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CHAPTER I

INTRODUCTION

In common with most business enterprises of the 1980s,
higher educatioa institutions are confronting even tighter
budgets that reflect market trends of increasing competition
for services in an austere f:nancial climate. This means
that, paradoxically, while students and their families still
Perceive the social (economic) vaiue of a higher education
beyond high school, the institutions themselves are struggl-
ing to find the resources to meet the demand for their
services. The resources acquired by higher education
institutions must be carefully managed to ensure revenues |
meet expenditures or, if they do not, that the shortfall is
not a precursor of a trend that cannot be reversed by better
resource management and acquisition techniques.

However, for most colleges and universities the deter-
mination of relative financial health can be problematic.
Most institutions, owing partly to their diversity, often do
not use comparable financial reporting (McDonald, 1980).

Thus, the great virtue of the American higher education

enterprise--meeting the learning needs of a diverse popula-
tion through institutional diversity (Carnegie Council on
Policy Studies in Higher Education, 1980; Brubacher & Rudy,
1976) --has contributed to institutions being less than able
to analyze their own financial reports in relation to those

with similar institutional profiles or even to compare




financial report procedures adequately to profitmaking
enterprises, which use customary business accounting
principles and practices.

There are two reasons for this profusion of budgetary
approaches among jnstitutions of higher learning: (1) the
nonprofit nature of the enterprise itself, and (2) the
uniqueness of the revenue flow into the individual institu-
tions, which sets each apart fr' | even those with apparentlv
similar missions and goals (Co .ier, 1974; Collier & Allen,
1980 .

First, by design, the majority f higher education
institutions are not under an obligation in their statement
of purpose to "make a profit." Historically, the tripartite
mission of American higher education has been to instruct,
to do research, and to perform public service. Hence,
within this context, inétitutions strive to use their
resources as efficiently and effectively as possible to
attain these objectives, with no mandate to show a yearly
excess of revenues over expenditures. Nevertheless, higher
education institutions are not blind to the fact that they
must garner the necessary financial resources to meet
current and recurrent expenditures and to anticipate future
needs. Clearly the accumulation of financial reserves is a
part of this. This analysis of financial data will neces-
sarily focus not only on profit and loss columns, but on how
the resources are expended to meet unique and occasionally

conflicting institutional goals (Collier, 1974).




Second, the uniqueness of revenue flow contributes to
nonccmparability of financial reporting except in the
general categories of restri-ted and unrestricted funds.
Each insti:tution will have funds designated for special
purposes under "restricted funds," meaning these funds
cannot be used for any ot . purpose. Examples are student
work/study funds and grant monies, the disbursement of which
is carefully prescribed in line items by contractual agree-
ment. Unrestricted funds are any that are simply undesig-
nated, iike student tuition monies, some alumni donations or
legacies, and investment returns. Thus, the ir.titutional
products--instruction, r--earch, and public service-—are.
paid for out of various revenue sources, each covering a
percentage of the total institutional cost. By implication,
institutional revenues are not always received from sources
that directly benefit from the "products" of nhigher educa-
tion. Furthermore, this variety of instlitutional funding
resources within the categories of restricted and unre-
stricted carries with it an additional aspect not common to
the profit sector, namely, the concept of "stewardship.”
This can be defined as the legal responsibility of an
institution to use restricted funds according to prescribed
purposes and to account for all funds according to prespeci-
fied and often diverse formulas (Collier, 1974; Collier &
Allen, 1980).

Therefore, the type of financial assessment required

for higher education institutions must take into consider-



ation the nonprofit nature of higher education and its
unique flow of revenues. Thus, a framework for the finan-
cial evaluation of tnis type of institution must be set to
consider available resources, emerging resource trends, and
special institutional needs for these resouvrces. Although
focus is on financial resources, other elements--faculty,
students, fixed assets, and programmatic resources--should
be examined as well (Dickmeyer & Hughes, 1982a).

The financial status of an institutinn i1s difficult to
evaluate; shifts in one type of resource, such as cash, may
determine changes in other resources, such as new building
construction. The interrelationship among financial re-
sources requires a comprehensive study of an institution's
overall financial structure (Dickmeyer & Hughes, 1982a).

Clear understanding of the trends and condition of
financial resources is crucial to the timely detection of
any institutional decline. The focus on financial resources
is based on the belief that internal and external decisions
and events affect such resources. Internal factors include
policy decisions and their implementations; external factors
include inflation and income availability. Also the
accumulation o. financial power is highly relevant to
private institutions, since the availability of funds
enables these institution to react to changes in the
environment, Determinants of financial p-atency include
having resources to support institutional innovation and

change to guarantee an institution's survival., 1Institutions

23




with limited financial resources experiment at much greater
risk than institutions with more financial power. Further-
more, there exists a set of factors that exposes insti-
tutions to risks and that can partially determine the level
of financial resources needed to sustain financial health.
Such factors determine the size and type of financial
resources needed to face adverse trends by providing the
requisite flexibility and thus financial protection
(Dickmeyer & Hughes, 1982a, 1982b).

According to Dickmeyer and Hughes (1982a), institu-
tional financial self-assessment should take into consider-
ation a number of factors. For example, (1) the more an
institution of higher education depends on highly volatile
revenue sources, like retitricted funds, the greater the need
for more financial resources; (2) greater resources may be
necessary when a large amount of the institution's budget is
needed to finance relatively fixed expenditures, i.e., debt
service and salaries of tenured faculty; and (3) nonfinan-
cial resources (number and quality of the faculty, students,
program offerings, and the condition of the buildings) may

become sources of external or internal pressure.

SIGNIFICANCE OF THE STUDY

A description, analysis, and evaluation of the finan-

cial resources of higher education institutions constitute

the most suitable approach to assess the financial health of



higher education institutions. Virtually all  higher
education institutions in the U.S. have been affected by the
rising cost of energy, plant construction, library books,
and most services. Other factors include a current decline
in the number of traditional college-~age students, the
maturing of Luildings and faculty added during the 19603 and
1970s, and the increase in regulatory requirements. These
factors place stress on the financial ability of higher
education institutionc (Dickmeyer & Hughes, 1982b),

The nature and size of these financial stresses must be
analyzed in such a way that appropriate strategies and
policies can be formulated. Appropriate financial assess-
ment provides the basis for determining courses of action
that can reasonably assure institutional survival and
health. The primary objective of a financial analysis must
be to provide the necessary tools to evaluate the higher
education institution's financial status relative to its
financial risk. Such financial risk depends on external
factors such as demographic changes, the general economy,
and the institution's revenue and expenditure structure.
Therefore, the study should provide a statistical method-
ology for the assessment of institutional risks and re-
sources. The computed statistics c.n then privide a ratio-
nale for development of appropriate financial strategies by
institutional executives (Dickmeyer & Hughes, 1982b).

Carol Frances (1982) observes that good financial

analysis and reporting are basic to using current resources




effectively and in communicating persuasively with those who
make the public and private decisions affecting the level of
resources available to higher education in the future.
Accordingly, the proposed study will provide useful
information for policymakers, decisionmakers, and others
involved in the financing of higher education institutions.
The financial information provided by this study can be used
as a guide by any institution of higher education to compare
its own operational data to that of the aggregate of insti-
tutions that will be studied. Through this process a
manadger or administrator should be able to detect variations
from the norm at his or her own institution. Also, Federal,
state and local governments, private phiianthropists, and
other benefactors can use the data in evaluating their plans

to provide funds to the institutions studied.

STATEMENT OF THE PROBLEM

The study of the financing of higher education insti-
tutions requires an extensive analysis of the conditions
affecting institutional operations. Consequently, people
interested in the financial affairs of higher education
institutions are likely to ask three basic questions (Minter
et al., 1982):

1. Are the institutions under study financially

healthy or not as of the reporting date?




2. Are the institutions under study financially

better off or not at the end than at the beginning
¢f the year reported on?

3. Did the institutions under study stay within their

mea: during the year being reported on? (p. 26)

These three questions focus on what has happened in the
past. Although most people agree that historical informa-
tion does not always provide a basis for predicting the
future, there is a need to understand history to prepare
effectively for the future (Minter et al., 1982).

The National Association of College and University
Business Officers (NECUBO) st \tes its position regarding the
financial analysis of higher education institutions in the
report "Financial Self-Assessment: A Work Book for Col-
leges."” According to thl< report, a summary of the higher
education institution's financial condition should include
answers to the following questions (Dickmeyer & Hughes,
1982b) :

1. Wnat have been the major external factors affect-
ing the higher education institution's financial condition?

2. What have been the major administrative policies
affecting the institution's fina..cial conditions?

3. How have the institution's financial resources
been affected by external factors and administrative pol-

icies?
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4, How has the institution's financial risk position
changed in relation to the institution's financial re-
sources?

5. What changes have occurred in nonfinancial re-
sources that may have had an e¢ffect on the institution's
financial resources?

6. Whac has been the overall financial condition of
the institutions studied?

However, there is a need toc go beyond these questions
in the interest of a more comprehensive analysis that
permits the close assessment of finai..ial condition, finan-
cial performance, creditworthiness, and trends in the
financing of higher education institutions (Minter et al.,
1982). Hence, the following questions & iould be added:

1. What has been the financial performance of the
institutions under study?

2. What has been the creditworthiness of the insti-
tutions under study?

3. What are the trends in the financing of the
institutions?

Using the financial analysis framework for higher
education institutions described above, this non-
hypothecated study will describe, analyze, and evaluate the
financial structure that supported the private universities
of the Consortium of Universities in the Washington, D.C.
Metrcpolitan Area between 1973-74 and 1982-83., The study

will describe, analyze, and evali ate the elements that
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that comprise each institutions financial structure as they

relate to:

1, their financial health;

2. their respective financial condition;
3. their respective financial performance;
4. their respective creditworthiness; and

5. trends in their respective financing approaches.

Accordingly, the following research questions have been
formulated:

1, What elements have comprised the financial struc-
ture of the selected private universities of the Consortium
of Universities of the Washington Metropolitan Area and how
has each element contributed to that financial structure
between 1973-74 and 1982-83?

- What has been the composition of their revenue
sources?

- Waat has been the composition of their current
expenditures?

- How have they evolved their balance sheet format
between 1973-74 and 1982-83?

2. What has been the financial condition of these

private universities between 1973-74 and 1982-83?
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- How financially healthy have these institutions
been between 1973-74 and 1982-83?

- How have the financial revenues of these univer-
sities been affected by the major external factors (i.e.,
enrollment and inflation)?

- How have the financial resources of these univer-
sities been affected by internal administrative policies?

- What changes have occurred in the risk position of
these institutions in relation to their financial resources?

- What changes have occurred in their nonfinancial
resources that may have caused changes in their overall
financ.al resource profile?

- What is the overall financial condition of each
university?

3. What has been the financial performance of these
institutions between 1973-74 and 1982-83?

- How have the institutions performed financially in
relation to contributions (of the resources) and demand
ratios?

- What has been the overall financial performance of
each institution between 1973-74 and 1982-83?

4. What has been the creditworthiness of these insti=-
tutions between 1973-74 and 1982-83?

- What has been their ability to repay their debts
between 1973-74 and 1982-83?2

- What has been their degree of risk during that

time period?
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5. What have been the trends in the financing of the

institutions between 1973-74 and 1982-83?

METHODOLOGY

The proposed study is descriptive in nature. The use
of percentages will form the analysis of the elements com-
prising each institutiun's financial structure to permit the
determination of the proportional significance of these
elements in that financial structure.

Ratio analysis will be performed to obtain a view of
the key factors affecting institutional activities and to
define the trends ia the financing of each institution
(Minter et al., 1982). Thus, this financial analysis tool
would permit the evaluation of financial conditions by means
of the determination of the balance sheet ratios (Minter et
al., 1982). Ratio analysis also constitutes a major tool of
financial analysis for the evaluation of the major adminis-
trative policies affecting each institution's financial
condition. Although many of these policies are unwritten,
ratio inalysis will permit ex post facto evaluation of most
of the policies guiding the financial approach of a given
institution (Dickmeyer & Hughes, 1982b). Examples of these
ratios are:

1, Balance Sheet Ratios

Current Ratio: current assets divided bv current

liabilities (Minter & Bowen, 1978).
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Liquidity Ratio: 1liquid assets divided by current

liabilities (Minter & Bowen, 1978),.

Equity Ratio: total assets divided by total

liabilities (Minter & Rowen, 1980).

Plant Equity Ratio: net investment in plant

divided by plant dett (Minter, 1980; Minter
et al., 1982).

Long-term  (Plant) Debt to Revenue Ratio:

lony-term or plant debt divided by current fund
revenues (Van Horne, 1983).

Performance Ratios

Contribution Ratios: each revenue resource

divided by eduvcational and general expenditures
and mandatory transfers (Minter 1980; Minter et
al., 1982).

Demand or Allocation Ratios: each functional

category of educational and general expeuditures
divided by educational and general revenues or by
educational and general expenditures and mandatory
transfers (Minter 1980; Minter et al., 1982).

Net Operating Ratios: (a) net revenue =atio, (b)

educational and general revenue ratio, and the net
auxiliary enterprise revenue ratio (Minter, 1980;
Minter et al., 1982),

Net Revenue Ratio: total current fund revenues

less the total current fund expenditures and
mandatory transfers divided by total current fund

revenues (Minter, 1980; Minter et al., 1982).
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Educational and General Revenue Ratio: total

educational and general revenues less educational
and general expenditures plus mandatory transfers
divided by educational and general revenues
(Minter, 1980; Minter et al., 1982).

Net Auxiliary Enterprise Re¥Yenue Ratio: tctal

auxiliary enterprise revenues less total auxiliary
enterprise and related mandatcry transfers divided
by total auxiliary enterprise revenues (Minter,
1980; Minter et al., 1982).

Nonfinancial Ratios

Student Costs or Expenditures per Student (current

dollars): educational and general expenditures
plus mandatory transfers divided by full-time
eduivalent students (Dickmeyer & Hughes, 1982b).

Student Costs or Expenditure per Student (constant

dollars): educational and general expenditures
plus mandatory transfers (constant dollars)
divided by full-time equivalent students (Dick-
meyer and Hughes, 1982b).

Trends in Enrollment: the relation of percent

enrollments to enrollments in a given base year
(Minter et al., 1982).

Student-to-Faculty Ratio: full-time equivalent

students divided by full-time equivalent faculty
(Dickmeyer & Hughes, 1982b).
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Enrollment Sensitivity: percentage of change in

enrollment divided by percentace of change in
tuition prices (extrapolated from Dickmeyer &
Hughes, 1982b).

The financing strategy of the institution can be
measured by the changes in the: institution's dependence on
tuition and gift revenues (Dickmeyer & Hughes, 1982b).

An analysis of the statistical trends related to
financial resources may identify the effect of external
factors and administrative policies on such financial
resources. Thus, adequate financial resources means avail-
ability of funds to pay expenses and debts on time, reserves
to protect the institution from adverse contingencies
(Dickmeyer & Hughes, 1982b), -d sufficient capital re-
sources to provide extra support for programs over and above
student tuition revenue.

The changes in th2 financial risk position of higher
education institutions in relation to their financial
resources, as indicated by the av.ilable funds ratio, must
be compared to trends in financial resource flexibility.
For example, an increase in the debt service to revenue
ratio indicates that the institution's pclicymakers and
decisionmakers should analyze their policies for building
financial reserves. An increase in the need for financial
resources will occur when there is an increase in the
financial inflexibility of the institution's sources

(Dickmeyer & Hughes, 1982b).
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The comparison of trends in the financial resources and
nonfinancial resources data will help to determine %he
changes undergone in nonfinancial resources that may have
influenced the institution's financial resources. This kind
of trend analysis permits the determination of the allo-
cation balance among institutional resources (Dickmeyer &
Hughes, 1982b). For example, financial reserves may in-
crease when faculty salaries, building maintenance, or
institutional attraction shrinks (Dickmeyer & Hughes,
1982b).

The overall financial condition will be assessed by an
analysis of the balance sheet ratios related to each insti-
tution's financial profile (Minter et al., 1980; Dickmeyer &
Hughes, 1982b).

Regarding the assessment of financial performance in
relation to net operating ratios, the analysis must be
related to the financial activities reported for current
funds. Current funds constitute the financial resources to
support the traditional mission of the institutions, i.e.,
instruction, research, and public service, (including
hospital services and so on) (Minter et al., 1982). Thus,
through the examination of the Statement of Current Funds
Revenues, Expenditures and Other Changes, it is possible to
depict the institution's financial performance for a given
fiscal year (Minter et al., 1982). Consequently, this
information can be compared to the financial performance

corresponding to preceding and subsequent years as well as
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the financial performance of other similar insvitutions.
Determining whether or not the institution being analyzed
lives within its means during a given time period is the
main objective of the evaluation of financial performance
(Minter et al., 1982). For this kind of assessment, current
fund net operating ratios provide the necessary financial
statistics. Such ratios are (Minter et al., 1982): net
total revenues to total revenues; net educational and
general revenues to total educational and general revenues;
net auxiliary enterprise revenues to total auxiliary
enterprise revenues.

The evaluation of the financial performance from the
point of view of the contribution and demand ratios will
permit explanation of the behavior of institutional finan-
cial ratios in the manner observed throughout the analysis
(Minter et al., 1982).

As for the contribution ratios, they can be calculated

rom the major sources of educational and general revenues

contained in the Statement of Current Funds Revenues, and
Other Changes (Minter, et al., 1982). 1In all cases, the
contribution constitutes a percentage of total educational
and general expenditures and mandatory transfers (Minter et
al., 1982).

For the assessment of financial performance from the

point of view of the demand ratios, the data necessary for
the calculation may be obtained from the eight functional

categories of educational and general expenditures as shown
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in the Statement of Current Funds Revenues, Expenditures and
Other Changes (Minter et al., 1982). In all cases, the
results are expressed as percentages of total educational
and general revenues (Minter et al., 1982),

The evaluation of creditworthiness will determine the

ability of the institutions to repay their debts. Thus,
strengths and weaknesses related to the vulnerability of the
financial solvency of these institutions can be appraised.
Therefore, for the evaluation of the capability of the
institutions to repay their debts and the measurement of the
degree of risk, the use of two financial ratios and two
nonfinancial indicators is .uggested. Accordingly, the
financial analysis measures will be (Minter, et al., 1982):

- total assets to total liabilities (equity ratio);

- debt service to current funds revenues; and net
investment in plant to plant debt (plant equity
ratio);

- student matriculants to completed applications;

- opening fall FTE enrollment of the present year
compared to opening fall FTE enrollment in base
year.

The measure of enrollment is important because serving

students is the primary objective of higher education.

Furthermore, total enrollment is & critical indicator of the

financial viability of most higher education institutions.

The creditor is basically concerned with data related to
total enrollment; components of enrollment (full time,

part-time, resident and nonresident students;
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undergraduates; graduate and professional degrees granted);

and the overcll trends and patterns in enrollment (Minter et

al., 1982).

Analysis of trends in tbe financing of higher education

institutions can be done by time-series analysis, which
permits the observation of the behavior of the financial
data over an extended period of time (Lapin, 1982). The
arrangement of the data in a time series is suggested by
Dickmeyer and Hughes (1982b) for trend analysis of financial
health of higher education institutions. This kind of
analysis was successfully performed by O'Neill (1971) in a
study prepared for the Carnegie Commission on Higher Educa-
tion in relation to trends in inputs and outputs of higher
education from 1930 to 1967. Therefore, the analysis of
trends in the financing of higher education institutions
permits the measurement of trends in institutional revenues
in conjunction with the variables related to these revenues,
such as enrollments, student costs, assets, liabilities,
working capital, surpluses or deficits, institutional
expenditures (educational and general expenditures and
mandatory transfers), Consumer Price Index, Higher Educa-
tion Price Index, and the Gross National Product (Dickmeyer

& Hughes, 1982b).

Population

The population consists of four private universities of

the Consortium of Universities of the Washington, D.C.
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Metropolitan Area: The American University; The Catholic

University of America; The George Washington University; and

Georgetown University. The reasons for the selection of

these institutions as subjects of the proposed study are the

following:
1.

The procedure will permit the collection of
information on peer group institutions for compar-
ative purposes (Dickmeyer & Hughes, 1982a).

The four universities to be studied can be con-
sidered representative of the private universities
in the Washington, D.C. Metropolitan Area.

The individual and aggregate statistics of these
institutions will permit the determination of
strengths and weaknesses in the financing of
private higher education in the Washington, D.C.
Metropolitan Area.

Aggregate financial statistics for this group of
institutions can be established for comparative
purposes with other peer institutions in the

United States.

Data Collection

|
i The financial data to be collected for the purposes of

this study basically consists of public information from the

following

sources:

Financial Statements: (a) Audited balance sheets, (b)

current fund revenues, expenditures, and (c) the
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statement of changes in fund balances and trends
observed in the data (Dickmeyer & Rughes, 1982b).
These data are availible through the special library
collections of The George Washington Univarsity and
Georgetown University and the university archives of
The American University and The Catholic University of
America.

Other Institutional Data: Nonfinancial statistics,

such as full-time-equivalent enrollment and faculty
will be obtained from the institutional research
offices of the institutions to be surveyed in this

study.

Other Information Sources

Inflation Measures for Schools and Colleges (Halstead,

1983) will provide the information related to the Higher
Education Price Index (HEPI), Consumer Price Index (CPI),
Private Higher Education Tuition Prices and family income.

The International Economic Indicators (U.S. Department of

Commerce [Eds] 1982-84) will provide the information related

to the gross national product.

DEFINITION OF TERMS

For the purposes of this study the following terms are

defined:
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Consortium of Uni._rsities of the Washington, D.C.

Metropolitan Area: A cooperative agreement

existing among The Au.erican University, The
Catholic University of Amsrica, Gallaudet College,
The George Washington ‘'niversity, Georgetown
University, Howard University, dount Vernon
College, Trinity College, and The Universit of
the District of Columbia for the developme - of
higher education activities.

Financial cCondition: The financial position of
che institutions to be studied at a given time as
shown by their balance sheets (Minter, 1980;
Minter et al., 1982). |

Financial Performance: The financial results of
the institutions to be stud.ed in relation to
their balance between .eir revenues and expendi-
tures (Minter et al., 1982).

Creditworthiness: The ability of the institutions

studied to repay their debt and assume further
indebtedness (Minter, 1980; Minter et al., 1982).
Financial Strusture: All the components oi the
institutions tc¢ be studied that can be expre ;sed
in monetary terms. ‘fnese terms embrace all the
items contained in the audited financial state-
ments of the participating uuniversities.

Full-Time Equivalent (FTE): ? unit for counting

students or faculty members. Full-time per-~.s
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are each counted as one and part-time persons as
appropriate fractions of one; for example, two
half-time persons equal one full-time equivalent
(Bowen, 1981).

- Student Cost/Unit Cost: Cost or expenditure per
student in terms of full-time equivalent student
(Bowen, 1981).

- Financial Statements: All the reports that
summarize the financial condition or final results
of the private universities to be studied on any
date or for any period (Giordano, 1981). The
financial reports specifically will be the state-
ments of revenues, expenditures, and other changes
as well as the balance sheets (Dickmeyer & Hughes,

1982).

LIMITATIONS

A serious limitation to this study is the lack of
reliable national standards by which a basis of comparison
to the results of this study can be mace. National finan-
cial ratios have not yet been determined and the comparison
is restricted to results obtained from previous research
done in this field using various institutional groupings.

Another limitation is that often ri.stricted and unre-
stricted finds are mingled, thus causing a lack of differ-

entiation when reported as 1line items in institutional
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balance sheets (Wilkinson, 1979). Also, in the listing of

assets the use of market value or book value may cause over-
or underestima- tion of some asset items (Minter, et al.,
1982). Then, too, comparisons among institutions are
limited by the factors of size, scope, and reputation (Hyatt
& "hompson, 1980; NACUBO, 1980).

Finally,.the financial condition of an institution lies
in many intangible factors that are not possible to express
in monetary terms. For example, the survival and progress
of a higher education institution also depends on fact9rs
such as capacity to attract students; latent ability to
vaise funds; quality and loyalty of faculty and staff,
quality, commitment, and efforts of board and managers;
public reputation; program excellence; adaptability to
changing social conditions that may affect the educational
mission and methods; physical plant condition; and efforts
of constituencies to face emergencies. Such intangible
factors are not adequately appraised if measured in terms of
dollars (Minter & Bowen, 1980).

