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~°relatlon to’'the primary functions of the institution: 1nstructlon;

’,
Understandlng the f1nanc1al reports of colleges and .
unlversl*les has long been a problem because of the lack of - ~ -

' jcompaﬁablllty of the-data presented. Recently, there has been’'a mave-

‘to agree on uniform standards for financial accounting and’ "teporting.
- for the field of. hlgher‘educatlon..In addition to comparahle data, .
-the  efforts to make financial reports more understardable require th@
.use of other kinds of statistical data which, vhen telated to -
financial data, make 1nterpretatlon, ‘analysis, arnd understandlng of

. financial data easier to achieve. It must, at: all times;, be: . N
rememhereQ»that an educational institution does not have the samg
characterlstlcs as a business enterprise. F1nanc1aI'statenents must
be written in language understandable to the lay person, and must AR
+take ‘into account jthat thd 1nst1tut1ons employ :three major resources.
money, people, and fac111t1es. These resources have meaning in

"research, and public service. Finally, financial data should be .

" reported in absolute and relative terms, i.e., ‘year -end ‘balance- .
- sheet with the totals of revenues and expend1 res; and a comparigon

with ,a standard, norm,,guldellne, forecast, prlor year, or qther

polnt of reference. The use of relationship§ in analysis and ‘
interpretation af the data’ enables the reader to judge the relatlve ‘s
f1nanc1aL heal+h of . the 1nstltutlons (JMF) . B G AN ‘
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Analysrs and Interpretatlon of Financial Data

. \’:{\ - -‘ 'L'.f', o LA . * . ) T
| by Daniel D Robrnson — .
' . C~ . N ) e . . * l
Colleges and un1versrt1es now have avallable three pub-
lications that are in agrc,ement in presenting un1form
standards for financial accounting and reporting to the field
of higher education. These references are, in order of their
publicatjon dates, the AICPA guide Audtts of Colleges and

“ Universities, Part 5 of NACUBO’s Administrative Service *
and of the third edition of College and University Business

_ Administration, and the NCHEMS Htgher,Educatzon -

“Finance Manual. The ﬁrst is directed pr1mar11y to auditors,
the  second to 1nst1tutlonal business officers, and the thlrd
to others interested in higher educatxon financial informa-
tion, such as planning oﬂicers budget oﬂicers and otheg
mana ers Lo ..
- »  Because so many persqns are 1nvolvéd in hrgher educa-
tion, Zg\well as mdependent auditors  and other interested

parties, there is"a high probability that colleges and uni-. -

_versities. will conform’ to the new standards. Thus,. there
is good reason to-. hope that ‘the lack of- comparability -

~ among publish shed financial statemerits of institutions of .
. higher educat&t)n is about to ‘end. Since th1s lack. has been -

largely responsg)le for- a failure of understandlng'-—even
incredulity—-on the part of readers of financial Statements,

_compdrability among such statements of different mstrtu- »

tions will be-an imp yrtant tool in helping readers to analyze
. and to interpret the nancial affairs of 4 single institution
or group of 1nst1tutlons\ R . N

)
N eed for F mancml Indwaton

‘o

Comparablhty of financial statements however, is only s
a beginning in‘the efforts fequired to make financial data
more understandable. Much more needs to be don®, as is
attested to in the report of the, National Commission on -

A& & P

L) I the Flnancmg of Postsecondary Education. Chapter 5 of '

“that report- suggests some gavenues of inquiry and inter-
relatidhships with other kinds of statistical data which,
) when related.to financjal data, would make interpretation,
analysrs and unders{andlng~ of ﬁnanc1a1 data easier to

5
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ach1eve But much' more is needed-ln the way of concrete. —
su ggestlons for spec1ﬁc data, data relationships, Yatios, and- *
other ,crrterla that might be usef\l in assesslng Jnstitutional -
“financial health. A . s

y . F
Borrow d Ratios Not Applwable 4 L

The abence of a common body of ﬁnancral ratios, which
‘have been uséd widely as indicators of financial health or
dlstreSS has led to-some peculiar, thmfgh understandable, G

sefforts at overcoming this, lack. Attempts have been mad
to use stereotyped. financial ratios used in some buslnesq\

~ enterprises for analyzing college: and unLverslty financial

‘reports. Since business enterprises-do not use, fund rac-
" counting, and %ince they are concerned with net income
or loss for the year, the borrowed ratios do not fit* Rather

- than seek new ratios or relatlonshlps that are characteristic .

