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Efforts to monztor the financial condztzon of

rcolleges and universities have arisen érom concerns about the effects
4f economic and demographic Fressyres. Researchers have ‘attempted to .

monitor financial. condition through two types of research: sub]ectxve
studies and obi tive financial indicatog s%xdzes. Subjective T

t sat1s£actzon with

indicators reflect a desire to monitor measurable ,changes in

financial condition and to maintain: £1nanc&al Etrength through the

ve ‘use of ava11ab1e resources. An examp e of a commonly used
financial indicator is the ratio of. instructional expenditures to

. total educational and general expenditures. Some financial indicato#ds

may entail nonfinancial data (e. g.,kthe ratlos of new freshmen to
total applicants accepted) The interpretation of a financial

. indicator rests on ‘an assumption of what constitutes "sound"

financial condition. For example,;overrelzance on tuition income is
frequently cited as evidence of weak financial condition. The

~assessment of institutions can be undertaken by experts or based on a

theoretical framework, Appllcat1ons and limitations of financihl
indicators have been discussed in the literature. (SW)
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Momtormg/the Fmanczat Condztzon of Colleges and Umversztzes Ly
/"'? R " byBarbara Taylor I

® o

- S . ‘_l“| ‘ . o R

" O_bSC:l'VCl/'S ol hlgh‘f_r Research (mrrrn/\ is prepared by the ERIG Cleaginghousp on High- ™Ay be Vlewed as changcs

: education’s current " fi- iy Exucation, The (,ef roe Waghington University, Washington, il the nisks ‘to the institu-
nancial ditficulties often D.C. The malmal in this pub/uulwu was /)u/mry(l/)umum( loa tlpns ablllty to contlnue .
trace them to a “cost- ine -contract with ‘the National Institute o % FEducation,. U.S. Depart- fdncnon(ng at an accept-

m Edugation. Contractors u aking' such
_come squecze” that be- . ent of Education. Contractors und¥iaking such projects under’ able level (Minter 1979).
government ronsorship e uuouram'{l to exprress freely then Judg-

gan -in the. early 1970s.
(Cheit 1971)._A° the real-

““ment ‘™M pra/( vsional and technic /rrfaHm I?efm ;)u[)/lmlzon the
manuscripl was submitted to the Amertcan Anmmlzunjor Higher

A related way of view-
mg financial Sstrength is

that-earlier cost- -income
| squeezc

ity amd - seriousness " of

‘ 3 .
ccame w1dely “tional Instrtute, of Education.

Education jor moicio. P Jlﬂ/i‘ of vicw or op.n‘m do not necessarily
“represent the official wiew or opinions of cither AAHE v the Na-

to’ consnder “forms of dis-

4 tress” affecting the ability

b T

apparent, researchers éought more systematically to

document higher education’s financial plightand pre- -

'~ dict its likely effects (California Postsecondary Edu-
cation Commission 1979; Jenny & Wynn 1970, 1972;

Jellema 1973; Minger & Bowen 1980). These. under-
takingsled to other efforts to understand and mionitor
the financial condition of (,Oll(‘gY:S and universities.

Understandmg Financial Condition .

Unclcrstandmg institutional financial condition -

imiplics that a standard exists by which relative finan-
cial strength can be judged. The “balan¢ed budget” cri-.,

mtutes of charges to be levied against current revenues”
and often underfinance such long-term expenditures
as physical plint maintenance (Jenny 1979b).
Complexities such asthese have led to effotts to'de-.
velop concepts of financial condition ‘that are more
valid and comprehensive than the: balanced- budgct
standard One conctpt views financial condition in
terms of changes in the risks a college faces. Risks
m:y he non-financial (e.g., low morale) or financial -

(v g, hh:'mkmq cqulty) Changcs in these factors,
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sociation of bovemmg Boards. e

..»_cated that they w

. of anginstitution to pro:
‘ . et
v1de high- quahty instruction, reseqgch, or public ser-
vice. Forms of distress include workmg capital dis-
tress” (thz intitution'is unable to finance daily operat-
ing expenses), “demand-related revenue distress” (a
‘result of lowered demand for the institution’s servnces)

