds with whicn to operate and presumably are in a
better financial position to provid... medical and personal care to indigert persons than
are other hospitals.

When a state university or a state medical college operates a teaching hospital, that
hospital will necessarily have to receive a state government appropriation with which to
operate. Even if all patients receiving medical and personal care in a teaching hospital
had medical and hospital insurance or other resources with which to meet the charges for
their care, the teaching hospital would still require state government subsidy. As men-
tioned earlier, the costs of operation of a teaching hospital are higher than those for a
community hospital. Substantial research may be carried on in a teaching hospital, and
the medical faculty will usually make use of the hospital to advise and assist other doctors
outside the hospital in keeping current with the most recent medical knowledge about
patient treatment. The number of interns and residents in a teaching hospital is larger
than in a community hospital because of their role in medical education.

It is highly desirable that the operating expense of a teaching hospital be separated
from the other operating expense of a state university or of a state medical college. The
expenses are so large that they will distort total costs of a state university if these are
simply absorbed under some other program category. Moreover, these costs are
applicable only to the state institution offering medica! education, and only a few sate
universities will be involved in the operation of a teaching hospital. It is essential to know
these costs as a part of the expense of providing medical education, including meoical
continuing education. In addition, a separation of teaching hospital costs from the costs
of medical education focuses attention upon the gap between patient income and total
costs. This gap needs continuing attention.

There is nu simple or ready-made formula available by which to determine the state
government subsidy need oi a teaching hospital. On the one hand, a teaching hospital in-
curs costs of medical care to patients (a part of the salary of the clinical faculty, a part of
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the salary of interns and residents, the salaries of nursing personnel, the salaries of
laboratory technicians, costs of hospital care (food, ward care, etc.), costs of laboratories
and drugs, costs of supplies and equipment, costs of plant operation, and costs of
management. Against these costs the teaching hospital will produce income from
payments by patients or by third parties. Between these costs and these payments is the
gap which can only be met by an operating subsidy from state government.

Tne costs of operation for a teaching hospital have been rising rapidly in the past ten
years. and no dou'A w II continue to rise in the years ahead. Fortunately, the income of
teaching hospitals will continue to increase as more and more persons enjoy the benefit
of medical and hospital insurance or receive medicaid. The number of persons in the
population classified as medically indigent should decline in the years ahead. But there is
no reasonable prospect that teaching hospitals will ever be able to balance their costs
and their direct income. The educational function of the teaching hospital requires sub-
sidy, and the extent to which the teaching hospital provides medical and hospital care to
the medically indigent requires subsidy.

There is no choice available to state budget officers, to state governors, and to state
legislators except to provide a subsidy of the teaching hospital. Costs, income, and sub-
sidy should be carefully scrutinized, and costs should be compared with those of com-
munity hospitals to determine whether or not the higher costs at the teaching hospital
appear to be reasonable. The gap between costs and available income will be the subsidy
need of the teaching nospital.

Independent Operations

In a few instances state universities may operate a major research laboratory, an impor-
tant service center. other facility under contract with a federal government agency or
under contract with a state government agency. The difference between an independnet
operation and a regular or integrated operation for research or public service consists in
two characteristics. In the instance of an independent operation, the capital plant in-
volved is a facility ouilt and owned by a federal or state agency other than the state un-
iversity itself. Secondly, the operation of the facility is handled by contractual agreement
between a government agency and the state university. The appropriation for the opera-
tion is received by the government agency. The state university is an independent con-
tractor who has agreed to operate the facility.

It is not necessary here to explore the reasons why such a contractual arrangement
may be mutually advantageous to a government agency and to a state university. It is suf-
ficient to note that, if the operation involves a highly technical and scientific activity re-
quiring a large proportion of highly educated personnel, there are very good reasons why
the operation should be handled by a state university or by a private university.

The category of independent operations is an important one to include in the budget
and operating statements of a state university. Such inclusion is essential in order to
provide a comprehensive record of the total operations of the state university Beyond
this concern with comprehensive reporting and accountability there is another con-
sideration the state university is expected through its contractual agreement for opera-
tion of an independent facility to receive in income under the contract the full direct costs
of operation. including an appropriate allowance for overhead. Ordinarily state univer-
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sities do not agree to provide any subsidy for the independent operation. If a subsidy
should be involved. this fact is an important item for review and approval during the state
government budget process.

In most instances state universities and state colleges will not be involved in the perfor-
mance of any independent operation. Accordingly, this is a program category to be found
only in the budgets and financial reports of a very few institutions of higher education
sponsored and supported by state governments.

Educational and General

When we turn away from the program categories of auxiliary enterprises, hospitals, and
independent operations, we have remaining the very broad category of programs listed
under the heading of Educational and General. In the NCHEMS program classification
structure these various activities are grouped under two subheadings; primary programs
and support programs. The activities of instruction, research, and public service a.,e
referred to as primary programs. I think "student aid" should be added to this listing. The
other program groupings are referred to as support programs.

This differentiation between primary programs and support programs is a useful dis-
tinction to make. The primary programs involve the accomplishment of the end purposes
of an institution of higher education. The support programs involve the management of
an institution of higher education as a discrete enterprise. Support programs comprise
those activities necessary to maintain the institution as a viable organizational entity.
Sometimes these support programs are referred to as the "overhead" or "indirect" costs
of an institution of higher education.

The eightfold recommended classification of educational and general programs, plus a
category of mandatory transfers, has been listed earlier. It is not necessary to repeat
these categories of activities here. Each one will be the subject of extended discussion in
later sections of this paper. It should be noted, however, that this program classification
and financial reporting structure represents broad groupings of related programs, of
programs having certain common characteristics. It seems to me that program
definitions within a university or college must relate to units of activity less extensive in
scope than these general classifications. Thus, instruction is not a program but a purpose
of a university or college. Within this category of instruction as a purpose tnere may be
one or several different instructional programs.

State governments in their appropriation support of higher education are particularly
concerned with educational and general operations. For this reason, it is necessary to
consider each one of these program categories in some detail insofar as both expen-
diture and income are concerned. This will be done in subsequent sections.

Objects of Expenditure

Up to the present point in this discussion we have been concerned with program
categories which will appear in the budgets and appropriations for state institutions of
higher education. It is necessary to pause here to acknowledge that budget and accoun-
ting practice require classification by object of expenditure as well as by program cate-
gory and cost or activity center. The financial accounting and reporting manual of the
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National Association of College and University Business Officers says that three major
object classifications are to be found in most colleges and universities: personnel
compensation, supplies and expenses, and capital expenditures.

In my own judgment most state governments will desire a somewhat more extensive
classification than this threefold arrangement. Moreover, capital expenditures would not
ordinarily appear in the accounts for current operations. It seems to me that the same
classification structure for all programs ard for all cost centers is desirable, such as the
following:

01 Personnel Compensation

011 Salaries and Wages
012 Retirement Benefits
013 Other Benefits

02 Supplies and Expenses

021 Supplies
022 Telephone Service
023 Other Communication Service
024 Printing
025 Travel
026 Contractual Services
027 Other Expenses

03 Equipment

031 Replacement Equipment
032 Additions to Equipment

04 Grant Payments

05 Transfer Payments

The extent of the objects of expenditure utilized by a state university or college will de-
pend in the first instance upon the budget requirements of the state government. A more
detailed classification, incorporating state government requirements but moving beyond
those requirements, may be developed to meet internal management needs. I would think
that too elaborate a classification of object of expenditure would be expensive to main-
tain and would provide information in greater detail than would be used for management
information and review.

Restricted versus Unrestricted Expenditures

The sample statement of current funds expenditures developed by NACUBO, in accor-
dance with a standard practice earlier recommended by the American Institute of Cer-
tified Public Accountants in their guide for the audits of colleges and universities,
proposes that all expenditures in each year for each program category be reported under
one of two headings: unrestricted and restricted.

The audit guide of the AICPA says only that unrestricted expenditures are those sub-
ject to determination by the governing board of an institution of higher education. The
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restricted expenditures are those specified by an outside agency, such as the terms of a
grant or gift from an individual, a private foundation, a federal government agency, or
some other agency.

The concept of dividing all program expenditures, and all income, into two categories,
unrestricted and restricted, seems to me to be a definite advance over earlier
recommended budget and reporting practice. Among the unique characteristics of an in-
stitution of higher education is that it operates programs of a varied nature and produces
multiple kinds of outputs. And institutions of higher education have multiple sources of
income. The appropriations of a state legislature to a state university and to a state
college are not the exclusive source of operating income for these institutions. Indeed, in
a large state research university with an extensive array of auxiliary services, the state ap-
propriation in support of the institution is likely to be only about one-third of total
operating income. The remaining two-thirds :rf available income will come from a wide
variety of sources, including federal grants and contracts, student tuition, private gifts,
endowment income, sales and services of educational departments, and sales and ser-
vices of auxiliary enterprises.

In many states a state university and a state college will have the legal status of a body
politic and corporate. This kind of status should be conferred upon the governing board
of all state institutions of higher education. This status in effect is recognition of a state
university and of a state college as a government corporation. A government corporation
differs from an ordinary state executive department or other state administrative agencies
in that it obtains a substantial proportion of its income from other than state government
appropriations and exercises authority to retain and disburse its income through its own
administrative operation. State universities should be encouraged rather than discourag-
ed from obtaining income from all available sources, and they should be encouraged to
defray as much expense as possible from restricted funds.

The problem for state government budget and appropriation practice is to decide just
what income and hence just what expenditures shall be classified as unrestricted and as
restricted. The problem in this respect for a state university is somewhat more compli-
cated than it is for a private university or college. In the instance of a private university or
college the distinction is relatively simple to define and to use. In the instance of a public
university the distinction is not so simple.

For example, shall all of the state government appropriation be defined as unrestricted
income? I think not. Those parts of the state appropriation restricted in use to the subsidy
of a teaching hospital, to the operation of the agricultural experiment station, and to the
operation of the cooperative agricultural extension service must sur&y be considered as
restricted income. The state government may provide appropriations for other earmarked
purposes. In all of these kinds of situations, the income is not available for any purpose
that the governing board may designate: the income must be expended for the
designated service.

Similarly, there is a complication in connection with the charges to students in state uni-
versities. Apart from the room and board charges, many state universities may levy as
many as three kinds of charges to students, in addition to miscellaneous charges for
special services such as diplomas and copies of the student transcript. Many state uni-
versities levy an instructional fee (tuition). a student services fee, and a facilities fee (to
meet the costs of debt services on academic or other plant). A'e all three fees to be defin-



22

ed as unrestricted income? I think not. There is no doubt in my mind that the facilities fee
is restricted income, income available only for transfer to a debt service account. More-
over, if a state university does levy a student services fee, then I think that income should
be used only to support the operations of the designated student services. This income is
restricted income in the sense that it can and should be utilized solely for specified pur-
poses.

Under the new budget and accounting practices recommended by the AICPA and
NACUBO, it seems to me that state boards of higher education and other state govern-
ment budget officers will have to establish some common definitions to be observed by
all state institutions of higher education about what constitutes unrestricted and
restricted income. Moreover, this definition must be made in terms of the interest of state
governments in their relationship to state sponsored and supported institutions of high-
er education.

My recommendation would be that state governments define as unrestricted income
only the subsidy appropriation for the general operation of the state university or college,
and the instructional charge levied upon students. All other state appropriations, all other
charges to students, and all other income of the institution should be defined as
restricted income, as income received for specified purposes and leading to specified ex-
penditures.

I recognize that this recommendation does not accord with the concepts and the ex-
hibits of either the audit guide of the AICPA or the financial accounting and reporting
manual of NACUBO. But it appears to me that both of these documents were prepared
from the point of view of private and public institutions and not from the point of view of
the relationship of state universities to state government. Necessarily state governments
have a particular point of view insofar as the appropriations to state institutions of higher
education are concerned. The point of view of state government is how much of the total
needed operating income of a state university and of a state college shall be provided
from state tax revenues. And there is the further issue of the extent to which state gov-
ernments find it desirable and necessary to place restrictions upon the use of the state
subsidies provided to state institutions of higher education.

Because expenditure categories and income categories are closely related in the
operations and management of a university or college, it is important to have an under-
standing of the variety of income available to institutions of higher education before
proceeding with a discussion of programs and their income needs. The next section of
this discussion provides a review of these varie.: income sources and their varied pur-
poses. State governments necessarily have to thread their way through this income maze.
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3 Income

In its financial accounting and reporting manual the National Association of College and
University Business Officers recommends a standard chart of accounts for current funds
revenues accounts. The principal headings in this chart of accounts are shown on Chart
2. In several instances, the chart of accounts suggests that there be added such details
"as needed." it is not clear exactly whose need is thus to be accommodated: the need of a
governing board or the need of a state government. It seems to me that insofar as state in-
stitutions of higher education are concerned, both needs are valid and both needs must
be recognized. In the discussion which follows the needs of state government are once
again our primary concern.