of’ 1nst1tutrons of higher. education, some have tried to re- -
cast college ‘or university. financial statements so that -they
look like those of a business’ énterprise. The atjempt then
‘s m—ade to.apply the business enterprise’ type. of ratios to -
"the- revrsed financial statements. The results, of course,
- are useless .
' ‘For years, collega and un1vers1ty admrnrstrators have v
fs,othht to emulate the business entrepreneur by summrng it -
.+all up in one figure that “tells the whole story,” ‘as some
~ believe fo be true of the net income figure of the business
enterprise. The resulting reported “deﬁc1ts” (never “sur-‘
pluses”) have sesved more than anythrng else to put. the

» users-of college and umverslty finangial statements on the

defensrve Such inept and srmpl-(strc ‘attempts at interpre-
,tatlon and analysis of financial data are foredoomed. Per- -
petuatlon of such technxques is dangerous and counter- ‘
productlve- ' "
/ Rather than criticizé, however, th1s article attempts to
approach the problem with some constructrve ‘concrete
suggestions.” Before citing - any specrﬁcs a few general

" observations are necessary .First, colléges and un1vers1t1es o
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- are 'Complex institutions: hencg, both their operations and for certa1n 1nternal management purposes and. for certain - -

" their ﬁnancnal affairs are com lex. No amount of spoon- - types of publlc reporting. - - {
v feeding or popularlzlng 1s .going to change that fact v . There should be an end to the’ compartmentalization of -
' : : «_ o functions and attitudes in colleges and universities that has
. Understanding F """“"“l S' tements . " fostered the practice .of keeping the treasurer’s report de-
SN Secondly, the language of flnance is a special Language ., void of useful programmatic information and the ‘presi-
. “and it takes some getting used|to. The lay person who has dent’s report naked of reliable financial 1nformatlon When
. never learned such language| cannot and ‘should not be ¢ adm1n1strators oli\colleges and universities perceive them-
“expected to understand finangial statements. The special .  selves as part of a'total institution, theic reports W1ll reﬂect ,
. language of financial reportipg is a kind of, shorthand. * the change in attltude and will be better for: it.
Smgle words and short phrases are used to convey complex S '
thoughts about involved transactions; it would be impracti- - Ab“”’"le “"d Relative Reporting Lot
" cal to present financial statemients in any other way. This A final observatlon concerns. the concept of report1ng in
- does not-mean that it is impos§ible to present financial data - aBsolute and relative terms. "The basic financial statements -
.+ in terms that most persons will understand; it only means and many supporting schedules publlshed each year set,
)“.\ .- that financial st,atements esented wrthout extensive forth economic data in absolute terms. For example, the
+ - elaboration;. probably are 1ot lever going to be completely . balance at year-end in the balance sheet and the totals of
comprehensrble to most readels. -But one can' try to cony " revenues, expenditures, and other changes for the year are
vey some understandlng to arl increasingly larger propor- ’ expressed in absolute terms, as so many dollars for éach ©t
- tion of one’s audignce, to shed a little more light on some categoryl; source,. function, or fund. Expréssing economic 7 ]
murky, confused transaction, or to"establish some Tlimited> .. values” ln relative terms implies -comparison with a stan-
rapport between reporter and reader for a brief perlod : dard, norm, guideline, budget, forecast, prior year, .or other
. A thitd observatro\\ is .that financial data constltute a = point of reference. Analysis and interpretation of financial
1‘ " ,one- d1mensronal expression in a multidimensional envrron- ) data require the use of relationships, expressed or 1mphed
' -ment. Money is only one of threg mdjor resources em-_  in arriving at ]udgments
ployed by institutions of higher educatlon the others,are .. -. The difference between reportlng in absolute and rela-
* people and facilities. All three fesources have meaning tive terms can be illustrated by considering the difference
ot as ends in themselves, but only in relation to the pri- *© " between a thermometer and' a thermostat. Both use the
., mary functions of the institution: instruction, research, - same scale of meagurement, expressing -the presence of.
- and public service. Institutional programs-have little m¢an-+ heat in Fahrenheit or centigrade scales The theirmometer
ing without consideration of the students and public they - mply indicates. the temperature, nd stops there. The .
.. seek to serve. Un“d@rstandlng financial data, then, usually » - thermostat goes beyond; by effecti g a change in tempera-
e wrll require some interaction with data about these other ., ture in accordance with what the temperature is as,com-
e . phenomena which breathe life into the financial affairs of pared with-preset instructions. /What we are- concerned
T .institutions of hlgher educatlon . ‘ .o twith, then, is, how to set the thermostat. - What constitutes -
v . T “too cold” or “too hot” is the roblem to be solved i |
. Insluuuonal lnlemcuon Necessary _ ¥
LA prlme example of this k1nd of interaction is the - |
. . ’ , increasing concern of college and _university adm"mstrators i

andepubhc and: private funding sources with the relation-

ship between the outputs of an institution of higher educa-

- tion and the resources’employs in achieving those results.