%

DELIMITATIONS

This study is limited to the analysis of the financiail
operations of four private universities of the Consortium of
Universities of the Washington, D.C. Metropolitan Area
between 1973-74 and 1982-83. Therefore, the information
needed for this purpose will be 1limited to the annual

reports of the institutions to be studied corresponding to
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the time period indicated above. Nevertheless, other

sources of information will be used to obtain the informa-
tion related to national statistics for trend analysis

between 1973-74 and 1982-83.

ASSUMPTIONS

The proposed study will be carried out based on the

following assumptions:

1, The information to be collected is valid and
reliable.

2. The nature of the study will prompt a high degree
of cooperation among the preoviders of the informa-
tion.

3. The different categor'es assigned to the financial
and nonfinancial iteus by each institution partic-
ipating in the stuly will not cause any serious
problems of noicomparability for the data results
and subsequent analysis,

4. The institutions to be studied are representative

of the private universities of the Washington

D.C. Metropolitaa Area.




CHAPTER II
REVIEW OF LITERATURE

Increasing interest in the study of the finance of
higher education institutions has been precipitated by
problems of financial exigencies in nearly all higher
education institutions but especially those in the private
sector. This, in turn, has fostered the search for method-
ologies that help to detect and prevent causes of financial
imbalances and deterioration.

The development of approaches to evaluate the financial
condition of private and public higher education institu-
tions has contributed to the enrichment of literature
related to higher education finance in general. And the
analysis of problems causing financial difficulties in
private institutions of higher education has been facili-
tated by the application of financial analytical techniques
developed as a result of the research undertaken at the
national level.

Accordingly, this review of the literature has been
structured as follows:

- Historical synopsis and the present context for

financing private higher education in the United

States.




- Recent trends in enrollment revenues and expendi-
tures.
- Components of the financial structure of private

higher education institutions.

- The role of financial reporting in financial
analysis and management.

- Analytical tools for financial assessment of

institutions of higher education.

FINANCING OF PRIVATE HIGHER EDUCATION IN THE UNITED STATES

Historical Synopsis

Higher education in the U.S. has been plagued by finan-
cial problems since the founding of Harvard College in 1636
(Millet, 197. Despite the private character of higher
education in colonial times, the early college heavily
depended on public subsidies as a revenue source (Brubacher
& Rudy, 1976). Other revenue sources comprising colonial
colleges were the consequence of individual campaigns
conducted by these institutions to overcome persistent
financial dilemmas (Brubacher & Rudy, 1976). Promotional
attempts to obtain funds from England were routinely
undertaken, an example of which is the pamphlet "New Eng-
land's First Fruits" (Brubacher & Rudy, 1976) that con-
tributed to produce gift revenues from abroad.

Endowments derived from American sources constituted

another source of revenue. And finally, a significant
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portion of the colonial college budget was covered by
tuition and fees (Brubacher & Rudy, 1976).

Most of these colonial college funds were used to
finance current expenses--mainly payment of faculty
salaries. At one point, Brown University was given an
indirect subsidy by colonial charter to compensate for low
faculty salaries in the form of a tax exemption. In fact
this former medieval custom was also extended for a time to
William and Mary and Harvard as well. At Brown the blanket
tax exemption was modified in 1863 to extend to a maximum of
$10,000 of real estate, which lasted until after World War
II, when the college voluntarily asked the state legislature
to end it (Brubacher & Rudy, 1976).

The colonial colleges were not able to accumulate a
significant level of permanent funds because their revenues
were scarcely enough to cover their current expenses. In
fact in many cases the permanent funds were used to finance
current deficits, to compensate for mismanagement, and even
for personal loans (Brubacher & Rudy, 1976).

The growth of the high school student population during
the first five decades of this century, spurred by the
general population growth, stimulated the growth of higher
education at &ll 1levels. For example, between 1900 and
1940, the population as a whole rose 60 percent, while the
high school population increased 1,200 percent. As a
consequence of this growth, higher education required more

financial resources to meet the increasing demand for places
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for those willing to attend college. Endowments, taxes, and

tuition continued to be the three principal income sources
of higher education institutions (Brubacher & Rudy, 1976).

For private institutions, endowment income represented
the main source of funds. Previously, large gifts were
granted to institutions of higher learning between the
Revolutionary and Civil Wars. Universities such as Johns
Hopkins, Stanford, and Chicago benefited from thesa acts of
philanthropy. Foundations 1like Carnegie, Rockefeller, and
Ford donated a portion of their revenues and eventually
their principal to help to solve financial problems afflict-
ing older institutions (Brubacher & Rudy, 1976).

Millet (1974) compared the financial statistics of
institutions of higher education for the fiscal years 1950
and 1974 and found little change during this period in the
pattern of expenditures. For example, the expenditures for
instruction were about 65 percent of the total expenditures
in 1950 compared to 66 percent of total expenditures in
1974. The expenditures for sponsored research and public
service did not show significant prnportional differences
between these years; nevertheless, Millet detected a shift
in the income source for colleges and universities. The
proportion of all stw~~n+-derived revenue decreased from 25
percent to 21 percent, which Millet attributed to the shift
in enrollment from private to public institutions from 1950.
About 52 percent of the total student enrollment was in

public institutions of higher education while 48 percent
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were in private institutions. By way of contrast, fall 1973
data showed the proportion of cnrollments at about 76
percent for public higher education institutions versus 24
percent for private institutions. State government support
for higher education institutions between 1950 and 1974 rose
from around 19 percent to approximately 37 percent.

Millet (1974) observed a substantial reduction in the
proportion of institutional revenues derived from the
Federal government. This changs is attributed to the fact
that the tuition charges for World War II veterans enrolled
in higher education institutions in 1950 were paid directly
to the institutions by the Federal government. However, by
1974, the government was paying educational benefits di-
rectly to veterans and survivors under the Social Security
System, which then gave the veterans and not the institution
control over the flow of revenue.

In terms of dollars, the contribution of the Federal
government for higher education institutions was about seven
times greater in 1974 ($3.7 billion) than ir 1950 ($500
million), while the contribution of state governments was
some 20 imes greater in 1974 ($11.4 billion) than in 1950
($450 million). Other sources of income, such as endow-
ments, gifts, and auxiliary charges decreased in the propor-
tion of contribution in the period analyzed by Millet
(1974).

Furthermore, Millet (1974) reviewed four major issues
he c¢onsidered basic concerns of those who support the

mission of higher education in the U.S. These issues were:
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(1) the costs of higher education; (2) the relative pricing
of public and private institutions; (3) the choice between
financing students or financing institutions; and (4) the
possibility of further changes in the sources of revenues
for colleges and universities.

Millet (1974) found the costs of higher education would
have difficulty keeping pace with inflation, which would be
determined by the future decrease in the purchasing power of
1971 dollars. He also observed a gap between the tuition
charges of private and public higher education, i.e.,
private higher education tuition is much more expensive than
public higher education. Then, too, there was a significant
difference between governmental support of students and
governmental support of institutions. Increased public
spending for financial assistance to students, Millet
maintained, would not increase the revenues to a college or
university unless the institution increased either its
enrollment or its tuition charges. Finally, to deal with
the effects of inflation and to attain improvement in
quality, higher education institutions would need additional
income. This additional income, in Millet's opinion, would
have to be derived from the three traditional sources of
income: government, students, and philanthropy.

For consideration of these issues it is necessary to
recall that higher education expenditures rose approximately

13 times between 1950 ($2.3 billion) and 1974 ($29.5

billion). Over this same time, enrollment rose about three




times and the Consumer Price Index (CPI) increased approxi-
mately 90 percent. Therefore, even when adjusted in rela-
tion to the CPI, the expenditures still underwent an in-
crease of some 6.5 times in contrast to the higher education
expenditures of 1950 (Millet, 1974). The cost per FTE
student was $786 in 1950 (Bowen, 1981) but $2,759 in 1974
(Halstead, 1983), an increase of about 3.5 times in current
dollars,.

In 1950, private colleges and universities as a group
began to 1lose enrollments. Between 1965 and 1970 the
enrollment expansion slowed by 2 percent in private institu-
tions. This decrease in enrollments was caused by the
tremendous increase in public educaticn facilities as well
as the low tuition charges at these institutions (Millet,
1974).

Analyzing the financial statistics of higher education
between the late 1950s and 1967-68, Cheit (1971) concluded
that mere growth of a higher edacation institution was not a
good indicator of financial strength. Doubled enrollments,
tripled expenditures, and fourfold increases in expenditures
for the physical plant during those years seemed a positive
sign for institutions of higher education, but the financial
structure of many of these institutions showed remarkable
weaknesses. Cheit stated:

Despite the growth, however, the fiscal structure of
many institutions was not sound. There were problems

of inadequate plants remaining from the Great
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Depression and World War II. Much of the library,
laboratory, space, and equipment support needed for new
programs was either not found or financed by heavy
dependence on foundation and government assistance of
an explicitly temporary nature. There was neither
budget nor plan for permanent financing in the event of
a downturn. Some institutions adopted new graduate
programs without real.zing how much it would cost to
carry tl.em on at their desired level of quality. Where
plant expansion was financed, long-term maintenance and
equipment replacement (sometimes only five years for
scientific equipment) often was not done. It was a
time of competition for quality resources in the face
of a generally rising price level. Many institutions
were "trading up" in quality and getting caught by high
expenses of transition. Some of the university admin-
istrators, who were aware during that time of the
dangers of undercapitalization and overextension,
either could not deflate the boom psychology on their
campus or were willing (or forced) to gamble that
subsequent income would be found to bail them out
(pp. 5-6).
O'Neill (1973) analyzed the trends in funding for
colleges and universities between 1930 and 1968. From his
findings O'Neill suggested several reasons why private

higher education institutions have increased their depen-

dence on tuition derived revenues:
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- Less than adequate increases in private philan-
thropy. The decline in the rate of private
philanthropy affected private higher education
institutions more than the public ones.

- Rapid increases in student aid derived from the
Federal government possibly caused tuition in-
creases &s well as the increase in dispersion of
charges among students according to income.

- Private higher education institutions may have
emphasized the subsidy of activities different
from student instruction. And federal payments
for financing research were slowing down.

Bowen (1981) explored the 1long-term trends in the
expenditures of higher education institutions between 1929
and 1976, and arrived at the following conclusions:

First, higher education expenditures at the
national level increased at the rate of 9.6 percent
annually. Bowen believed most of this growth was due
to a vast rise in student enrollment and a concomitant
decline in the value of the dollar.

Second, the trends in the amounts of the cost per
student were not consistent with growth. He identified
three stages of trends in educational expenditures per
student:

- Slight decline: from 1929-30 to 1949-50 the
average annual percentage of change was =0.40

percent. The emphasis of the expenditure was
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mostly on organized research, public service, and

other purposes not directly related to the educa-

tion of students.

- Rapid growth: from 1949-50 to 1969-70 the average
annual percentage of change was +3.21 percent.
This positive change can be attributed to the
national in:erest in the improvement and expansion
of higher education.

- Slight decline: from 1969-70 to 1977-78 the
average annual percentage of change was =-0.36
percent. This decline can be attributed to a
correlated insufficiency of funds for the steady
support of the educational expenditures per
student.

Third, during the past 50 years, the enrollment of
private higher education institutions expanded slower
than that c¢f public institutions. This fact has meant
that the operating costs per student of private insti-
tutions are higher than in the public institutions.
The relative increase in enrollments counterbalanced
some of the factors influencing the increase of the
average expenditures per student.

Fourth, the rate of growth of the trends in unit
costs of higher education was greater than in most of
the goods-producing sectors and a segment of the
service sector. However, this rate of growth was less

than in some of the nonprofit professional industries,
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such as elementary and secondary education, government,

and nospitals.

Fifth, the three-stage pattern of the trends in
the unit costs, already mentioned in the second conclu-
sion, seems not to be common to other industries.
These industries have been affected by more steady cost
increi ses over long periods.

Sixth, the salary levels of faculty and staff have
influenced the trend of unit costs in higher education.
A decline jin cost per student may be produced by a
decrease of faculty and staff salaries.

This historical perspective permits the identification
of key tactors causing financial difficulties in the finan-
cial resources of higher education institutions to keep pace
with costs. The basis for financial trouble has been
increasing for a long time. The Vietnam War and its related
inflation raised the .rices of many major institutional
costs and services. And the increasing competition for
Feusral and sta'e funding has detec-iorated resear:h univer-
sities and put.ic institutions. On the other hanéd, private
institutions must deal with market problems related to
increases in tuitieon charges (Balderston, 1978).

In summary, the financ: of higher education cannot be
s.udied without considering the political, social, and
economic environment in wr'<h the institutions of higher

education perform. The history of finan~ing higher educa-
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tion in the U.S. suggests the fcllowing factors should be

considered in the policymaking and decisionmaking process:
1. The attitude of the government at the federal,
state, and local level towards the financial problems
of both public and private institutions ¢ higher
education must be taken into account.
2. The behavior of the providers of endowment funds
and philanthropic gifty as related to their significant
financial support to private universities must be
carefully appraised.
3. The financial resources of the students and their
families to afford the increasing tuition charges,
especially in private colleges and universities should
be projected.
4. The overall condition of the economy of the
country is a crucial factor. This factor compels
institutions of higher education to take the necessary
and often painful steps to counteract the impact of
inflation on the costs of goods and services related to

highe: education.

Current Trends

The steadily rising operating costs of higher education
institutions require increased revenues from government,
philanthropy, and tuition charges. Faculty salaries,
profession-l service expenditures, and the purchase of go:ds

and services rose faster than inrflation betwe~n 1961 and
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1974, The Higher Education Price Index (HEPI), which mea-
sures the effect of inflation on the current operations of
higher education institutions, was 77.7 in 1961 and 152.8 in
1974. This increase of 96.7 percent in the price of the
current operations of higher education was greater than the
increase in prices of the yc<iieral economy, which was 56.7
percent as measured by the Consumer Price Index (Halstead,
1975).

Between 1961 and 1981, the price of financing higher
education operations increased significantly. The HEPI went
from 77.7 in 1961 to 263.9 in 1981. Since 1973, the in-
flation rate has ranged from 5.3 percent to 7.95 percent
per year.

In contrast to the analysis of the 1961 tc 1974 trends
(Halstead, 1975), which reflected inflation rates in higher
education prices (according to the HEPI) greater than the
inflation rates of the general economy (according to CPI),
the trend between 1974 and 1981 showed inflation in higher
education prices'(according to HEPI) rcse at the same rate.
Thus, the impact of inflation was similar both for the

general consumer and for higher education institutions. The

CPI had an increase of 191 percent ( %%2@1. 100), the
HEPI experienced an increase of 240 percent, and faculty

( 3%%§§- x 100) (See T ble 1)

salaries rose 197 percent
(Halstead, 1983).

The price indices applied by Halstead (1983) to the
trends in higher education prices also include a faculty

salary price index, a tuition price index, and a family
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Table 1

Summary of Piice Indices for Current Operations in Higher
Education, General Consumer. Faculty Salaries, Student

Tuition, and Family Income, Seiec ¢ Years 1961-1982

1967 = 100
Family
Student Tuition Faculty Mean

HEPI CP1 Pudlic Private Salaries Income
Fiscal
Year Inder Index I1. lex Index Index Index
1961 77.7 90.5 72.5 65.3 73.5 72.3
1967 100.0 100.0 100.0 100.0 100.0 100.0
1073 143.0 130.0 -- -- 137.4 151.9
1974 153.1 141.6 158.3 165.6 144 .4 162.6
1981 263.9 263.1 250.6 302.3 218.6 282.2
1982 290.1 285.9 268.0 349.8 236.9 --

From Inflation Measures for Schools and Tolleges.
The National 1lnstitute of Education.

1983; Washington, D.C.:

98

(pp. 103-104) by D. K. Halstead,




40

median income index. These indices permit the estimation of
the effect of inflation on faculty salaries, tuition charges
for public and private institutions, and family income.
Table 1 compares the CPI and the HEPI for the selected time
periods 1961-74, 1974-82, and 1961-82, with the trends in
faculty salaries, student tuition, and family income. The
percentage of change is shown in Table 2.

In the analysis of these data, Halstead (1983) found
g-eat differences in the trends according to the yearly
inflation rates. Cousumer pri‘es were increasing about 1
percent annually, faculty salaries were increasing about 5
percent a year, while the inflation for institutions was
rising at a rate of 4 percent a year. From 1965 to 1977
consumer prices grew to the present double-digit level.
According to Halstead, the Consumer Price Index was 285.9 in
1982. (Table 2 shows the changes in this index from 1961 to
1982.)

The relationship among the percentages of change,
computed according to the trends in Halstead's price index
data (Halstead 1983), shows that tuition priées of private
institutions for the three selected periods (see Table 2)
have increased faster than family income, faculty salaries,
the Higher Education Price Index, public higher education,
and prices in the generel economy. O'Neill (1973), analyz-
ing the trends in tuition between 1953 ard 1968, found that
tuition increased by 4 percent a year, or at almost three

times the rate of the Consumer Price Index, which rose 1.7
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Table 2

Sumnmary of Percentages of Change in Higher Education Price Index (H!PIZ,
Consumer Price Index (CPI), Faculty "alsry Index, Student Tuition Index,

and Family Median Income Index, Selected Years 1961-1982

Faculty Pomily
Student Tuition Salary Median
Time HEP1 Ccr1 Pubdblic Private Index Income
Period D) % % % L )
1967-74 97.0 56.5 118.34 153.6 96.5 124.9
1974-82 89.5 101,9 69,3 111.2 64,1 73.6%
1961-82 273.4 215.9 269.7 435,7 222.3 290.3*%

* Family median income data {s svsilable until 1981,

Percentage of changes computed with data from: Inflation Measures for Schools
and Colleges. (pp. 103-104) by K. Halstead, 1983; Washington, D.C.: The
National Insticute of Education.
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percent a year during this same time period. Family income

increased faster than tuition and the Consumer Price Index
by 5.5 percent during this same period.

According to the trends in prices between 1971 and 1982
(see Table 2), tuition in private higher education institu-
tion:s increased faster than tuition in priblic institutions,
the cost of goods and services of higher education institu-
tions, faculty salaries, family median income (1974-81), and
the prices of the general economy.

This significant growth in the rate of tuition increase
is attributed by Halstead (1983) to the efforts made by the
institutions to counteract the effect of the increase in
prices for many goods and services colleges and universities
must purchase. Thus, an approach to this problem was to
reduce the rate of faculty salary increase frcn 7 percent in
1970 to betwz2en 4 and 6 percent annually between 1971 and
1979. This measure produced changes in the yearly increase
of the Higher Education Price 1Index, which has remained
below that of the Consumer Price Index since 1973-74. 1In
addition, cost increases in higher education institutions
since 1970 have been transferred to the student consumer as
well as to state and local governments.

Tl.is significant increase in tuition can be explained
by the tendency of all higher education institutions to
depend on the same revenue structure of tuition, government

support, gift income, and endowment income. The difference
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is determined by the proportion that each of these elements
participate in these revenue sources. The typical private
higher education institution depends on tuition for about 60
percent or its educational and general revenues and the
average public institutions for about 20 percent.
Obviously, this dependence on higher education tuition makes
the institution more sensitive to the enrollment levels
(Ramsden, 1978) and to changes in other sources of income
such as private philanthropy, government derived student aid
(0O'Neill, 1973), and the subsidy of activities other than
instruction (Bowen, 1981; O'Neill, 1973). Even public
institutions have experienced substantial increases in
tuition charges as a consequence of inflation. Between 1961
and 1984, tuition in public institutions rose faster than
faculty salaries and prices in the general economy.

For public and private higher education, the role of
government at all levels in the financing of higher educa-
tion can be regarded as a crucial factor for institutional
revenue flow (Halstead & McCoy, 1979; NCES, 1983; Ramsden,
1978) . Halstcad and McCoy (1979) stated:

State and local governments are the single most impor-

tant source of financial support to American higher

education. Of the $31 billion in educ: .ion and general

(E&G, revenues received by all colleges and univer-

sities in fiscal year 1976, $14 billion or 45 percent

came from state and local government appropriatiors and
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grants and contracts. Tuition at $8.2 billion and

Federal appropriations and contracts at $5.4 billion

were next in importance. In the public sector, state

and local governments completely dominate, providing 60

percent of total E&G revenues received by public

colleges and universitiecs (p. 1).

Finally, the relationship between the GNP and higher
education growth and welfare cannot be ignored. Bowen
(1981) in the analysis of higher education trends from 1929
to 1976 emphasized the phenomenal growth of higher education
since World War II. This growth began an increase in the
total higher education expenditures of 9.6 percent per year.
The expense share of the GNP corresponding to higher educa-
tion i:ncreased from 0.7 percent to 2.7 percent during the
period considered by Bowen. Higher education institutions
began to change their traditional revenue structure (govern-
ment appropriations, endowments, gifts, and tuitions) to
raise the necessary funds to keep pace with general economic
growth. New financial resources such as government grants,
-tudent loan funds, and stepped-up annual giving programs
became a central part of institutional financial framework.

The association of higher education expenditures and
student enrollment to the GNP in the 19808 has beer com-
mented on by Bowen (198l1): "Indeed, if in the 1980s there
should be a fall in enrollment or even a slowing of enroll-
ment growth, higher education's share of the GNP might

actually begin to decline." (p. 36.)
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The GNP is the basic measure of the economic growth of

a given country (Lapin, 1982). As a representation of the
value of goods and services, it can be compared to the
growth in the prices of consumption of goods and services,
including higher education prices (dughes, 1979). However,
the use of the GNP presents some limitations when used in
the analysis of trends in financing higher education insti-
tutions. According to the Department of Commerce statistics
([Eds] 1982-1984), the GNP rate of increase has been fluctu-
ating, while the rate of growth of the HEPI, CPI, tuition,
family income, and faculty salaries show a steady increase
(Halstead, 1983). Moreover, this fluctuating rate of
increase, an average of 2.8 percent, at constant 1972 prices
for the time period 1976-83 and its price measure, the GNP
Implicit Price Deflator [GNPIPD] (Department of Commerce
[Eds] 1982-84) have proven to bz less than the rate of
inflation (see Table 3) (Hughes, 1979) even when spliced at
1967 prices.1

Table 3 shows the data corresponding to the trends in
the GNP. The figures corresponding to these trends in 1972
prices have heen spliced at 1967 prices through the Spliced
Price Index (Lapin, 1982). This procedure permits estab-

iishing a uniform base year (1967 = 100) (Halstead, 1983)

Splicing is the combination of two-index number time
series with different base ycars (Lapin, 1982, p. 458).



Table 3

Gross Natioral Product (GNPZ at Current Prices and Constant 1967 Prices,

Gross National Product Inplicit Price Deflator (GNPIPD) 1967 = 100,
GNPIPD 1972 = 100, Spliced GNPIPD 1967 = 100, GNPIPD Percentage of Change

(1967 = 100), Years 1967-83

in Billions of Dollars

1 2 3 b 5 6
Yearly
GNP GNP GNP GNP Spliced Percent
Current Constant 1967 IPD Irp GNPIPD of Change
Year Dollare Dcllars 1967 = 100 1972 = 100 1967 = 100 1967 = i00
1967 100.0 79.0 100.0
1968 103.7 .- 103.7 37
1969 169,3 -- 109.3 5.4
1970 993 867 114,5 91.4 114.5 4.8
1974 -- .- 141,7 .- 161.7 23.8
1975 - -- 156.9 -- 156.9 10.7
1976 1,718 1,023 167.9 132.3 167.9 7.0
1977 1,918 ~ 1,070 119.2 140.0 179.2 6.7
1978 2,164 1,129 191.6 150.4 191.6 6.9
1979 2,418 1,169 -- los.& 206.8 7.9
1980 2,633 1,116 .- 178.4 225.8 9.2
1981 2,954 1,196 -- 195.1 247.0 9.4
1982 3,073 1,173 - 206.9 261.9 6.0
1983 3,310 1,213 -- 215.6 272.9 4,2
The data in columns 1 and & for the years 1970-83 are from U.S. Department of Commerce
International Eccnomic Indicators. Dec. 1982, pp. 9, 42; June 1983, pp. 9, 42; and
March 1984, pp. 9, 42; Washington, D.C.
The GNPIPD 1972 = 100 for the year 1967 is from Statistics for Modern Business Decisions
p. 454, by L. Lapin, 1982, New York: Harcourt Brace Janovich, Inc,
The data in column 3 are from Inflation Indicators in Research Universities
by K. S. Hughes, 1979 NACUBO, Writers on Financial Management. p. 183, Washington, D.C.:
NACUBO.
The data ir. colums 4 (for the years 1979-83) and 5 were .omputed by the author,
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for comparative purposes to analyze trends in the economic
indicators considered here.