As mentioned in the preceding section, recommended practice rroposes that the
various revenue accounts should be divided into a restricted P.:nd an unrestricted
category. This division is just as important, indeed more importp.ot, for the revenue ac-
counts of state institutions of higher education as it is for expenditure act,unts. The
reasons have already been given. Just as I have suggest )d that only expenditures from
student instructional charges and from the general state subsidy should be defined as
unrestricted expenditures, so I would recommend that only these two sources of income
be treated as unrestricted income. State universities and colleges may of course receive
gifts and may have er.dowment income whose terms specify only that the income be used
for the better-lent or for any general purpose of the institution. These are valuab!e and
helpful kinds of income to have. But from the point of view of state government, this kind
of income should still be considered as restricted revenue. This kind of income is income
solely for the use of a particular governing board or for the use of a particular institution.
Such revenue is not subject to determination of its amount by state government.

Here it may be useful to mention again the two major objectives set for a state appro-
priation :system in support of higher education: equity in the distribution of the total ap-
propriation and adequacy in the combination of appropriation an student instructional
charges. These objectives, I submit, are to be achieved in the process of determining
state government appropriations and in fixing student instructional charges. As men-
tioned earlier, one of the criticisms made of budget formula procedures is that they es-
tablish a "common leveling" of state institutions of higher education. It is said that these
procedures fail to encourage or to recognize differences among institutions. Personally I
believe this criticism is often exaggerated, but certainly one way to avoid this criticism is
to define all "outside" sources of income as restricted.

In its recommended current funds revenue accounts the NACUBO manual does not
recognize any major categories of program activity such as are specified for the current
funds expenditures and transfer acccimts. There is no major category of revenues
labelled "educational and general revenue." All revenues are treated as if they constitute
one great pool for distribution by a governing board. The appearance of this single pool
concept is contradicted, however, by the various categories of income derived from sales
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CHART 2

CURRENT FUNDS REVENUES ACCOUNTS

Tuition and Fees

Federal Appropriations

State Appropriations

Local Appropriations

Federal Grants and Contracts

Loca: Grants and Contracts

Private Gifts, Grants, and Contracts

Endowment Income

Sales and Services of Educational Activities

Sales and Services of Auxiliary Enterprises

Sales and Services of Hospitals

Other Sources

Independent Operations

.
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and sery :s, and by a separate revenue account for independent operations. The fact is
that revel Jes are not a single pool of income; most revenuils of a state university, and es-
pecially c.; a state research university, are restricted reven( es which may be used to meet
only spe tied program expenditures.

In this .. ection it will be necessary to look, at least briefly, at each one of the major
categoric., of revenue as these are presented in the NACUBO manual. In many instances
it will be useful to add details ''as needed."

Tuition aid Fees

As we have noticed earlier, state institutions of higher education fix several kinds of
charges to students: instructional charges, student service charges, and facility charges.
In addition, most state institutions of higher education make a differential in their instruc-
tional charges between a resident of a particular state and a non-resident of the state.
State government officials have looked with some disapproval upon any sizeable influx of
out-of-state students to one or more of the state institutions of higher education located
in their particular state. These state officials have ;eared that such an influx of out-of-
state students might represent a concerted effort o' citizens in another state to avoid the
public support of higher education and thus become a substantial additional tax burden
upon the citizens of their own state. A higher instructional charge to the out-of-state stu-
dent is regarded as an economic barrier to the inte..-state movement of students and con-
bequentiy to a shift of tax burdens among state . governments.

The whole constitutional question of differential instructional charges based upon stu-
dent residence need not be considered here. In general, the differential charge based
upon student residence has been held to be a imnstitutionally permitted practice. But
courts have held unconstitutional any law or rile which tended to deny the possibility
that a student might acquire legal residence af:er an "appropriate" period of time. The
matters of defining the appropriate period of 'ime and the appropriate circumstances
constituting legal residence remain to be resolved. In any event, it seems likely that the
number of students in some state universities d.3fined as out-of-state students will tend to
decline.

State governments may impose upon governing boards, or state governments may
recommend to governing boards, a restrictior, or a quota upon the admission of out-of-
state students. A limitation of 20 percent in ;in entering freshman class is not unusual.
The constitutionality of this practice is still tr, be tested. In at least one instance, a state
legislature has eliminated any instructional subsidy for undergraduate out-of-state
students. This action then compels a governing board to fix an out-of-state instructional
charge equal to the cost of the instructional service rendered. This is another means of
bringing about a restriction upon out -of- state enrollment.

Another kind of differential instructional ,tharge which is beginning to appear. within a
number of states is a differential charge b' level of instruction. In at least one state one
charge is made to students in their first a-id second year, a somewhat higher charge is
made to students in their third and fourth year, and a still higher charge is made to
students after the fourth year for graduate and graduate professional study. In another
state there is a differential instructional charge to undergraduate students, to graduate
and professional students, and to students in the colleges of medicine. There are reasons
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of educational philosophy and of economics that have led to these practices. Where the
practice does occur, or is being considered, there is a need for information about the
revenues thus realized.

It seems to me that many state governments as a minimum will wish to specify that stu-
dent tuition and other fees be reported under the following categories:

01.0 Tuition and Fees

01.1 Undergraduate Instruction

01.11 State Resident
01.12 Out-of-State Resident

01.2 Graduate and Graduate Professional Instruction

01.21 State Resident
01.22 Out-of-State Resident

01.3 Student Services Fee
01.4 Facility Fee
01.5 Miscellaneous Fees

There is one other matter which needs comment here. Some institutions of higher edu-
cation have adopted the practice of "waiving" one or more of these fee charges for certain
students. Personally, I think the "waiver" practice is undesirable and should be abolished
in all institutions of higher education. A waiver of fees is in fact a form of student financial
assistance, should be administered as such, and should be reported as such. Thus a stu-
dent may receive a "warrant" which is a partial or tu II payment of certain specified fees.
The warrant then becomes tuition or tee income on the one hand and an expenditure for
student financial assistance on the other hand.

But where the "warrant" practice in preference to the "waiver" practice has not been in-
stituted in a state university or ce::te: college, then it is important that the wiaver practice

result ire a reduction of the stated tuition and fee revenue but be accounted for as
both revenue and expenditure. Any other practice conceals the true state of both the
revenue and the expenditure budgeting and reporting of a state institution of higheredu-
cation.

Federal Appropriations

The second category of revenue in the NACUBO chart of accounts is that of federal ap-
propriations. This category is obviously distinct from another, subsequent category:
federal grants and contracts. Only a very few state institutions of higher education
would have any income under this particular category; these would be the imtitutions
designated as land-grant institutions under the federal Morrill Act of so eligible
for general appropriation support under the second kilerri:: Act of 1890, as amended This
relatively small annual appropriation is to be used by the governir.g boards of Morrill Act
land-grant institutions for the general purposes (agriculture and the mechanic arts) of the
initial federal legislation.

There are certain other institutions receiving federal appropriations: the military
academies, the regionally accredited military schools, colleges in the District of Colum-
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bia, Howard University in the District of Columbia, and two private universities in the Dis-
trict of Columbia receiving financial assistance for their medical schools and teaching
hospitals. None of thes' is a state government institution of higher education.

State Appropriations

A major source of revenue for a state institution of higher education is a state appro-
priation. This appropriation may be in several parts. As aconsequence it is desirable that
the various components of the state appropriation should be clearly indicated.

The most important part or component of the state appropriation support for state
institutions of higher education is the general appropriation for performance of the
general educational purposes of an institution. In terms of the discussion to follow in
succeeding sections of this paper, the general appropriation provides revenue to be used
to help meet the expenses for instruction, academic support, student services, institu-
tional support, and the operation and maintenance of plant. We shall consider each of
these functional or program components of the state general appropriation in due
course. It is necessary here to understand that the state government's general appropri-
ation is provided in support of these particular programs of a state institution of higher
education.

The state government general appropriation may be provided as a lump sum subsidy of
the operations of a state university nr qtatp college cr it may be provided on a line-item
basis. I think there are very important reasons why this general appropriation should be
made as a single lump sum subsidy. As I have said before, the appropriation in some in-
stances will be no more than one-third of the total income of a state institution of higher
education. in almost all instances state governments will expect and should encourage
the acquisition of revenue from other sources: if not from charges to students then in the
form of gifts, grants, and sales. To isolate the state government-provided income from all
other income in terms of the compensation of particular persons to he paid and particular
other costs to be met is to demand an artificial and arbitrary division of planned expendi-
tures and substantially to increase the management and accounting expenses of the in-
dividual institutions. In the name of a misunderstood concept or accountability there is
no reason for state governments to demand that state institutions of higher education
maintain extensive accounting details and so incur an expensive cost of operation.

!ri these comments I do not mean to imply that state univer 'dies and state colleges
should not plan and budget the operations of these various program categories
enumerated above with great care and precision. As the later discussion will indicate,
program budgets must be prepared in substantial detail by state institutions of higher
education: detail about program outputs, detail about program technology, detail about
objects of expenditure. When the program details have been reviewed by state agencies
and officials, the single question then is how much of the income to meet approved
programs shall be provided by the general state government subsidy. The total general
state subsidy then becomes the total of the state support to be provided for these
program categories: instruction, academic support, student services, institutional sup-
port, and operation and maintenance of the plant.

If state agencies, state governor,. and state legislators are fearful about delegating
such extensive financial discretion to governing boards of state institutions of higher
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education as the single lump sum appropriation provides, then state appropriations
ought to be made, I think, in terms of the program categories just mentioned. To make the
appropriation in terms of line-items of specified objects of expenditure is to perpetuate a
discredited and outmoded appropriation practice.

In addition to the state general appropriation, there may be state government appro-
priations to state institutions for other program purposes: research, public service, stu
dent financial assistance, and hospital operations. These appropriations should be
separately indicated, since they may not be applicable to all state institutions of higher
education and since they may not be provided by all state governments.

There is also one special purpose state appropriation which requires special mention.
State governments during the 1960's resorted to varied means for financing the expan-
sion of capital plant required to meet a three-told enrollment growth in state institu-
tions of higher education. In some instances state governments authorized the device of
the revenue bond as a means of financing this plant expansion. There were several good
and sufficient reasons for this practice. But if the revenue bond was utilized for academic
plant Nnancing. then the state institution of higher education had to have some revenue
to pledge for the debt service of these bonds. The customary revenue source utilized for
such pledging was a student facility fee.

Some state governments than undertook to replace the expense to the institution in the
dedication of this fee by a "replacement" appropriation. What state governments did in
effect ....gas to say to a governing board, "You may earmark a part of your charge to
students as a facility fee, and you may borrow on revenue bonds to build needed instruc-
tional and support plant by a pledge of this facility lee." From the point of view of a gover-
ning board, this was a desirable arrangement, except that it reduced the student fee
revenue available to support current operations. The response of state government was
to appropriate annually or biennially a replacement for the facility fee. For constitutional
reasons state governments could not pledge state appropriations for the debt service of
revenue bonds but there was no constitutional prohibition against appropriations to
replace the loss of current operating revenue by the institutional pledging of a facilities
fee.

Accordingly, at a minimum the budgeting and reporting of state appropriations in sup-
port of state institutions of higher education should be detailed as follows:

03 State Appropriations

03 1 State General Subsidy
03 2 Agricultural Experiment Station
03 3 Other Research
03 4 Agricultural Extension Service
03 5 Other Pub!ic Service
03 6 Subsidy of Teaching Hospital
03 7 Fee Replacement

Local Appropriations

For state sponsored and supported institutions of higher education a revenue category
labelled "local appropriation" will have no relevance. This particular category has been
included in the NACUBO chart of accounts for the use of two-year colleges sponsored
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and supported by local units of government in the United States, plus the handful of
colleges and universities still sponsored and supported by city governments in this coun-
try. In all of these instances state governments usually provide financial assistance to the
local sponsoring district or directly to the locally sponsored institution of higher educa-
tion. Thus, locally sponsored and supported colleges or universities will also receive
some state government support as well.

The state appropriation support to locally sponsored institutions is usually based upon
some kind of formula which operates separately and apart from state appropriation sup -
rort to the states institutions of higher education. There are several possible kinds of for-
mula that may be employed in these circumstances. A popular formula for the current
operating support of two-year colleges has been that of one-third local taxation support,
one-third state taxation support, and one-third student fee support. In one state the for-
mula has been to provide two-year colleges with the same support for lower division and
technical students as is provided to the state institutions. Local tax support is then utiliz-
ed to reduce the level of charges to students. Various other approaches to state financial
assistance have been developed in various states.

State governments generally have found that when state laws have permitted local un-
its of governments (city governments, county governments, or school districts) to es-
tablish locally sponsored institutions of higher education, then state governments will
have to provide some kind of financial assistance to these institutions. Usually a separate
budget and appropriation process has been developed in these situations. The need for a
separate process can be avoided when all institutions of higher education are sponsored
and supported only by state governments, as is the case in Indiana and several other
states.