Technlques for the com‘p,utatlon of ebsts per student, costs
N ) pet eredit hour, costs per degree granted, ;and. other rela-~

’ tlonshlps of resources used to services réndered have been
«' «sfudied in higher educatlon for half a ceptury. The costing - lnstltutlon is of fnore than academ1c 1nterest to independ---
methods and procedure‘s deve10ped by the National Center = ent publlc ‘acc untanfs who examine ipstitutional financial -
for Higher Education Management Systems (NCHEMS) ost audits call forwdé expression of an’

’

.

currently being examined by the Costing- Standards Com- - 'opini'on as t¢ whether the financial statements present cer- ¢
_mittee of the National Association of College and Uni~ , - tain information in- accordance with generally accepted

versity Business Officers (NACUBO), 'are a case in"point wt ing principles. Inherent i in the application of these

_.The’ NCHEMS Cost Analysis Manual is intended to pro-, pnncrpl s is the assumptlon that an insfitution is a “going -

. vide institutional admlnlstrators with a method of calcu-~ . *"and that' certain concepts may be applied such
. latmg the full cost per unit of serv1ce whlch could be used ‘ as historical cost: as, A carrylng value of plant dssets, the

v
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o Decreaslng amount of unrestrl'cted currea.L‘and quasi-

Roblnson Fxnaﬂelal Data - E .
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’ accrual of revenues and expenses the deferral of unexprred

‘oosts to future accountmg perlods and the—normal realiza- -

* tion of receivablesy If an institution- is in serious financial -

+ difficulty or may be in lmmedlate danger of lnsolvency or

- ‘bankruptcy, then the “gorng concern” assumptién must be
set aside, and with it the accountmg prlnC1ples cited. In
: this extreme financial condition, the user of the statements
“would be more concerned with quuldatton‘valtfes and the
" relative standing of dlﬁerent classes of creditors.
s Drawipg on “g,onng concern ’ considerations and <experl ,
" ences with colleges and un1vers1t1es, accountants have de-
velQped alytical , tools to help in coming to ¢onclusions ~
“abouit th:..%~ and related matters. One such. tool " califf for
_ the accumulation of a significant amount of detailed statis-
- tical and financial data over a period of several years. The ~
_ purpose of this analysis-is to discern trends of various
activities that may indicate potential financial difficulty..
‘Below is a list of trends considered to be financial warn-
ing signals that illustrate the type of quantitative, objective_,
data which, by themselves or when related to other data,

can be useful in interpreting the relative ﬁnancral health or ‘

distress of+an institution. This list is not- complete, nor
will any one of these trends necessarlly”lead ‘to ﬁnancnal
‘distress. The trends are ail worded $0 that a “yes” dnswer
,1ndlcates a bad trend ar condltlon 1 S
' Selected Financial Warmng Szgnals = -
: Admlsslons _ el

‘Decreasing number of i inquiries. T

. Decreasing number of applications "« _ ‘

. Decreasing proportion - of total applicants who meet

- present, academxc entrance requirements .

-
’

'Reglstratlon . e v N A
¢ Decllnlng proportlon of-admitted” students actu’ally regis-
tering _ . L
" 'Declining student enrollment T

Decl}nmg enrollment in-certain program areas

Increasmg percentage of enrollment in hlgh-vcost pro--

. ‘grams ' o R
Student Aid Expendrtures . o SR

- Increasing amount of unfunded student ald expendltures

Increasing percentage of unfunded studen; aid expendl-

_tures
Rising percentage of student aldhexpendltures to total
revenues from student fees and tuition -~ ~
. Academic Administration e - '
Declining teaching foads e

"+ Decliging average number of students per sectlon
. Declining student—faculty ratio
» -Rising number of course sections to FTE students
Balance Sheet - o

'

. endowment funds’
Increasxng percentage of receLvables to total bllllngs
“Increasing amoynt of total recelvables o -

) "'v"’-l . ) ~ e
g - . B Ly -

ERIC -~ 0 "

-~ v

. Increasmg rellance on interfund borrowing from current
o
Increasmg reliancé on interfund borrowrng to meet _work-
» . ing capital needs in unrestricted current funds - * *
-* Decreasing value 6f endowment funds per FTE s’fudent
. h )
, Increasing amount of payaBles :

By revrewmg this list of financial warning slgnpls, one
eas1ly can deterfiine the various kinds of statistical data,

in addition to financial data, requlred by an analyst. These .
data almost always are 2vailable somewhere in the institu- ;

tion, but not necessarily in"the controller’s oﬂlce xThes
regrstrar s. office is,a gold' mine of information that should
"-be utilized liberally. Correlation of statistical and ﬁnancnal
data will be facilitated by the close working relatlonshlp
between reglstrar and controller a : .