Table 4 shows the data corresponding to the trends in
changes of the CPI, HEPI, private institutions tuition price
index, public institutions tuition price index, family

median income index, and faculty salaries index.

Recent Trends in Private Higher Education Enrollments,

Revenues, and Expenditures

Enrollment Trends

Student enrollment is one of the core statistics in the
determination of inscitutional risk (Dickmeyer, 1982;
Dickmeyer & Hughes, 1982). Consequently, preserving ade-
quate enrollment levels is vital for the financial survival
of private education institutions where tuition is one of
the most important sources of revenue (Cheit, 1971; O'Neill,
1973; Halstead, 1983).

By analyzing the effects of changes in enrollment
levels and inflation on general and educational expenditures
it is possible to establish a framework for trend analysis
in relation to tctal revenue and expenditures (Halstead,
1983).

Kotler (1982) attributes the causes of a future decline
in enrollments at private universities to: (1) a 20 percent
to 30 percent decline in the numbers of high school gradu-

ates between between 1980 and 1990: (2) decline in the
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Table &4

Irends in Higher Education Prices of Goods and Services as Measured by the
Righer Education Price Index (HEPI), Public and Private Higher Education Tuition

the Public and Private Higher Education Indices, Faculty Sale:-ies

as Measuied by the Faculty Salaries Index, Consumer Prices as Measured by the
c r Price Index (CP1), and Pamily Income as Measured e Family Median

Incowe Index, Years 1973-82.

1967 = 100

Family
Tuition Faculty Median
Yenrs HEPI Private _Public Salaries CP1 Income
Index Index Index Index Index Index
1973 143.0 d - 137.4 130.0 151.9
1974 153.1 165.6 158.3 p L 141.6 162.6
1975 166.2 176.3 168.6 152.3 157.4 172.9
1976 177.2 192.0 180.4 161.1 168.5 188.6
1977 188.7 208.9 188.3 168.7 178.3 201.8
1978 201.3 226.2 205.2 177.6 190.3 222.4
1979 216.9 245.1 219.4 187.9 208.1 247.8
1980 238.3 267.6 233.6 201.3 235.9 265.0
1981 263.9 302.3 250.6 218.6 263.1 282.2

1982 290.1 349.8 268.9 236.9 285.9 --

Note: From Inflation Measures for Schools and Colleges. (pp. 14-15), by D. Kent Halstead,
1983; Washington, D.C.: U.S. Department of Education.
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proportion of high school students willing to attend col-

lege; (3) the increase of enrollments in community colleges;
(4) the trends in the increase of the level of tuition will
contribute to reduce the demand for higher education,
particularly in private institutions: (5) college revenue
from ¢tuition and fund-raising tend to grow slower than
¢ 'llege operatinc costs.

The report Ly the Carnegie Council on Policy Studies in

Higher Education (1980), Three Thousand Futures forecasts a

5 percent to 15 percent decline by the end of the century e
a consequence of a decrease of the number of 18 to 24
year-olds. Bowen (1981), who disagrees with this predic-
tion, stated:
To speak of higher education as a growth industry at
the brink of a decline in the number of persons between
the ages of eighteen and twenty-one may seem absurd.
But the potential students are of all ages. The number
of people who could benefit from higher education is
enormous. To cite a few figures, only 17.5 million
person or 14.7 percent of the adult population (twenty-
five years of age and over) are college graduates;
another 15.5 million have attended college without
graduating; and 85.8 million over the age of twenty-
five, or nearly three-fourths of the adult population
have never been to college. Even in the group of
eighteen to twenty=-four, only about half ever attend
and only a fourth ever graduate from college. There

are vast numbers of persons who are .potential
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candidates for further higher education. The numbers
are so large that only small changes in the percentages
attending would make enormous differences in enroll-
ment. For example, each increase of one percent in the
number of persons over the age of twenty-four attending
college would add a half-million full-time equivalent

enrollments (p. 2:50).

Besides the decline in the traditional market of 18 to
24 year olds and a decline of 19 percenc in the coilege-
going population, Hershey (1981) emphasized the impact of
the patterns of federal spending on enrollmen: levels.
Hershey stated:

Increased federal controls, such as legislation for

veterans ani handicapped, will also affect enrollments.

To determine where federal dollars will be spent, the

government will become involved ! institutional

eligikility and accreditaiion (p. 77).

Amonqg other causes influencing future enrollment lev:ls
(Hershey, 1981) are the selection of programs to be offered
as a co.nsequence of cost effectiveness of such programs; the
reluctance of the institations to reduce their autonomy as a
consequence of the increase .n state financial support; and
the lack of an effective manayement plan that acknowledges
the interrelation of enrollment, marketing and retention.

However, the expected decline in enrollments has not

happened yet. Minter and Bowen (1975, 1977, 197¢, 1980),
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after analyzing the trends in enrollments of private higher
education, found that from 1969-70 to 1979-80 total enroll-
ment remained relativeiy stable, and even showed a slow
upwird trend. Yet Minter and Bowen (1978, 1980) considerer”
uncertain the overall enrollment situation due to the
demographic changes fcreseen for the 1980s. Despite this
uncertainty over enrollaents, Bowen and Minter recogrnize
that the private higher education institutions in general at
the beginning of the 1980s showed a stable number of stu-
dents wich similar academic preparation as in previous years
(Minter & Bowen, 1980).

According to NCES (1984), slow but steady growth has
occurred in total earollments at both public and private
higher education institutions. Enrollments rose from
8,602,123 students in 1973 to 12,425,780 students in 1982,
an increase of 29.4 percent. The public sector increased
its total eurollments from 7,419,516 students in 1973 to
9,696,087 students in 1982, an increase «f 30.7 percent,
while private sector enrollments rose from 2,182,607 stu-
dents in 1973 to 2,729,693 students in 1982, an increasz of
25.1 percent. 7Table 5 shows these trends along with the
percentage of public and private total enrollments related
to the tvends in total higher education enrollments between
1973 and 1782. The rates of enrollmert growth for both
types of institutions are also shown in Table 5. The
average rate of growth of 2nrollment for public institutions

was 3.1 percent ard for private institutions 2.5 percent.
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Table 5

Totsl Enrollments in Public snd Private Institutions of Higher
Education and Percentage of Changes in Enrollment Years 1973 to 1982

Totsl Enrollments Percentage of Change
1 2 3 4 5 6
Public Privste Public Privste
Total — . Inst tutions Institutions Totsl Institutions Institutions
No. of Ne, of No. of
Years students students % students % % % %
1973 9,602,123 7,419,516 77.3 2,182,607 27.7 -- -- --
1974 10,223,725 7,988,500 78.1 2,235,229 21.9 6.5 1.7 2.4
1975 11,184,859 8,834,508 79.0 2,350,351 21.0 9.4 10.6 5.1
1976 11,012,132 8,653,477 78.6 2,358,660 21.4 -1.6 -2.0 0.3
1977 11,285,787 6,846,993 78.4 2,438,794 21.6 2.5 2.2 3.4
197¢ 11,261,092 8,785,893 78.0 2,474,199 22.0 0.2 =-0.7 1.4
1979 11,569,899 9,036,822 78.1 2,533,077 21.9 2.7 2.9 2.4
1980 12,096,595 9,457,3% 78 2 2,639,501 21.9 4.6 4.6 4.2
1581 12,371,672 9,647,032 78.0 2,724,640 22.0 2.3 2.0 3.2
1982 12,425, 780 9,696,087 78.0 2,729,693 22.0 0.4 0.5 0.2

From: 'Digest of Educstion Statistics," 1533-84, Nationsl Center for Education
Stetistics, Washington, D, C., USA.
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The total average increase was 3 percent between 1973 and
1982,

In terms of FTE students (NCES, 1984), the tctal
enrollment was 7,453,448 students in 1973 and 9,014,521
students in 1982, an average increase of 20.9 perceat. The
FTE enrollment in public institutions was 5,629 53 students
in 1973 and 6,781,300 students in 1982, an average increase
of 20.4 percent. For private institutions the FTE enroll-
ment was 1,823,893 students in 1973 and 2,233,221 students
in 1982, an increase of 22.4 percent. Takle 6 shows the
trends in FTE enrollments and the rates of increase for
total FTE enrollment and FTE enrollment in public and
private institutions of higher education. The average rate
of growth for public institutions was 2.4 percent and for
private institutions 2.6 percent, with a total average
increase of 2.4 percent.

According to the above statistics, higher education
institutions have experiencea a slow but steady incre.se in
their enrollments in both the public and private sector
between 1973 and 1982. 1In terms of total enrollment, the
public sector increased its enrollments 5.6 percent greater
than the private sector; however, in terms of FTE students,
the enrollment in private institutions rose 2 percent fastexr
than public institutions. The private sector, even though
showing a slowe. ‘rowth rate, showed a steadier increase

than its public sector counterpart.
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Table 6

Total FTE Enrollments in Public snd Private Institutions of Higher
Educstion snd Percentage of Changes in Enrollment Years 1973 to 1982

FTE Enrollments

Percentage of Change
5

1 2 3 4 6
Public Private Public Private
Totsl Institutions institutions Total Institutions Institutions
Years FIE students FIE students b3 FIE students b3 % L3 L
1973 7,453,448 5,629,555 76.4 1,823,893 23.6 -- -- --
1974 7,805,453 5,944,804 76.1 1,860,649 23.9 4.7 5.59 2,02
1975 8,479,685 6,522,310 76.9 1,957,375 23.1 8.6 9.7 2
1976 8,212,502 6,349,903 76.4 1,962,599 23.6 -2.0 -2.6 0.3
1977 8,415,33¢% 6,396,476 76.0 2,018,863 24.0 1.2 0.7 2.9
1978 8,348,482 6,279,199 75.2 2,069,283 24.8 -0.8 -1.8 2.4
1979 8,487,317 6,392,617 75.3 2,094,700 24,7 1.7 1.8 1.3
1980 8,819,013 6,642,294 75.3 2,176,719 26.7 3.9 3.9 3.9
1981 9,014,521 6,781,300 75.2 2,233,221 24.8 2.2 2.1 2.6
Fron: "Digest of Educstion Statistics," 1983-84, Nationsl Center for Education

Statistics, Washington, D, C., USA,
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Despite the gap existing between the tuition prices in
public and private higher education tuition prices, the
level of enrollment at private institutions in general has
not been affected. Among public higher education institu-
tions, the tuition income per student shows a very stable
level of purchasing power from 1961 to 1981. The signifi~
cant increase in tuition revenue per student in private
higher education has more than kept pace with institutional
inflation, producing around a 37 percent increase in. pur-
chasing power between 1961 and 1981. However, this substan-
tial increase in taition in privete higher education prices
is related to the ability of families tu afford increased
tuition fees: private education was 15.7 percent of family
income in comparison to 14 percent in 1961. Thus, the shift
has not been that significant during this 20-year period
(Halstead, 1983).

Minter and Bowen (1980) found that the slow but steady
growth of private higher education enrollments from 1969 to
1980 was caused in part by the practice in many institutions
of establishing 1limits on enrollments to avoid large in-
cieases, and, in the face of projected declines, intensify-
ing recruitment efforts to avoid large decreases.

One more factor that might have contributed to enroll-
ment stability is the granting of larger student financial
aid and loans with a longer repayment period. The Educa-
tional Testing Service (National Association of College and

University Business Officers [NACUBO)], 1984) found that some
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students could afford to pay back larger amounts if they
were allowed to repay their loans over 15 years. The time
currently given to students to repay debts has a 10-year
ceiling. The present practice of repaying loans over a
l0-year period in egual monthly installments caused some
difficulty for some students because the initial install-
ments were greater than the ability of the students to repay
immediately after graduation.

The ETS study (cited in NACUBO, 1984) recommended an
increase from $5,000 to $16,500 for students pursuing a
bachelor's degree, and from $30,500 to $100,000 for students
in M.D. programs. The report advised that the extension of
tae repayment option must be approved by Congress. It is
expected that if this new financial mechanism is imple~-
rented, it will have a positive effect on enrollwment: in

higher education institutions.

Revenue Trends

The National Commission on the Financing of Postsecon-
dary [Cducation (NCFPE, 1973) conducted an anzlysis of the
revenue sources of higher education institutions at all
levels for the years 1971-72. The Commission found that
financing of postsecondary educ;tion in the U.S. is shared

by "studznts and their families, government at all levels,

phiianthropic organizations and individuals, and the insti-

tutions themselves" (p. 67\,




The above paragraph contains a synthesis of the revenue
structure of higher education institutions. The elements
forming this revenue structure are common to both public and
private institutions, and as previously noted, the differ-
ence lies in the proportion these elements represent in such
a structure. As Ramsden (1978) puts it, "all institutions
tend to depend on the same source of revenuc sources--
tuition, government support, gift income and endowment
income. The difference is in the mix."

The discussion of the relative weight of each revenue
source within the income structure of private higher educa-
tion principally focuses on tuition fees, gift income.
endowments, and government suppcrt, and revenue distribution
trends wgucg have been analyzed by Cheit (1 1), Millet
(1974), and O'Neill (1973). The trends in this revenue
structure have always been associated with trends in
enrollments, expenditures, and in the r~eneral economy of the
country, as pointed out previcusly (Halstead, 1975, 1983;
McDonald, 1980; O'Neill, 1973). Related trends such as
family income (Halstead, 1983), population size and mix
(Bowen, 1981; Mcuonalid, 1980) have been considered important
elements in the measurement of the enrollment impact on
revenues and expenditures of higher education institutions.

An examination of revenue trends between 1975 and 1982
(NCES [Eds.] 1975, 1977, 1982) shows that the revenue
structure of private higher education institutions has

remained significantly unchanged. The proportions by which
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each income source in the revenue structure participates
have remained relatively stakle when measured on a year *o
year basis. (Table 7 shows the trends in revenues sources
for the years 1975 to 1982.)

A comparison of the revenue structures of the years
1975 and 1982 (see Table 7) shows the proportional changes.
Tuition and fees underwent an increzse of 1.9 percent; sales
and services of educational activities increased by 0.6
percent; sales and services of hospitals increased its
proportion by 0.9 percent; and other sources of revenues
(unclassified) had an increase of 1.4 percent. The Federal
government support decreased in total proportion by 2.6
percent while 3state government support decreased by 0.3
percent. The contribution of private philanthropy -experi-
enced a decrease of 1.1 percent, and revenues from endowment
income decreased by 0.2 percent. The proportioa of local
government support remained stable. The revenues from
auxiliary enterprises underwent a decrease of 1.1 percent in
relating to total current fund revenues.

Accordingly, the sum of the decreases in the proportion
of the Federal and state —~overnment support, private philan-
thropy, and endowment income (4.2 percent) was 0.9 percent
greater that the proportion of the sum of increases in
student¢ tuition and fees and other unclassified sources of
revenues (3.3 percent) for this period. (Sales and services
of educational activities, hospitals, and auxiliary enter-

prises are excluded from this analysis, since they are
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Table 7

Current Funds Revenuea by Source of Private Education
Institutiona in the United Statea - Years 1975-82

Ta milliona of

current dollars

Fiscal Years

1 3 4 5 6
Sources 1975 1977 1978 1979 1980 1981 1982
$ b $ L) $ ] $ L3 $ L3 $ ) $ %
Taition and feea 4,196 35.7 5,23 36.7 5,713 3.9 6,324 36.5 7,070 35.9 8,203 36.6 9,379 37.6
Federal government including
independent operations 2,290 19.5 2,797 19.6 2,929 19.0 3,312 19.1 3,830 19.4 4,207 18.8 4,218 16.9
State governmenta 250 2.1 298 2.1 315 2.0 6 2.0 404 2.1 430 1.9 452 1.8
Local governments 88 0.7 112 0.7 109 0.7 112 0.6 151 0.8 168 0.8 181 0.7
Private gifts, grants and
contracts, and gifts
received in the preceding
yesr 1,214 10.3 1,423 10.0 1,544 10.0 1,6%3 9.5 1,829 9.3 2,077 9.3 2,287 9.2
Endowment income 611 5.2 667 4.7 703 4.5 832 5.0 986 5.0 1,150 5.1 1,353 5.4
Salea and servicea of
educational activities 182 1.5 263 1.8 7 2.0 338 2.0 420 2.1 466 2.1 511 2.1
Auxiliary enterprises 1,535 13.1 1,787 12.5 1,93 12,5 2,113 12.2 2,393 12,2 2,673 11.9 2,999 12.0
Hospital sales and services 1,030 8.8 1,237 8.7 1,409 9.1 1,635 9.4 1,838 9.3 2,083 v.3 2,413 9.7
Other sources 363 31 k43 3.2 516 3.3 646 3.7 774 3.9 932 4.2 1,128 4.6
Totals 11,759 100.0 14,261 100.0 15,489 100.0 17,311 100.0 19,695 100.0 22,389 100.0 24,921 100.0

| From: "Financial Statistics of Institutiona of Higher Edu.ation” by the National Center for Education Statistics (Eds) 1975,

Washington, D, C., USA

Note: The percentages were calculated in relation to the total revenues.

50)

1977-82,
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considered self-financed activities [Balderston, 1978;
Hughes, Leonard & Williams, 1982; O'Neill, 1973]).)

Revenues (financial inflows) and expenditures (finan-
cial outflows) make up the financial system of higher
education institutions. Either the buildup or reducticn of
institutional resources is determined by the difference
between income and expenditures. When inflows are greater
than outflows the institution can augment its investment in
resources. Hence, the difference in the financial structure
between public and private institutions is determined by the
flexibility with which these institutional revenues can be
managed. Because public institutions depend more on govern-
mental support than student tuition, they are less able than
private institutions to make independent decisions about
investments to build up financial reserves (Dickmeyer,
1983} .,

The accumulation of financial reserves is usually
moderate for private as well as public higher education
institutions. In this respect, Dickmeyer (1983) stated:

Both taxp-yers and legislators may view financial

reserves as evidence of overfunding. Public institu-

tions often must depe.:d on the state for protection
from economic fluctuations.

The wealthy institutions. . . [managed]. . . to
build resources--they have highly regarded faculty,

ample financial reserves, large endowments, and well-
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maintained buildings. Institutions that are unstable

financially may have a history of outflows exceeding

inflows to the extent that large amounts of debt leave

those institutions without net resources (p. 13).

The percentages of change shown in Table 7 represents
an increase in revenue source related to the £financing
educational and general expenditures between 1977 and 1982,
Student tuition and fees show a slight g ¢ .r Setwean 1977
and 1980, and a siquificant increasz in 19381 (16.2 percent).
In 1982 this of growth decreased to 14.3 nercent; the
average rate of growth for 1977-82 was 12.4 percent. The
Federal government support through appropriations, grants
and contracts and independent operations (NCES, 1983) < »ws
a significant . luctuation at an average rate of increase of
8.7 percent

Observe that the contribution cf the Federal government
in conjunction with the other sources of revenue (with thc
exception of tuition and private philanthropy) shows a
significant increase between 1978 and 198% (see Table 9!:
however, the increase of the ~ontribution of the Federal
government to yrivate higher education was only 0.3 percent
betwee 1981 and 1982. The Federal government, including
independent operations, ccntributed to private higher
education 37.5 percent of the total - port to higher
education in 1975 (NCES, 197%). 1In 1982 this proportion

ruse to 44 percent (NCES, 1983).
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Table 8

Percentage of Change of Tuition and Feea, Federal, State, and Local
Government Support, Private Philanthropy and Endowment Income, Yeara 1977-82

M 2 3 4 5 6
Tui..cn “ederal State Local Trivate Endowment

Yeara and fees government _Rovernsent Bovernment philanthropy income

% % % _5 % ]
1977 -- .- -- .- .- .-
1978 9.2 14,7 15,7 -2.8 8.5 5.4
1979 10,7 13.1 19.8 2.8 7.1 3.6
1980 11.8 15.6 16.8 34.8 10.6 18.5
1981 16,2 9.8 6.4 11,3 13,6 16.6
1982 14.3 0.3 5.11 1.7 10.1 17.7
Yearly average
rates of 12,4 8.7 8.8 10.8 10.0 12,4

grovwth

Nete: Percentages computed from the data contained in Table 7. The average
rates of growth for rhe 5 year period were computed by dividing the sums
of the percentages correaponding to each aource of revenue by 5.
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contribution to higher education from this source of reve-
nue. However, this proportion has declined in comparison to
1975 levels (NCES, 1975), when the proportion of private
. igher education in relation to the total support to public
and private higher education was 92.8 percent.
The contributions to the private sector must be care-
fully managed. As Balderston (1978) puts it-
The prudent view requires, first, attention to the
claims of the preser’ 1igainst the future. Two examples
may suffice. A capital gift for construction of a new
building is a very nice thing. Both the donor and tbhe
recipient institution ordinarily congratulate them-
selves about it. But the new building also increases
burdens on the universit;'s maintenance budget except
in the unlikely event that it replaceé an obsolsete
building. Prudence requires that if the university
accepts the gift, it must either persuade the dc-or to
provide endowment for maintenance of the building or
else make appropriate provision for increasud operating
budget out of other funds.

A second rard choice between present and future
invo.ves the rate of use of income generated from
erdcwneat funds. Some crrivate universities, with
nudging from the Ford Foundation, have in recent years
fecided to recognize as income not only the dividends
and interest received from endowments but alsoc all or

part of the realized capital gains. (The total return
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Support. by state governments significantly increased

during 1978-80 (see Table 8). The average rate of growth
was 8.8 percent per year. This support, composed of
appropriations, grants and contracts, reached its zenith
between 1979 and "980.

Private philanthropy (see Table 8), which has tradi-
tionally supported private higher education (Brubacher &
Rudy, 1976), increased without fluctuation until 1931. Its
average rate of growth was 10.0 percent per year between
1977 and 1982. 1In 1982 private higher education realized
64.2 percent of the total contribution of private philaa-
threpy (in the form of gifts, grants and contracts) to
higher education (NCES, 1982); however, this proportion
shows a gradval decline of 5.3 percent compared to 1975
level. The proportion by private philanthrop§ contribution
given tc private higher education was 69.5 percent in 1975
(NCES, 1975, 1977-52).

Endowment income increased at the same rate as tuition
and fee revenues between 1977 and 1982 (i2.4 percent) in the
private sector. T!I!s revenue source, although the propor-
tion has remained relatively stable between 1975 and 1982
(see Table 8), shows significant increases between 1979 and
1982 at a average rate of 17.6 percent. 1In conjunction with
the financial support from private philanthropy, endowment
income of private institutions represents the largest share
of the contribution of revenue sources. In 1982, the
participation of private higher education in e,.dowment gains

(NCES, 1982) was 84.9 percent in relation to the total
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on endowment funds, of course, includes unrealized
capital gains as weli.) What might have s=emed plau-
sible: in the latter 1960s and is now urgently expedient
in the 1970s may he a doubtful long-term strategy,
however, because price inflavion is eroding the pur-
chasing power of the stream of income from endowme:'ts.
A prudent offset is to set aside part of the "income
stream to increase the endowment or as an anti-
inflation reserve for the future, but this would be
very painful to do. So what is now happening is the
reduction, over time of the amounts of real activity
that a given endowment fund can support, and many
universities are making greater current expenditures
from endowment income than they will be able to sustain

for the long term (pp. 260-261).

Expenditure Trends

The expenditurn structure of private higher education
institutions did not experience significant changes between
1975 #nd 1982 (see Table 9), and the emphasis on the spend-
ing for instruction, research, and public service remained
relatively stable. Researclt expenditures did undergc a
slight decline, decreasing from 9.4 percent in 1975 to 8.0
percent in 1982 (NCES, 1975, 1982).