Federal Grants and Contracts

Federal government financial assistance to colleges and universities is extended
primarily through grants and contracts. For the most part, these grants and contracts
have been for two purposes: research and student financial assistance. In some instances
so-called training grants and fellowship grants have been accompanied by a "cost of in-
struction' allowance. Thus this kind of grant is intended first of all to provide a stipend or
personal allowance to a student in an advanced field of learning such as the biological
sciences or nuclear physics or space engineering or a foreign language. The stipend or
personal allowance meets the personal and family costs of a student enrolled for study.
The "cost of instruction" allowance may pay the tuition charge for the student and even
defray a part of the instructional subsidy involved in the education of the student. Only in
a few kinds of special circumstances has the federal government made general in-
stitutional grants.

111 their research grants and contracts federal government agencies usually undertake
to meet various specified "direct" costs such as compensation of research personnel,
supplies and equipment. and other expenses. In addition, the federal agencies provide an
amount for "indirect" or overhead costs The amount, calculated according to various
formulas. is intended to compensate the institution for the expense of operation and
maintenance of the plant and for a fair share of the academic support, institutional sup-
port. and student services costs which may arise as a result of the research grant.
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At a minimum it seems essential thr' the following details should be available in con-
nection with general grants and contracts revenues provided to a state institution of high-
er education by federal government agencies:

05 Federal Grants and Contracts

05.1 Research Grants and Contracts
05.2 Agricultural Research
05.3 Agricultural Extension
05.4 Other Public Service
05 5 Student Financial Assistance
05 6 General Grants
05.7 Overhead Cost Reimbursement

State Grants and Contracts

In a few instances state governments may enter into contracts with or make grants to
state institutions of higher education for specified services, usually of a research or
public service nature. The practice is not extensive and large amounts of money are not
usually involved. Moreover, state agencies generally do not reimburse state institutions
of higher education for any overhead costs, on the grounds that these costs have already
been provided by appropriations of state government support.

Because income from state grants and contracts is usually on a small scale, no par-
ticular detail about the program purpose of the grants is necessary. Ifa state government
so desires, it may ask for a broad breakdown of income as follows:

06 State Grants and Contracts

06.1 Research
06.2 Public Service

Local Grants and Contracts

The same comments which are applicable to state government grants and contracts
may also be made about revenue from local government grants and contracts. The extent
of such revenue is likely to be quite small.

Private Gifts. Grants, and Contracts

Many state institutions of higher education will have some income each year received
from private sources: private foundations, private business corporations. voluntary
associations, and individuals. The dollar volume of such gifts and grants may be relatively
modest in relation to total operating revenues, but these are sources of income which ac-
tually or potentially are of substantial importance.

It may be desirable to obtain additional detail about. these revenues in terms of source
(foundations, corporations, etc.), or in terms of purpose (research, public service. stu-
dent aid, and other). Such detail may be desirable from the point of view of a g verning
board. Such detail may not be of special interest to state governments.
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Endowment Income

Many state universities and state colleges receive some endowment income from
endowment bequests or from land grants made at various times. In a few leading state
universities such endowment income may be fairly sizeable. Again the immediate
question here is whether or not state governments have any real need for additional detail
beyond knowledge of the revenue category itself. Detail might be provided about source
(endowment capital, endowment held by other trustees, land-grant) or about purpose
(general, research, public service, student aid, capital plant).

It would seem that state governments are properly concerned to know the total amount
of such revenue but need not be concerned about any further detail.

Sales and Services of Educational Activities

The educational programs of state institutions may operate various supplementary or
academic support activities which result in the sale of products and services. The revenue
derived from these activities is properly budgeted and renorted under this category of in-
come.

In a state university with a college of agriculture there will necessarily be a demonstra-
tion or laboratory farm as an adjunct facility for instruction, observation, and experience.
If the farm includes a dairy herd, then some kind of milk operation and sale will be
necessary. There may be crops to sell and livestock and poultry to sell as well. A
laboratory farm will produce revenue.

I n a state university with a college of education there may be a laboratory or
demonstration elementary-secondary school as an adjunct facility to the educational
program. Here again the school may be used for purposes of observation and experience
ror the students of teacher education. In those instances where elementary-secondary
schools are operated, an instructional charge is usually made to We pan nts of the
children who are enrolled. This charge becomes a sale, producing revenue to help meet
the expense of operating such a school.

In a state university with an audio-visual service providing films, film strips, charts, and
other materials for instructional purposes, the service may rent some materials to
elementary and secondary schools in the vicinity, to other colleges in the area, and to
civic or other groups. These rentals to agencies outside the state university itself become
revenue for the ;nstitution.

There are many other kinds of services which state universities and state colleges may
render and for which charges may be made: veterinary clinics, speech and hearing
clinics, reading clinics, home economics demonstrations, psychological and skill testing,
etc. These charges produce sales revenues.

The important issue here again is the extent to which certain details about these sales
and services may be desired by state governments. It seems likely that to the extent that
certain academic support programs are detailed as separate expense programs, then
data may be desired about the offsetting revenue produced by these same academic sup-
port programs.
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For example, the following detail may be appropriate for this category of revenue:

10 Sales and Services of Educational Activities

10 1 Demonstration Schools
10 2 Clinics (other than health)
10.3 Veterinary Clinics
10 4 Demonstration Farms
10.5 Instructional Materials
10.6 Museums and Galleries
10.7 Other

Sales and Services of Auxiliary Enterprises

As mentioned earlier, the prevailing policy in state institutions of higher education is to
expect all auxiliary enterprises to be self-supporting, so that revenues are sufficient to
meet all current operating expenses, inz;luding debt service for any physical plant
facilities utilized by these enterprises. The revenue for these auxiliary enterprises is deriv-
ed primarily from charges for service, although in some state universities and colleges a
student services fee is a supplementary source of income.

From the point of view of state government the important issue is simply whether or not
auxiliary enterprises are in fact self-supporting. This question can be answered by
budget and reporting data which show income equal to or in excess of expenditures. If
these enterprises are operating at a deficit, this is a situation which governing boards
have the authority and responsibility to rectify. The interest of state government is one of
making certain that governing boards do in fact exercise their authority and responsibili-
ty in accordance with approved state policy.

To what extent then is it desirable at the state government level to have information
about budgets, expenditures, and revenues of auxiliary enterprises in any particular
detail? For internal management purposes obviously a governing board must have infor-
mation in considerable detail. A state government does not need the sam'- kind of detail.
If a state government is disposed to believe that some detail is desirable, the following
would seem to be sufficient:

11 Sales and Services of Auxiliary Enterprises

11 1 Residence Halls
11 2 Food Service
11 3 Student Health Service
11.4 Student Recreation Service
11 5 Book Store
11 6 University Center
11.7 Intercollegiate Athletics
11.8 Other Enterprises

The same detail should then be provided about expenditures, plus the item of transfers
to debt service reserve and equipment reserve.
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Sales and Services of Hospitals

In those instances where a state university or a state medical college owns and
operates a teaching hospital, a category of revenue related to this activity is necessary.
especially when state governments will be expected to subsidize the difference between
revenue generated by the activity and total operating expense. Because of their involve-
ment in this activity, state governments will necessarily want some appropriate informa-
tion about details of the income thus collected.

In general, some four categories of income should be sufficient for state government
purposes:

12 Sales and Services of Hospitals

12.1 Hospital Medical Service
12.2 Hospital Patient Service
12.3 Outpatient Medical Service
12.4 Other Professional Services

Other Sources

A state university or state college may have miscellaneous sources of income: interest
income from short-term investments, certain fees or charges for use of facilities, and
other income. Under most circumstances where the revenue thus obtained is relatively
modest in volume, there is very little reason to provide any details about the particular
sources of this income. Undoubtedly, governing boards will wish to have such detail but
there is not need for state governments to examine this revenue item in similar detail.

Independent Operations

Finally, in those situations where a state university has undertaken under contract to
manage a research or service facility and activity for a federal government agency or for a
state government agency, then the contractual income obtained for this management
would be reported as a separate category of revenue. Presumably the same detail--the
identification of each such contract operationwould appear both as a source of
revenue and as a program of expenditure. Here the issue for state government is to know
whether or not income under the contract is equal to the expenditures.

General

It is important that state institutions of higher education budget their revenues and
their expenditures in comprehensive scope, so that a complete record of institutional
operations is available for the informs ion of state boards of higher education, state
budget offices, governors, and legislators. The program of expenditures cannot be
reviewed except in terms of the income expected or needed in order to meet the
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recommended level of expenditures. The statement of revenues must be such that it is
clearly related also to the statement of expenditures.

It is desirable to repeat here that both revenues and expenditures in the chart of ac-
counts and the model institutional statements as recommended by NACUBO call for
separate unrestricted and restricted components. As I have suggested earlier, I believe all
categories of revenue received by state institutions of higher education should be con-
sidered as restricted revenue except the state government general subsidy for
educational operations and the charges collected from students for instructional service.
It is these two items of revenue which constitute the balancing income for state institu-
tions with which to meet their projected programs of operation.
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4 Primary Programs: Instruction and Other

The category of expenditure labelled instruction is the most important single category of
concern to state governments in the appropriation process, and also the most com-
plicated to analyze. Instructional expenditures are the sum total of all the costs attributed
to the instructional departments of a state university or of a state college. The cost
centers. in other words, for the instruction expenditures are the academic departments
and such other centers or interdisciplinary units as may offer instruction to students for
the award of one or more degrees.

In addition to the complication of a variety of levels.of instruction which may be offer ed
by an academic departmentlower division, upper division, graduate I, and graduate II
academic departments often have other outputs they undertake to produce besides the
instruction of students. These other products involve research, public service, and the
critical evaluation of social performance. To be sure, in a state university there will be
some separately budgeted research and some separately budgeted public service. At
times some part of a faculty member's compensation may be assigned to a research
project or to a public service project. But faculty members not engaged in the perfor-
mance of a separately budgeted research project or of a separately budgeted public ser-
vice project may still be devoting some part of their time to one or both kinds of activity.
The instruction of students is not the only output of faculty members, even when the ex-
penditure category of instruction is the source of the full-time financial support of faculty
members.

The National ('enter for Educational Statistics of the Office of Education in the U.S.
Department of Health, Education, and Welfare, in connection with its Higher Education
General Information Service (HEGIS). has developed a taxonomy of instructional
programs as offered by institutions of higher education. Enrollment data and data about
degrees awarded are supposed to be reported in accordance with these categories.

The National Center for Higher Education Management Systems has further developed
a program classification structure applicable not only to instruction but to all other ac-
tivities of an institution of higher education. In connection with the program activities
labelled "instruction." the NCHEMS classification makes use of the HEGIS taxonomy.

I r the NCHEMS program classification structure the category of instruction is divided
into four subprograms, as follows:

1 1 General Academic Instruction
1 2 Occupational and Vocational Instruction
1 3 Special Session Instruction
1 4 Extension Instruction (not for credit)

Within the subprogram of general academic instruction a considerable array of
program "categories" are provided from the HEGIS taxonomy. with additional detail at
the program subcategory (departments), the program sector (levels of instruction), and
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the program element (the individual course). This is a very substantial amount of detail
which it is essential for the management of a particular institution of higher education to
master but detail which can only be so overwhelming as to be valueless for state govern-
ment agencies.

It seems to me that the most satisfactory procedure to be followed by a state board of
higher education and by other state government agencies is to seek data about instruc-
tional expenditures in a comprehensive, relatively simplified form. This can be ac-
complished primarily, I believe, by use of the program "categories" in the NCHEMS
program classification structure. Such a program classification is set forth in Chart 3. It is
important to move to the program subcategory only in connection with the category
"health professions." These subprograms are so expensive that they must be mentioned
separately: moreover some state institutions of higher education will offer some sub-
categories (such as nursing) and not others (such as medicine or dentistry). With this one
exception, the program concerns of state government can properly be handled, I believe,
by use of the categories set forth here.

Program Expenditures

If the suggested program classification structure for instructional programs is utilized
by state governments as suggested here, then each state sponsored and supported insti-
tution of higher education would have a maximum of 38 programs about which to report
finarcial data and budget data. In practice, it seems quite unlikely that any one institu-
tion would be likely to offer all 38 of these programs. On a state-wide basis, including
whatever structural arrangement exists for the management and supervision of
vocational-technical education, all 38 programs would surely appear.

For the individual university or college, the preparation of expenditure data and budget
data by each of these instructional programs should be a relatively simple procedure.
What is involved is simply the assignment of every single instructional cost centerthat
is, every academic department and other instructional unitto one of these 38 programs.
Departmental budgets are the very heart of academic budgeting by institutions of higher
education, and all that is necessary in this procedure as suggested here is just to
aggregate these departmental budgets under 38 program categories.

Perhaps a word should be inserted here about the importance for state governments in
having financial data by these 38 program categories. If the objectives of equity and of
adequacy are to be realized in the state government appropriation process, expenditure
needs and appropriated revenues must be based upon program offerings of the various
state institutions of higher education. Instructional outputs cannot be comparedupon an
over-all institutional basis: what counts for comparison purposes are the costs arising
from the offering of comparable programs of instruction.

It is clear that instructional program costs will vary from one program to another. In
large part the costs will vary according to the technology of instruction employed: exten-
sive laboratory instruction in the physical sciences and the biological sciences wil. be
more expensive than the non-laboratory instruction in letters, foreign language,
mathematics. and the social sciences. Highly individualized instruction in the fine and
applied arts will cost more than the more generalized instruction in business manage-
ment and education. A student-teacher ratio of four medical students to one full-time
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medical faculty member is much more costly than a studer't- faculty ratio of 25 law
students to one full-time law faculty member.