“non-sales-related revenue distress” (the institution |

cannot realize its historical levels of gift and endow-

nient mcomv) and “financial flexibility distress” (the |

institution’s ﬁnancnal TESOUTCES are so rcstncted that
it has no ﬂexlblhty in thelr usc) (Collier 1»979)

Momtormg Fmancxal Condmon

| terion alonc is notadequate. The true keytohnanual\ Armed with a concept of “sound financial condi:
~| well-being may be¢ inan m*unuhonsabnhty to hnancc ‘tion,” researchers have’ atcempted to monitor finan-
| -both &hort run and long-run ¢Osts (]epny 1979b). cial condition through two types of research: subjec-
1. ltisrelatively easy to determine if dn mstltutlon is tlve‘stud;es and-objectiye financial indicator studies.»|.
P mwtmg its.short-run costs; whether it will be ablc to  Some researchers claim that the concept of finan-
. do sotin the future is a more complex matter. judg- cial condition'is nccessarlly subjective. They argue
mmts about an institution’s ability to finance long- that, since money finances institutional purposes,
" run costs can be prr Jematic. College5 and universi- shortages of money are"‘”\cahmglul only insofar as
“y f ties have great difficalty arrlvmg at reasonablé esti- 'they hamper the attainment’ of purposes (Jenny.

- 1979a)," and ‘that the financigl conditibn of colleges
and universities rests on “many intangible factors
which defy quantification” (Minter & Bowen 1980).
In this view, no financial variable has quite the same
meaning for all institutions. Subjective studies look
to an institution’s definition of its purposes and’its
own assessment of the degree’to which its resources
allow it to attain those purposes. ~ ‘
In an influential 1971 wark, Cheit grouped a sam-
ple of 41 colieges and umvexsmes according to their
perccptmns of 1'.¢ir ability To meet self-defined re-
SpOﬂSlbllltIC‘l Thosg “ndt in financial difficulty” indi-
J’e meetmg their, responsnbllmc




i and gould’ _plan program growth with confidence.
! lhusc “hes aded for hnam ial trouble” were meeting
. current l:'sponslhllmcs but weie unsure they could
“do se for inuch louger.
- difficulty” were imable to |)mvndv SCIVICes or Isure
- the (llldllly essential ro their programs. The notion
" that what is essential to some institutions may be less
~important orirrelevant to ()th(‘ls 18 lﬂlpll(lt i this and
" other subjective studies.
= “T'he usefulness of subjective studies depends large-
U ly on the reasons they dre undertaken (Collier 1979).
+ Such studics may be tenable if their express purpose
is to-gather constituent opinions about financial con-
. dition or to gauge the level of constituent satisfaction -
% with ekpenditure patterns, The approach is gt use-
. ful to those concerned with assessing actual clrahgesin
* the financial condition of individual u)llngcs and uni-
. versities, nor is it helpfyl in comparmg the relaWve
| condition of groups of institutions. '
i Efforts tp overcome the limitations of subjccnve
| Studlies have resulted in a second approach to- finan-

!
l cial assessment — the usc of objective financial indica-"+ fund revenues to expenditures,-acadernic L\(pcxldxf'
|
!

| tors (often ratios) to reflect ‘some aspect of institu-
. tional condition across zil/lcar some scgment of higher
"1 education. . Indicators are <“statistics or statistilal
i serics that facilitate the quantitative description of the
| current state or condition of sqmc'hmg as well as

i pinpoint how and in what ways that condition 1s
l changing” (Collier & Patrick 1978). L
.. An example of a commonly used hnanual indi-
i cator is the ratio of instructional expendxturcs to total
| cducational and general expenditures. By monitor-
_ i ing trends in this ratio, or by comparing the ratia’s
» value to those of peers an institution can be alerted to
\po%ible over- or under-expenditure in the instruc-
| tional area. Such information can be uscful in setting.
(mnpematmn and teaching load policies.
I Som¢financial indicators may cntail non-financial
' data. The ratios of new: freshmen to total applicants
iccepted or of full professors to total faculty have im-
»ortant financial implications.