Previous discussion of the impact of inflation and
enrollments took intc account the economic environment of

private higher educatiui: expenditures. The mcst recent
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Table 9

Current Funds Expenditures snd Mandatory Transfers of Privste Higher
Educstion Institutions in the United Ststes, Years 1975-82

In millions of current dollars

Current Funds Expenditures 1975 1977 1978 1979 1980 1981 1982
and Mandatory Transfers $ * $ L) $ L) S L] $ ) $ L] $ L)
Instruction 3,243 27.9 3,858 27.5 4,189 27.5 4,597 27,1 5,178 27,0 5,883 27.0 6,61k 27.4
Research 1,090 9.4 1,249 8.9 1,336 8.8 1,504 8.9 1,691 8.8 1,844 8.5 1,925 8.0
Public service 174 1.5 232 1.5 234 1.5 258 1.5 304 1.6 339 1.6 392 1.6
Academic support 647 5.6 194 5.7 871 5.7 972 5.7 1,091 5.7 1,244 5.7 1,358 5.6
Student services 457 3.9 575 4.1 636 4.2 721 4.2 812 4.2 958 4.4 1,091 4.5
Institutional support 1,147 9.9 1,383 9.8 1,517 10.0 1,712 16.0 1,919 ‘0.0 2,209 10.1 2,514 10.4
Operstion snd maintenance

of plsnt 857 7.4 1,035 7.4 1,131 1.6 1,265 7.4 1,33 7.4 1,668 7.7 1,875 7.8
Scholsrships and fellowships 124 6.3 921 6.0 999 6.6 1,083 6.4 1,230 6.4 1,440 6.6 1,596 6.6
Educationsl snd genersl

mandstory trsnsters 152 1.3 182 1.3 195 1.2 230 1.4 259 1.5 k) U 1.4 313 1.3
Auxilisry enterprisec 1,540 13.3 1,775 12.6 1,917 12,6 2,092 12.3 2,354 12.3 2,630 12,1 2,928 12.1
Hospitsls 982 8.5 1,230 8.8 1,410 9.2 1,609 9.5 1,810 9.5 2,055 9.4 2,332 9.7
Independent operstions 59% 5.0 809 5.8 810 5.3 945 5.6 1,067 5.6 1,187 5.5 1,182 5.0

Totsl current fund expenditures
snd mandatory trsnsfers 11,617 100.0 14,043 100.0 15,245 100,0 16,988 100.0 19,148 100.0 21,771 100.0 24,120 100.0

From: "“Finsncial Ststistics of Institutions of Higher Educstion" by the National! Center for Educstion Ststistics (Eds) 1975, 1977-82,
Washington, D. C., USA.
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statistics on financing higher educatiun (NCES, 1975,
1977-82, 1983; Halstead, 1983; Minter & Bowen, 1975, 1977,
1978, 1980) show that these forces will continue unabated,
thus necessitating adequate institutional approaches to
maintain a balance among enrollments, inflation, revenues
and expenditures (Arth, 1981; Hershey, 1981; Reinert, 1980).
To the present, financial resources of private higher
education institutions have proven sufficient o0 cover
institut ‘onal expenditures (Dickmeyer, 1983; Minter & Bowen,
1980; NCES, 1983-84). However, the decrease in the reserves
of independent institutions, the aging of scientific equip-
ment, the shortening of endowment subsidies, the increase of
administrative expenses, and the need for renewal of capital
assets are signs of imrinent decline in th. financial
conditior of higher education institutions (Dickmeyer,
1983).

Higher education expenditures, as indicated by the HEPI
(Halstead, 1983), increased more slowly than the CPI during
the last 10 years (the CPI had a» increase of 128.5 percent,
while the HEPI rose at 113.6 percent). Despite the policy
of maintaining a lower rate of increase in faculty salaries
to reduce educational and general expenditures, the HEPT
in:crease (9.9 percent) was greater than the increase in the
CPI (8.7 percent). The upward trend ir. price of services
(data processing, communication, transportation, printing,

etc.), fringe benefit payments, and prices of books and
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periodicals have contributed to the rise of higher educa-
cion prices (Halstead, 1983).

Table 10 shows the trerds in educational and general
expenditures and randatory transfers between 1977 and 1982.
Even when the proportion of the expenditure structure
components remained relatively stable, the trend in percent-
age of annual change shows an upward fluctuating growth.

The analysis of these trends in expenditures requires
the consideration of trends in enrollment, revenue sources,
inflation and ©policies for allocation of resources
(Halstead, 1983; Bowen, 198l1). The expenditures for self-
financed activities, such as sales and services of educa-
tional activities, auxiliary enterprises, and hospitals are
covered by the revenues generated from such activities and
are excluded from this analysis (see Tables 7 and 9).

In terms of current dollars, the expenditures for
student services, institutional support, and operation and
maintenance of plant increased at rates faster than the
activities related to the institutional mission (Balderston,
1978), 4i.e., instruction, . search, and public service.
This means that the increase of these expenditures mzy be
causing the negative effects alluded to by Dickmeyer (1982).
Accordingly, the rise of these kind of expenditures are
symptoms of declining financial conditions.

Regarding cost allocation, Bowen (1981) stated:

The basic concept underlying the revenue theory of cost

is that an institution's educational cost per student
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Table 10

Percentages of Change in Educational and General
nditures and Mandatory Iransfers, Years 1977-82

Piscal Years
1977 1978 1979 1980 1983 1987

Educaiion and General Average

Expanditures and Mandstory rates of Percentages of change from previous years
Transfers growth :

% X % % % b ) %

Instruction 11.4 -- 8.6 9.7 12.6 13.6 12.4
Research 9.1 -- 7.0 12.6 12.4 9.0 Lol
Public gervice 1.2 -- 0.9 10.3 17.8 11.5 15.6
Academic support 11.0 .- 9.7 11.6 12,2 12.2 9.2
Student servic.:s 13.7 .- 10.6 13.4 12.6 18.0 13.9
Instructional support 12.7 - 9.7 12,9 12,2 15.1 13.8

Operation and maintenance of plant 12.6 -- 9.3 11.8 13.3 16.4 12.4
Scholarships and fellowships 11.7 -- 8.4 8.4 13.6 17.1 10.8

Educational and general
mandatory transfers 1.7 -- 7.1 17.9 12.6 21.2 -0.3

Note: Percentages computed from the data contained in Table 9. The average rate
of growth was computed by dividing the sum of the percentages corresponding
to each expenditure category from 1978 to 1982 and divided by 5.




unit 1is determined by the revenues available for

educational purposes. Given the enrollment, cost per
ctudent unit is diractly proportional to these reve-
nues. In most institutions, public or private, educa-
tional revenues are closely related to endowment. In
most public institutions, educational revenues are
derived largely from tuitions and from state -appro-
priations based on "enrollment driven"™ formulas. In
most private institutions, educational revenues:  come
mainly from tuitions. The situation is more com-
plicated in the elite private institutions which
potentially have considerable control over the internal
allocation of revenues to education and research and
over enrollment. But even they depend on tuitions as
the major source of revenue available for educational

purposes (p; 18).

However, any attempt to control the unit cost related
to the sources of revenues and level of enrollments tends to
be diffused. Because of the variety of sources of revenue,
mainly derived from government appropriations (at alil
levels), tuitions, gifta and grants from private philan-
thropy, endowment and sales of goods and services, it is
pv ible to say that the amount of total revenue determines
the unit costs because the institutions pursue maximization
of mcney inflows from all sources (Bowen, 1981),

Accordinq to the position of Bowen (1981), the rela-
tionship between the trends in the various revenue sources

and the treuds in expenditures is difficult to explain by a
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broad analysis, or the application of a specific revenue
source to specific expenditures. O'Neill (1973) stated:

Because colleges and universities provide a wide range

of services other than instruction, however, it is not

feasible to identify precisely those sources of funds
that go to finance the student subsidy. Unless funds
are earmarked for special purposes--such as ordanized
research--there is no rigorors way to line up the
various sources of funds with types of costs that go to

Zinance the types of costs to be -~overed. Schools can

and will use funds from any non-earmarked source to

cover the costs of its activities, whether instruc-

tional or non-instructional (p. 13).

However, in contrast to Bowen (1981), O'Neill (1973)
suggested the exclusion of self-finarced activities from
this type of analysis. This refers to auxiliary services
such as dormitories and dining halls, hospitals, and any
other activity related to the sale of goods and services.

According to the national statistics of higher educa-
tion (NCES, 1975-82), the revenues generated by private
higher education from student tui:ion, guvernment at all
levels, private philanth cp;, and endowments (see Table 7)
provided sufficient funds to cover educational and general
ex nditures (see Table 9) in current dollars.

Taking into account the effect of inflation and enroll-
ment levels, the institutional revenues derived from student

tuition, goverument at all levels, private philanthropy, and
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endowments were sufficient to cover the educational and
general expenditures in constanc 1967 dollars (see Table
11). Therefore, the revenues of private higher education
institutions have demonstrated an ability to keep pace with
inflation and enrollment trends.

In relation to educational and general expenditures per

FTE student, the impact of inflation can be observed through

the difference between the expenditures per FTE student in
constant dollars (real resources) and the expenditure per
FTE students in current dollars ar. the yearly fluctuations
of the educational and general expenditures per FTE student
(in constant dollars) attributed to the effects of enroll-
ments (Halstead, 1983). Table 12 shows these trends in
Index Numbers (Halstead, 1983) to facilitate the comparison
between total and FTE student educational and general
expenditures in current dollars, and total and FTE student
educational and general expenditures in constant dollars.

The analysis of the data show.. in Table 12, suggests
the following conclusions:

1. The increase in the total educational and general
expenditures from 1975 to 1982 (current dollars) was more
affected by inflation than enrollment. The total increase
of 107.1 percent in the total educational and general
expenditures (in current dollars) of private higher educa-
tion was caused by i--reases in real resources (constant
1967 dollars) (Halstead, 1983) of 4.3 percent, by the grow-

ing inflationary trend effect, which increased by 77.7




Table 11

Current Funds Revenues, Current Funds Revenues in Constant Dollars,

Educational and General Expenditures in Constant Dollars, Educational

and General Expenditures in Constant Dollars in Private Higher

Education Institutions, Educational, and General Expenditures per
FIE Student {n Current Dollars and Educational and General Expenditures

per FIE Student in Constant Dollars, Selected Years, 1975-82

1967 = 100

1l
Years

Educational
Educational and General
Current Funds and General Expenditures
Revenues Expenditures per FIE Student
2 3 4 5 6 7

8
HEP1 Constant § Cur.ent $ Constant $ Curcent § Constant § Current $

In willions of dollars

Note:

The data in Columm 2 (HE¥I) are from "Inflation Measures for Schools and
Colleges," (p. 14) by D, K, Halstead, 1983, Washington, D, C., USA.

The National Institute of Education. The data in Column 3 were computed
by dividing the smount of current funds revenues in Zolumn & (revenues
from self-supported activities are excluded) by the corresponding HEPI
for each year then multiplied by 100. The data in Coluwn & were computed
from Table 7. The data in Column 5 were obtainod by dividing the data
in Column 6 (Educational and General Exper:'{tures minus tranr ers and
scholarships and fellowships) by the corresponding HEPI for each year
(Column 2). The data in Column 6 were computed from Table 9 (scholar-
ships and fellowships and transfers and axpenditures related with salf-
supported activities are excluded). The data in Column 7 were computed
by dividing the data in Column & by the numbder of FIZ students per year
(Table 6). The data in Column 8 were computed by dividing the data in
Column 7 by the corresponding HEPI for each year.
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Table 12

Trends in Educational and General Expenditures in Private
Higher Education, Amount and Amount per FTE Student in

Current and Constant Dcllars, Fiscal Years 1975-1983

1975 = 100
In Index Numbers
Educational Educational and
and General General Expenditurers )
Expenditures per FTE Student 3-4 (5) 1-3 (6)
Years 1 2 k] 4
Current Constant Current Constant Inflation Enrollment
dollars dollars dollars dollars effect effect
1975 100.0 100.0 100.0 100.0 .- -
1977 119.8 105.5 116.3 102.4 13.9 3.5
1978 130.2 107.5 123.3 104 .8 18.5 6.9
1979 144 .8 11l.0 135.8 104.1 31.7 9.0
1980 163.2 113.8 146.9 102.4 44,5 16.3
1981 185.8 117.0 163.3 102.9 60.4 22.5
1982 207.1 118.6 182.0 104.3 77.7 25.1

Note: Percentages of change were computed from the data in Taple 11 by dividing
the amounts corresponding to each year by the amounts in the base year
(1975). The dats in Column 5 were determined by the differences between
Colums 3 and 4. The data in Column 6 were determined by the differences
between Columns 1 and 3.

Calculations are adapted from "Inflation Measures for Schools and College"
(p. 14), by D. K, Halstead, 1983, Washington, D. C., USA. The National
Institute of Education.




percent and the enrollment trend effect, which showed an in-

crease of 25.1 percent.

2. The total educational and general expenditures in
constant dcllars represent total real resources applied to
private higher education (Halstead, 1983) without the
inflation effect. The increase of total private higher
education expenditures in constant 1967 dollars was 18.6
percent for the time period 1975-82 compared to an increase
of 107.1 percent in current dollars. The effect attributed
to inflation was 88.5 percent.

Minter and Bowen (1980), after analyzing the trends of
private higher education between 1972-74 and 1978-79, found
that both the revenue distribution and expenditure alloca-
tions remained relatively stable. Current revenues Kkept
pace with the combined impact of the inflationary trends and
enrollment increase. Minter and Bowen (1980) stated:

This was a major accomplishment. However, for current

revenues merely to keep pace with enrollment growth and

inflation allowed 1little room for improvement of
faculty and staff compensation beyond the cost of
living increases. 1Indeed, in years of double-digit
inflation the institutions were not abie to raise
faculty and staff compensation in pace with increases
in the cost of 1living. Thus, academic compensation
fell behind the increase of average wages and salaries
for the national 1labor force and the competitive

position of higher education in the 1labor market
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deteriorated. Moreover, there was little room for

improvement in educational programs and quality except
as these couvld be squeezed into constrained budgets
p. 69).
After analyzing trends - private and public institu-
tions between 1961 and 1981, Halstead (1983) concluded that:
The implication of a near constant or slight growth in
real resource input per student for the quality of
education is not clear. Certainly it is true that both
the inputs and outputs of higher education have not
remained constant, which prevents rigid application of
a fixed input price deflator. The education "product"
of today is simply not the same as that of 20 years
ago. Neither are the inputs. More attention is now
being given graduate education and other special
training and services that are fundamentally more
costly than the standard undergraduate program. Mor
sophisticated and costly equipment is also being used.
Thus, higher education today is different and inher-
ently more costly than it was two decades ago, indepen-
dent of any inflationary factors. Yet with the excep-
tion of a modest increase in the private sector,
increased funding in constant dollars per student has
not occurread. Possibly the consequence has heen a
lowering of quality in those programs where resources
have been reduced and shifted to expanding more costly

academic endeavors. Hopefully, the need .io- more real
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resources has been met by improving the effectiveness
and efficiency of educational operations. During this
current period of financial difficulty, college and
university officials have undoubtedly taken many
positive steps to curtail extravagance and effect true
cost savings to enable fixed resources to be reallo-
cated without serious quality deterioration. However,
without accurate measure of the outputs of education no
precise measure can be made of the degree to which cost
savings have been effected to offset greater resource
requirements. It remains for each individual institu-
tion to constantly struggle with and balance the in-
creasing osts of new programs with cost-saving effi-
ciency so as to avoid any deterioration in quality

(pp. 49-50).

Trends in Assets, Liabilities and Fund Balances

The finan~ial position of any institution of higter
education at a given time is represented by the financial
data contained in the balance sheet. The analysis of data
shown in the balance csheet should reveal che financial
health and trends in financial strength of colleges and
universities (Minter et al., 1982).

Minter and Bowen (1980) analyzed trends in the three
basic components of the balance sheet: assets, liabilities,

and fund balances.
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They detected that between 1969-70 and 1978-79 the net
assets of the institutions studied iacreased 62 percent,
liabilities increased 69 percent and fund balances increased
63 percent (see Table 13). The perind covered by Minter and
Bowen's study was characterized by a rapid inflationary
trend, and the enrollment in the private institutions
increased by 15 percent. The combined growth of enrollment
and the prices of the general economy was 114 percent;
nevertheless, neither assets nor liabilities followed this
inflationary pattern. This was attributed by Minter and
Bowen (1980) to the fact that:

Most assets are carried on the books at original

acquisition value and not revalued in current dollars,

and liabilities shown in the balance sheet are fixed
obligations for which the dollar amounts do not change
with fluctuations in the price level. In fact, during
an inflationary period the relative burden of any given

amount of debt tends to decline (p. 77).

The trends in the financial structure of assets and
liabilities show some signs of a growing financial pressure.

Total liabilities increased faster than assets and fund
balances. Between 1976-77 and 1978-79, 1liabilities irn-
creased by 21 percent, net assets by 13 percent and total
fund lalances grew by 13 percent. Between 1969-70 and
1978-79, interfund borrowing grew by 62 percent and 18 per-
cent between 1977-78 .nd 1978-79, which is another symptom

of financial constraint. The growing interest rates of
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Table 13

Changes in Asseta, Liabilities, and Fund Balances, All 8 of
Institutions Combined, End of Fiscal Yeara 1969-70 to 1978-79
(Index NMumbers: 1969-70 = 100)

1969- 1970- 1971- 1972- 1973~ 1974~ 1975~ 1976- 1977~ 1978~
1970 1971 1972 1973 1974 1975 1976 1977 1978 1979
Assets:
Current 100 108 118 123 139 146 154 168 182 207
Endowsent. 100 104 111 118 121 121 127 136 146 156
Plant 100 106 113 118 125 130 136 140 148 157
Other 100 113 125 137 147 159 172 187 208 226
Total assets 100 106 113 119 126 130 136 143 152 162
Interfund borrowing 100 106 123 125 143 128 138 143 157 183
Net assets 160 105 113 119 125 130 136 143 152 162
Liabilities:
Current 100 109 118 131 141 153 169 175 178 207
Plant 100 106 116 117 122 123 126 126 141 156
Other 100 121 133 146 169 174 185 201 239 254
Total 1lisbilities 100 108 118 121 129 132 138 140 153 169
Fund ba'ances:
Current 100 106 11, 124 136 139 137 159 175 204
Endowment 100 104 111 117 120 120 126 136 145 154
Plant 100 106 112 118 125 132 138 144 151 159
Loan 100 113 127 142 151 163 176 185 199 223
Annuity snd 1ife income 100 115 124 131 139 156 172 193 250 299
Total fund balancea 100 106 112 119 125 129 136 144 13 163

From: "Fifth Report on Financial and Educstional Trends in the Independent Sector of American Higher Edvwcation.” (p. 38) by
J. Minter and Howard A. Bowen, 1980, Washington, D, C,, USA, National Institute of Independent 2ges and Universities
(NIICU), Copyright 1982, by NIICU. Adapted by permission (Appendix E),
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outside borrowing could have fostered the use of internal

loans from other funds (Minter & Bowen, 1980). These
changes in the balance-sheet structure are shown in Table
13.

The percentage distribution of assets, liabilities, and
fund balances remained stable from year to year between
1974-75 and 1978-79 (see Table 14) (Minter & Bowen, 1978,
1980); therefore, the capital side of ‘the institutions did

not experience any relative deterioration.

COMPONENTS OF THE FINANCIAL STRUCTURE

OF PRIVATE HIGHER EDUCATION INSTITUTIONS

Overview

To understand the financial status of an institution
requires familiarization with its total financial structure
so that the interrelationship among financial resources can
be determined. This overview permits a clearer interpreta-
tion of trends in and the condition of financial resources,
and therefore, the detection of causes of financial diffi-
culties (Dickmeyer & Hughes, 1982a).

The financial structure of higher education insti-
tutions is composed of (1) the elements contained in the
balance sheet indicating the financial condition of the

institution at a given time, and (2) the components of the

statement of current funds revenues, expenditures, and other




Table 14

Percentage Distribution of Assets, Liabilities and Fund

Balances, All Types of Institutions Combined, End of
Fiscal Years, 1975-76 to 1978-79

1973- 1974~ 1975~ 1976~ 1977~ 1978-
1974 1975 1976 1977 1978 1979
Assets:
Current 7.6% .- 8.8% 8.6% 8.% 9.0%
Enuowment 26,1 .- .0 35.5 35.1 35.0
Plant 59.5 -- 51.0 50.4 49.9 49,4
Other 6.2 -- 6.3 6.5 6.6 6.6
Total assets 100,0 -- 100.0 100.0 100.0 100.0
Interfund borrowing 2.0 - 2.1 2.1 2.3 2.5
Net assets 98.0 .- 97.9 97.9 97.7 97.5
Liabilities
Current 24,8 -- 25.1 27.2 24.8 26.0
Plant 70.0 .- 60.1 60.7 58.4 58.5
Other 5.8 -- 11.8 12.0 16.9 15.5
Total Liavilities 100.0 -- 100.0 1¢0.0 190.0 100.0
Fund balances
Current 3.3 -- 5.3 5.4 8.5 5.9
Endowment 32.7 - 39.7 40,2 50,3 40,1
Plant 56.9 .- 49.3 48.6 48.7 48,3
Loan 5.k - 4.3 4.4 4.3 L4
Annuity and life income 1.7 -~ 1.3 1.4 1.4 1.5
Total fund balance 100.0 -- 100.0 100.0 100.0 100.0
From: "Fifth Report on Financial and Educational Trends in the Independent

Sector of American higher Education,* {p. 87), by J. Minter and Howard

R. Bowen, 1980, Washington, D. C., USA. National Inatitute of
Independent Colleges snd Universities (NIICU), copyright 1982 by

NIICU. Adapied by permission (Appendix E).
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changes that show the financial performance of the institu-
tion during a set period (Minter et al., 1982).

Public and private institutions often show a similar
structure for revenues and expenditures (NCES, [Eds.]
1975-82; Ramsden, 1978). This similarity permits combined
and separate analysis of both types of institutions in many
studies of trends in higher education firarncial resources.
The analysis of trends in financial higher education under-
taken by O’Neill (1973), Millet (1974), Halstead (1983), and
the statistics produced by the NCES (1975, [eds] 1977,
1982), constitute good evidence of such analytical compari-
sons.

However, in the treatment given to certain components
of the balance sheet, the situation is not at all similar.
Many public higher education institutions do not include
plant liabilities because these liabilities are payable by
state agencies. On the other hand, there are public insti-
tutions that do not abide by generally accepted accounting
principles for higher education institutions. Rather, they
apply the accounting practices of their state or local
government, Consequently, a balance sheet classifying
restricted and unrestricted fund balances cannot be prepared
for these institutions, and the application of financial
indicators to judge overall financial condition and compari-
sons with other institutions is impossible (Minter et al.,

'982). As for the differences in financial structure
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between public and private institutions of higher education,

Minter et al., (1982) stated:
It should be noted that an increasing number of puklic
institutions are following generally accepted account-
ing principles, and experience calculating the balance
sheet ratios fcr these institutions shows that the
ratios are applicable to them. However, the values
applicable to public institutiors are different from
those pertaining to private institutions, which is not
surprising because there are real differences between
the public and private sectors.

A major dissimilarity is that some states do not
permit retention of sizable fund balances. Another
difference is that some public colleges and univer-
sities have separate incorporated formulations for
research, intercollegiate athletics, and other pur-
poses, which are not consolidated in their financial
statements. These differences certainly affect compar-
ability among institutions, but they do not prevent the
development of useful ratios by the institutions.
Trend analysis is always possible when reporting prin-
ciples are followed consistently from year to year (pp.
28-29) .

The search for consistent definitions when reporting
the financial structure of higher education institutions
generated more than a three-year discussion between the

American Institute of Certified Public Accountants (AICPA)
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and the National Association of College and University
Business Officers (NACUBO). As a result, a consensus on
classifications and definitions was adopted. Such classifi-
cations and definitions were later refined by NACUBO and the
National Center for Higher Education Management Systems
(NCHEMS). The product of the discussions was generally
acceptable along with agreement about what to include ain
revenue and expenditure categories (NACUBD, 1982).