Departmental budgets will ordinarily consist of four major components: faculty com-
pensation, support compensation, supplies and expenses, and equipment. There is one
other item of expense which really deserves to be considered in connection with each in-
structional department: student financial assistance for students majoring in the depart-
ment or pursuing an advanced degree in the department. Since there is a separate
program category for student aid, and since the revenue sources for student aid require
some central management within each state institution, this cost element will be discuss-
ed later. There is one part of the departmental budget, however, which is related to stu-
dont aid and which must be considered here: the employment of teaching assistants.

In my view the decision of a department, a college, or a university to offer some part of
its instructional activity through the employment of part-time teaching assistants is
perfectly legitimate. Important as is this practice in recruiting and retaining graduate
students, the practice must be justified in the first instance as an instructional procedure,
and the number of part-time teaching assistants authorize.' for each department must be
a part of the faculty compensation budget.

Departmental costs will vary among departm 7.nts because of differences in the dis-
tribution of faculty by rank (teaching assistants, instructors, assistant professors,
associate professors, professors, adjunct faculty), by the average compensation by rank,
and by the non-faculty costs. These differences will reflect differences in departmental
experience and cannot be avoided. There is no need fo:. state governments to try to
equalize departmental expenditures. The utilization of instructional income is a task of in-
stitutional management an of governing boards.

Just as there is no single standard for deparments! costs within a state university or
state college, there is no common pkitte-i in the distrit ul!on of the objects of expenditure.
Within a departmental budgi,t, an average distriaution of expenditures will be somewhat
as follows:

Percent

faculty compensation 70
other compensation 1'1

supplies and expenses 10
contracted services 1

equipment 2

There may be substantial variations around any such averages. Under conditions of
financial stringency state universities tend to squeeze first the non-faculty compensation
part of a departmental budget. Many budget analysts for universities would consider a
65-35 relat1onship between faculty compensation and the total departmental budget as a
standard toward which to strive.

Levels of Instruction

A departmental budget. especially a departmental budget in one of the academic dis-
ciplines. may provide for the instruction of students at several different levels. As in-
dicated earlier, four levels of instructional activity are usually recognized in an academic
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CHART 3

PROGRAM CLASSIFICATION STRUCTURE FOR INSTRUCTION

1.1 General Academic Instruction

1 1.0100 Agriculture and Natural Resources

0200 Architecture and Environmental Design

0300 Area Studies

0400 Biological Sciences

0500 Business and Management

0600 Communications

0700 Computer and Information Sciences

0800 Education

0900 Engineering

1000 Fine and Applied Arts

1100 Foreign Languages

1200 Health Professions

1202 Hospital & Health Care Administration

1203 Nursing

1204 Dentistry

1206 Medicine

1211 Pharmacy

1218 Veterinary Medicine

1223 Medical Laboratory Technologies

1201 General and Other

1300 Home Economics

1400 Law

1500 Letters
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1.1 General Academic Instruction (Cont'd.)

1600 Library Science

1700 Mathematics

1800 Military Science

1900 Physical Sciences

2000 Psychology

2100 Public Affairs and Services

2200 Social Sciences

2300 Theology

4900 Interdisciplinary Studies

1.2 Occupational and Vocational Instruction

1.2.5000 Business and Commerce Technologies

5100 Data Processing Technologies

5200 Health Service Technologies

5300 Mechanical aid Engineering Technologies

5400 Natural Scien Technologies

5500 Public Service echn )logies
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discipline: lower division, upper division, graduate I, and graduate II. These levels may be
applicable also in certain professional fields of study, such as agriculture, education,
engineering, home economics, and nursing. These and other professional fields are likely
to argue, however, that there is only one level of instruction for the undergraduate stu-
dent. a baccalaureate professional level of instruction, and then recognize two levels of
instruction for the graduate student. Even in the academic disciplines, there is a tendency
at present for departments to make very few if any distinctions between courses offered
for freshmen and sophomores and courses offered for juniors and seniors. The reason for
attempting a distinction is the desire to provide financial support to community colleges
comparable to that for senior institutions.

There are cost differentials between levels of instruction in academic departments
because of several factors. Some courses (introductory courses) tend to have large
enrollments and so the cost per student is less. Courses with small enrollments will usual-
ly have higher costs. Courses taught by a professor will cost more usually than courses
taught by a teaching assistant. Courses taught by a faculty member who is giving sub-
stantial time to research or public service will cost more usually than courses taught by a
faculty member giving most of his or her time to instruction. These cost differences are
well known to department chairmen and to deans. But these cost differences are very dif-
ficult to analyze and present in any simple, meaningful format.

The usual means for arriving at cost differences is not a course by course analysis of
actual costs, although this procedure is possible. The usual means is to ask faculty
members to provide a report of the distribution of their time between lower division, up-
per division, graduate I, and graduate II levels of instruction. Time devoted to research
and public service will then ordinarily appear as part of the costs of upper division and
graduate instruction. Upon the basis of this faculty report, faculty compensation and
other costs of a department are then distributed and cost data by level of instruction
determined. I can only say upon the basis of experience and observation that this
procedure is at best an unsatisfactory method of analysis and of cost determination.

What is a satisfactory procedure for cost determination within an academic
department? Should expenditure budgets make provision for variations in costs by levels
of instruction? These are vital questions, but before we attempt their answer there is still
another factor to be discussed.

Measurement of Output

Expenditures by departments and by the program categories listed above tell us very
little, without work load, about the output achieved from the expenditures. Unfortunately,
there is no useful output unit which can be quantified and employed as an indication of
instructional work load except student credit hours or student course credits. There is
another possible unit, degrees awarded. This item of degrees awarded is useful in
providing some data about output, but enrollment in terms of credit hours or course
credits is more satisfactory. Students make progress toward a degree at different rates of
accompli:. "ment or at a different pace. Some students are part-time students and
therefore t 1.ke longer to complete degree requirements; for a variety of reasons some
students may enroll for a while and then interrupt their studies before they complete a
degree program. The accurate measurement of instructional work load and of output is
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therefore some unit which indicates current student enrollment as of one academic year,
and that unit is the course credit unit.

Course credit hours can be readily translated into a full-time equivalent student unit if
that is desired. The advantage in the full-time equivalent student unit is that it provides a
smaller and more manageable unit. The preferable method for calculating this FTE unit in
my judgment is to accumulate all credit hours of enrollment in all undergraduate courses
of instruction by departments as of October 1 or October 15, and then to divide this
number by 15. The quotient of the division is the full-time equivalent undergraduate
students enrolled in courses department by department. Moreover, this number
represents the work load and output of undergraduate instruction for the full arauemic
year of two semesters or three quarters.

Some state governments and some institutions of higher education pi efer to obtain an
average FTE figure for two semesters or three quarters rather thP.;1 a one-time figure at
the beginning of a regular academic year. I would argue that t!-1e practice I have outlined
in the preceding paragraph is preferable to the practic: of averaging. An academic
department must ordinarily make its staffing arrangeridnts for a nine-month period and
for the work load of the first quarter or semester. Ar institution in a large urban area may
be able to find qualified personnel on a part iime basis to instruct for a quarter or
semester. But other institutions may not ty: so situated.

There is the further matter of how to r..;ount enrollment for summer session or summer
quarter. In the instance of a quarter :alender the enumeration is a simple one: the total of
student credit hours divided by 43 provides a full-time equivalent student count which is
equal on an annual basis to t!lat of the autumn count. The autumn count and the summer
count added together thzIn provide a full-year count. If the course credits of a summer
session have a semester value, then these credit hours divided by 30 and added to the
autumn count indicate a full-year count. There is another possibility of handling the
summer session as a special session expense, as will be mentioned below. Personally, I
do not recommend this practice.
The same procedure may be employed for graduate and graduate professional

enrollments. It is relatively ea.y to draw a distinction between undergraduate and
graduate or graduate professional enrollments. If the distinction cannot be made on the
basis of the courses themselves, it can be made on the basis of the status of the student. If
a student has not yet received a bachelor's degree and is enrolled in a baccalaureate
curriculum, then that student is an undergraduate student and his or her student credit
hours constitute undergraduate enrollment. If a student has received a bachelor's degree
and is enrolled in an advanced degree curriculum, then the student is either a graduate or
a graduate professional student and the course enrollments are so counted.

For an academic department and for a professional department in such fields as
architecture, fine and applied arts, business management, education, nursing, and
others. it is very important to have output unitsthat is, full-time equivalent student
enrollmentsdivided between undergraduate and graduate status. The next question is
whether or not to have enrollment data in further detail: by lower division, upper division,
graduate I. and graduate II. If the budget formula utilized by a state government is based
upon four levels of instruction insofar as costs are concerned, then enrollmentdata must
also be collected on a four-level basis. If the enrollment formula uses two rather than
four levels. then enrollment data on this same basis are sufficient.
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Enrollment output is the cost factor of first importance in attempting to devise a budget
formula for instruction. It is the only basis of comparison between the same program
categories as offered by different state institutions of higher education. It may oe useful
and certainly informative to have information about degrees awarded according to the
HEGIS classification. Cost per degree awarded may be one kind of expenditure com-
parison which can lead to further analysis of program costs and cost benefits. Nonethe-
less, costs per credit hour or per full-time equivalent student are the basic data for budget
preparation and appropriations for public institutions of higher education insofar as the
instructional programs are concerned.

There remains the question whether or not enrollment output is the appropriate unit of
measurement for quantifying the instruction programs of colleges and universities. We
have commented earlier that faculty members engaged in the instructional function do
produce outputs other than student instruction. Apart from all the corollary aspects of
classroom and laboratory instructionclass preparation, individual student advising, in-
dividual student evaluation, participation in departmental and college decision-making
about academic affairs, and continued personal and professional developmentfaculty
members may also conduct research projects and public service projects which are not
funded separately from the instruction program. Unfortunately, there is no standard unit
of measurement for these outputs. Academic departments generally maintain an annual
bibliography of articles and other materials published under the authorship of faculty
members, and generally record consulting and other services rendered by faculty
members. These evidences of activity related to the instructional program can be

evaluated by academic peers of a faculty member. but any simple enumeration fails to
provide some indication of the importance or quality of an individual's activity. It is usual-
ly acknowledged that a faculty member's research and public service output can be
evaluated but cannot be measured in any fair and satisfactory manner. A budget formula
for instruction in its cost and work load standards may provide some support, however,
for faculty research and public service.

Output and Costs

It must he recognized that the purpose of measuring the instructional outputs of a
department as discussed in this context has but one basic aim: to arrive at cost data per
unit of output. These costs provide the basic information for arriving at estimates of
future costs and future appropriation needs. For the various programs of instruction, as
we have said, current cost data are readily available and current output data in terms of
student credit hours produced are readily available. The question then is how these data

are to be utilized for purposes of budgeting and of determining state appropriations.
Ordinarily departmental Cr .is are aggregated by total regardless of the levels of in-

struction provided. Son% departments may be involved in four levels of instruction,
others perhaps in only one or two levels of instruction. Pr . .cive noted earlier, there are
important differences in costs which may arise fr. ..:iiterent levels of instruction. The
essential differ snces arise from four major factors: class size. faculty workload, faculty
compensation, and equipment and supplies consumed by the student. Without reviewing
the cost aspects of these various factors in any detail, certain generalizations about cost
behavior should be repeated here. Lower division classes are frequently instructed in fair-
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ly sizeable groups ranging from 25 or 30 to perhaps as many as 300 students or even
more. Upper division classes are often highly specialized, numerous, and quite deman-
ding in student performance; these classes are usually instructed in relatively small
numbers, from 8 of 10 to 16 or 20 students. Graduate I courses may enroll approximately
the same number of students as upper division courses but usually require extensive
reading or laboratory work. Graduate II courses usually involve research and other in-
struction on a tutorial basis. The larger the number of students enrolled in a course, the
lower will be the cost per credit hour or per student.

Faculty work load may be expressed in terms of a student-faculty ratio or in terms of
total student credit hours of instruction provided. Faculty work load tends to be higherat
the lower division level, and much less at the graduate II level because of the tutorial
method of instruction and because of the faculty time given to research. Faculty compen-
sation tends to be less for those persons who teach lower division courses because the
number of persons qualified for such instruction is usually fairly sizeable. Faculty com-
pensation tends to be higher for those persons who teach at the graduate II level because
the number of research scholars of high reputation is limited and the competition for their
services fairly intensive. Insofar as supplies and equipment are concerned (including
library materials), the consumption by lower division students is fairly low and the con-
sumption by graduate II students is quite high.

There are differences in cost among graduate professional programs (such as law,
dentistry, optometry, veterinary medicine, and medicine) which reflect the same kinds of
differences in class size, in faculty work load, in faculty compensation, and in the con-
sumption of supplies and equipment. The problem of cost determination is somewhat
less difficult (except in medicine) simply because there is only one level or one degree
program of instruction involved.