The ll]tCl‘prLtdll()n of a financial indicator rests on
-1an assumption of what constitutes “sound” financial
’l,('()ndition. For example, overreliance on tuition in-
“ come is frequently cited as evidence of weak financtal
i chndition. An institution’s ratio of tuition iricome to
i total current-fund income is an indicator of tuition
i dependence; 'that indicator gauges financial condi;'
[ tion to the'extent that financial condition and tuition
++ dependence are seen as synonymous. The literature
» réveals no single, summative indicator of financial
_condition; indced, several hundred indicators have
. heen - proposed by theorists and ‘researchers (Bru-
. baker 1979), evidencing disagreement over defini-
" tions of financial well-being and indicator selection.

Two approaches to dealing with this disarray arc
evident in the literature on assessing institutional

. condition. The first and easliest approach uscs finan-

- cial “experts” to judge intuitively the relative financial
-+ condition of a jample of institutions. Through the use

; of discriminant analysis, the- Cunclmon of.other insti- -

Those ¢ allmdy in financial, ing financial rat

widely cited study of this type. The authors used data \

fromd the Higher Education General Ihformation
Sulvcy (HEGISY potomstruct 224 indicators, includ-
i trends in expenditures, reve-
nues, .m(l cmollmvnts, and du(nptmns of msﬁtu- '
tional | pmqmnm offérings, and control for a subsan-
ple of 55 insthutions, The indicators did not conform
1o any prior definition of financial health, but were as *
exhaustive a list of'indicators as HEGIS data would
allow the-authors to constriict. The indicators were
provided to a panel of eight “cxp( 1ts” who used them
to ratec the 55 institution§ as healthy, relatively
healthy, ncutral, relatively uuhvalthy, or unht.althy
Discriminant analyms was then applied toidgtermine
“which indicators actuallv distinguished among the
five groups of institutions, Finally, the 16 indicators
found to discriminate wgre applied to the author’s full
2,200 intitution sample.” . :
The 16 discriminating mdxcamrs included institu-
tional control; cnrollment trends;
tior:al and general expenditures; and ratios of cyrrerit

N

tures to educational and generalexpenditures;, fresh-
‘men FTEs to total undergraduate FTEs, and tuition
and fees?o student aid rcvenuces. ! - !

Crmusm of the Lupt()n study reflects the weak-
nesses of the “cxpert” approach to applying financial
indicators? No dcfinition of tmc}ncml condition was
provided to the judges; hence theré was no assurance
that they considered the same factors in rating insti-
tutions (Frances 1976), .Absent such a definition, -’
dicators t}mt are statistically valid may still not be “in-.
tultlve]y | descriptive” (Collier 1979). There arc

“gencric shortcomings” in financial-condition studics

" that (;xu,sslvcly rely on statistics and have insufficient
understanding of the underlying financial concepts |
they purport to reflect (Franages & Stenner 1979).

To lessen guch concerns, a second approach has.
been developed that usces a theoretical frameworlyto.
guide the sclection of indicators.

Collier and Patrick’s study (1978) exemplifies this
theory-based approach; methodologically, the work
reseinbles that of Lupton et al., and in f4ct was un-
dertaken to refine that study. Both projécts used cx- .|
pert ratings to validate financial indicators; neither
provided a definition ef financial health., However,
Collier and Patrick’s experts werechosen for their fa- |
miliarity with the institutions they were being asked !
to rate, and public and pyivate institutional samples |
were analyzed separately. Collier and Patrick’s theo- |
retical framework was intended to.defirfe a set of |
dimeénsions that describe financial condition compre:

hensively. These dimensions include financial inde- {07

pendence, revenue drawing power, financial risk,

revenue stability, and reserve strength. Ihlrty seven

financial indicators were selected to reflect these di-_|
tnensions. Lhe experts were given detailed financial. !
data on institutions in the sample and were asked to
ld(‘lltﬁy thosc they considered “decidédly strong” ¢

trends in educa- i

“decidedly weak.” Discriminant analysis was th(*n n 4

used to determine whcthcn or nat the indicators con-~

structed from HEGIS data would discriminate be- .' -'

tween the sampie’s institutions. :
Indicators found (o discriminate strong from” wcak 5

publxc institutions suggest that the latter have less dl- o

)

/ b tuu\ls is then inferred from their similarity ‘6 the
' o charhcteristics of the sample group. _
ERIC  Lupton, Augmbhck, and Heylwnb“Thc Financ ial