Additional support to AICPA and NACUBO .o achieve this
uniformity in recording and reporting data was obtained by
the cooperation of the National Center for Education S*atis-
tics (NCES) and NCEEMS. Annual meetings of representatives_
of public accounting firms and members of NACUBO's Account-
ing Principles Committee also contributed to reinforce this
uniformity. The benefit was a significant improvement in
higher education accounting practices and reporting (NACUBO,
1982a).

These generally accepted principles for recording and
reporting higher education financial operations are rnow in
use by the majority of colleges and universities in both the
public and private sector, and include the following fund
groups (Collier & Allen, 1980; NACUBO, 1982a): current
funds, loan funds, endownent and similar funds, annuity and
life income funds, plant funds, and agency funds.

Each group consists of a combination of individual
institutional funds with similar characteristics that are

aggregated for financial reporting (Collier & Allen, 1980).
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Besides these groups, there may be others that are partic-

ular to an institution, 1like employee retirement funds.

This type of fund group is recorded separately and reported
n the annual financial statements (NACUBO, 1982a).

As for the treatment that should be riven to the
recording and reporting of these fund groups, NATUBO (1982a)
stated:

Each fund group is considered as a separate entity.
There are numerous trancactions aiong the fund groups,
waich must recognize this entity concept. When the
movement of funds from one fund to another is intended
to be permanent, it should be recorded as a transfer
between the fund entities. However, when the movement
is intended to be temporary, the transaction should be
recorded as an interfund borrowing. Tc be considered
temporary, and therefore an interfund borrowing, there
should be a definite plan of repayment within a defined
period of time. A further indication that a borrower-
lender relationship exists would be if interest wers
being paid by the borrowing fund group to the lerding
fund group.

When the current funds group is divided into two
or more parts, such as unrestricted, auxiliary enter-
prises, and restricted categor.es, (h2 permanent or
tem oSrary movement of funds among these perts would
follow the rule above. One example of this wouid be an

auxiliary enterprise having a deficit that must be
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eliminated because of a provicion in agreement with
bond holders. Another would be the 1lifting of a
restriction by a donor, resulting in the movement of
funds from a restricted to unrestricted category.

In some instances, legal provisions and government

regulations pertaining to certain funds may require
accounting and reporting practices that differ from
generally accepted accounting principles. It is
recognized that in these instances such legal and
regulatory provisions must take precedence. However,
such restrictions do not obviate the need for adhering
to generally accepted principles for the purposes of
reporting financial position, changes in fund balances,
and current funds revenues, expenditures, and other
changes (p. 4).
This position is grounded on the de inition of fund

accoun‘ing, which is defined by NACUBO (1982a) as:

. . .the manrer of orga~izing and managing the account-

ing by which resour. = ,r various purposes are clas-

sified for financial accounting and reporting purposes

in accordance witr activities or objectives as spec-

ified by donors, with regulations, restrictions, or

limitaticns imposed by sources outside the institution,

or with directions 4issued by the governing board

(p. 4).

Therefore, the difference between externally restricted

funds and tiiose depending on the decisions o. the gcverning
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board should be reflected in the accounts and disclosed in

the financial reports.

The Concept of Fund

According to NACUBO (1982a), "a fund is an accounting
entity with a self-balancing set of accounts consisting of
assets, liabilities, and a fund balance." (p. 4.) Despite
separate accounts maintained to indicate the limitations and
restrictions on the disposition o% the financial resc . ces,
funds with certain characteristics in common may be combined
into fund groups for reporting purposes (Collier & Allen,
NACUBO, 1980; NACUBO 1982a).

As previously indicated, the fund groups fall into six
broad categories: current funds, endowment and similar
funds, plant funds, loan funds, and annuity and life income
funds (Collier & Allen, 1980; Hughes, Leonard & Williams,

1982; NACUBO, 1982a).

Current Funds Group

The fund group includes every financial resource
expendable for the daily operation of higher education
institutions. Current funds are usually divided into
unrestricted and restricted accounts. The unrestricted
current funds are available for any purpose, as determined
by the governing board (Collier & Allen, 1980) and no
stipulation is imposed by the grantors of the funds about

how these funds should be wused (NACUBO, 1982b). Restricted
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funds are available for a specific purpose designated by the
grantor of the funds (Collier & Allen, 1980; Hughes, Leonard
& Williams, 1982; NACUBO, 1982b).

The curvent fund group includes revenues, expenditures,
assets, liabilities, and find balances. The inclusion of
these financial resources into the current fund category
depends on how soon they will be used for operating purposes
(Collier & Allen, 1980; WJACUBO, 1982b). The category of
restricted or unrestricted is determined by the flexibility
of the institution to meénage the intended use of the funds
without appealing to a legislative process (NACUBO, 1982b).
This section will focus on the study of current funds
reverues and expenditures. Assets, liabilities, and fund
balances of current funds will be studied ia conjunction

with those of the other fund groups.

Current Fund Revenues

Current funds revenues, restricted and unrestricted,
should be grouped into the following broad categories by
sources of funds (Collier & Allen, 1980; Hughes, Leonard &
Williams, 1982; NACUBC, 1982b): tuition and fees; Federal
appropriations; state appropriations; local appropriations;
Federal grants and contracts; state grants and contracts:;
local grants and contracts; private gifts, grants and
contracts; endowment income; scales and services of educa-
tional activities; sales and services of hospitals; other

sources; and independent operations.
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Tuition and Fees. This revenue source comprises all

tuition charges and fees assessed (net of refunds) against
students for current operating purposes. Remissions and
exemptions related to tuition and fees should be considered
and reported as revenue, even when the student is exempted
from payment for this concept. This amount related to
remissions or exemptions should be treated as expenditures
and according to the purpose of the exemption. Thus, if the
exemption is for student aid, the amount should be clas-
sified into the category of scholarships and fellowships.
If the exemption is due to a formal policy that grants
eremptions to relatives of the institution's staff or the
st~ff itself, the corresponding amount should }'e treated as
staff benefits in the appropriate expenditure category
(Collier & Allen, 1980; NACUBO, 1982b).

When tuition and/or fees are remitted to the state to
compensate state appropriations, the amount of tuition and
fees should he deducted from the total for state appropria-
tions and added to the total for tuition and fees (Collier &
Aller, 1980; NACUBO, 1982b).

When student fees are assigned to debt service, re-
newals and replacements, or unexpended plant funds depend on"
the decision of the governing board, such fees should be
reported as unrestricted current funds re-2nues, and includ-
ed in this category. Pledged revenue under bond indenture
agreements should be reported as unrestricted current funds

revenues. Income from fees restricted to debt service for

113



institutional plant or for renewals and replacements of
plant or for expansion of facilities should be reported as
additions to plan. .unds rather than to current funds, since
these incomes are not legally available for current opera-
tions (Collier & Allen, 1980; NACUBO, 1982b).

Charges for room, board, and other services provided by
auxiliary enterprises shopld be classified as sales and
services of auxiliary enterrrises. When an all-inclusive
fee for tuitiorn, room, and board is charged, the amount
should be reasonably allocated both between the categories
tuition and fees and sales and services of auxiliary enter-
prises. Revenues derived from student health services
(operated as a service to the student rathei: than as an
auxiliary enterprise) shculd be classified in the tuition
and fees category (NACUBO, 1382b).

Federal, State, and ULocal Government Appropriations.

These sources of revenues include those monies derived from
acts of a legislative body. Federal, state and 1local
government appropriations include restricted and unre-
stricted appropriations to the extent expended for current
operations. Funds expended for the account of a given
institution by a governmental agency, such as payments into
a state retirement system, should be classified into these
categories (Collier & Allen, 1980; Hughes, Leonard &
Williams, 1982; NACUBO, 1982b).

The categorie. contain only governmental appropriations

derived from ¢tax 1levy funds, including taxes collected
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directly by the institution under authority conferred by the
legislature or constitution, federal land-grant appropria-
tions, and federal revenve sharing funds. Tuition and fees
collected by the institutions and returned to the institu-
tion as appropriations (reappropriated tuition and fees)
should be deducted, as they are included in the tuition and
fees category.

Governmental appropriations should be classified into
federal, state, and lccal, in acrordance with the legisla-
tive body providing the funds. Federal funds for higher
education with specified purposes and administered by the
state should be classified as federal monies. Nevertheless,
the federal funds for higher education distributed to the
states withcut specification of the fund purposes, such as
general revenue sharing, should be considered as state
monies rather than federal monies (Collier & Allen, 1980;
NACUBO, 1982b).

The classification of these government appropriations
into restricted or unrestricted funds is grounded in the
ability of the governing board of the institution to effect
shifts in the intended use of funds. When a change in a
specific restriction can be made, waiving a legislative
process, these funds should be deemed unrestricted (NACUBO,
1982b).

Federal, State, and loczl Government Grants and Con-

tracts. These sources of revenue include monies from

governmental agencies assigned to specific projects or
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programs, such as research projects, training programs, and
similar activities for which amounts are received or expen-
ditures are reimbursable under the terms of a governmental
grant or contract. They should be classified by govern-
mental level (federal, state, or local). When a federal
agency determines a specific use for particular funds and
such funds are only administered by s:tate agencies, these
revenues should be classified as federal fui.ds within
revenue coming from Federal government grants and contracts
(Collier & Allen; Hughes, Leonard & Williams, 1982; NACUBO
1983b).

Private Gifts, Grants, ané Contracts. These types of

revenue include funds divided from nongovernmental organi-
zations and individuals including monies coming from agree-
ments for the supply of goods and services of an :institu-
tional, research, or public service nature. It includes all
nonrestricted gifts, grants, and bequests, restricted gifts,
grants and contracts from nongovernmental sources to the
extent these resources are used to cover current operations
during the current fiscal year. The funds derived from
gifts, grants, and contracts from foreign governments should
b. considered as private gifts, grants and contracts
(Collier & Allen, 1980; Hughes, Leonard & Williams, 1982;
NACUBO 1982b).

When the income is derived from funds held in revocable
trusts or allocated at the direction of the trustees of the

trust, such income should be classified with this account.
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When this income is of a significant amount it shouléd be
disclosed in the notes of the financial statements. Reve-
nues derived from contracts and other activities such as
utility services that are not directly associated with
instruction, research or public service should be excluded
from this account. Finally, the uses of funds coming from
restricted current funds and equal to incurred direct costs
should be reported as restr’':ted current funds revenues,
while those amounts equal t the associated indirect cost
expenditure should be +reated as unrestricted revenues
(Collier & Allen, 1980; NACUBO, 1982b),

Endowment Income. This category includes:

1. Unrestricted income of endowment and similar

funds;

2. Restricted income of endowment and siailar funds

to the extent expended for currertf. operations; and

3. Income from funds held in trust by others under

irrevocable trusts.

The total ordinary income earned or yielded on the
investments of these funds should equal the amount of
endowment and similar funds credited to revenves (Collier &
Allen, 1980; Hughes, Leonard & Williams, 1982; NACUBO,
1982c).

Revenues derived from investments of endowment and
similar funds exclude capital gains and losses, since such
gains and losses are considered as either additions to or

deductions from funds balances. When a portion of the gains
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of endowment or quasi: endowment funds investment is used for
current operations, the portion expended should be clas-
sified as a transfer rather than a revenue (Collier & Allen,
1980; NACULO 1982b).

For the reduction of the effect of year to year fluc-
tuations in the amount o. ..rent investment income derived
from endowment investment pools, some institutions have
established endowment _.ncome stabilization reserves. The
funds thus considered as coming from investment pools are
distributed to the participating funds. The amounts clas-
sified as unrestricted current funds would be .eported as
endowment income. Any ar~unts separated fcr the stabiliza-
tion reserve cshould be reported as an allocation of unre-
stricted current fund balances and appropriately reflected
in the balance sheet as a subdivision of that balance.
Amounts applicable to restricted current funds should be
classified as addicions to those fund balances and deduc-
tions therefrom and should be considered as restricted
current fund revenues. The unexpended funds from endowment
income will remain as endowment fund balances available for
the next period (NACUBO, 1982b).

Sales and Services of Educational Activities. These

types of revenues include income derived f:om the sale of
goods and services to conduct, the activities of instruction,
research, or public service. Film rentals scientific and
literary publications, testing services, university presses,

and dairy products. The treatment cf these revenues for
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reporting purposes will depend on the form of agreement by
which the services are rendered. Revenues generated by
hospitals and health clinics that are a part thereof should
be considered as sales and services of hospitals. Neverthe-
less, income derived from health clinics that are not part
of a hospital, excluding those that are part of the student
health service program, should be reported in this category
(Collier & Allen, 1980; Hughes, Leonard & Williams, 1982;
NACUBO, 1982b).

Sales and Services of Auxiliary Enterprises. These

revenues include all the monies generated by those entities
existing to furnish goods or services to students, faculty,
or staff and related fee charges, even when not necessarily
equal to the cost of the goonds and services. The general
public may incidentally purchase goods and services from
auxiliary enterprises, Auxiliary enterprises comprise
residence halls, goods and services, student health
services, intercollegiate athletics (when operated as
self-financed activities), college unions, college stores,
and other services, such as barber shops, movie houses, and
so forth (Collier & Allen, 1980; Hughes, Leonard & Williams,
1982; NACUBO, .982b).

This category does not include reveaues derived £from
gifts, grants and contracts or endowment income restricted
to auxiliary enterprises. These auxiliary enterprise
revenues are limited to those produced by the auxiliary
enterprises themselves (Collier & Allen, 1980; NACUBO,
1982b).
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This source of

Sales and Services of Hospitals.

revenue includes all monies (net of discounts, allowances,
and provision for doubtful accounts) derived froun hospitals.
This category includes patient care, special services, and
health clinics that are part of the hospital. Revenues
derived from research and other specific purpose gifts,
grants, or endowment income restricted to the hospital
should be included in the appropriate revenue source
(NACUBO, 1982b).

Other Income Sources. This category includes all

revenues not classified into the previous described sources
of income, such as interest income and gains, and loses on
investment in current funds, miscellaneous rentals and
sales, expired term erdowments, and terminated annuity or
life income agreements (Collier & Allen, 1980; NACUBO,
1982b).

Independent Operations. This category includes all the

monies derived from operations independent of or related to
higher education institutional missions--instruction,
research, and public service. This category generally
comprises only those revenues derived from the activities of
major federally-funded research laboratories (Collier &
Allen, 1980; Hughes, Leonard & Williams, 1982; NACUBO,
1982b) .
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Current Fund Expenditures.

Current fund expenditures as defined by NACUBO (1982b)
"are the recognition of the expending of resources of the
Current Funds group toward the objectives of each c¢f the
respective funds of that group." (p.6).

Curren®. fund expeunditures are reported separately in
the statement o0f current fund revenues expenditures and
other changes; however, they may be presented as a single
figure in the statment of changes in funds balances.
Generally, current fund expenditures show the following
classification (Collier & Allen, 1980; Hughes, Leonard &
Williams, 1982; NACUBO, 1982b): educational and general;
auxiliary enterprises; hospitals; and independent opera-

tions.

Educational and General Expenditures.

Educational and general expenditures include the compo-
nents listed below.

Instruction. Includes all monies expended for the

activities associated with oxr part of an institution's
instructional program. This type of expenditure includes
credit and non-credit courses for academic, vocational, and
technical instruction, for remedi 1 and tv:orial instruc-
tion, and for regular, special, and extension sessions.
Expenditures for departmental research and public service
not separately budgeted should be classified in this cate-
gory. Academic administration, when the primary assignment

is administration (academic dean, for example) is excluded.
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Nevertheless, expenditures for department chairmen are
included because instruction is still an important function
of the administrator (Collier & Allen, 1980; Hughes, Leonard
& Williams, 1982; NACUBO, 1982b).

Research. This category includes all expenditures for
activities specifically organized with the purpose of
producing research findings. Such research activities may
be commissioned by an external agency or undertaken under a
separate budget by an organizational unit within the insti-
tution. Under these conditions, expenditures for individual
research, project research, and research of institutes and
research centers are included. But all sponsored programs
are not included in this category nor is it necessarily
limited to sponsored research, since internally supported
research programs, when separately budgeted, might be
included under the conditions described above (Collier &
Allen, 1980; Hughes, Leonard & Williams, 1982; NACUBO,
1982b) .

Public Service. This category includes expenditures for

activities established with the primary purpose of providing
noninstructional services on behalf of individuals and
groups external to the institution. These activities
include community service programs (exclading instructional
services) and cooperative extension services, conferences,
institutes, general advisory services, reference bureaus,
radio and television, consulting, and similar noninstruc-
tional services (Collier & Allen, 198G; Hughes, Leonard &

Williams, 1982; NACUBO, 1982c).
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Academic Support. The expenditures classified in this

category include funds expended to provide support services

for the higher education primary mission--research, instruc-

tion, and public service. Thus, the following activities

are includsc -

1.

The retention, preservation, and display of
educational materials, such as libraries, museums,
and galleries;

the provision of services for the support of
-cademic functions, such as demonstration schools
associated with a department, school or college cf
education;

media such as audiovisual services, and technology
such as computing support;

academic admi. ‘~tration (including academic deans
but not department chairpersons) and personnel
development for administrative support and manage-
ment direction towards the fulfillment of the
institutional mission; and

separately budgeted support for course and curric-
ulum development. For institutions that generally
ascribe some experaitures, such as computing
support, directly to the several operating units
of the institutions. Thesz types of expenditures
are not incluaded within this category (Collier &

Allen, 1980; NACUBO, 1982b).
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Academic support includes the following subcategories:
libraries, museums and gallc-iee. educational media service,
academic computing support, ancillary support (to provide
practical experience to students excluding teaching hos-
pitals), academic administration, academic personnel devel-
opment. and course and curriculum development (Collier &
Allen, 1980; Hughes, Leonard & Williams, 1982; NACUBO,
1982b) .

Student Services. This category comprises the .funds

expended for the offices of admissions and registrar and
those activities primarily aimed at contributing to the
physical and emotional well-being of the student outside the
environment of the formal instructional program. Thus,
expenditures for student activities, cultural events,
student newspapers, intramural athletics, student organiza-
tions, intercollegiate athletics (when operated as a part of
the Department of Physical Education and not as an essen-
tially self-financed activity), counseling and career
guidance (excluding informal academic counseling by the
faculty), student aid administration, and health services
that are not self-supporting activities. Thus, the subcate-
gories generally included in student services should be
student services administration, social and cultural devel-
opment, counseling and career guidance, financial aid
administration, student admissions, student records, and

student health services (Collier & Allen, 198G; NACUBO,

1982b).
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Institutional Support. The expenditures generally

included in this category are related to:
1. central executive level activities concerned with

management and long range planning of the entire

institution, such as the governing board, planning
and programming, and legal services;
2. fiscal operations, including the investmer.t
office;
3. administrative data processing;
4. space management;
5. employee personnel and records;
6. logistical activities that provide procurement,
| storerooms, safety, securify, printing, and
transportation services to the institutions;
support services to faculty and staff not operated
@s auxiliary enterprises; and
7. activities concerned with community and alumni
; relations, including development and fund raising.
Therefore, the following subcategories are included:
executive management, fiscal operations, general adminis-
tration and logistical services, administrative computing
support and public relations/development (Collier & Allen,
1980; Hughes, Leonard & Williams, 1982; NACUBO, 1982b).

Operations and Maintenance of Plant. This category

includes all expenditures of current operating funds for
operations established to provide service: and maintenance

related to grounds and facilities. Utilities, €fire
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protection, property insurance, and similar items are also
included. Expenditures from the institutional plant funds
accounts are excluded from this category. Therefore, the
following subcategories are included: physical plant
administration, building maintenance, custodial services,
utilities, 1landscape and grounds maintenance, and major
repairs and renovations ‘(Collier & Allen, 1980; Hughes,
Leonard & Williams, 1982; NACUBO, 1982b).

Scholarships and Fellowships. This category comprises

outright grants to students selected by the institution and
financed from current funds, restricted or unrestricted,
trainee stipends, prizes and awards. Those trainee stipends
awarded to individuals not enrolled in formal course work
are excluded from tu.is category; thus, the expenditures for
this concept should be included in instruction, research or
public service as appropriate. When the institution is
given custody of the funds and does not have the right to
the selection of the beneficiary of the grant--such as
Federal Basic Educatioral Opportunity Grants prugram--the
funds should be included in the agency funds group rather
than in the current funds group. Whan the beneficiary of
these  types of grants is required to perform services in
exchange for financial assistance, the charges should be
associated with the expenditures of the organizational unit
where the recipient of the grant is performing such ser-
vices. Student aid in the form of tuition or fee remissions

should be classified into this category. Nevertheless,



103

remissions of tuitions or fees granted according to faculty
or staff status, or students who are relatives of faculty or
staff, should be included as staff benefit expenditures in
the appropriate functional expenditure classification.
Thus, the following subcategories are included:

1. Scholarships, which refer to outright grants-in-
aid, trainee stipends, tuition and fee waivers,
and prizes to undergraduate students; and,

2. Fellowships, which include outright grants-in-aid
and trainee stipends t» gradu.te s.udents--
payments to graduate students for teaching are
excluded (Collier & Allen, 1980; NACUBO, 1982b).

Auxiliary Enterprises. The expenditure of auxiliary

enterprises has the distinguishing characteristic of being
essentially self-supported by the revenues generated from
furnishing goods or services to students, faculty or staff,
and charged a fee directly associated with--even when not
necessarily equal to--the costs of goods and services.
Expenditures for student health services, when operated as
self-supported activities should be included in auxiliary
ente.prises. Expenditures for hospital and hospital derived
revenues are separately classified because of their relative
financial significance. Thus, this category includes
operating expenditures and transfers for operation and
maintenance of plant and for institutional support. Other
direct and indirect costs are also included, whether al-

located as a proportionate share of costs of other
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departments or units or charged directly as expenditures
(Collier & Allen, 1980; Hughes, Leonard & Williams, 1982;
NACUBO, 1982b).

Hospitals. includes all expenditures and transfers
relating to patient care operations of the teaching hos-
pitals, including nureing and other professional services,
general services, administrative services, fiscal services,
and charges for physical plant operations and institutional
support. Regarding other direct and indirect costs, the
treatment is siwrilar to the case of auxiliary enterprises.
Activities (although carried out within the hospital)
categorized more appropriately as instruction or research,
should be classified in the corresponding instruction or
research category rather than an hospital expenditures.
Therefore, the expenditures category for hospitals includes:
direct patient care, health care supportive services,
administ:;:ation, physical plant operations, and hospital
mandatory transfers (Collier & Allen, 1890; NACUBO, 1982b).

Independent Operations. The expenditures included in

this category are those unrelated to, but which may con-
tribute to the enhancement of the primary missic:. of a given
higher education institution. These expenditures are mainly
limited to those associated with major federally funded
research laboratories. This category does not include those
expenditures related to management and investment of endow-
ment funds. The following subcategories are classified

within the independent operations category:
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1, Institutional independent operations-~-commercial
enterprises--owned or controlled by the institu-
tions but not aimed at prcviding services to
students, faculty or staff or to provide support
to one or more of the institution's missions; and

2. independent operations/IFRD”s that include expen-
ditures related to the activities of federally-
funded research and development centers (Collier &
Allen, 1930; NACUBO 1982b).

Loan Funds Group.

According to NACUBO (1982c), the purpose of this fund
group is to report the resources available for loans to
students, faculty, and staff. The sources of funds for this
group are mainly composed of:

- Gifts of funds operated on a revolving basis.
Repayments of principal and interest may be loaned
to other individuals.

- Gifts and grants providing that, on repayment of
principal and interest, the proceeds must be

refunded to the grantors or donors of the funds.

- Endowment fund income restricted to 1loan fund
purposes.
- Refundable grants by the Federal government to

provide funds for student loans.

- Financial resources transferred from current funds
to match refundable Federal government grants.

- Unrestricted current funds designated by the

governing board to provide loan funds.
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- Revenues and gains from investments of loan funds.

- Interest carried on loans.

The consideration given to assets, liabilities, and
increases aind decreases in loan funds balances (NACUBO,
1982¢c) will be studied in conjunction with the other fund
groups.

Endowment and Similar Funds Group.

The endowment and similar funds group includes those
investments aimed at providing revenues from earnings for
institutional use. The principal is maintained intact,
while gains on such investments are available for the
financing of the institutional operations (Collier & Allen,
1980; Hughes, Leonard & Williams, 1982; NACUBO, 1982c).