The problem for the budget analyst is how to determine just what these cost
differences are by levels of instruction by major program areas: e.g., the biological
sciences. There are essentially two possible methods of procedure. One is to develop a
cost analysis procedure by fields of study and by levels of study. Such a cost analysis
procedure has been provided for colleges and universities and for state governments by
the National Center for Higher Education Management Systems. Other cost analysis
procedures have been developed by some state boards of education and by several con-
sulting organizations. A second procedure is simply to determine cost differentials by
fields and levels of study on a sampling basis and then to let the data thus determined
become the model for all departments in the same general area. Not a great deal has been
done to utilize sampling techniques of cost analysis, but there is no reason to believe that
sampling techniques may not be useful and may not be much less costly than com-
prehensive analysis.

There remains again the matter of how many levels of study to undertake in a cost
analysis procedure. There are certain obvious complications in answering this question. I
can see certain definite advantages in having one cost standard for a two-year campus
and another cost standard for all undergraduate instruction for the baccalaureate degree.
But there are disadvantages to this procedure as welt; such as an encouragement for two-
year campuses to move to four-year programs because of the increased income thus
provided. I (,^ an advantage in having a single cost standard for graduate instruc-
ti- . Ills practice might discnurage the faculty inclination to offer doctoral degree
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programs and emphasize the need to obtain other financial resources if quality doctoral
degree programs are to be offered. Under current circumstances I am convinced that in
most if not all state governments at least four levels of cost analysis are necessary.

The Budget Formula

There are essentially four generalized procedures for developing a formula to express
the expenditure need involved in offering various instructional programs. All of these for-
mulas are based upon the measurement of credit hour or full-time equivalent enrollnient
as the output of the instructional activity. In this way, the formulas are enrollment-driven.
I shall return to this factor later.

The first and I believe preferable procedure is to develop a cost standard by various
programs and by various levels of instruction. This standard of expenditures for
departmental instruction and service can be most meaningfully presented as a cost per
full-time equivalent student. Moreover, this standard of expenditures nee"s to be
presented by the same program areas of instruction that were outlined earlier. Such a
standard of expenditures by fields and by levels of instruction is shown in Chart 4.

Obviously a set of cost standards such as those presented herein cannot be con-
structed from thin air. A set of cost standards utilized at any one time reflects past ex-
perience and future desired increments. As I have suggested already, a budget formula
for instructional expenditures of this kind has as its absolute prerequisite some kind of
cost analysis procedure. No state government agency can utilize this kind of formula ap-
proach to instructional expenditures unless it does have a method for analyzing actual
cost data by program areas and by levels.

In any such cost analysis procedure the cost data from various state institutions will
vary considerably by program area and by level. These variations are to be expected.
They reflect differences in priorities of emphasis by institutions, some differences in the
nature of instruction provided (as between so-called service courses and courses for ma-
jors). and differences in income. If the state government permits institutions to be
different one from another by retaining for their own use their "outside" income (out-of-
state tuition, land grant income, endowment income, and outside gift and grant income),
then the cost experience of the individual institution will reflect the volume of this outside
income.

If the expenditure experience of institutions differs one from another how does a state
government agency develop a cost standard? Such a cost standard obviously may ex-
press an average for all state supported institutions or it may express a certain percentile
standard in a rank order of individual experiences. In my own use of cost analysis as a
state government administrator. I decided that the cost standard should be based upon
the cost experience of the institution at the 75th percentile in a rank order of ten or more
institutions and campuses.

Current cost experience is. of course, only the base upon which to construct cost stan-
dards for distribution of an appropriation for future years. To the base must be added a
factor for inflation if it is desired to maintain the current purchasing power of faculty and
other salaries. If some advance in faculty and other salaries beyond the cost-of-living fac-
tor is desirable and feasible, then this must be added to the base. If some reduction in
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faculty work load output is desired in order to permit more 'acuity time for student ad-
vising, research, and public service, then an additional cost factor must be added for this
purpose. Thus, a cost standard represents a base of experience plus such increments as
represent current higher education support objectives within a state.

It must be emphasized that the cost standards presented in Chart 4 are intended to be
illustrative and not 4.1 recommendation for use. These cost standards are based upon ac-
tual experience, and there are somewhat different cost standards that have been
developed in several other states. The important matter here is the procedure rather than
any particular set of cost standards. At the same time I do think that these cost standards
could be utilized for comparison with the experience and the support objectives of par-
ticular state governments. Moreover, it should be observed that these cost standards
have been developed in such a way as to provide the same instructional support for
program areas and levels which are quite comparable in nature.

Other Formulas

In addition to the program area and level cost standards, there are other approaches to
the objectives of achieving equity and adequacy in the distribution of state government
appropriations in support of state institutions of higher education. One such approach is
a modified version of that just presenter.' a ; developed in Ohio during the 1960's anl
further refined in the 1970's. This approach makes use of a fewer number of program
categories in making recommendations for state government support of instruction.

For the year 1972-1973 the following program categories and standards of expenditure
for departmental instruction and service were utilized:

Program Category

General Studies
Technical Education
Baccalaureate General
Raccalaureate Professional
N;aster's Degree Programs
Graduate Professional (Law and Dentistry)
Doctoral Degree Programs
Medical Programs (Medicine, Optometry,

Veterinary Medicine)

Standard Expenditure
Per FTE Student

630
940

1,025
1,560
2,300
2,300
4,130

5,020

The principal advantage in the more simplified p; esentation of standard costs is that of
having fewer numbers to use in discussing appropriation needs with state chief ex-
ecutives. state legislators, and their staffs. The issue is one of strategy and convenience
in handling appropriation data. It is likely that the more equitable procedure is to make
use of the more deailed program costs and standards.

A third kind of procedure is to establish a student-faculty ratio and an average faculty
compensation as the basis for arriving at a standard cost for departmental instruction and
service In this way it is possible to determine the faculty compensation part of the
departmental budget. To determine the total budget for departmental instruction and ser-
vice. the faculty compensation amount may be multiplied by a faculty support factor,
such as 1.2 or 1.3.
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fHART 4

EXPENDITURES PER STUDENT ANNUALLY
FOR DEPARTMENTAL INSTRUCTION

1975-1976

Agriculture and

Lower
Division

Uppet
Division Grad I Grad II

Natural Resources 900 1,800 2,700 3,600

Architecture and Environ-
mental Design 750 1,500 2,250 3,000

Area Studies 450 900 1,350 1,800

Biological Sciences 750 1,500 2,250 3,000

Business and Management 515 1,030 1,545 2,060

Communications 450 900 1,350 1,800

Computer and Information
Sciences 515 1,030 1,545 2,060

Education 515 1,030 1,545 2,060

Engineering 1,050 2,100 3,150 4,200

Fine and Applied Arts 750 1,500 2,250 3,000

Foreign Languages 515 1,030 1,545 2,060

Health Professions

Hospital and Health Care
Administration 515 1,030 1.545 - --

Nursing 750 1,500 2.250 3,000

Dentistry ... 4,000

Medicine -- 6.000 ---

P1.3rmacy 750 1,500 2.250

Veterinary Medicine ..... 5.000

Medical Laboratory Technology 750 1,500 2.250

Other 515 1,030 1.545
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Lower
Division

Lower
Division Grad I Gr. d

Home Economics 600 1,200 1,800 2,400

Law - -- 3,000 --

Letters 450 900 1,350 1,800

Library Science - - 1,545 --

Mathematics 450 900 1,350 1,800

Military Science 100 100 -- --

Physical Sciences 750 1 500 2,250 3,000

Psychology 515 1,030 1,545 2,060

Public Affairs and Services 450 900 1,350 1,800

Social Sciences 450 900 1,350 1,800

Theology - --

Interdisciplinary Studies 450 900 1,350 1,800

Occupational and Vocational

Business and Commerce 515

Data Processing 515 -

Healtii Service 750 - -- ...

Mechanical and Engineering 1,050

Natural Science 900

Public Service 515
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One problem in the student-faculty ratio approach is that of the detail in which to make
use of varied standards. For example, one kind of procedure would be as follows:

Lower Division

Student - Faculty
Ratio

Average
Faculty Compensation

General 20-1 $15,000
Professional 12-1 $15,000

Upper Division
General 12-1 $18,000
Professional 10-1 $18,000

Graduate
Master's 10-1 $25,000
Professional 15-1 $25,000

Doctoral Programs
General 8-1 $30,000
Medical 4-1 $30,000

In many instances state institutions are likely to argue that these calculations are not in
sufficient detail and that more extensive sets of standard student-faculty ratios are need-
ed. At least in the illustration used ,sere there is a minimum set of student-faculty ratios.

Yet a fourth kind of procedure is to develop a structure of cost weights expressing the
relationship between costs of various program areas and levels of instruction. In this
procedure. a basic instructional expenditure standard is established in dollar terms. The
costs of all other program areas and levels are then expressed in terms of a relationship to
the basic income unit. This scheme of weighting may be illustrated as follows:

Basic Income Unit
(Baccalaureate programs in arts and sciences.
business, and education)

Baccalaureate Programs in architecture,
engineering, agriculture. pharmacy. library
science. fine and applied arts. allied health
professions

Master's Level Programs in humanities. social
sciences. business. education, journalism.
social work, also law

Master's Level Programs in biological
sciences physical sciences. engineering, and
applied sciences

Weight

1.0

2

3

4

Medicine. Dentistry. Veterinary Medicine 5

All Doctoral Degree Programs 6
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In this procedure there may be some argument about the desirable expenditure
relationship between various instructional programs, but the procedure has the advan-
tage of establishing cost differentials among various programs and levels of instruction
on a simplified basis.

All four of these formulas for fixing standard costs of departmental instruction and ser-
vice have one characteristic in common: they are enrollment-driven. The expenditure
provided for instruction is determined by a cost figure multiplied by the number of full-
time equivalent student enrollment of a particular state institution of higher education.
Thus the number of students in various program areas and at various levels determines
the total amount received by the institution.

As enrollments in many state institutions of higher education reach a stable level or
even decline, state universities and colleges confront the prospect of small increases in
their expenditure budgets for instruction, or even the prospect of a reduction. Needless
to say, such prospects create various kinds of difficulty, especially the difficulty of reduc-
ing faculty staffing. The only way such reductions can be avoided is to increase expen-
ditures per student or to decrease average faculty compensation.

There does not appear to be any way by which the objectives of equity and adequacy in
the distribution of state appropriations can be achieved other than by an enrollment-
driven formula. As a consequence, appropriations may vary for a public institution of
higher education as enrollments vary.

Research and Public Service

In addition to the primary program area of instruction, some if not all state sponsored
and supported institutions of higher education perform two other kinds of primary or
basic activities: sponsored research and sponsored public service. Both activities are ma-
jor categories of expenditure in the 1974 NACUBO financial and reporting manual. It is
not necessary, however, to discuss these primary programs in any detail. State govern-
ment support of these programs is relatively modest in scope.

There are two important characteristics about the sponsored and separately budgeted
research programs of institutions of higher education. One characteristic is that spon-
sored research is generally project research; that is, research performed on the basis of a
project objective and of a project budget. The other characteristic is that about 80 per-
cent of the income obtained by institutions of higher education for research projects, or
in a few instances for research centers, is derived from the federal government.

State governments in most instances do not appropriate funds for sponsored research.
The one exception is that state agricultural experiment station of a Morrill Act land-grant
university which obtains support from both the state government and the federal govern-
ment. Sometimes state governments provide income for other research activity: health
research, highway research. and certain special interest research. But in general,
separately budgeted funds for support of research projects or of research centers are not
a major item in the higher education budget of state governments.

Such research projects and research centers as state governments may determine to
support must be budgeted essentially in terms of the importance attached to the projects
and centers by the chief executive, the legislature, and their staffs. The customary
procedure is to provide some incremental additions year by year to these projects and
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centers, representing inflationary costs and some "additive costs." There is no fofmule as
such for determining what the needs are or what the desirable commitments should be
for separately budgeted research projects and research centers. Decisions about
research projects and research centers represent a political judgment about the needs
and resources of a particular state. The income received from state governments and
from other sources for sponsored research is restricted income.

The public service activities of a state university or college are divided into several
categories: community service, conferences and institutes (continuing education), the
cooperative extension service (usually in agriculture and home economics but
sometimes embracing the urban population as well), public lectures. and educational
broadcasting (radio and television). Here again there are several special characteristics
for these separately budgeted public service activities. One characteristic is that most
continuing education conferences and seminars are operated on a self-supporting basis,
much of the income being derived from charge to the participants in such conferences
and seminars; in a few instances grants for these projects may be obtained from private
foundations, from business corporations, and from the federal government. Another
characteristic is that some public service act;vities are encouraged or promoted by grants
from the ral government. The best known of such public service effort is that of the
cooperative agricultural extension service operated through the Morrill Act land-grant
state universities. Some assistance in the construction of educational broadcasting
facilities has been provided by the federal government. And some community service
projects have received financial support from the federal government. A third
characteristic is that public service activities are of a project nature. Only broadcasting
and cooperative agricultural extension are continuing endeavors.