State of Higher Education” (1976) remnains the most
. . - i
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transtersy reflect financial health as mirrored, respec-

tively, i financial liquidity and in the institution’s

‘dhdnv 10 finange its current lével of operations with-

out.new mcomc. PMM ratos-are intended to indicate

. - .. .
whethér théingtioation lived within its means during

, . . ) .
the year reported. Such ratios as nét total revenues to
total revenues, and net educational and general reve-

‘nues to total educational and general revenues, are

L)

v
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intended to reflect this dimension-of firrancial condi-

- tion, They measure, u-spwlw( ly, whether the years

currént operatjons resulted in a deficit 6r a smplus
‘myl whether f’(lm ational and generad re venucs were
adequate 1o mcc( ¢xpenditures.

(J(mc]uswns and Analysns . .

Efforts to monitor the condition of u)llcnu; and
universities have arisen from concerns that cconomic
and demographic pre SSUres are undununmg institu-
tional “financial - integrity. The lllﬂ(,‘l(.‘ll((‘b in .ap-

proac h deseribed can beexplained in part by consid-

cring the uses to which financial analyses can be put.
Subjectiver andlyscs of financial’condition can be

useful for gauging constituent satistaction with finan-

cial ‘perforinance and prioritics. When subjective as-

v ; ' .
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(hc institutions’

S pepeeived  financial

Alternatively, efforts 1o create objeetive indicators |
reflect’a desigg to monitor measurable changes in fi- |

nancial condition and (o maintain Tinancial strength L

through the .eflective tse of available resources

trends, hndn( il indicators can be useful devices for-

No single approach or indicator will reflect finari-
cial condition perfectly. Nevertheless, institutional
administrafors may find it" useful o define dimen- ,’
sion$ of sound financial condition that they. judge ,
pertinemt and then to monitor changes in;indicators |

that reflect thesé dimensiofts, A growing dependence |

on-tuition income or an im'rcusing proportion of total
ucpcndltur('.s devoted to debt service should alert the
institution to-the posslblhly of future- financial ditfi-
culty. It ismot necessary, in other words, that hndn-

fectly predictive in order-to be useful

~
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. Morcover, becanse indicator values for individual m-fl
stitutions can be aggregated to show multi-institution
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| verse rvvcmu- sources, smaller end-of- ycal fund ban‘
: %"'fm( es, and are more dependent on government ap-
‘ propr 1ations,
strong and weak |n}\.m' institutions suggest that the .

These that dlsmmlnatcd hetween

latter devote more of theie expenditures fo interest,

- rely more heavily o1 restric lul revenues, have ivW( r
- reserves and less diverse iunqu sources, and dwule

~viewing it as a function of the state of three mtua( t- .

fewer total expenditures to fixed accounts.
A second‘example of theory-based researchh’ at-
te mpts to refléct lmututlonal financial (()ndltldn by

! ing organizational systcms in hlqht‘r education; First,
. an academic system contains the: quanlzdtlonal ele-
* ments that lead-to student learning and iaculty re-

scarch productivity. Second; a financial system notes -
flows of institutional resources that result in surpluses

. or sh()rtaq(s ‘Third, the competitive market system
" comprises the buycr/sellcr relationship between the

+ ample, because of differences in their financial styuc-
. . . Ld .
** tures, many st&istics do not have the same meaning
for both publlc and prlvate institutions (Stenner

‘institution and prospective  students (chkmeyc

1983). The 38 indicators used in a studly that applied .

this theory were intended to measure the Stresses on'
the systems; tht systems’ responses to them', and the
resulting condition of the systems. Indicators of stress.
% included declines in enrollment, gnft glvmg, endow-
. Indicators of

ment ‘performance, and revenues.
response to stress included tighter., budget-comrol
procedures and increases
budgets. Finally, indicators of system condition in-

. cluded trends in institutional bClﬂCthlty, faculty sala-
! ories, stud(‘m -fatulty ratlos, and financidl reserves.
' " sources; Its premise is that “a college’s overall condl- :

Caveats

char( hers offer several caveats about the yées .

and limitations of financial indicatars. Fjrst, the con-

sistency with.which given indicators reflect the condi-

tion of diverse institutions is a critical issue to those
who would use them to compare institutions. For ex-

1978). Institutional mission, location, student body

. composition, and methods of fi fnancmg were found to
- affect the comparability of financial statistics within'a
,"group of community colleges (Dickmeyer & Hughes

