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 Inasmuch as costs measure the use of resources, we, as good scientists,
scholars, and citizens, analvze costs to determine the extent to which our

enternr1ses fit under the Second Law of Thermodynam1cs in a un1verse wlndlng

\toward entronv. right? Probably wrong. v :
) . . ‘éf

We might be good sc1ent1sts. scholars, and c1t1~ens but most of us weren'ta
hired to do- b351c research and won't be retained very long unless we oroduce‘
outcomes of imnediate and practical value.‘ The most practical reason for
ahalvzinp.costs is to increase the income of our 1nst1tut1on. The fact that L,

our colleague Professor Brlght is about to receive “an NS? nrant provides the
onportunitv. If we analvze our 1nst1tutlonal costs by dividing them into two’
hcateporles. direct and indirect, accordlna to the procedures and def1n1+10ns

- . . . -

in U, S. Bureau of the Budpet Circular A-21 we can 1ncrease the size of the o

P

—

NSF grant bv from 5% to over 100% Those extra. 1nd1rect dollars can’ be'
‘1nvested in any of a number of wor*hv enternrises' 1nclud1nv, nerhans the

cont1nuatlon of the Offlce of Instltutlonal Research.

at o . .

- : On the bas1s of hearsay concerning the NSF grant Professor Contrarious,
,moderator of. thenlocal assoc1atlon of unlversltv nrofessors tells the uresldcnt -
. of the governlng board that "90% ‘of the 1nst1tut1og s budzet goes - lnto overhead "
Dr. I. M. W1llful (honorarv doctorate Aggressive Junior College. 1070 source"'
of funds to match the federal Prant to build the Agpressive Center for the |

Performing Arts, 19715 ~enowned educator and chairman of our governlnp board’, 1912)"

-

'*Presented at the 1973 Annual Forum of the Associatlon of Inst)tutlonal Research |
at Vancouver, British Columbla.‘
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suggésts that the three ﬁosf recéntly hired edministrators be "non-retained:"

v méaning you, your secretary, and Dr. White, the grants coordinator, must leave. -
This‘provides the opportunity fo démopstraté the second mést important reason‘

_ for analyzing costs: _to improve decision making ét the mérgin.b Margina% cost
analysié and the concomitant comparison of the benefits with-the costs of havingb
a grants coordinator should facilitate the decision £§ retain or non-retain ﬁimld

Closely related to marginal analysis are comprehensive uﬁit—-average and |

" minimum--cost analyses. In marginal anélysis we détérmine tﬁeJcos£s a;d 6é;efits

of a,marginai activity, i.e. something new, something of low priority, or, at

least. something about which soméone.has sérious doubts. In éoﬁpféhensive cost

analysis the total resources used in the‘institution are_dividedAand subdivided-

in terms of one or more of the following:

R -

Bases Examples : . gggp
1. Fund Category Current operations, student Understanding. the nast, present..
loans, capital for physical ~ and future nature 2nd cost of
facilities, agency funds.’ specified activities and objer-
tives.
2. Source Students, taxes, gifts, Unders?anding where future
earnings. . funding may come from: making

revenue estimates.” -

3. TFunctionel Instruction, Resecarch. Public Understandinz the nast, nresent.

Activity Service, Libraries, Student and future rosts of performing
- Services. . the institution's functions.

k. Object of Faculty salaries, supplies Understanding what expenditures
Expenditure and scrvices, capitgl equip- buy--in an immediate sense.

ment, scholarships.

5. Organization- College of Letters and Science, Understandine where expenditure
al Unit School of Business, Extension takes place in the institution.
- Division, Minority Imnstitute, : ‘ ‘
Computer Center.

6. Product or Comnetencies, productive Understanding the impact of
’ Outcome potential, knowledge. hirher education on people and

' : " society and the benefit-cost
ratio of investments in hirher

education.
~f. Time Period Quarter, semester, ferm,' Undefstanding what resources will
session, year. ‘ probably be required in future
’ ‘ 3 . time periods. - ‘ ‘
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”IVAccouptabiiity’is;tﬁé*watchword in such comprehensive anaiyses. Every:
dollar is accounted for in terms of the purpose which motivates the’énalySis.
Comprehensive cost accounting becomeé_unit average cﬁst anaiysis when the‘tofai
coétkgn a category is divided by a unit such as a semester, student, cred;t,v
graduate, faculty member, major. etc. |