The extent of the separately budgeted public service activities of state sponsored and
supported institutions of higher education provided by state government depends
likewise upon the attitudes of state chief executives and state legislators. The budgets for
these activities are reviewed as separate matters, and such activities may be discon-
tinued, reduced, continued, or expanded as state government at any one time sees fit.
There is no formula for such decision making. The decisions may reflect political
judgments about state needs, resources, and priorities. The funds provided by state
governments for public service projects or activities become restricted income deOicated
to the authorized endeavors.
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5 Support Programs

In this section we are concerned primarily with the various support programs essential to
the operation of a state institution of higher education. In the 1974 financial accounting
and reporting manual of NACUBO, the principal categories of such support activities are:
academic support, student services, institutional support, and operation and
maintenance of plant. We shall need to make a few comments about each of these
program groupinv. But some general comments about all four sets of programs are also
in order.

In a very real sense, these programs constitute the "overhead" operations of a state uni-
versity or college. These programs are the supportive activities, the activities necessary
to the functioning of a state university or state college as an enterprise. These support
programs make possible the existence and the operation of a state university or state
cc lege performing the primary programs of the institution: instruction, research, and
public service. To this listing of primary programs I would add a :ourth: the promotion of
educational justice, or the provision of stuaent financial assistance.

In the experience of the 1950's and 1960's it was customary to tie these support
programs to enrollment growth and the expansion of instructional activities. Sometimes a
kind of fixed relationship was established between instructional expenditures and sup-
port expenditures. For example, instructional expenditures might be fixed as 95 percent
of total expenditures for instruction and support; this meant that support activities were
expected to be 35 percent of the total expenditures for instruction and support. The
percentages allocated for support were likely to be divided about as follows: academic
support, 5 percent; student services, 8 percent; institutional support, 7 percent; and
operation of the plant, 15 percent. Thus, in order to determine the total needed expen-
ditures, the budget for instruction would be multiplied by 1.6 times.

Actually, any such relationships as these depended upon several factors: economies of
scare, a continually expanding instructional operation, an( careful control of support
costs. Only an institution with more than 5,000 students could be expected to maintain a
65-35 balance between instructional expenditures and support expenditures. As
enrollments increased, support costs tended to increase somewhat less rapidly. State in-
stitutions of higher education were concerned to maintain and even to augment theirex-
penditures per student for instruction, but as enrollment grew support expenditures per
student might actually decline. This kind of experience resulted from the fact that certain
support costs were relatively fixed in nature; no matter how large the university might be
there was still only one governing board, one president, one academic vice president, one
vice president for operations, etc. Moreover, the use of computerized techniques for stu-
dent record keeping, student registration, payrolls and financial transactions, and other
support efforts, and the use of improved management techniques generally combined to
reduce the over-all costs of support programs.
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This experience in the management of support or overhead programs during the 1950's
and 1960's did not continue into the 1970's The sudden change in the ,nrollment ex-
perience of many state institutions of higher education beginning in the .:umn of 1972,
the growing concern with inflation as of 1971 and thereafter, and the ene, gy crisis of 1973
and thereafter altered all previous expenditure relationships between instructional
programs and support programs. Moreover, federal government concerns to expand stu-
dent financial assistance programs as evidenced in the Education Amendments of 1972,
and federal government affirmative action programs under the Civil Rights Act of 1964
and the Education Amendments of 1972 placed substantial additional support costs upon
all institutions of higher education, public and private.

The problem of the 1970's therefore is to devise new approaches to the determination
of the necessary expenditures for the support programs of the state sponsored and state
supported institutions of higher education.

One other general comment should be made here. Research projects and centers,
public service projects and activities, auxiliary enterprises, hospital operations, and in-
dependent operations may all contribute to the support costs of a state university or
college. Accordingly. these various programs should make their proper contribution to
the support or overhead income of an institution of higher education. This principle of
costing has been recognized for a long time in connection with c uxiliary enterprises
(especially in the operation of residence hall and food service facilities), and has been
accepted for some time in connection with sponsored research projects, sponsored
research centers, and independent operations funded by federal c Afernment grants. This
principle of costing has not been equally recognized or practiced in connection with
agricultural experiment stations, many public service activities, teaching hospitals, and
some auxiliary enterprises (such as a student health service and intercollegiate athletics).

The 1974 financial accounting and reporting manual of NACUBO implies that all sup-
port expenditures for instruction, research, public service, and student financial
assistance should be reported under the four groupings of academic support, student
services, institutional support, and operation and maintenance of plant. It is not clear
whether or not these support expenditures rela' .3d to auxiliary enterprises, hospitals, and
independent operations are to be accounted for and reported as an internal cost, or as a
transfer of income to the total institutional expenditures for academic support, student
services, institutional support, and plant operation.

:t would require too extensive a digression in this discussion to undertake to consider
the procedures and tecnniques for determination of thp -..r,ropriate overhead 644:.-Jo
properly chargeable to auxiliary enterprises, hospitals, and independent operations.
Such procedures and techniques are available, and while the allocation of overhead or
support costs to various primary programs is scarcely an exact science, such allocations
can be made on a reasonable basis.

It should be noted again that there are two kinds of expenditures for academic support,
student services, institutional support, and plant operation: unrestricted and restricted. I
believe that the restricted expenditures should represent the proportion of the total cost
provided by an allocation or transfer of income from research expenditures, public ser-
vice expenditures. and any other primary programs. The unrestricted expenditures then
represent the support needed for the instruelional programs, and for any other primary
programs whose overhead is not funded as such.
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Academic Support

Academic support includes first of all expenditures for the offices of the deans of the
various colleges: the aggregations of academic or instructional departments which are
brought together for such common planning and supervision as a state university finds
appropriate. The budgets for the various academic deans thus become an important
part of academic support. In addition, academic support programs include the costs of
the library or learning resources center, of a computer service (or that part of such cost
devoted to the instruction of students and general faculty use), of an audio-visual service,
of a broadcasting service (to the extent used for classroom instruction), of a demonstra-
tion or laboratory school, of museums and galleries, and of any other units providing
direct instructional support to academic departments.

In the past there has usually been a tendency in state government appropriation prac-
tice to calculate academic support needs on a per full-time student equivalent basis, with
some variation (as in library expenditures) upon the basis of program enrollment. Thus
the library cost for a lower division student might be fixed at $75 per year, and the library
cost for a doctoral degree student might be fixed at $250 per year.

It is not a simple matter to reduce academic support expenditures in proportion to the
reduction of enrollment. And yet it is appropriate that these expenditures should have
some relationship to enrollment. As enrollment declines, and as the number of faculty
positions declines, there should be some reouctions also in the requirements for
academic support.

Apart from a hard and fast per student calculation of academic support expenditures, a
useful procedure might be to determine a per student cost factor and then to provide that
in the event of a decline in student enrollment a sliding scale of reductions should take
place. For each one percent decline in enrollment, a reduction of only 0.5 percent might
be made in academic support expenditures below the level of expenditures which would
have obtained if the enrollment had remained constant.

Student Services

Student services include such programs as those for thc: admission of students, student
record keeping and course registration, student academic advising and counseling, stu-
dent social advising and supervision. student recreational activities, assistance (if any) to
6iuLient social and cultural activities, assistance (if any) to student pubiicaiion and att.,-
dent organizational activities, and student financial assistance administration. I am
assuming here that a student health service, intercollegiate athletics, and university
facilities for student and other activities will be operated as auxiliary enterprises.

A receipt special kind of student service has been that of recruiting minority students
(especially Blacks) and providing these students with remedial or developmental inst:uc-
tion in order to assist them in meeting expected standards of academic performance. The
costs of this kind of student service have increased substantially in recent years for many
state universities and colleges.

It seems appropriate that the expenditures for student services should be placed on a
per full-time equivalent basis. For 1974-1975 it seerr.3 that an expenditure of $100 per stu-
dent would be a reasonable cost commitment. On the other hand, a separate cost
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calculation should be made for student services to disadvantaged students. For example,
some $50 per student scoring below the median on a standardized test of academic ap-
titude, or scoring at the 40th percentile or below might be a reasonable kind of formula
arrangement.

Institutional Support

Institutional support includes a wide variety of activities or programs which may be
summarized under two categories: top management support and logistical support. Un-
der top management are included expenditures for a governing board, the chief ex-
ecutive officer, the chief academic officer, the chief business officer, and such other of-
fices as those of planning, budgeting, personnel, development, legal service, and in-
vestments. Under logistical support are included expenditures for such activities as
collection of payments, disbursing, accounting, internal auditing, security, purchasing,
communication, printing and reproduction, space management, transportation, and
other internal services.

Here again past practice in many state governments has been to relate these expen-
ditures for institutional support to student enrollment. More recently, there has been
some inclination to shift these expenditures to dollar volume of total expenditures of the
institution. This new practice has a great deal to commend it. This practice moves away
from reliance on enrollment and more nearly reflects the actual circumstances which
generate the necessary burden of top management and logistical support.

At the same time it is desirable to acknowledge the fact that in this category of expen-
diture there are economies of scale. The larger the volume of expenditures of an institu-
tion, the lesser proportion of the total outlays that will be needed for institutional support.
For this reason there has been a disposition in some states to establish a sliding scale of
commitment to institutional support. Such a sliding scale might be constructed along
these lines:

Total Unrestricted Expenditures
for Instruction

First $1 million
$1 million to 5 million
Sb million to 10 million
$10 million to 20 million
Over $20 million

Proportion for
Institutional Support

1513 °'o3
11%
9%
8%

The actual scale to be employed is one which needs to be empirically determined and
which needs to be revised from time to time in the light of actual experience. The two im-
portant considerations in establishing a formula for institutional support are simply
these that the support be related in some meaningful way to total expenditures. and that
the support recognize a declining proportion of these total expenditures as expenditures
increase.
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Operation and Maintenance of Plant

Essentially the operation and maintenance of the physical or real property of an institu-
tion of higher education involves three kinds of activities: the maintenance of grounds,
the maintenance of buildings. and the provision of necessary utility services (heat. power,
water. sewerage, and waste disposal). To this set of concerns is usually added fire protec-
tion and property insurance.

Current practice in some states is beginning to move in the direction of relating these
expenditures to the square footage of the plant and the acreage of the land of an institu-
tion. At the same time a considerable escalation in the cost of utility services has taken
place in recent years because of the shortage of energy resources for the production of
electric power. The inflation in the reproduction value of the physical plant and some ex-
perience on campuses in the destruction of plant resources have led to substantial in-
creases in the cost of property insurance.

It is obvious that the expenditures for operation and maintenance of plant need careful
review on a continuing basis. For this reason the formula for these costs must be es-
tablished on an annual or at most on a biennial basis. Some continuing increment in
these costs is to be expected as wage rates increase and as the costs of supplies and of
utilities advance. For example, an expenditure of $1.75 per square foot per year for the
maintenance and operation of the academic plant might be determined as a reasonable
base for appropriation support.

Transfers

The NACUBO financial accounting and reporting manual provides for two expenditure
categories under the educational and general classification labelled "mandatory
transfers" and "nonmandatory transfers." The first category of expenditure involves
primarily the transfer of funds required to meet provisions of debt service on educational
plant. There may also be a need to transfer some funds to meet the matching re-
quirements for loan fund grants. Nonmandatory transfers are matters of policy deter-
mination by a governing board. such as the use of some portion of current income for a
plant reserve, an equipment reserve, or a general reserve.

There is no need. I think, for state governmer.'c to be concerned with these transfer ac-
counts in its rormula development except for the amounts required for debt service on the
educational plant. This amount must be determined upon the basis of the actual debt
authorized by state government for educational plant purposes. Insofar as matching
funds for federal grants are concerned, a separate appropriation for this purpose is
justified. which in turn would lead to a transfer to a loan fund account.

Summary

The overhead costs of an institution of higher education are essential to the operation
of an enterprise. No organizational entity producing goods or services can continue in
being without these overhead or indirect costs. This is certainly true for an enterprise
such as a college or university.
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Nor have we endeavored here to mention all the kinds of overhead expenditures in-
volved in the current operation of a college or university. For example, nothing has been
said here about the importance of working capital, of cash flow, in the operation of an in-
stitution and about the possibility that at some times in the year an institution may even
have to borrow working capital and so add an interest cost to its expense of institutional
support. This kind of situation may arise in state supported institutions of higher educa-
tion if a state government encounters delays in enacting appropriations or in disbursing
appropriations.

A state university or college must expend funds for academic support of instruction,
research, and public service; for student services; for institutional support, and for opera-
tion and maintenance of plant. With the changing enrollment status of state colleges a.td
universities, some adjustments in formula practice now seem to be in order in various
state governments. To some extent these costs can be separated from determination
solely on the basis of enrollment, and other considerations as suggested herein can be
utilized for an equitable handling of these expenditure requirements.
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6 Student Financial Assistance

The whole subject of student financial assistance is so important in the operation of state
universities and state colleges that the matter deserves separate mention. In the past this
subject was thought to be of only minor interest to public institutions of higher education.
The prevailing philosophy and practice of low tuition charges to students at public in-
stitutions were thought to answer any need which might arise. More recently, in the past
twenty years in particular, this convenient assumption has had to come under careful
scrutiny.