This fund group includc

Endowment Funds: those sources for which the donors

have determined that the principal of the gift always
remains intact and only the earnings can be used for
expenditure (Collier & Allen 1980; Hughes, Leonard &
Williams, 1982; NACUBO, 1982c).

Term Endowment Funds: those resources for which the

donor requires that the principal remains intact and
only the earnings can be used for expenditure during a
determined period of time or until a specific event has
occurred. When the conditions of the endowment have
been fulfilled, the principal is also available for

expenditare (Collier & Allen, 1980; NACUBO, 1982c).
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Quasi-Endowment Funds: those funds that the institu-

tion's governing board has decided to retain for
investment. Since these funds are not restricted by
external donors or agencies, both the principal and the
earned revenues may be administered at the discretion
of the governing board (Collier & Allen, 1890; NACUBO,
1982c).
Similar to the other fund groups, the category endow-
ment and similar funds also includes assets, liabilities,
and fund balances (NACUBO, 1982c). This categoxy will also

be studied with those of the other fund groups.

Annuity and Life Income Funds Group. The annuity and

life income funds group comprises all funds for the financ-
ing of payments to one or more determined beneficiaries
(generally the donor). When the institution must pay a
determined amount to the beneficiary, the fund is considered
as an annuity fund; when the institution agrees to pay only
the revenues derived from the assets of the fund or a
stipulated percentage of its market value, it is classified
as a life income fund. The principal of the annuity or life
income fund will be the property of the institution when the
beneficiary dies, or when a certain point of time is
reached. Once the fund becomes the property of the institu-
tion under the conditions previously mentioned, this finan-
cial resource may be administered at the discretion of the

institution or as specified in the terms of the agreement.
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Annuity and life income funds may be reported as part of the
endowment and similar funds group in +he <case of
non-material amounts. In this particular case, the annuity
and life income funds are reported as a supcategory of
endowment and similar funds. The financial structure of
annuity and life income funds is composed of assets, liabil-
ities, and a fund balance whose details will be given in the
next section of this chapter (Collier & Allen, 1980; Hughes,

Leonard & Williams, 1982; NACUBO, 1982c).

Plant Funds Group. The plant funds group refers to all

of the physical plant assets of the institution as well as
the monies available for new construction or acquisition,
debt service on plant, and renewal and replacement reserves.
Generally the following four subgroups are included in this
category (Collier & Allen, 1980):

1. Unexpended Plant Funds: funds available for new
construction and acquisitions of physical property
that have not been expended as of the reporting
date.

2. Funds for Renewal and Replacement: funds avail-
able for the renovation and improvement of insti-
tutional properties. This subgroup does not
include funds used for the regular maintenance and

repair of the institutional properties--such

expenditures are classified in the current fund.




109

3. Fund for Retirement of 1Indebtedness: those
resources available to amortize the debt, both
principal and interest, on institutional prop-
erties.

4. Investment in Plant: all funds invested in
physical properties that make up the physical
plant.

NACUBO (1974) identified the following sources of funds

for the plant funds group.

- Funds from external agencies;

- student fees and assessments for debt service or
other plant purpose. (restricted funds);

- mandatory and non-mandatory transfers from other

fund groups;

- loans from external sources for plant purposes;
- loans from other fund groups; and
- revenues and net gains from investments, whether

restricted or unrestricted.

Agency Funds Group. The agency funds group refers to all

fuids for which a given institution serves as the custodian
or fiscal agent without owning such funds. When the insti-
tution manages these funds performing as a fiscal agent,
this circumstance implies providing accounting services for
the owner of the funds. Agency funds are excluded or simply
footnoted for accountability purposes when the purpose of a

particular report is to detail the total resources available
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for use by the institution (Collier & Allen, 1980; Hughes,

Leonard & Williams, 1982; NACUBO, 1982c¢c).

Assets. Liabilities and Fund Balances of Fund Groups.

Any given institution of higher education that follows the
generally accepted principles and practices of fund account-
ing will have a financial structure consisting of a set of
funds. Each fund consists of assets, liabilities, and a
fund balance (NACUBO, 1982a). These assets, liabilities,
and fund balances are reported to detail information on
institutional financial status at a point in time, generally
at the end of the fiscal year. Although fund balances are
also reported in the statement of changes in the fund
balances, the principal financial statement for reporting
assets, liabilities, and fund balances is the balance sheet.
These fund components are reported separately for eacn fund
group (excluding the agency fund group) of the restricted
and unrestricted funds within a fund group, and eventually

for fund subgroups (Collier & Allen, 1980).

Assets, Liabilities and Funds Balances of Current Funds

Current Fund Assets. This category includes items such

as cash, short-term investments, accounts and notes receiv-
able, inventories, prepaid expenses, and deferred charges

(Collier & Allen, 1980; NACUBO, 1982b).
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Current Fund Liabilities. This category includes ac-

counts and notes payable, accrued liabilities, deposits, and
deferred revenues (Collier & Allen, 1980; NACUBO, 1982b).

Generally assets and liabilities are separately clas-
sified into restricted and unrestricted current funds.
However, for reporting purposes, the individual assets and
liabilities, with the exception of fund balances, of re-
stricted and unrestricted current funds are eventually
combined. In this particular case, the borrowings between
unrestricted and restricted funds should be disclosed by
footnote or other appropriate means (Collier & Allen, 1980;
NACUBO, 1982b).

Current Funds Balances. The current fund balances are

the result of the difference between the value of current
assets and current liabilities. Fund balances should always
be reported separately for restricted and unrestricted
current funds. Restricted current balances include re-
stricted revenues from endowment fund:c., the remaining
portion of gifts limited to particular operating purposes,
the remaining amount of grants, or contracts received for
the performance of determined activities, and appropriations
restricted to particular endeavors. The portion of current
fund balances without such restrictions is considered as

unrestricted (Collier & Allen, 1980; NACUBO, 1982b).
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Assets, Liabilities and Fund Balances of {he Loan Funds

Group

Assets of the Loan Furls. This category includes cash,

notes receivable, and temporary investments of ~ash avail-
able for loans. Notes receivable should reflect their face
value (including both principal and interest) 1less an
allowance for uncollectible loans {Collier & Allen, 1980;
NACUBO, 1982c).

Liabilities of Loan Funds. These liabilities include

amounts due for collection fees, amounts due for administra-
tive costs, and amounts due as refunds (Collier & Allen,
1980; NACUBO, 1982c).

Fund Balances of Lcan Funds. Fund balances of loan funds

are determined by the difference between the assets and
liabilities of this fund. These fund balances are reported
separately for restricted funds (for loan purposes), and
vnrestricted funds (available for other institutional

purposes) (Collier Allen, 1980; NACUBO, 1982c).

Assets, Liabilities and Fund Balances of Endowments and

Similar Funds

Assets. The assets of endowment and similar funds are
primarily composed of cash and investments, including
marketable securities, real estate, patents, copyrights,
royalties, and so forth (Collier & Allen, 1980; NACUBO,
1982c).
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Liabilities. The liabiiities of endowments and similar

funds consist basically of any indebtedness charged against
the above assets and the amounts due to other fund groups
(Collier & Allen, 1980; NACUBO, 1982c).

Fund Balances. Similar to the other fund groups, the

fund balances are determined by the difrerence between
assets and liabilities. Fund balances are reported :epa-
rately for each subgroup--endowments, term cndowmer! . and

quasi~endowments (Collier & Allen, 1980; NACUBO, 1983c).

Assets, Liabilities and Fund Balances of the Annuity ané

Life Income Fund

Assets. The assets or tha annuity and life income fund
basicaliy consist of cash and investments (Collier & Allen,
1980; NACURO, 1982c).

Liabilities. The 1liabilit :s of the annuity and 1life

income fund refer to the actuarial expected value cf the
annuity funds to the beneficiaries and the payments to
beneficiaries of life income funds (Collier & Allen, 1380;
NACUBO, 1982c¢c).

Fund balances. The balance of annuity funds is reported

in accordance with the Aifference between the value c¢f the
assets of this fund and the payments to be made in accor-
darice to the annuity agreement. This fund balance does not
refer to the total resources of annuity funds held by the
institution. Life income funds balanc~s are considered as

the difference between the assets of this subgroup and .y
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liabilities due from this fund (Collier & Allen, 1980;

NACUBO, 1982c).

Assets, Liabilities and Fund Balances of Plant Funds
Assets. The assets of plant funds are composed of <ash,

investments, accounta and notes receivable, amounts due from
other fund groups, fun@s in deposit with others,- land,
buildings, other improvements, and equipment owned by the
institution. Assets that have been purchased are evaluated
at cost, and those that have been donated are appraised at
the market value. When adequate historical costs are not
available, estimated valuations may be made; in this case
the method of valuation should be clarified in the financial
statements (Collier & Allen, 1980; NACUBO, 1974a).

Liabilities. The 1liabilities of plant funds include

accounts payable, bonds, notes and mortgages payable, and
amounts owed to other funds. Usually, assets and liabil-
ities are reported separately for each subgroup included in
the plant funds group (Collier & Allen, 1980; NACUBO,
1974a).

Fund Balancey. Fund balances should be reported sepa-

rately for each subgroup and restricted fund balances
reported separately in appropriate subgroups, generally
unexpended plant funds. Fund balances in the unexpended
plant funds subgroup, renewal and rerlacement subgroup, and
retirer:ont of indebtedness subgroup indicates the reserves
avaiiable for those particular purposes (Collier & Allen,

1980; NACUBO, 1974a).
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Additions, Deductions, and Interfund Transactions

Additions, deductions and interfund transactions are
operations related to the diverse changes in the financial
performance and positions of higher education institutions.

Additions. Additions reflect the increase of financial
resources into a fund group during a specific time period,
generally a fiscal year; however, they do not represent
transfers from one fund group to another, but new resources
flowing into the institution during a given fiscal year.
Additions differ from revenues because the accrual basis of
accounting states that revenue should be reported only when
earned. Therefore, restricted funds are not earned revenues
until the resources of such restricted funds are expended
for the specific purposes stipulated by the grantor of the
funds. Unrestricted revenues are placed in the current fund
as a revenue on receipt. The term "additions" refers to all
fund groups. Since not all restricted monies flow into the
institutions for purposes reflected in the current £fund
group when they are physically received, such restricted
funds are reported as additions to the corresponding fund
group in the statement of change in fund balaaces (Collier &
Allen, 1980; NACUBO, 1974b).

Deductions. Deductions are the decrease of financial
resources in a given fund group during a determined report-
ing period, generally a fiscal year. Similar to additions,
deductions do not imply transfer of funds among groups.

Rather, they represent those financial resources flowing ovt
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of the fund groups of the institution. Both deductions and
expenditures are reported separately for each fund group and
for restricted and unrestricted funds. Thus, similar to
additions, deductions are reported in the statement of
change in the fund balances, whereby increases and decreases
of each fund grcup are shown. Nevertheless, the statement
of curreat funds revenues, expenditures and other changes
reports only earned revenues, expenditures and transfers
relating to the current funds group (Collier & Allen, 1980;
NACUBO, 1974b).

Interfund Transactions. Interfund transactions are

classified into two categories: interfund loans and tranc-
fers. Interfund loans move funds from one group in accor-
dance with prudent financial management. Thege transactions
are operated under the cond..tion that the fund group borrow-
ing the resources will r-.turn the borrowed amount to the
fund group that provided the internal loan. Any outstanding
loan as of the date nf the report must be reflected on the
balance sheet showing the amounts due to or due from another
fund. Moreover, any interest paid or received from
interfund borrowings must be shown on the statement of
changes in fund balai.ces and/or the ata ement of current
funds revenues, expenditures, and other changes in the
corresponding category of revenue or expenditure (Collier &
Allen, 1530; NACUBO, 1974b).

Transfers. Transfers are financial transactions that

move resources from one fund group to another under perma-
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and expenditures applicable to future period should be
deferred" (p. S).

Nevertheless, when specified deferrals and accruals are
omitted, such as investment income and interest on student
loans, the financial statement should not reflect any
material effect derived from this omission. Institutions
maintaining the books on a cash basis should make the
necessary adjustments for the conversion of the accounts to

accrual basis (NACUBO, 1982a).

Purposes of Financial Reporting

Generally, the annual financial reports of institutions
of higher education are designed to disclose the sources and
uses of funds. The balance sheet, the statement of changes
in fund balances, and the statement of current fund revenue
expenditures and other changes are the formal financial
reports of any institution of higher education (Hughes,
Leonard & Williams, 1982). A major objective of financial
reports of institutions of higher education is the use of
such financial reports £f-r the evaluation of resource
management in meeting an institution's goals. Appendices A,
B, and C show models of financial statements according to

NACUBO's Standards of Reporting (NACUBO  1974b).

Use of Financial Data for Analysis and Management Purposes

The £financial structure shown in the institutional

reports is the principal data source for the design and use
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of measures and indicators of the financial conditions and
performance of higher education institutions (Minter et al.,
1982; Jenny, 1979).

Traditionally, financial evaluations emphasized reve-
nues and expenditures and seldom paid attention to the
balance sheet accounts. Minter and Bowen (1975) after
analvzing the trends between 1969 and 1974 stated:

. « +the art of analyzing consolidated balance sheets

of colleges is in its infancy. Because of the valua-

tion of assets at book value, the practice of most
colleges and universities to ignore depreciation, the
difficulty of reconciling the two purposes of account-
ing--fiduciary and managerial--and the fuzziness of
institutional use of restricted assets, balance sheets

are so d difficult to interpret. Yet they are in

|
principle very important to financial analysis of
academic institutions. We have tried to make a begin-
ning in the presentation and interpretation of balance

sheet data. (p. 59.)

Therefore, the evaluation of the financial condition of
higher learning institutions is not complete without an
analysis of the balance sheet (Jenny, 1979). Jenny suggests
that since higher education typically distinguishes among
several separate funds, changes in those fund balances have
become an important part of financial analysis. Less
developed. is the study of the changing asset, liability, and

net asset structure. (p. 217).
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nent conditions. Thus, the recipient fund will not have to
return the amount being transferred to the fund providing
the resources. There exist generally two types of trans-
fers; mandatory and non-mandatory transfers. Mandatory
transfers include the transfer of funds from the current
fund to other fund groups to meet the conditions underlying

restricted funds. Non-mandatory transfers represent trans-

fers from any fund group to another at the discretion of the
governing board (Collier & Allen, 1980). fTransfers are
reported in the fund group from which the resources are
provided as well as in the fund group to which such re-

sources are transferred (Collier & Allen, 1980).

THE ROLE OF FINANCIAL REPORTING IN FINANCIAL

ANALYSIS AND MANAGEMENT

Overview

As emphasized in the preceding section of this chapter,
the financial reports of higher education institutions
should be prepared consistent with the generally accepted
principles and practices of fund accounting already
delineated in the preceding section of this chapter as well
as accrual accounting (NACUBO, 1982a).

According to accrual accounting, revenues should be
reported when earned and expenditures when goods and ser-
vices are received (NACUBO, 1982a). NANUBO stated: "ex-

penses incurred at the balance sheet date should be accrued
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The new developments in financial an-lysis through the
use of ratios and indicators permits a more comprehensive
use of the data contained in the financial statements of
higher education institutions (Jenny, 1979). Most public
and private institutions report their financial and non-
financial statistics to the Higher Education General Infor-
mation Survey (HEGIS) developed by the NCES. This coordin-
ated data collection system makes it possible to conduct
institutional and intersector comparisons related to higher
education. Thus, comparison at the local and national level
as well as the formulation and evaluation of financing
higher education policies can be undertaken by using this
data. HEGIS data also has been useful for the development
of national economic indicators for higher education insti-
tutions. Such indicators include the Higher Eéucation Price
Index (HEPI), Research and Development Price Index, Capital
Component, and similar economic indicators (NACUBO, 1980).

Moreover, HEGIS data are useful to individual institu-
tions for their own analytical studies. Thus individual
institutional financial performance can be compared with
national trends and trends in the financing of peer group
institutions for the development of future financial plans.
The budgeting pr~- -5 benefit from an overview of higher
education exper.ditures and revenue patterns at the state and
national level (NACUBO, 1980).

A high degree of validity and reliability of the data

reported must be ensured to present credible information.
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Hence, audited financial statements should be coded to the
same definitions and standards to minimize extensive and
substantial reporting errors. The analysis of the financial
condition of higher education as well as of individual
institutions requires a higher degree of accuracy at the
institutional 1level (Minter & Conger, 1979a, 1979b).
Furthermore, the need for valid and reliable information is
considered by Lesher and Mazur (1981) as the primary objec-
tive of any financial accounting system in support of the
management information requirement of the college or
urniiversity. These management needs have intensified the
search for approaches that guarantee more timely information.
and control over fiscal operations. Thus, Lesher and Mazur
suggest the implementation of a computerized financial
accounting system in both large and small institutions for
the support of the following functions:

- provide internal control to insure the validity of
financial information and records;

- assist financial management in the analysis of
financial and statistical data, and report signif-
icant information to top management and the board
for use i1 decision making;

- provide financial information to operating units
to assist administrators in making appropriate
decisions;

- protect assets to insure that cash investment,
plant, receivables, etc., are neither wasted nor

lost;

145




- ensure that the college or university is complying

with the many state and federal regulations that
affect or require financial information
(pp. 206-207).

Finally, the financial survival of cclleges and univer-
sities can be evaluated through the use of their financial
information compared to the effect of inflation and student
enrollment expressed in FTE terms. Thus, financial reports
should include multi-year financial statistics in conjunc-
tion with applicable price level changes (Chan & Snyder,
1979). This would permit the comparison of financial and
nonfinancial statistics of individual and groups of insti-
tutions related to internal variables (management of finan-
cial resources) and external variables (enrollment trends,
the effects of inflation, and trends in other sources of
revenue different from tuition) that :infiuence the economic
viability of higher education institutions (Dickmeyer &
Hughes, 1980, 1982b; Minter et al., 1982; Minter & Bowen,
1975, 1977, 1978, 1980).

FINANCIAL ANALYSIS TOOLS FOR INSTITUTIONS
OF HIGHER EDUCATION

Overview
The preceding sections of this chapter were aimed at
establishing a financial and economic framework for the

selection of the most appropriate instruments for the

146




123

measurement of the financial health and wealth of higher
education institutions. Chapter I has already described
some of these financial analysis tools. Such a description
will be expanded in this section with emphasis on the
implications of ratio and trend analysis in determining the
financial status of private higher education institutions.

The achievament of comparability of financial ‘state-
ments was only the beginning in an attempt to make financial
information more understandable. The interpretation,
analysis, and understanding of financial data requires
concrete suggestions for specific data, data relationships,
ratios and other criteria that might help evaluate the
financjal health of higher education institutions (Robinson,
1975).

The differences existing between profit and nonprofit
organizations, and between the accounting systems of higher
education and business organizations have also determined
the differences in the financial evaluation of both types of
institutions. Business organizations do not wuse fund
accounting and measure their benefits or losses in terms of
money. Therefore, to use the business financial ratios to
evaluate institutions of higher educaticn will be useless,
even when there have been some attempts for operating the
higher education financial statements as those of business
enterprises (Robinson, 1975). Besides, the attempts to
apply business financial analysis to fund accounting state-

ments ha-'e not been succecsful. (The NCHEMS employed this
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financial analysis approach and obtained unsatisfactory
results.) Even when nonprofit financial analysis can be
applied to fund accounting statements and business financial
analysis can be applied to consolidated statements for
nonprofit organizations, there must be an agreement on what
is consolidated, what is included in each term, and how each
element is expressed in a given formula. For example,
through use of the consvlidated balance sheet and the flow
of funds scticements, it is feasible to calculate working
capital ratios, and liabilities to assets or fund balance
ratios can be performed as well as 1liquidity analysis.
However, the main objective is the achievement of compara-
bility among institutions and to establish the trend lines
in the data of the reporting institution itself (Wilkinson,
1979).

One of the principal liﬁitations to higher education
financial analysis and institutional comparability is the
basic concept in fund accounting of unrestricted versus
restricted funds. This factor tends to obfuscate the
information contained in an institution's financial state-
ment. The management style applied to restricted and
unrestricted funds and the individual definitions of what is
restricted and what is unrestricted also create confusion.
While it is possible to know whether a restriction applies
to the amount of money to be spent, the purposes of the
expenditure, and who can impose the restriction (Wilkinson,

1979), higher education institutions budget and |use
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restricted funds as if they were unrestricted and un-
restricted funds as if they were restricted (Collier &
Allen, 1980; Minter & Conger, 1979; Wilkinson, 1979).

According to accrual accounting principler restricted
funds should be reported as deferred revenues because they
constitute a liability that becomes earned revenue when the
condition of the restrictions have been fulfilled (Collier &
Allen, 1980; NACUBO, 1982a; Wilkinson, 1979). Wilkinecn
(1979), criticizing this position wrote:

Traditionally, however, restricted monies are treated
as fund balances--as if they were working capital
belonging to the institution--but they are not ac-
counted for until they are considered spent. This
treatment is one of the most irrational and confusing
aspects of fund accounting.

The significant question about restricted funds is
their separate accountability. One must ask not only
whether they are spent for the specified purpose but
also whether they are required to be spent in addition
to any unrestricted funds that are already going for
the same purpose or can be used in place of such funds
(p. 202).

Despite these 1limitations indicated by Wilkinson
(1979), and as previously indicated in this chapter, it is
possible to combine the restricted and unrestricted amounts
of assets and liabilities of fund balances with the condi-

tion that all interfund borrowing transactions are reported
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in the balance sheet (Collier & Allen, 1890; NACUBO, 1982a,
1982b) . Researchers such as Minter and Bowen (1975, 1977,
1978, 1980) used this approach for the study of the trends
in the financing of private education in the United States
and obtained consistent and reasonable results. The com-
bination of restricted and unrestricted fund balances
reduces the risk of financial misinformation due to the
understatement or overstatement of restricted or unre-
stricted fund balances in both categories. The problem
created by the many yearly non-mandatory interfund transfers
can be avoided through the aggregation of funds into a
specified fund balance group. And, finally, the effect of
interfund borrowing can be properly determined in comparison
to the effect of external borrowing (Jenny, 1975; Minter,

1980).

Financial Indicators in Higher Education

Most current financial evaluations reflect a new set of
concerns for higher education institutions in the 1980s.
Research works done on the financing of higher education
institutions show that most colleges and universities have
been remarkably sensitive to economic adversity such as
inflation and decline in real resources. However, they have
served more students, preserved the quality of their pro-
grams, and offset current budgets only by deteriorating

their capital support of physical, financial reserves, and

human resources. Consequently, the interpretation of
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An unrestricted current fund ratic above two reveals ade-
guate unrestricted current funds assets to prevent immediate
or short-term financial difficulties. AL unrestricted
current fund ratio below two reveals a weakness in the
immediate or short-term financing by current funds expendi-
tures and transfers (Collier & Allen, 1980; Minter &« Conger,
1979b; Dickmeyer & Hughes, 1982b; Wilkinson, 1979).

Available Funds Ratio. This ratio is used to evaluate

the intermediate term available financial resources pravided
by thic unrestricted current fund balance o¢ quasi-endowment
funds. Thes2 quasi-endowment funds can be used at the
discrction nf the governing board. Thus, this ratio is
calculated to measure the institutional financial reserves
as related to educational and general expenditures and
mandatory transiers. The ratio is calculated by dividing
the unrestricted current fund balance plus quasi-endowment
(market walue) by e” cational and general expenditures and
mandatory transfers. A ratio of one-half would mean that
the institution has sufficient financial reserves to ~over
its operzcticns without dependiny on revenues. A limitation
to the use of this ratio are the reserves the institution
may have in other funds (such as plant funds) that may
compensate for a decline i1a fund palances in the current and
quasi~endowmert funds (Dickmeyer & Hughes, 1982b).

Endowment Ratios (Lv- -~~term). This ratio compares the

amount of the endowment fund (including quasi-endcwment) at

market value to the amount of current yearly expenditures.
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financial ratios without consideration of the capital base
of the institutions can lead to an understanding of finan-
cial difficulties threatening the institutions, su~h as the
stringency caused by the depletiou of institutional finan-
cial resources (Frances, 1980).