’ The most important reason‘for analyziﬁg costs is fo maximizg efficiehcy
by finding andAadopting the organizaﬁzgh and prpcesses»which préduce the 6ﬁt-
comes of the institution at minimum cost. Although ﬁinimum costihg can be done
on & hypothetical basis, i.e. through modeling and simulation, full scgle;changes
in organization and process are usuaily precedéd‘by studies of éxisting alter-
natés and by pilot testing. 1In other words, cost analysis iﬁ tﬁe search for .
minimum costs--and hirher productivity--is part of a largér actioh resea:eh dééigﬁ;;
’éhe resoufces‘coﬁserved through systems, procedures; and-pfpcéSs'analySis‘are i
usually (a) dedicated to the production of ﬁlternate outcomes wﬁich will make the -
institution more effective, (b) invested in social enteiprises wﬁichipfoduce
higher patés of return, or (c¢) returned ﬁo rrivate nersons through reduced taxes
and lower tuition éﬁd fees.

The "how" of cost analysis involves a simple, common issue: which costs to

o

include. Resolution of this commor issue depends on the purpose of the analysis.
the availability of data, and our .ability to make acceptable estimates in the

abséhce of data. Indeed, the purnose-is clarified and crystaIized'as.fhe inclusion“
decisions are made. To avoid bias, we make~ﬁhese‘decisions'explicit, and in -
company with a respected second party. To avoid subversion of the purpose of the

. . - ¢ '
. . ! {
analysis. we make estimates where cost accounting data are inadequate, carefully

avoiding the temptation to use only readily available data. As responsible
adminiétrators ve, of course. improve the cost accounting system so that future

ahal&ses are better founded.



Formel higher education entails many éosts which do nbt‘appea% in insti-
tutional budgets and accounts. As Institutioﬁél Researchers.we take institu-
tional costs under consideration first, but-eventually we'll be asked to
comment on larger issues, in connection with which, we will need an under-
standing of costs in the écondﬁisté“ sense. Thepefore, as wejdo cést analyses,
we take note of itemesuch as‘proﬁefty,‘séles, andqincomé tax'exempéions;<
studeﬁt éarningé foregone; the contributions of memberé ofvreligious Brders;
efc. |

The comparison of planned and budgeted costs with actual costs is éarﬁ of
coﬁt'ahalyses which sim at improving the planning process. Such studies include
comparisons of faculty assignmentéhas detailed in the budget.with facuity~
pef}érmance described‘inrfaculty effort reports. One of the very ;ostly objects
of expenditure in‘high;r education is faculty time and eff;r%;Atﬁe other is |
studént time and effort. The most promising provosals for increasing efficiency
in higher education-=credit by examination, the open university.ilarger clesses,
the three year. degrece, work study, etc.—Ltouchvon one or both of these costs.

Neither can be ipnored By responsible analysts.

" S e

% ' L
How we analyze costs depends on why we analyze costs. Our purposes are

#

often served through information exchénge and intérinstitutional_compargson.
The actual effects of the usual variations in cost analysis methodologies on
- results is slight. The acceptability of .cost .analysis results, houg?er, is

greatly enhanced by the use of standard methods..»We, therefore, strongly

recommend particivation in the National Center for Higher Education Management

Systems projects and the ..use of NCHEMS and NCHEMS-related prgducts such as

the Resource Reauirements Prediction Model,.* the Higher Education Finance Menual . ¥

the Cost Findins Princinles and Procedures* report, the various Data Element

Dictionaries.* and John Ridge's How to Cost a-University Program.¥¥

‘v
-

#Available from Mrs. Clara Roberts, P. O. Drawer P, Boulder, Colorado 80302.
 #%pvailable from the Office of Institutional Studies; The University of Wisconmsin,

x Eau Claire, Wisconsin, 54701, \
o . b




From the institutionsl perspective, we have identified 5ome of the .
principal reasons for doing cost &nalyses end have briefly touched.on some
of the common methbdological issués. Both lists could be much longer; indeed
they are constricfed only by the limits of human imagination andvingenuitw.
Rather then exp%nding these taxonomies. and rather than exploring cost analysis
from the different perspectives of students; g&verning boards, and others,. we
will use the remaining time to describé three speéificwpseé of cost data-- ’
allocating resources, evalﬁating instructionel. programs, and priéing higﬁer
education--then we will try to fieid your questions and comments.