It must be pointed out in any discussion of student financial assistance that there are
considerable differences in the objectives of these programs. From the point of view of a
particular college or university one major objective is that of recruiting outstanding
talent. Another and different objective is to promote educational justice, to provide finan-
cial resources to students in accordance with their need for individual support in order to
obtain access to higher education.

Becruse of the number of institutions and campuses of higher education in the United
States (some 3,000), there is a lively competition for talentamong these institutions. For a
variety of reasons, institutions seek out students of special skills and competencies:
academic ability, musical ability, artistic ability, language ability, dramatic ability, athletic
ability, and other abilities. The supply of these special skills and competencies among
prospective students, especially skills and competencies of a very high order of potential
performance, is never adequate to meet the demands or hopes of all colleges and univer-
sities. As a consequence, institutions enter into competition for these individuals and use
financial resources as an inducement to persuade a student to enroll in a particular
college or university.

There are two variations on this theme of a limited supply of top talent which deserve
mention. There are many persons who believe that achievement by young persons
should be recognized and rewarded. A scholarship or a prize is thus a form of recognition
which may reinforce or encourage a desired pattern of behavior. In this point of view the
socioeconomic status of an individual has nothing to do with the recognition; it is
achievement and the potential of achievement which should be the object of reward. Ac-
cordingly, many colleges and universities award scholarships and prizes simply as a form
of recognition. If in the process the institution also happens to recruit or retain students
of superior skills and competencies, this result is simply an added incentive to the prac-
tice

The other theme has to do with the recruitment and retention of graduate students. In
connection with study for the doctoral degree, universities are confronted again with
considerable competition for superior talent. In addition, faculty members engaged in
doctoral instruction seek outstanding students because such students add to the prestige
of the faculty member and of the graduate program of the university. Moreover, the
graduate student is of course older than the undergraduate student, likely to be married
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and to have some family obligations, and likely to be separated to some extent from
parental support. All of these factors have meant that a "strong" and a "quality" graduate
program in most if not all universities has depended upon the availability of financial
resources with which to provide fellowship or academic employment to graduate
students. It is difficult if not impossible to operate a graduate program in certain cir-
cumstances (a high emphasis upon research and scholarly achievement) without student
financial resources to accompany the academic financial resources of a university.

The other major concern which has developed in the field of student financial
assistance has been that of access, or of equal opportunity, regardless of the family
financial circumstances of a prospective student. Within this area of concern, there are
certain additional issues. Colleges and universities, public and private, have throughout
their history accepted an obligation to assist financially the talented student coming
from economically disadvantaged circumstances. When such talent has been identified,
some means of providing assistance to the possessor of that talent has generally been
forthcoming. Many colleges and universities boast that they recruit talent and then deter-
mine the ability of the student to meet the individual costs attached to enrollment. But in
recent years the issue of access has been broadened in terms of certain ethnic minorities
in American society: especially Blacks, Spanish Americans (primarily those of Puerto
Rican and Mexican backgrounds), and American Indians. In order for persons from these
backgrounds to have access to higher education, they may require particularly large
financial assistance and some adiustment in the expectations of academic performance.

Another reason for concern about student financial resources has been the increased
costs of college and university enrollment. These increases have been most noticeable in
privately sponsored colleges and universities, but they have occurred in publicly spon-
sored institutions of higher education as well, especially in the costs of residence ser-
vices for the student living away from the parental home. Moreover, as more and more
students from families above the median level of family income in a state have enrolled in
public institutions of higher education, more and more doubt has been raised about the
public utility of a policy of low tuition charges to all students.

The consequence of all these concerns has been an increase in federal government
financial assistance to students, the development of state government financial
assistance programs, the continued utilization of general institutional funds for financial
assistance to various categories of students, and some confusion about the desirable
public policy at state sponsored and supported institutions of higher education on tuition
charges to students. Financial assistance to students has become a considerable opera-
tion, involving in 1973-1974 the expenditure of some 1.5 billion dollars or about 5 percent
of total expenditures. Of this 1.5 billion dollars of direct institutional expenditures for
student aid, only about 1 billion dollars of income earmarked or restricted to student
financial assistance was received by the institutions themselves.

It must be emphasized that only a portion of all the funds expended for student finan-
cial assistance each year are expended directly through colleges and universities. Some
federal government funds for student aid are channeled through institutions of higher
education: other federal funds (especially veterans educational benefits and social
security educational benefits) are paid directly to students themselves. Most state
government programs of financial assistance to students are directed to students rather
than through institutions. And many private grants are similarly handled.
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There are two important considerations affecting state governments that need to be
mentioned here in connection with student financial assistance. One consideration is
that state governments generally do not include any subsidy to state sponsored and sup-
ported institutions of higher education for student financial assistance. The other con-
sideration is that state governments when they make decisions about the desirable level
of tuition charges to students need at the same time to make decisions about the
desirable level of student financial assistance.

State Subsidy to Institutions for Student Assistance

In general, few if any state governments make an appropriation to state institutions o;
higher education to enable the institutions to provide financial assistance to students. As
a result, the subsidy formula for support of state institutions does not include any provi-
sion for student aid. This practice seems to be justified by considerations of desirable
public policy.

To b sure, a state institution of higher education may receive federal government
grants and private gifts and endowment for student financial assistance. These receipts
constitute restricted income for student financial assistance purposes. Certainly, no state
university or college should be discouraged from obtaining such restricted income.

In some instances a federal govei.nment student aid program may require some
matching funds, as in the instance of NDEA student loans and in the work study program.
Some consideration should be given by state governments to providing all or part of
these matching funds.

State universities and colleges may utilize some of the instructional and support in-
come received from state governments for student aid purposes. There is some question
whether or not this exerci a` institutional autonomy should be permitted. On balance, I
am inclined to favor such autonomy, so long as the action of the institution is clearly
known and reported.

State Student Aid Programs

When for a variety of reasons state governments decide to increase the tuition charges
to students at state sponsored and supported institutions of higher education, it is essen-
tial that at the same time state governments act to ensure that students from low income
families are not being denied access to higher education by this action. The method for
achieving this assurance is to enact or to expand a state student financial assistance
program.

As a general standard, no increase in tuition charges to students at state universities
and colleges should fall upon students or the families of students below the median fami-
ly incor,;.J in a state. As tuition charges are increased, student financial assistance
programs must also be increased. A failure to take such action ;s a failure to promote
educational justice.
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7 Conclusion

Two vital issues of public concern must be restated in conclusicn of this discussion. One
pr -nary issue is that of the objective or objectives to be achieved in any state government
procedure for providing appropriation support to state institutions of higher education.
The other primary issue is that of the income resources to be included in any calculation
of the inccme support available to state universities and colleges.

I have recommended here that the objectives in state government support of higher
education should be the dual ones of equity and adequacy. I do not define equity in terms
of equality of income among state institutions of higher education, nor do I define it in
terms of differential quality among state universities and colleges. My definition of equity
is the provision of equal support for state colleges and universities based upon program
differences and enrollment load. But every student in every state institution of higher
education enrolled in comparable programs of instruction by fields and by level deserves
the same instructional support as every other student. And each state institution of higher
education should have its essential support needs met on a comparable basis with due
allowance for size. plant resources, and changing circumstances.

Thee are those who believe strongly that all state institutions of higher education
shou'd share equally in all available income, with the possible exception of income for
sponsored research and for sponsored public service. Their position is that state in-
stitutions should offer an equal educational opportunity to all students and that historical
accidents in inco ne distribution should not be permitted to increase expenditures for
students at some institutions while other students at other institutions enjoy a less
favorable expenditure circumstance. Those who hold this position would make deduc-
tions from the state formula for various kinds of "outside" income in order to have more
state government income to divide among all institutions on an equal basis.

The kinds of "outside" income which might thus be involved would include federal
government grants for so-called land-or int univers.!;cs and colleges, federal government
reimbursement of overhead costs, out-of-state Tuition charges, general endowment in-
come. and general gift income. All of these kinds of income would be included as off-sets
against the appropriation entitlement, and the state government appropriation pool
would then be distributed after these off-sets had been deducted. The result of this
arrangement is an approach toward "absolute' equity in the distribution of state govern-
ment support for state universities and state colleges.

My own peg ,onal position is one of not cipproving this particular approach to formula
budgeting by state government. My sense of the need for equity is satisfied by a formula
that results in an equality of appropriation support for instruction based upon two and
only two sources of income. the state government general appropriation for departmental
instruction P1d institutional support plus the general instructional charge to all students.
All other sources of "outside" income then become an add-on for the benefit of the in-
dividual state institution of higher education which happens tc generate this additional
income
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I recommend this second position essentially for two reasons. First, I am disposed to
believe that the arguments on behalf of equity in the distribution of available income are
satisfied by my restricted definition of available income. Secondly, I am willing that there
should be differences among state institutions of higher education based upon
differences in age, differences in tradition, differences in qualitative status, and
differences in the ability to attract outside income. I am not prepared to accept the posi-
tion that the purpose of a state appropriation formula is to achieve a leveling of income
resources among various state institutions of higher education.

I look upon my own position as a compromise or middle position between those on the
one hand who want a leveling of income among state institutions and those on the other
hand who want state support of differences among institutions. I suspect this position will
not satisfy partisans of either of the polarized positions. To me the recommended posi-
tion here is a reasonable compromise between a leveling process of state appropriations
and a process supposed to promote qualitative differences among institutions. I think it is
undesirable to discourage state institutions from raising outside income, and I think it is
undesirable for state governments to attempt to make qualitative distinctions among
state institutions of higher education. Qualitative distinctions of this kind can quickly
become political distinctions, distinctions based upon political influence and political
clout.

In any event, here is an important issue of state government financial policy to be
resolved within the political process of state government decision-making.

Some further words about the concept of adequacy may be desirable here. As I have
already pointed out, I propose that two sources of institutional income be included in the
definition of adequate income: state general subsidy for instruction and instructional
support and the general charge to all students for instructional service. In the past state
governments have made the decision about the first amount and governing boards of
state institutions of higher education have been permitted to determine the second
amount. Currently, it appears that the discretion of governing boards to make this second
decision is being circumscribed if not completely eliminated. And some governing
boards have been reluctant to increase the general instructional charge to students even
when they have the authority to do so because such increases may provide an excuse to
governors and legislators to reduce the general appropriation.

It is clearly evident today, I believe, that the whole issue of instructional charges to
students in state institutions of higher education has become a political question that will
have to be resolved by the political process of state government. In this process state
boards of higher education may make recommendations but decisions will have to be
made oy governors and state legislatures. I see no other way for this kind of decision to
be made under the prevailing political circumstance in this country.

Given these current circumstances, I think it is essential for state boards of higher
education to develop expenditure standards related to two sources of instructional in-
come: the state government general appropriation and an institutional general instruc-
tional charge to students. An expenditure standard based upon these two sources of in-
come then becomes the definition of adequacy. If state governments are unwilling to ap-
propriate an amount thLt meets this definition of adequacy, then state governments have
this choice: (1) to appropriate an inadequate amount or (2) to authorize an increase in the
general instructional charge to students.
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It seems to me important for governors and state legislatures to know the choice they
are making. A state board of higher education must be prepared to defend its expenditure
standards as adequate. There is no other basis upon which to establish expenditure stan-
dards. If a state government decides not to meet the recommended faculty compensation
schedule and a recommended faculty work load and not to provide the recommended
departmental support and other support costs, then this is the privilege of state govern-
ment. But the choice of an alternative means of financing adequacy of expenditures
ought to be known and ought to be considered.

Here is the approp7iate place to emphasize once again that when a state government
decides to increase student charges, I believe very strongly that a state government must
increase its student aid prociram or must be satisfied that federal government student aid
programs will meet the additional bur"en for low income students. As a rule of thumb, I
propose that not even a moderate increase in the instr, fictional charge to students should
fall upon any undergraduate student from a family whose annual income is below the me-
dian family income in the state.

It is desirable public policy that state governments assure the equity and the adequacy
of their appropriations to the state institutions of higher education, however structured
and operated. These twin objectives can be achieved by the development of a formula or
series of formulas providing comparable instructional support by major programs of in-
struction, along with comparable support of academic support activities, student ser-
vices, institutional support, and operation and maintenance of the physical plant.
Moreover, the state subsidy and the authorized student tuition charges should constitute
the unrestricted income of state institutions. There should be no state government effort
to discourage state institutions of higher education from obtaining all possible restricted
income or their operatic .s.

A subsidy formula exclusively based upon student enrollment may not be fair in a time
when enrollments are stabilizing or declining. At the same time an enrollment-driven for-
mula may encourage institutions to seek additional students, a practice which may or
may not fit labor-market demands for highly educated talent. Enrollm,:;nt appears to be
the appropriate base for instructional expenditures, for academic support, and for stu-
dent services. For other programs, such as institutional support and plant operation, a
different kind of formula approach seems highly desirable.