This circumstance has fostered the development of
indicators leading to the judgment of financial conditions
and trends in financial resources of higher education
institutions. Thus, the understanding of the inst.tutional
financial structure, the consideration of internal and
external factors affecting the institutional financial
structure, the fcasibility of making reasonable comparisons
among institutions, and the selection of appropriate indica-
tors for the assessment of financial condition, constitute
the basic framework for the design of adequate methodology
for higher education finan~ial analysis (Chan & Snyder,
1979; Dickmeyer & Hughes, 1982a, 1982b; Minter et al.,
1982),

Ratio analysis provides a perspective on key financial
conditizns affecting institutional activity, defines trends
in the financing of higher education institutions (Minter et
al., 1982), and permits the developme of a financial
profile bassd on tne relationship existing among financial
and nonfinancial statistics (Dickmeyer & Hughes, 1982b).
Thus, the design of such statistics must take into account
the evalivation of current strategies and the planning o® new

strategies. Such strategies imply a bala~._e between risks
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and resources in such a way that the institution can be

protected from revenue fluctuations--declines in applica-
tions and enrollments and/or decreases in the contributions
of other sources of revenue. To overcome this circumstance,
the institution must keep an adequate level of revenues in
its fund reserves., Strategies must maximize revenue perfor-
mance and minimize increase in risk. Besides, institutional
strategies involve establishing expenditure patterns in
accordance with overall institutional goals (Dickmeyer &
Hughes, 1980).

Financial risk is determined by the susceptibility of
an institution's financial :tability to the environment in
which it operates. Consequently, the analysis of financial
condition, performance, and creditworthiness (Minter et al.,
1982) must consider the evaluation cof avﬁilability of
financial resources; flexibility to minimize risks; non-
financial resources (such as students, institutional at-
traction, academic programs, faculty, staff, and physical
plant), and changes in the revenu:-expenditure patterns.
Statistics relating to nonfinancial resources can reflect
changes not detectable through the standard financial
analysis (Dickmeyer & Hughes, 1980, 1982a, 1982b; Minter

et al., 1982; Minter & Bowen, 1977, 1980).

Evaluation of Financial Condition

The ratioss to be used for the evaluation of the finan-

cial conditions of higher education institutions must
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include information about the financial health at a given
point in time and the trend line in the financing of the
institution compared to preceding years' financial -—erfor-
mance ‘Minter et al., 1982).

Several key rat‘os have Leen developed for assessing of
financial conditions. Dickmeyer and Hughes (1982b), in
their work "Financial Self-Assessment: A Workbogk for
Colleges,"” developed a set of ratios tc evaluate Ffinancial
corditions. Such ratios are purposed for evaluating finan-
cial resources, flexibility, nonfinancial resources, and
changes affecting financial resources and are discussed

belOW .

Assessment of Financial Resources

Dickmeyer and Hughes (1982b) propose three basic ratios
for the eva.uation of firancial resources in the short,
intermediate, and long term: the unrestricted current fund
ratio, the available fund ratio, and the endowment ratio.

Unrestricted Current Fund Ratio. This ratio measures

the sufficiency o. the unrestricted current assets to pay
off the short-term unrestricted liabilities. Restricted
funds, including assets and liabilities, are excluded frcm
this calculation. Generally, this ratio is computed by
dividing unrestricted current assets by unrestricted current
liabilities (Dickmeyer & Hughes, 1982b).

Nevertheless, the application of this ratio is often
questioned because of the many limitations underlying the

determination and use of unrestricted and restricted funds.
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An unrestricted current fund ratio above two reveals ade-
quate unrestricted current funds assets to prevent immediate
o short-term financial difficulties. An unrestricted
current fund ratio below two reveals a weakness in che
immediate or short-term financing by current funds expendi-
tures and transfers (Collier & Allen, 1980; Minter & Conger,
1979; Dickmeyer & Hughes, 1982b; Wilkinson, 1979).

Available Funds Ratio. This ratio is used to evaluate

the intermediate term available financial resources provided
by the unrestricted current t nd balance of quasi-endowment
funds. These quasi-endowment funds can be used at the
discretion of the governing board. Thus, this ratio is
calculated to measure the institutional financial reserves
as related to educational and general expenditures and
mandatory transfers. The ratio is calculated by dividing
the unrestricted current fund balance plus quasi-endowment
(market value) by educational and general expenditures and
mandatory transfers. A ratio of one-half would mean that
the institution has sufficient financial reserves to cover
its operations without depending on revenues. A l.wmitation
to the use of this ratio are the reserves the institution
may have in other funds (such as plant funds) that may
compensate for a decline in fund balances in the current and
quasi-endowment funds !Dickmeyer & Hughes, 1982b).

Endowment Ratios (Long-term). This ratio compares the

amount of the endowment fund (including quasi-endowment) at

market value to the amount of current yearly expenditures.
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Endowment income constitutes a significant source of reve-
nue, especially for private universities. Thus the trend in
this ratio permits the observation of decline or growth in
this long-term investment fund as related to the trends in
educational and general expenditures and mandatory
transfers. The endowment ratio constitutes a long=-term
financial resource measure. A limitation to this ratio is
its superficial measurement of the overall health of the
institution. Although some institutions may pledge endow-
ments against loans, increa-=s in endowment funds are not
thus re¢levant to prevent financial difficulties (Dickmeyer &
Hughes, 1982b).

Assessment of Flexibility. As for the measurement of

flexibility, Dickmeyer and Hughes (1982b) suggest three
basic ratios for evaluation of the institution's financial
resources sufficiency to face the debilitating effects of
the fluctuation in revenues and expenditures. These three
ratios are: (a) the debt service to revenue ratio that
measures the amount of income not available for the buildup
of other resources; (b) the acceptance rate that measures
the admissions nolicies of the institutions; and (c) the
tenured faculty ratio that measures the administration's
freedom for the implementation of budget changes through the
change of teaching staff size (Dickmeyer & Hughes, 1982b).

Working Capital Ratio. This ratio measures the rela-

tionship between the unrestricted current fund balance and
the educational and general expenditures. Thus, the flexi-

bility of the institution to face increases in expenditures
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can be debated. It usually expresses the unrestricted

|
i
current fund balance as a percentage of educational and |
general expenditures. Nevertheless, this ratio has the ‘
limitations underlying the classification of restricted and

unrestricted funds (Minter, Conger, 1979b). |

Debt Service to Revenue Ratio. 1Tiais ratio evaluates

the flexibility of the institutior to pledge revenues to
resources rather than to debt since (principal, interest,
and sinking funds payments) increases in the burden of debt
service will create revenue deficits for the allocation to
other financial and nonfinancial needs. This ratio is
calculated by dividing the amount of debt service by the
total current fund revenues. A limitation to this ratio is
the variation of the willingness and ability among institu-
tions to commit revenues to debt service. 'I;hus, national
standards for percentage of budget may not be inferred from
the median values of this ratio (Dickmeyer & Hughes, 1982b).
Minter et al. (1982) consider a similar ratio by dividing
the debt service amount by the unrestricted current revenues
amount for the evaluat.on of institutional financial perfor-
mance. However, this ratio is limited by the difficulties

for determining restricted and unrestricted funds (Collier &

Allen, 1980; Minter & Conger, 1979b; Wilkineon, 1979).

Acceptance Rate. This nonfinancial ratio measures the

relationship of first-time student acceptances (freshmen and
transfers) to total student applications. This ratio is

determined by dividing acceptance of freshmen and transfers
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by application from the previous year. Acceptance rates

approaching 100 percent indicate a reduced flexibility in
the admissions policies; thus, there exists little possi-
bility ror the maintenance of enrollments by decreasing
standards. Consequently, larger financial reserves may be
needed as a form of contingency protection (Dickmeyer &
Hughes, 1982b).

Tenured Faculty Ratio. This nonfinancial ratio indi-

cates the changes in the flexibility to formulate budget
reductions. Budget inflexibility is determined by expendi-
tures for long-term contracts that occupy an increased
portion of the budget. Such expenditures limit the possi-
bilities to change long-term budget composition. This ratio
is calculated by dividing the number of tenured faculty or
faculty with contracts longer than five years by the number
of FTE faculty in the fall semester. This ratio has the
limitation that many other commitments serve to decrease
budget flexibility, including debt service, insurance,
salaries of key administrators, employee benefits and
expenditure3 for utilities (Dickmeyer & Hughes, 1982b).

Effect of Potential Enrollment Decline. This non-

financial statistic measures the impact of changes in
overall enrollment because of changing ¢ -..ographics on the
tuilding of financial resources, evaluation of marketing
strategies, and budget reduction possibilities. This
indicator is obtained by multiplying the total of tuition

and fees by the percentages of change in enrollment (1980 =
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100). The limitation to this statistic is that enrollment
projections are not based on actual data (Dickmeyer &

Hughes, 1982b).

Assessment of Nonfinancial Resources

In the evaluation of nonfinancial resources, Dickmeyer
and Hughes (1982b) suggest the calculation of ratios relat-
ing to the academic program, such as instruction proportion,
and instruction per FTE student, and student to faculty
ratio.

Instruction Proportion. This statistic is computed by

dividing the total of instruction expenditures by educa-
tional and general expenditures and mandatory transfers
minus restricted fund scholarships. This statistisz indi-
cates the emphasis of the institution on instructional
activities. In many cases the priority for instruction is
affected by the need to intensify the fund raising program
and emphasize the recruiting activity. The limitations to
this statistic are determined by its inability to assess
changes in quality. Even when this statistic shows decline,
increasing operating efficiency may result in general
quality increases. Thus, a decrease in instructional
expenditures may not indicate an absolute decline (Dickmeyer
& Hughes, 1972b).

Instruction per FTE Student. This statistic is cal-

culated by dividing the amount of instructional expenditures
in constant dollars by the FTE student enrollment in the

fall semester of the year for which the calculation is being
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made. Since this is a measure of the instructional cost per
student, a decline in this indicator, for example, means
that the students are receiving less (on a cost basis) from
the academic program. An increase in this indicator means
that more resources are being accuamulated in the academic
program in comparison to the general budget. Another
possibility for an increase in the cost of instruction per
FTE student is that the number of s+udents have remained
stable. Whether the institution continues financiaily
healthy at any level of activity, an increase constitutes a
positive indicator of increased commitment of resources to
the primary program. The limitations to this indicator are
the same as those of instruction proportion (Dickmeyer &
Hughes, 1982b). This indicator in constart dollars may be
compared to the instructor per FTE student in current
dollars and to the tocal instiuctional expenditures to
detect the effects of inflation, enrollments, and the input
of real resources (constant dcllars) per FTE student
(Halstead, 1983).

A full-time equivalent student is defined as the amount
of (or institutionally agreed to amount for) students
enrolled full-time during a given period. It is generally
computed as full-time students plus ore-third of part-time
students (Dickmeyer, 1983).

Student to Faculty Ratio. This ratio is computed by

dividiag the number of FTE students by the number of FTE

faculty. This ratio may be compared to faculty salary
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trends, and/or trends in instructional expenditures in order

to determine resource allocation of faculty. A limitation
to this ratio is that it reflects only problems caused by
the effects of inflation on real salaries or by the increase

of average class sizes (Dickmeyer & Hughes, 1982b).

Assessment of Changes Affecting Financial Resources

As for the evaluation of the changes affecting finan-
cial resources, Dickmeyer and hughes (1982b) suggest the use
of ratios for the calculation of student-derived revenue
trends, government-service inflow proportion, analyses of
trends in revenues derived from diverse gources, trends in
expenditures per FTE student. Trends in expenditures and
mandatory transfers are also suggested by Dickmeyer and
HuglLes for the evaluation of changes in financial resources.

For the analysis of the student derived revenue trends,
Dickmeyer and Hughes (1982b) suggest calculating thLe
financial FTE enrollments and the tuition discount factor.

Financial FTE Enrollments. This statistic is calcu-

lated by dividing the net student revenue--tuition and fees
minus scholarships and fellowships from unrestricted funds
--by the average tuition and fee rate per year for a full-
time student both in current dollars. This indicator is
considered to be more useful than the fall enrollment count
and measures the trends in full-time tuition payers.

Tuition Discount Factor. This ratio indicates the

difference between the financial en: ollment and the fall FTE
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enrollment. This calculation is made by dividing the

financial FTE enrollments by the total of FTE students.

Both the financial FTE and the tuition discount factor have
the limitation that enrollment changes can be caused by

factors different from tuition prices (Dickmeyer & Hughes,

1982b) .

Government Derived Inflow Proportion. This indicator

is computed by dividing the total government-related inflows
by the total current fund revenues. Changes in this propor-
tion may indicate the trends in the revenue strategy of the
institution and an increase in risk. The perception of the
influence of this factor depends on the private or public
character of the institution. As for private institutions,
increasing dependence on government-derived revenues implies
that government revenues are replacing or supplementing
other revenues (or both). Thus, further investigation is
needed for the detection of declines in other sources of
revenues, such as gifts and funds from parents. A limita-
tion to this statistic is that some scholarship aid is not
given directly to the institutions, but is used for the
students to pay off-campus expenses. Therefore, this ratio
may be partially inflated (Dickmeyer & Hughes, 1982b).

Expenditures per Student (Student Cost). This ratio

indicates the trends in spending per student in relation to
problems with budget control and changes in efficiency.

Large increases indicate inability to adjust expenditures to

change in enrollment size. Unless revenues keep pace with
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expenditures, the institution will lose resources. In terms

of const.nt Aullars, decline in this per pupil expenditure
is a possible measure of increased efficiency, while an
increase may mean decreasing efficiency. This is because
(1) the revenue is not keeping pace with inflation and the
institution is providing more services, or (2) the institu-
tion's internal inflation is higher than the national infla-
tion. This ratio is computed by dividing the total educa-
tional and general expenditures plus mandatory transfers by
the FTE enrollment (fall). The student cost in constant
dollars is obtained by dividing the student cost in current
dollars by the HEPI (Dickmeyer & Hughes, 1982b).

Dickmeyer and Hughes (1982b) emphasize the use of daca
from the statement of current funds revenues, expenditures
and other changes--which is more related to the assessment
of financial performance than to financial conditions
(Minter et al., 1982; Minter & Conger, 1979b)--and the
utilization of nonfinancial statistics; thus, many aspects
related to the fund groups are neglected.

Dickmeyer and Hughes did not establish an approach for
the assessment of interfund operations, such as interfund
borrowing, combination of restricted and unrestricted assets
and liabilities, the use of restricted funds, and the
relationship between the total fund balances and the +otal
expenditures. Moreover, the emphasis on the evaluation of
unrestricted current funds--including assets and liabilities

of this fund group, nonfinancial statistics, and revenue
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expenditure patterns--does not permit a comprehensive
analysis of the financial structure of the institution.
Even when an evaluation of the endowment fund group is
suggested in combination with the unrestricted current fund
balance, the interfund operations, the difficulties of an
accurate statement of restricted and unrestricted funds, and
“he omission of the possibility of combining these two funds
tend to confound the analysis (Minter, 1980; Minter & Bowen,
1978; Minter & Conger, 1979; Collier & Allen, 1980;
Wilkinson, 1979).

Accordingly, by a more extensive examination of the
balance sheet fund groups, the analysis can provide a more
comprehensive perspective of the institution's financial
health. Thus, the use of indicators that consider the
inclusion of restricted and unrestricted funds and the
combination of both reinforces the analysis of available
financial resources proposed by Dickmeyer and Hughes
(1928b) . Consequently, additional ratio analyses can be
performed to evaluate the availability of financial
resources. In the short-term, the ratio's current assets to
current liabilities and liquid assets to current liabilities
(Minter & Bowen, 1978) would supplement or substantiate the
statistical information obtained from the unrestricted
current fund ratio, available fund ratio, and endowment
market value (Dickmeyer & Hughes, 1982b). These ratios are

described as follows:
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Current Ratio. This ratio indicates the ability of

higher education institutions to pay off their current
obligations by means of assets that caa be readily liqui-
dated. .t is computed by dividiag :zhe total current assets
by the total current liabilities. This calculation does not
distinguish between the concept of restricted and unre-
gtricted funds (Minter & Bowen, 1978). The interpretation
of this ratio is similar to that of the unrestricted current
fund ratio (Dickmeyer & Hughes, 1982h} and applicaple tor
the same purposes (Minter & Bowen, 1978).

Liquidity Ratio. This ratio is equivalent to the

liquidity ratio (acid test) used in business financial
analysis. It refers to all the liquid assets included in
the current fund, plant funds, and reserve funds. This
ratio indicates the immediate availability of funds to pay
off current obligations (Minter & Bower 1978) and can be
applicable for the evaluition of short-term financial
resources.

Equity Ratio (Total Assets to Total Liabilities). This

rati> indicates the degree to which the institutions hold
equity in their asset: by measuring the relationship between
assets and 1liabilities. This ratio should correlate
negatively with the degree of indebtedness. The higher the
value of this ratio the more favorable the level of total
fund balances (Minter & Bowen, 1978).

The ability of the institutions to accumulate financial

reserves and subrequently attain a healthy financial
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condition can be measured through the use of the following
ratios (Minter, 1980; Minter et al., 1982):
- viability ratio or expendable fund balances to
plant debt;

- plant equity ratio or plant equity to plaut debt;

- ratio of expendable fund balances to total
expenditures,
- ratio of capital fund balances to total expendi-

tures or non-expendable fund balances to .total
expenditures.

Viability Ratio or Expendable Fund Balances to Plant

Debt (Minter, 1980; Minter et al., 1982). This ratio
reflects the relationship between the total fund balances of
all expendable funds and the balance of outstanding debt
related to the financing of plant assets by the end of the
fiscal year. The expendable fund balances consist of
current tunds, quasi-endowment funds, unexpended plant
funds, funds for renewal and repliacement funds for retire-~
menz of plant indebtedness, including in each case re-
stricted and unrestricted funds (Minter, 1980). Plant debt
includes iizbilities whose related asse+3 are investment in
Flant (Minter, 1280). This concept includes bonds payable,
notee payable, mortgages payahle, and amounts due to other
funds (Collier & Allen, 1980). Thie ratio is obtained
through the aivision of expendable fund balances by the
amount of plant debt. 2lant debts whose related assets are
cash or assets cnnverting to cash in the normal course of

operations ars :xcluded from this calculation. A ratio of
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1:1 or greater would mean that the institution has suffi-
cient expendable fund assets available to finance all
related liabilities plus plant debt (Minter, 1980).

This ratio may constitute an adequate indicator for the
verification of the conclusions drawn from the ratio of
current revenue to debt service suggested by Dickmeyer and
Hughes (1982b). This procedure would permit a comparison
between expendable funds as related to outstanding plant
debt (Miner, 1980) and revenues as related to the payment of
principal, interest, and restricted funds objectives for the
payment of long-term debt (Dickmeyer & Hughes, 1982b).

Plant Equity Ratio or Plant Equity to Plant Debt

(Mint ., 1980; Minter et al., 1982). This ratio measures
the relationship between the excess of the costs of plant
assets over related plant debt (equity). This ratio is
computed by dividirg the net investment in plant--investment
in plant assets (land, buildings, equipment, library collec-
tions, and the 1like) wminus related lizbilities--by plant
debt whose related assets are invested in plant. This
calculation excludes debts whose related assets are cash or
assets that can be 1liquidated in the normal course of
buiness. This ratio may indicate the possibility of
increased or declining long-term borrowing power. A ratio
lower than 3:1 would provide 1little margin for securing
substantial additional long-term 1loans (Minter, 1980).
Similar to the wviability ratio, the plant equity ratio

{Minter, 1980; Minter et al., 1982) may be applied in
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conjunction with the flexibility measure, debt service to

revenue ratio (Dickmeyer & Hughes, 1982b). This procedure

would permit a more -:omprehensive perspective on the rela-

tionship between financial resources and long-term debt.
Expendable Fund Balances Ratio or Expendable Fund

Balance to Total Expenditures (Minter, 1980; Minter et al.,

1982). This ratio measures the relationship between expend-

able fund balances and total current fund expenditures and
mandatory transfers. This ratio is useful tu supplement the
analysis of the viability ratio. In the case of a small
plant debt, it is possible to obtain a high -iability ratio
even though its expendable fund balance is relatively
reCuced. On the other hand it may be reasonable to expect
an increase in expcndable fund balance at least in propor-
tion to the rate of growth of operating size. Probably a
ratio of 3:1 or greater wouid be required to provide a
reinforcement for the viability ratio to a significant
extent (Minter, 1980). The same criteria could be applic-
able for a review of the results of the available fund ratio
proposed by Dickmeyer & Hughes (1982).

The expendable fund balances rat_o is computed by
dividing all the expendable fund balances by the total
current fund expenditures plus mandatory transfers (Minter,

1980; Minter et al., 1982).
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Ratio of Capital Fund Balances to Total Expeaditures or

Nonexpendable Fund Balances to Total Expenditures (Minter,

1980) . Nonexpendable or capital fund balances include “hose
resources that cannot be expended Dby being relatively
externally restricted; however, they can provide present or
future benefits to the institu:ion. These unds include
restricted and unrestricted loan funds, endowments and term

endowment funds, and annuity and life income funds. The

reason for the inclusion of unrestricted loan funds is- that
these amounts are not expendable until louns are collected
and assets transferred to other wses (Minter, 1980). This
ratio is computed by dividing nonexpendable or capital funds
by total current fund expenditures and mandatory transfers.
This ratio measures the trends in changes in czpital funds
in relation to changes in operating size to detect the
penefits of these capital funds that can be provided to the
institution. Thus, capital funds must increase as the size
of the operation increases for a continued financial contri-
bution to the institutional financial resources. Examples
of these benefits are those lovans that help the students
finance their tuition and fees, and deferred giving that in
the long-term will become available for institutional use.
Since private institutions are more likely to have signifi-
cant capital funds than public institutions, preliminary
data would indi. e ;hat this ratio will generally amount to
twice that of the expendable funds balances ratio. The

eignificance of this ratio is relevant when it .s greater
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than 1:1, especially when _he expendable fund balances ratio
is below or equals 1l:1l.

The viability ratio, the plant equity ratio, the ratio
of expendable fuad balances, and the ratio of capital fund
balances to total expenditures as indicators of financial
condition, ideally should show relations of over ':1; the
greater the value of these ratios the more favorable the
financial condition (Minter, 1980). The same criteria may
be applicable to the two basic indicators of short-term
financial solvency, the current fund ratio and the liquidity
ratio; and the indicator of the degree of fund balances
equity, *otal assets to total liabilities ratio (Minter &

Bowen, 1978).

Evaiuvation of Financial Performance

The statement of curvent funds revenues, expenditures
and other changes shows the financial performance of a given
higher education institution for the entire fiscal year or
period being assessed, This financial statement, which
summarize: all the earned revenues by source and all the
incurred expenditures by functional purpose, provides the
necessary information for the detection of: (a) the ability
of the institution to live within its means during the year
being reported on, and (b) the clarification of operating
results and the provision of hints as to the factors under-

lying financial conditions, reflected in the balance sheet

ratios (Minter, 1980; Minter & Conger, 1979b; Minter et ai.,

1982).
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The ability of a higher education institution to live
within its means is indicated through the application of net
operating ratios expressed as percentages.

These operating ratios are net total revenues to total
revenues, net educational and general revenues to total
educational and general revenues and net educational and
general revenues to total educational and general révenues
(Minter, 1980; Minter et al., 1982).

Net Total Revenues to Total Revenues. This ‘ratio

indicates whether the operations of a higher education
institution generated a surplus or a deficit. 1In general
terms, the larger the surplus--excess of revenues over
expenditures--the more favorable the financial position of
the institution. Large deficits--excess of expenditures
over revenues--are generally a sign of financial difficulty,
especially when they occur in successive fiscal periods.
This ratio provides the most concise expression of the
ability of an institution to iive within its means during
the period being reported c¢i. The net total revenues to
total revenues ratio is generally expressed as a per :ntage.
It is calculated by dividing -et total revenues--total
current fund revenues minus total current fund expenditures
and mandatory transfers--by total revenues, excluding
transfers (Minter, 1980).

Net Educational and General Revenues +o Total Educa-

tional and General Revenues. This ratio indicates the

sufficiency of the revenues for the support of the academic
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mission of the institution--as related to the expenditures
required for the fulfillment of the functions of instruc-
tion, research and public service. Net educational and
general revenues are determined by the difference between
total edu.;cational and general revenues minus total educa-
tional and general expenditures and mandatory transfers.