Benefit-coét snalyses of higher education indicate that both benefits and .

costs vary widely and somewhat independentl&. The competencies of graduating

“

' seniors with majors in history, for example, vary somewhat, from person to person

and from institution to institution, but the costs vary & great deal ﬁoref JThe
costs of each of the eighﬁ‘semesters vary somewhat, but the benefits of the -
semesters very a great deal more. The outcomes of higher‘%ducation in different
types-of institutions--large, public, church controlled,‘Q—year, old, stable,
etc.~~vary somewhat, but £he costs vary a great deal more; The costs of different

majors vary somewhat, but the benefits~vary a great deal more. While both the

‘costs and benefits for women are lower than those for men, the rate of return on

investments in higher education for women is higher than for men. The social

rate of return on investments in higher education for both men and women exceeds

“the private rate of return.

The méﬁt elémentary studenﬁ of investment theory would gonclude that our
investment policies, i.e. the reéulérly recurring decisions which result in costs,
have not been very rational. He would probablY-suggesi thét we éovary costs:with
benefits in accordance with the results of our cost studies, i.e. change ou;
higher education investment pattern until all rates of return are equal to the
current rate of return on commercial investments. Doing‘so brings us face to

face with the pricing issue. 6
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In the pr1vate sector, the difference between cost and price is profit
gnd while there is a lower limit, the limit above the break-even point is set
by real and threatened competition in the market, government regulation, etc.
Do institutions of higher education live under and follow anaiogous rules and
policies? Should they? Dare they? Knowing that the costs and benefits vary,

~

dare we charge the same tuition for semesters 1, 2; and 87 Knowing‘that.the
costs and benefits vary, dare'we charge students of engineering and’sociology
the same tuition? Knowing that costs and benefits vary, dare we charée the
academicallv.advantaged and disadvantaged the s;me tuition? Know1ng that the
costs, if not the benefits, vary, dare we charge the - same tuitlon at large ‘and
small institutions? 1In an inereasingly mobile society dare ye admit that
knowledge embodied in students flows across state lines, that higher education
is a good smokeiess industry, that many residents move to other'states"after'
| graduation, that many non-residents stay; dare we admit that the basis of the
non-resident tuition increment‘is fading eway? Finally, in light_of-the
difference between social and privste rates of return on investments. dare we
propose lower tuition and increasedvtax‘supportlof higher.edueation? As we do
cost studles and other yesearch, folkways and tradltlons come under a cloud:
dare we use cost study data as the basis of changes in investment and pr1c1ng
policies? Dare we act on the mounting evidence?

I am reminded of the letter which Galileo wrote to Kepler in which he
referred to his calling on the professor of philosopny—-whion is to say, of
’theology-fat Padua University. Galileo said he had asked the nrofessor to look'

i th?ongh the long, lensed tube—;the‘newlv invented telescope.' The professor had
said he could not do it. Galileo said: "You had better take an evening off.
Come down and look through it. There is a new nlanet nevernbefore seen by moftal -
eyes."

"No," the professor said, "there is not such a planet."

“Well," replied Galileo, "come down and Iook."

7
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"No " gaid the professor. "it is not there. I hafe read Arisﬁotlé care-
fully and I know the Bible backwards and forwards. The‘planet is ﬁot mentioned
anywhere. I know it is not there." |

"But I sey come down and look at it, and see for vourself.

No, he was not going to do it because he was afraid that if he looked, he
would see the planet, and he knew it was not there. The professor went o; to
say rhat if he looked and's;w it, it wouldn't be real, but only an épparition--
a_tgmptation extemporized by the Devil to win hiﬁ away from his faith.*

Today Qe live in a different age--or do we? We dare to look fﬁrough the
télescope but dare wé act on what we seé’

Today, most of us in Instltutlonaleesearch are reflﬁlng our higher educaA
tion: cost analysis methodologies, and some of us are well 1nto the de51gn of
follow-up studies and beneflt.analyses. Tomorrow we'll be looking at prlclng
and otﬁér policy issues. Some‘caréfui reflection on tomorrow's challengin%”f\

issues may help us develop better methodslogieénfod&y.

We invite vour questions and comments.

* From T. V. Smith, "Middlesized Values" in 1945 TwentYfFlve Years 1970
(G. Kerry Smith, ed.) (San Francisco: Jossey-Bass, 1970, pages 29 “and’ 30. )
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