A purely incremental approach to state government budgeting for higher education is
undesirable because it i..ay perpetuate inequities among institutions that will have
developed over time. This defect in the incremental approach can be avoided by "zero-
based" budgeting, by the calculation of expenditure needs upon the full performance of
the needed primary programs and the needed support programs. Yet incremental costs
will necessarily appear in any budget system because of personnel costs and inflationary
pressures.

A budget formula in state government for the support of higher education needs con-
tinuing attention. The formula itself must be revised from time to time to reflect changing
circumstances and changi.ig production technology. The formula may be revised also as
cost analysis techinques are improved and as cost standards are developed. But the prin-
cipal purposes of a formula should not be overlooked in the process of revision: to
simplify the presentation of appropriation needs and choices in a readily understandable
format. to ensure adequacy of state government support to deliver desired higher educa-
tion services. and to realize equity in the distribution of state appropriation support of
higher education institutions.
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At the same time it must be emphasized that not all state government appropriations for
higher education can be or should be calculated upon the basis of a formula. I recom-
mend that instructional activities be funded upon the basi of a formula in order to
achieve equity and adequacy in the distribution of the available appropriation. There are
other needs that are not susceptible to a formula approach.

When a state government decides to appropriate funds for research, for public service,
for student aid, and for operations of a teaching hospital, these needs must be deter-
mined upon the basis of the particular programs to be funded. Usually, on a continuing
basis such programs will be provided appropriations on an incremental bass. These
programs aro, of course, subject to alteration with changing objectives, changing cir-
cumstances, and changing priorities.

In recent years suggestions have been made that state governments ought to ap-
propriate certain discretionary funds to a state board of higher education for distribution
to state universities and colleges. One such amount might be devoted to the encourage-
ment of innovation in instructional programs. Another such amount might be made
available for the development of new instructional programs. Indeed, when a new instruc-
tional program is undertaken by a state university or college, some start-up funds not
based upon an enrollment formula are essential.

A somewhat different kind of proposal has been one to provide appropriations to
cushion the period of enrollment adjustment within a university or college. As I have in-
dicated earlier, I believe some kind of adjustment factor can be incorporated in an in-
structional formula. If this is not done, then some other kind of adjustment arrangement
seems to me to be desirable and justifiable. Enrollment losses will necessarily lead to
reductions in institutional appropriations, but these reductions can better be absorbed if
spread over at least a three year period of time.

There is one other consideration that should be noted here. Although no one is exactly
certain of the proper dimensions, I believe strongly that there is an economic lower and
upper limit for the enrollment size of state colleges and universities. The Carnegie Com-
mission on Higher Education has suggested what the desirable size of various in-
stitutions ought to be. I am disposed to say on the basis of experience that a two-year
campus offering a college transfer program and technical education programs must have
an enrollment of not fewer than 1,500 students if it is to be economical to operate. It
seems to me that a four-year undergraduate college with no graduate programs must
have at least 2.500 students, and it would be better if such a college had 5,000 students. A
comprehensive state university with limited graduate programs needs to have at least 10,-
000 students, and a research university with various graduate and graduate professional
components needs around 25.000 students.

No doubt there is some kind of upper limit that is economically desirable also. I think
that when a university has more than 40,000 students on a single campus, it generates in-
creased costs per student. There are some persons who would put this figure closer to
30.000 students. We have a great deal still to learn about both minimum and maximum
desirable sizes for public institutions of higher education.

Some planning today is being done in terms of the minimum and maximum desirable
size of enrollment it particular programs, such as the minimum economical enrollment
for an undergraduate program in history, or a minimum economical enrollment for a
master's degree program in a foreign language or a minimum economic enrollment for a
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doctor's degree program in chemistry. This kind of planning is urgently needed and must
be continued. Even in a large state university there may be particular instructional
programs too small for economical operation. Such small programs might very well be
eliminated.

There may well be circumstances, however, that warrant the operation of a small in-
stitution and a small instructional program. Considerations of geographical accessibility
may override considerations of economical size for an institution. Considerations of
urgent need for highly specialized personnel may override considerations of economical
size in a particular instructional program. Where these considerations arise and when
decisions are made to continue institutions or programs regardless of size, then a for-
mula approach to appropriation funding is not applicable. Some additional funding
beyond that justified by enrollment size will be needed.

The formula approach to the distribution of appropriation funding of instructional ac-
tivity and of the support programs for instructional activity is an essential feature of state
government procedure. But the formula approach is not applicable to all higher educa-
tion programs, and may have to be modified in special situations. The appropriation for-
mula is the beginning, not the ending, for state government financing of higher educa-
tion.
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Appendix

Statement of

Current Funds Revenues

and

Current funds Expenditures

.

State University
Fiscal Year 1974
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Rovenues
Current Year

Prior
YearUnrestricted Restricted Total

Tuition and Fees 7,200,000 7,300,000 14,500.000 14,500,000
Undergraduate Instruction 4,800,000 2,800,000 7,600,000 7,600,000

State Residents 3.600,000 3,600,000 3,600,000
Out-of-State-Residents 1.200,000 2,800,000 4,000,000 4,000,000

Graduate and Graduate Professional
Instruction 2,400,000 1,350,000 3,750,000 3,750.000

State Residents 1,500,000 1,500,000 1,500,000
Out-of-State Residents 900,000 1,350,000 2,250,000 2,250,000

Student Services Fee 3,000,000 3,000,000 3,000,000
Facility Fee
Miscellaneous Fees 150,000 150,000 150,000

Federal Appropriations 1,500,000 1,500.000 ,500,000
Land Grant 500,000 500.000 500,000
Health Sciences Capitation 1,000,000 1,000,000 1,000,000

State Appropriations 28,800,000 15,500,000 44,300,000 40,680,'7.00
State General Subsidy 28.800,000 28,800,000 26,500,000
Agricultural Research 4,000,000 4.000,000 3,780.000
Other Research 1.000.000 1,000,000 900,000
Agricultural Extension 3,000.000 3.000,000 2,750,000
Other Public Service 500,000 500,000 500.000
Subsidy of Teaching Hospital 6,000,000 6,000.000 5.400.000
Fee Replacement 1,000,000 1,000.000 850.000

Local Appropriations 1,000,000 1,000.000 1,000.000
Cooperative Extension 1,000,000 1,000.000 1,000,000

Federal Grants and Contracts 20,700,000 20,700,000 19,580,000
Research Grants and Contracts 12,030,000 12,003,000 11,000.000
Agricultura' Research 3.000,000 3.000,000 3,000,000
Agricultural Extension 1.000.000 1.000.000 1,000,000
Other Public Service 200,000 200,000 200.000
Student Financial Assistance 3,000,000 3,000,000 3.000,000
general Grants
Jverhead Cost Reimbursement 1.500,000 1,500,000 1,380,000
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Revenues (Continued)

Current Year
Prior
YearUnrestricted Restricted Total

State Grants and Contracts 1,000,000 1,000,000 1,000,000
Private Gifts and Grants 2,300,000 2,300,000 2,100,000

General 1,200,000 1200,000 1,150,000
Student Aid 1,000,000 1.000,000 850,000
Other 100,000 100,000 100,000

Endowment 1,000,000 1,000,000 1,000,000
Sales and Services of Educational
Activities 500,000 500,000 500,000

Demonstration Schools 100,000 100,000 100,000
Clinics 100,000 100,000 100,000
Veterinary Clinic 50,000 50,000 50.000
Demonstration Farms 150,000 150,000 150,000
Instructional Materials 50,000 50,000 50,000
Museums and Galleries 20,000 20,000 20,000
Other 30,000 30,000 30,000

Sales and Services of
Auxiliary Enterprises 20,000,000 20.000,000 19,050,000

Residence Halls 5,000,000 5.000.000 4,500.000
Food Service 7,200,000 7,200,000 7,000,000
Student "lealth 1,000,000 1,000,000 900,000
.student Recreation
Book Store 2,000,000 2,000,000 1 ,900 ,000
University Center 1,500,000 1,500,000 1 ,500,C00
Intercollegiate Athletics 3.000,000 3.000.000 3,000.000
Other 300,000 300,000 250.000

Sales and Services of Hospitals 6,500,000 6.500.000 5.950.000
Medical Care 2,000,000 2.000.000 1.800.000
Patient Care 3.000,000 3,000.000 2,800,000
Outpatient Care 1,000,000 1.000,000 900,000
Other Service 500.000 500.000 450,000

Expired Term Endowment
Other Sources 500.000 500,000 500,000
Independent Operations 1,000,000 1.000.000 900.000

TOTALS $36.000,000 $78,800,000 $114,800,000 $108,260,000
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Expenditures and Transfers
Current Year

Unrestricted Restricted 1 Total
Prior
Year

Educational and General $36,000,000 $41,350,000 $77,350,000 $73,960,000
Instruction 25,000,000 4,050,000 29,050,000 26,000,000
Research 21,000,000 21,000,000 19,680,000
Public Service 5,700,000 5,700,000 4,450,000
Student Aid 5,400,000 5,400,000 5,000,000
Academic Support 2,200,000 2,200,000 3,000,000
Student Services 2,000,000 1,400,000 3,400,000 3,480,000
Institutional Support 2,000,000 1,100,000 3,100,000 3,000,000
Plant Operation 4,800,000 1,500,000 6,300,000 6,000,000
Mandatory Transfer

Principal and Interest 1,000,000 1,000,000 850,000
Renewals and Replacement 2,300,000

Loan Fund Matching 200,000 200,000 200,000
Auxiliary Enterprises 23,000,000 23,300,000 22,050,000

Residence Halls 4,500,000 4,500,000 4,200,000
Food Service 6,900,000 6,900,000 6,500,000
Student Health 1,900,000 1,900,000 1,800,000
Student Recreation 450,000 450,000 450,000
Book Store 1,800,000 1,800,000 1,700,000
University Center 2,750,000 2,750,000 2,700,000
Intercollegiate Athletics 2,850,000 2,850,000 2,750,000
Mandatory Transfer

Principal and Interest 1,300,000 1,300,000 1,300,000
Renewals and Replacement 550,000 550,000 650,000

Hospital Operations 12,500,000 12,500,000 11,350,000
Medical Care 6,500,000 6,500,000 6,000,000
Patient Care 3,500,000 3,500,000 3,050,000
Support and Administration 1,500,000 1,500,000 1,300,000
Transfers 1,000,000 1,000,000 1,000,000

Independent Operations 1,000,000 1,000,000 900,000
Other Transfers

Excess of Receipts 950,000 950,000

TOTALS $36,000,000 $78,800,000 $114,800,000 $108,260,000
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engage in research and public service (another supposed index of quality). The question
is then asked whether or not a state government ought not to provide at least one
(perhaps more) institution of higher education of high quality. If so, then increased in-
come must be distributed to the high quality institution or institutions.

In recent years, the quality debate has taken a new turn in state government decision-
making. As more students of average cognitive skill and even of below average cognitive
skill are enrolled in higher education, then the question arises whether or not it doesn't
cost more to educate the lower quality student than the higher quality student. Some
educators argue that cost is associated not with skills as such but with the "value added"
to an individual's skill through higher education. A id there are some persons who insist
that the costs of higher education should be equated with the employability gained by an
individual.

Enough has been set forth here to demonstrate that in practice the objective of equity
or fairness in the distribution of state government appropriations for higher education is
not easy to define or to carry out. I believe that a workable definition of equity in state
government decision-making is to provide the same income resources from state appro-
priations to each institution of higher education for each full-time equivalent student
enrolled in comparable programs of instruction. I -low this definition is to be applied will
be set forth in a subsequent section. But I recognize that tiere are special circumstanves
of enrollment size, location, stage of development, and of clientele served which require
modification of or excepticns to this definition.

What then about qualitative differences? I think there are such differences among in-
stitutions and among students. But I do not know of any basis for saying that high quality
deserves higher income or for saying that poorer quality deserves higher income For this
reason I am disposed to recommend that state appropriation distribution be based upon
an equal resource support per student by program and by program level. Other sources
of income can then provide the margin of difference which circumstances require.

I think we must j.istify this c'efinition of equity in terms of the basic philosophy of high-
er education and in terns of the tradition of equality of opportunity in a democratic socie-
ty. If we are striving to achieve equality of opportunity and if we are striving to encourage
persons to develop their cognitive and related skills to their fullest potential, then I believe
no other definition of equity is defensible. And the objective of equity becomes then an
essential of state government appropriation practice.

In essence, this paper is an effort to define equity in the distribution of appropriation
support by state .~ wernment to state institutions of higher education The devising of
practical mean achieving the objective of equity is our subject of discussion. It is not
necessary here then to anticipate the various important details of this discussion. It will
be sufficient at the moment sinWy to outline the three primary ingredients in an operative
definition of equity

These three ingredients are: (1) appropriation support based upon program costs;
(2) appropriation support based upon work load, (3) appropriation support based upon a
common definition of available income. These ingredients will be considered at length in
the subsequent sections of this paper. It must be emphasized again that the concept of
equity does not mean a aistribution of support involving the same amount of rnor ly for
each institution regardless of size, or the same amount of money per student regardless
of programs offered There will be differences in the :,upport to each institution based