Other Approach to Cost Analyszs ke T

- Of interestJn this regard-is another NACQBO-sponsored
project, one that is under ‘the leadershlp of its Accounting
Principles Committee, with foundation funding. A faculty
- group ftom Brighain Young Un1vers1ty has been conduct-
ing an’ empl-rlcal study of ‘the; needs of users of college and
.-university. financial ‘reports. ‘In addition * to . identifying -
many of the types. of data referred to earller preliminary |
1 results of the study indicate the need to identify and report .

the variable cost of partlcular programs and- the variable ,

tevenues they generate. The study calls for the segregation
of costs between"ﬁxed and varlable componerits so that the
effects of prospective program decisions can be’ evaluated
This. approach to. cost analysis is quite different from ‘the -
- NCHEMS full-cost approach and  calls .for dlfferent and-
lytlcal t'echnlques yet uses mqu of the same raw materlal '
“in the form of objective, quant fiable data. - The need for
this kind of. lnformatlon and its relation to full-cost datas
also are- emerglng “as important elements in the analysrsg
of the NCHEMS Cost Analyszs Manua? referred to earlier.

The development and presentatlon of thés¢ more soph1s- S

ticated analyses will have to await the development of
appropriate techniques- for their preﬁaratlon In'the mean-
time, certain slmple relationships should be set forth in any
" well- prepared financial statemegt. The balance sheet
should be pr;esented in, comparatlve form showing current’
 fiscal year-end ‘amourits compared with those for the same, -
date a year earller -Rather than indicate last year s ﬁgures

’. " P
P

York office of Peat, Mun/:ck Mitchell & Co.

Prmc:p[es Committee and was chairman of the
AICPA. Committee on College and University
Accounting and Auditmg which developed the-
. guide, Audits of Colleges and Universities. Mr.
Robinsod _holds a B.S. alegree in, accounting
3 from New " York University, wliere he_also
Served as. vice pres:dent for busmess mﬁ
ment. S
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in absolute terms, consrd(,r showmg the difference between
- this year ‘and last year; the reader is thus relieved of much
‘" mental , arithrietic. Similarly, the statement of current

funds revenues, - e.xpendxtures and other changes can show .
the difference bétween this year and last rather than last

year’s actual amounts. o

A column'lr Statement of, changes in fund balances pre-
" sents’a problem in making, comparlsons, srmply because

‘of its physlcal arrangement ‘There is a<way to- expand that__
st'ltement which can qurckly portray some very useful .

B . Professional File

R . . R .ot »

*, . Cer T _
- of columnar ﬁnancral statements in fund accowmting is ot
’ usually deslrdble some 1nterestlng and useful totals could
be disp..yed ¥, ‘ng the last—mentloned erght addl-

. ‘tional lines.~ ; 3 '

- A final observation ﬁbout ﬁnancral statements and therr .

1nterpretatlon. by the time* most+colleges and ‘universities |

are'ready to publish their financial report for the year just

- »ended, they are in possession of key information about the ' -~

i new ﬁscal,year which_would be~useful to the reader. First,

the operating budget usually is approved. for the new year.

relatronshl,ps At the*bottom of the . statement add four ~Second, actual gnrollment, or s,omethrng very close 1o it,
‘moré lirtes with side captlons as follows - s . i %k isknown for the first term of the new year. Other particu-
Unrestrlcted . C A lar-happenings subsequent to. the balance shéet date also

* Restricted expendable L
Restricted for investments and loans .

-

Netmvestmentlnplant ‘ o 7 . ;'. '. r

-

The year-end balance in"each column of the statement

of changes in: fund balanees can be subdlvrded accordlng

- to the s1de captrons Four more lines then can be added'

wrth the same four side captlons, and’ on these llnes the

* net 1ncrease or decrease i 1n fund balances for the year by *

type and by column can be shown Although trossfooting

‘may have occurred that are 1mportant ﬁnanélally Shanng

_ these facts with'the teader enables the institution to present
.. financial data that is up-to-date and useful to the reader m' :
assesslng ’ the ﬁnanclal affairs of the 1nst1tutlon -

- Much ‘¢dn be learned from studying the financial 'reports '
of ‘other. institutions.. Good reports will demonstrate how" . -
pthers have moved to fill th1s informational need Poor
reports will be object lessons in how dot to do it; but more .

importart, "théy will serve as reminders of what may be .
* Missing from one’s- own ﬁnancial report. ;

' Professxonal File is .a, Serles, of occasional -papers. publislred by
“"NACUBQ' on_subjects rélated to fhe rnanage\nent of and gceounts

. ~»ing for financeial ‘and” physical resources ‘in higher education.
% freatment may range from the conceptiial 1o the - pragtical. Views

expressed are Yhose of .the ‘authors;. _publication does not. s:gmfy‘

acceptanca ar endorsernem by NA CUBO
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