: 1979a). Such hndmgs lead researchers to conclude

" that the more humogmous the financial structure-
" and f-ducanonal mlsslon of the group of institutiors

" studied, the more valid interinstitutional compari-

sons of condition will be (Frances & Stenner 1979).
" Technical considerations of research methodology,

statistical procedurés, and validity .and reliability of

¢ data affect the usefulness of financial indicators

. (Frances & Stenner 1979), Some studies have misin-.

terpreted institutional trend data by failing to take ac-

count of general economic trends such ‘as recession
- and inflation. ‘The valldlty and reliability ‘of HEGIS

- clata has been controversial since_they are institution-

- reported and unverifiable. There are.lags between .

dath reporting and publication that may lead tO out-
 dated conclusions. Indirect state support for institu-
© tions, including direct aid to students and the provi-

ston of central serviees such as libraries, are not re- '
g orted through HEGIS; this can ded to data compa-

]: KC ability problemns in inter statc'comparisons (Frances &

wll Toxt Provided by ERIC
i

Stenner 1979 Pam(k & Qolhcr 1979 Ryland 1981). -

in student-recruitment.

" Several researchcr\arc Sk(.ptlcal about what finan-

cial indicators can tell us dbout'mstltutlondl condi-
tion.dn the case of public. institutions and major re-

sc.mh universities, Jinternal measures of condition

- may besirrelévant; because they depend on govern-
ment granis and appropriations, tax capacity, demo- -

graphic trends, and other environmental measures -

may be more rcwalmq(Huths 1979). Also, fund ra-
.tios can refieet, only past and current finances and

cannot measure the ability of an institution to brmq '

in new funds or dmake budget reforins (chkmcye

1

1979). Onc of thet most important factors in institu-
L tional condition is quality ufmdnagcmcnt indicators -

are pmbably not capable of measuring that charac-
“teristic directly (Finn 1979).

Finally, the ugmfzcanw of financial dlbtr(:bb dvpends

on the institution (Collicr 1979). For cxample, two

institutions ;may demonstrate identical levels of

financial djstress. But, if one can rely on ongoing
‘constituent’ support thc distress4s less significant.

-
i1

_ Applying Financial Iﬁdic'ators

Such caveats notwitlistanding, the literature offers
several suggestions to indiv'dual institutions for ap- -

plying financial indicators.
One approach to LleUdtlng financial condition is
available in workbook form to small, private colleges

It is based on calcylating chaniges-in financial indi- :

cators sclected to reflect. financial str(.ngth cstimated
risk,.and changes in financial and. non-finaicial re-

tion can be Mfully characterized by measuring
avallablc resources, trends in these resourccs .and
the institution’s. special need ior these lesources

(Dickmeyer & Hughes 1979b).
Updcgrove (1982) considers prospeus for develop- -

ing a computer-brased approach to assessing compara- :

tive institutional financial condition.. It would be based
on data-sharing among subscribers to EDUCOM’s

"Eéucation Financial Planning Model. EFPM is:an

interactive financial modellng systemn tl@i}llows‘t

users to specify assumptions about revénue and ex-

penditure levcls to determine which combinations -
are fcasible, and to make compdratlvc financial -

L

‘assessments.
Financial mdic:"o'ris can be useful'in co]lege and

study efforts (Dickmeyer 1982, Haywood 1982).

- university strategic planning and accreditation self-. ;-

Both are concerned with assessing strengths and °
weaknesses that bear on.institutional quality ‘and vi- -

ability. Trends in departmental costs per student, the
ratio of financial resérves4o curn nt-fund expendi-
tures, and the ratio of restricted revenucs to total rev-
enues can provide evidence of changes in financial

-strength. It is important to note, howéver, that the se-

lection of particular indicators should rest on explicit .
assumptions about which financial characteristics are

most salient for asswsmg the institution’s condition.

wick, Mitchell and Company (PMM) (Minter, Nel-

Somie accounting firins, most notably Peat, Mas- .

son, & Robinson 1980), provide their college and 5

university clients with financial ratics as adjuncts to
audjied finaricial statemnénts. Such ratios as expend-
able fund balances to plarft deby, .and expendable
fund balances to total expenditures and mandatory