Tntal educational and general revenues include tuition
ana fees, government revenues, private gifts, grants and
contracts, sales and services of educational activities,
contributed services and other revenues. Revenues derived
from auxiliary enterprises, intercollegiate athletics,
hospitals, and independent operations are excluded (Minter,
1980) .

The ratio net educational and general revenues to total
educational and general revenues is computed by the division
of net total educational ahd general revenues by total
educational and general revenues. This ratio is an
indicator of the components of the institution's operation
that influences surpluses or deficits (Minter, 1980).

Net Auxiliary Enterprise Revenues to Auxiliary Enter-

prise Revenues Ratio. This ratio indicates whether the

revenues supporting auxiliary enterprises were sufficient to
cover the expenditures and mandatory transfers for those
services. Frequently, auxiliary enterprises show substan-
tial imbalances, on some occasions generating substantial

surpluses, in other cases significant deficits. The usual

management of these types of revenues seeks for a break-even




result because large deficits will have to be f.inanced by

sources assigned for instructior--for example, tuition fees
and endowment income--and large surpluses may result in
complaints from students that the institution is overpricing
food and shelter (Minter, 1980).

This ratio is computed by dividing net auxiliary
enterprise revenues--total auxiliary en:erprise revenues
minus total auxiliary enterprise expenditures and mandatory
transfers-~by total auxiliary enterprise revenues.: - Net
auxiliary enterprise revenues exclude educational and
general, intercollegiate athletics, hospitals, and indepen-
dent operation revenues, expenditures and mandatory trans-
fers and all non-mandatory transfers. Total auxiliary
enterprise revenues include the bookstore, union, residence
halls, food services, ard other self-supporting acti: ities
for students, faculty, and staff. Revenues deriveu from
educational and general, intercollegiate athletics, hos-
pitals, and independent operation revenues are ercluded
(Minter, 1980).

The clarification of operating results and the provi-
sion of hints as to the factors underlying financial condi-
tions refiected in the balance sheet ratios are determined
through the application of the contribution and allocation
or dem2ud ratios (Minter, 1980). Both contribution and
demand ratios permit the detection of factors underlying the
behavior of the financial sheet ratios (Minter et al.,

1982).
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Contribution Ratios. These ratios derive from the main

sources of revenue--tuition and fees, Federal government
revenues, state government revenues, 1local government
revenues, private gifts, grants and contracts, and endowment
income (Minter et al., 1982). These concepts were already
described in the section relating to revenue structure. 1In
each case the contribution is expressed as a percentage of
total educational and general expenditures and mandatory
transfers. An optional approach is the expression of the
total of these revenue sources as a percentage of total
revenues; however, this alternative may generate misleading
conclusions, since the result will not permit the detect.on
of the particular contribution of each source of revenue in
terms of increases and declin=2s in the resp: *“ive propor-
tions. These ratios are calculated by dividing the amoun:s
of each of the educational and general sources of revenue by
the total of educational and general expenditures and man-
datory tranrsfers and then multiplied by 100. This ratio
permits the detection of which component(s) of the institu-
tion's operation accounts for a determined surplus or

- - - -

Demand or Allocation Ratios. Similar to the contribu-

tion ratios, the demand ratios permit the detection of which
component (s) of the institution's operation accounts for a
specific surplus or deficit (Minter, 1980). These ratios
are derived from the eight basic categqgories of educational

and general expenditures: instruction, research, public
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service, academic support, student services, institutional
support, operation and maintenance of plant, and scholar-
ships and fellowships (Minter, 1980; Minter et al., 1982).
In each case the ratios are expressed as percentages of
total educational and guneral expenditures and mandatory
transfers or as a percentage of the total educational and
general revenues. These indicator:s are especially useful in
trend analysis for the determination of increases or
declines in the proportions of the above-named functional
categories in relation to the total of educational and
general expenditures and mandatory transfers. For the
calculation of these ratios, each functional category is
divided by the total educational and general expenditures'
and mandatory transfers or by the total educational and
general revenues and chen multiplied by 100 YMinter, 1982;

Minter et al., 1982),

Evaluation of Creditworthiness

This assessment of creditworthiness permits the detec-
tion of key factors that enable a higher education institu-
tion to repay its debtrs The lack of a solid capital base
reveals vulnerability in the financial condition of an
institution despite nonfinancial resources or hidden assets
that provide support to the institution and that may compen-
sate for that weakness (Minter et al., 1982).

The analysis of historical trends gives the creditors a

perspective on the future operations of the institution.
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Although fundamental to the analysis of the borrowing power
of any institution seeking credit, creditworthiness is
essentially a matter of judgment. Thus, an institution may
not be clearly healthy from the financial point of view;
nevertheless, a creditor's concerns are satisfied whether or
not the institution demonstrates the possession of proven
means to repay the debt (Minter et al., 1982).

Accordingly, the creditors will be concerned with the
ability of the institution to repay the indebtedness being
assumed, and the estimation of the degree of risk relating
to this indebtedness. Consequently, the use of two finan-
cial ratios and two nonfinancial based ratios is srggested.
These indicators are described below Minter et al., 1982):

Financial Ratios.

Total assets to total liabilities (Equity Ratio).

(Minter & Bowen, 1978). The purpose of this ratio is to
show the degree of equity that the institution holds in its
assets. As praviously noted, this indicator should corre-
iate negatively with the degree of indebtedness (Minter &
Bowen, 1978, 1980) and should reflect the solidity of the
capital base (Minter et al., 1982).

Debt service to unrestricted current funds revenues

(Minter et al., 1982) or debt service to current funds

revenues (Dickmeyer & Hughes, 1982b). This ratio as a
measure of financial flexibility was studied previously as a
risk measure. Increases in this ratio show a decline of

budget flexibility as a consequence of a rising long-term
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debt. Decreasing ratios will indicate a decline in long-
term debt commitment. The lower the debt service to revenne
ratio, the higher the budget flexibility (Dickmeyer &
Hughes, 1982). This indication basically constitutes a
measure for institutional financial risk (Minter et al.,
1982).

When calculating this ratio, it is important to observe
-he limitations related to the classification of restricted
and unrestricted items; consequently, the use cof total
current revenues seems more reliable in relation to the
previous analysis.

Nonfinancial Ratios. The measure of enrollment is

relevant given the primary purpose of the institution is to
serve students. Thus, total enrollment is a key element in
the evaluation of institutional financial viability. The
creditor is generally interested in data such as total
enrollment; components of enrollment, such as full-time and
part-time students; and the trerds in patterns of enrollment
(Minter et al., 1982). The stability of revenues derived
from students depends on factors such as steady enrollment
levels, the trends in tuition rates as associated with
inflation, student aid from wirestricted funds, and the
influence of xtra enroliments on the ceneration of suffi-
cient reienues for financing extra costs, a- indicated by
inflationary irends (Dickmeyer & Hughes, 1982b).
Particularly in the case of private institutions, the

creditor wi.l emphasize some key aspects or the analysis of
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the institution's ability for debt repayment. These key

aspects are the degree of institutional dependence on
enrollment, the policy of the institutioas providing for the
maintenance of stable enrollments, and the sufficiency of
capital base (viability conditions) for the support of this
policy. Additional aspects, such as student financial aid
base, and the percentage of average student needs fulfilled
by the institution may require the examination of the
related statistics--scholarships and fellowships for ‘judg-
ment of creditworthiness (Minter et al., 1982)

Thus, the ratio of student matriculants to completed
applications, and opening fall FTE enrollments present year
to cpening enrollments base year can measure trends in
enroliment required for this analysis (Minter et al., 1982),
and reinforced with statistics such as financial FTE
enrollments and Tuition Discount Facters (Dickmeyer &
Hughes, 1982b).

Table 15 shows a summary of the ratios computed by
Minter and Bowen (1975, 1977, 1978, 1980) for the period
1976-79.

Trend Analysis

The arnalysis »f trends in revenues derived from the
diverse sources, expenditures per FTE student in current and
constant dollars, and trends in expenditures and mandatory

trarsfers in current and constant dollars permits the
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Table 15

Summary of Selected Financial Ratios of Private Higher
Education Inatitutiors, Fisczl Years 1873-74 to 1978-79

Fiscal Years

Ratios 197>~74  1974-75  1975-76  1976-77 1977-78  1978-79
Current ratio: current assets/cu~rent liabilities 1.3 1.3 1.5 1.5 1.3 1.3
Liquidity ratio: 1iquid » ..:s/ urrent liabilities 0.7 0.6 1.4 1.8 1.3 1.3
Equity ratic: total assets/total liabilities 5.0 5.4 5.5 5.8 - --
Net total revenue to total revenue 319 1.9 3.3 2.4 1.7 2.0
Net E/C revenue to tota® E&G revenue 0.5 0.6 2,6 2.3 2.9 3.7
Net auxiliary enterprises revenue to auxiliary enterprises revenues -- -- - 1.4 1.2 2,9

Note: Adapted fro Tndependent Higher Educa*ion: Annual Reports .n Financial and
Educational Trends in the Independent Sector of Ameri-.a Higher Education
by J. w. Minter and H. R. Bowen (Eds.), (National Association of Independint
Colleges and Unisersities [NAICU]), 1978, 1980,
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evaluation of strengths and weaknesses in the revenue

expenditure strategies of higher educaticnal institutions.

Declines or increases in the diverse components of the
revenue structure, such as revenue from tuition and gifts,
government support, and trends, show an increased depende ce
on tuition income.

As a limitation to this analysis, changes in revenue
dependence are not necessarily positive or negative. These
trends only reflact char~s in revenue strategy, intended or
unir. tended, and require further investigation (Dickmeyer &
Hughes, 1982b).

The trends in expenditures per FTE student can indicate
problems with budgetary control and efficiency. Large
increases may indicate inability to adjust expenditures to
shifts in the size of the student body. These increases may
be offset by equal ravenue increases on a per student basis;
otherwise, the institution will 1lose resources. This
calculation implies the determination of unit costs per FTE
student in terms of current and constant dolla-s. The HEPI
is generally used to deflate the amounts for the conversions
into constant dollars. This measure shows *e following
limitati-ns: (a) large fluctuations may indicate that
budgetary r~esponse to enrollment change is deficient or
enrollment is not being controlled; (b) educational and
cener2l expenditures do not provide an adequate measure of
c1. total services available to students; and (c) given the

diverse effect of inflation on different institutions and
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the range of program offerings, management styles, and other
services offered, comparability among institutions is very
limited (Dickmeyer & Hughes, 1982b).

The analysis of trends in expenditures will detect the
major changes jn expenditure alloc “ion according to the
functional expenditure categories. These categories are:
instruction, research, public service, academic support,
student services, institutional support, operatior and
maintenance of plant, scholarship and fellowships - from
unrestricted funds, mandatory transfers, and total educa-
tional and general expenditures (excluding restricted
strdent aid). Declines or increases in the proportion spent.
in any area indicate shifts in institutional priorities for
that function. Usually graphic representations such as bar
graphs are used to illustrate the trends. A major limita-
tion to this kind of analysis is that the condition of the
institutions cannot be revealed by these graphic representa-
tions. They car only show expenfiture patterns during a
given period of time (Dickmeyer & Hughes, 1982b).

By cons‘derina external variables, such as the prices
of the general economy as measured by the CPI, the family
income as measured by the Family Median Income Index
(dalstead, 1983), the trends .n the GNP as measured by the
GNPIPD (Hughes, 1982), a comparison of the internal institu-
tional data to national inflationary trends can be made

(Dickmeyer & Huges, 1982b). (The use of these data was
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already studied in the section related to the national
trends in the financing of higher education.)

Conisideration of the trends in assets, liabilities and
fund balances has been Jlemonstrated to be a crucial factor
in the determination of the capital condition of the insti-
tutions. The analysis of trends in the components of the
balance sheet structure facilitates the detection of favor-
able or unfavorable ckanges in the fund groups structure as
well as in the overall capital base of the institutions
(Minter & Bowen, 1980). The trends in the financial ratio
related ‘o the balance sheet structure Qill provide a
condensed view of the changes in the capital side of the
institution (Minter & Bowen, 1980). Thus the evolution of
foci of weaknesses and strengths in the financial status of
the institution can be observed and related ﬁb the factors
underlying such 2 financial status and relatid indicators

(Minter, 1980; Minter et al., 1982).

Sources and Uses of Funds. The sources and uses of

funds by higher education institutions are reported in the
statement of changes in fund balances (previously described
in the financial reporting section of this chapter). A
major limitation to the analysis of this financial statemen*
is the changes in assets and liabilities of the institution
are not given (Collier & Allen, 1980; NACUBO, 1974). Thus,
the application of the concept of sources and uses of funds

based on balance sheet and income statement results is
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impossible under the conditions now prevailing in fund

accounting reporting (see "reporting” section).

Frowm the Lusiness point of view, increases in liabil-
ities, depreciation, net profit, and decreases in assets are
considered sources of funds; while decreases in liabilities,
operating losses, payment of dividends, and increases in
assets are considered uses of funds. Thus, the changes in
all types of assets and liabilities as well as their effect
on the financial position of a given organization between
two reporting dates can be detected. At tne same time, the
effect of the financial operating results can be appreci-
ated. This approach gives a more comprehensive perspective
to the changes in the financial position of the organization
(Brigham & Gapenski, 1983; Welsh & Antony, 1977; Weston'&
Brigham, 1977). The statement of sources and uses of fu.ads
now applied to higher education does not provide similar
information regarding the flow of institutional resources;
consequently, this statement is more appropriat. for account-
ability purposes than for the financial explanation of the
uses and sources of funds. NACUBO (1982a) recognizes that
the purposes of higher financial reporting is the justifica-
tion of the use of funds according to the purposes for which
the revenues are provided to the institution, which consti~
tutes the basis of fund accounting. NACUBO (1982a) holds
that:

In the commercial enterprise it can be stated as a

generaiizatior that the two principal sources of
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resources are the capital investment of the owners and
the flow of revenues resulting from goods produced or
services rendered. The profit objective serves as a
regulator of management and permits a high degree of
flexibility in the use of resources. The emphasis,
then, in the accounting and ceporting process is on the
matching of expenses with revenues to determine net
income (profit).

Since service in which resources are consumed, is
the objective of the coliege or university, the ac-
counting and reporting process must address itself to
accounting for resources received and used rather than
to the determinatior of income (p.3).

This manner of reporting has been a bone of contention
between the Financial Accounting Standard Board (FASB) and
NACUBO. According to FASB (cited in Crilly, 1982), higher
education institutions should report capital irflows and
outflows. FASB (cited in NACUBO, 1982a) holds that the
manner in which an organization obtains 2nd spends cash or
other liquid resources, its debt, and repayment of dect, and
other factors that produce changes in the liquidity of the
institution. Accordingly, these two opposite positions
constitute an obstacle to the adaptation of the business
point of view to the analysis of sources and uses of funds
in higher education institutions. Phipps (1982) suggested
the possibility of designing a statement of resource inflows

and outflcws divided into capital and operating items. The
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proposed statement would not be aimed at dividing capital
and operating outflows. When a statement of expenses is
required, it can be prepared as a schedule to the basic
statement of sources and uses of funds. As for the whole
reporting process Phipps stated:

A Balance Sheet and a Statement of Changes in Fund

Balances should complete the reporting process. At

least for the present, the balance sheet would be

prepared essentially with transaction infcrmationr

(often mislabeled "historical cost®). The Statement of

Changes In Fund Balances would be premared as now to

reconcile each fund's beginning and ending balances,

which are determined from balance sheet values,

'If implamented, these recommendatio..; would not
substantially change the financial statements of
colleges and universities. A report on resource flows
would be sufficiently different from the present
Statement cf Revenues, Expenditvres and Other Changes
to prevent confusion about what the statement purports
to show, i.e., the fluw cf sources in and out of the
organization (p. 194).

Minter and Bowen (1975, 1977, 1978, 1980) wused 'the
balance sheat items for the analysis of trends in assets,
liabilities, and fund balances from 169 to 1980 (which
results were described earlier in this chapter). Such
reports give & more comprehensiv- and understandable view of

changes in the financial structure of higher education
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institutions than the present form of reporting change in
fund balances. Table 14 serves as an illustration of the
approach used by Minter and Bowen (1980) to analyze the
trends in assets, liabilities, and fund balances. Appendix
C illustrates the form of reporting actually used for the
statement of changes in fund balances. Minter and Bowen
employed index numbers to determine the changes in the
financial structure of the institutions participating in the
study. The index numbers facilitate the detection of
changes in the financial structure of the institutions over
a set period of years in relation to a base year (base
year = 100).

The following example provides an illustration of the
use of index numbers for trend analysis: assuming that the
current assets o0f a given institution amounted to
$30,000,000 in the base year 1970 (1970 = 1.00) and
$45,000,000 in 1980; the difference of $15,000,000 means an
increase of 5C percent. This increase i3 obtained by
dividing the index of 1980 [($45,000,000/$30,000,000) x 100
= 150] by 100 (1970 = 100) (.- stead, 1983)2

Accordingly, for analysis purposes, the following

criteria from business financial analysis may be adapted.3

20he test and example are adapted from Halstead (1983).
3rhe text is adapted from Brigham and Gapensiki (1983),

Welsh and Anthony (1975), and Weston and Brigham
(1974) .
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- Increases in assets and fund balances, decreases
in liabilities, current fund expenditures, and deductions
from other funds will indicate the uses of funds.

- Decreases in assets and fund balances and in-
crcases in liabilities, current fund revenues, and additions

tc other funds will indicate the sources of funds.

Comparison o: ":sults to Other Institutions

The comparison of results derived from the financial
analysis of one institution to other similar (in this case
private) institutions permits the comparative assessmont of
weaknesses and strengths in the relative financial patterns
(Dickmeyer s Hughes, 1982b; Minter, 1980; Minter et. al.,
1982).

According to NACUBO (1980), 2 4 Hyatt and Thompson
(1980} the general criteria for the selection of peer
institutions are: similarity in size, (similar resource
patterns), scope (similar programs), and reputation (similar
student markets).

Nevertheless, comparison of an institution's statistics
with those of peer institutions should not be assumed to
indicate a good, bad, or fair condition. Thus, in the case
of an institution that, for example, derives 90 percent of
its current fund revenues from tuition, and a group of
similar institutions averaging only 65 percent, it does not
necessarily mean that the institution being compared is in a

relatively weak financial condition. The comparison of
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results indicates that further exploration of the institu-

tion's dependence on tuition should be done to determine the

factors causing the differences (Dickmeyer & Hughes, 1982aj.

In this respect, Minter et al. (1982) stated:

The use of comparison is a recognized form of financial

analysis, the purpose of which is to highlight differ-

ences and to raise essential questions about past and

future policies for management and the Board. The

interest should not be to create homogeneity, for that

would succeed only in producing an average but inferior

group of institutions. Cooperative information gives

averages not ideals. Many institutions differ from

comparative groups for good and valid reasons. The

groups chosen may portray weaknesses or unnecessary

strengths, neither of which is desirable to the insti-
tution. Comparisons do, however, help the analyst
understand how an institution is different and en-

courage consensus on future policy ard goals (p. 27).

PROBLEMS RELATING TO THE COMPARATIVE FINANCIAL

ANALYSIS OF HIGHER EDUCATION INSTITUTIONS

Although most of the problems inherent to financial
reporting and estarlishing financial measures already have
been described here, it is worthwhile before the analysis,
to summarize the issued involved. Essentially the credi-

bility of this type of analysis relates to the reliability
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of the information and indicators to pe applied, as well as

the comparability of results among groups of institutlons.

Reliability of the Data

The reliability of the financial information has been
severely criticized because of the risks of overstatement or
understatement and the mingling of restricted and unre-
stricted items in the financial statements. These risks are
part and parcel of the criteria used for institutional. fund
accounting (NACUBO, 1982a; Collier ¢ ™llen, 1980) in classi-
fying, recording, and reporting the £financial information
(Minter, 1980; Minter & Conger, 1979a, 1979b; Wilkinson,
1979) and include institutional .nternal policies applied tc¢
the management of restricted and unrestricted funds
(Wilkinson, 1979). The suggested approach to uvercome this
problem is to aggregate restricted and unrestricted funds
(Minter, 1980). The principles and practices underlying
fund accounting permits the possibility of combining re-
stricted and unrestricted assets and liabilities fur report-
ing purposes (NACUBO, 1982a; Collier & Allen, 1980).
Furthermore, the fact that most assets are carried on the
books at their original acjuisition value does not permit a
fair comparison of such assets with the trends in enroll-
r t, revenues, expenditures, and inflation (Minter & Bowen
1980). Then, tou, the reporting cf investments in plant at

cust or fair market value may cause under- or over-
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assessment in relation to their current market price (Minter
et al., 1982).

As for the use of indicators, financial ratio analysis
is seriously affected by the problems of data reliability
(Minter, 1980; Minter et al., 1982; Wwilkinson, 1979).
Accordingly, when ratios are calculated using unreliable
information and are applied to restricted or unrestricted
items or other data, additional or supplementary measurement
may be required to ensure or reinforce the credibility of
the infeormation.

On the other hand, a single ratio must be compared to a
given point of reference. The indicator can be compared
with trends in the same ratio over a given period, or with
the corresponding ratio in similar institutions. This
approach provides a more useful and wider perspective of
relative financial condition (Minter et al., 1982).

The standard financial ratio analysis also doec not
permit the evaluation of nonfinar .ial resources. And items
such as academic programs, student services, physical
facilities, and faculty are left out. Hence, the calcula-
tion of some nonfinancial data (such as instruction pro-
portions and measures related to enrollment trends) help to
reinforce such analyses (Dickmeyer & Hughes, 198./b; Minter
et al., 1982).

Finally, as noted above, the institutions analyzed must
be similar in scope, size, and reputation (Hyatt and

Thompson, 1980; NACUBO, 1980). This is especially important
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waen using a prescribed set of indicators to analyze trends
within and among groups of institutions. For example, a
decline in enrollment can be responded to by a group of
institutions better than an individual institution because
the components of the group will have a larger framework of
resources with which to react successfully to such declines

(Dickmeyer, 1983).

SUMMARY

The methodological procedures employed and described in
the next chapter are derived from the review of the litera-
ture, which detailed the major criteria underiying the
financial analysis of higher education institutions in
general and private higher education in particular. Accord-
ingly, factors related to reliability and validity of the
data, indicators, and trend measures, and the applicabilitv
of financial ard nonfinancial measurement instruments have
been considered, which expand, adjust, and refine the
methodology overview given in Chapter I.

The literature review has:

1. Established a perspective on the trends in the
financing of higher education institutions a+ the national
level;

2. Surveyed financial and nonfinancial measures
accordiny to the research questions formulated in Chapter I

to ensure the validity of the measures employed so as to
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obtain results that provide useful answers to these research

questions;

3. Excluded unreliable financial indicators, and
included more reliable ones;

4. Explained limitations to the study and expanded
and refined the definition of terms; and

5. Established patterns and a basis f.r the analysis
and interpretation of the results and formulation of useful

conclusions and recommendations.
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CHAPTER III

METHODOLOGICAL PROCEDURES

Overview

The methodology employed to conduct this study is
consistent with the research plan delineated in Chapter I.
The desiga of the study was initially planned in the summer
of 1983. The 1esearch design required preliminary onsite
visits to the selected institutions to verify the availabil-
ity and condition of financial and nonfinancial data corre-
sponding to the fiscal and academic years 1973-74 to 1982-83.
The procurement and analysis of data was not primarily
dependent on the interviews conducted with university
business and academic officers of the institutions. The
financial and nonfinancial information was in the public
domain and therefore readily available. A high degree of
cooperation was given by institutions and their resgective
offices in providing and discussing the requisite financial
information.

The research questions, financial and nonfinancial
indirators and methodological procedures were adapted from:

NACUBO's rinancial Self-Assessment: A Workbook for Colleges

(Dickmeyer & Hughes, 1982b); Using Ratio Analysis to

Evaluate Financial Performance (Minter et al., 1982); and

Ratio Analysis in Higher Education (Minter, 1980). The In-

dex Number Time series was adapted from: Inflation Measures

for Schools and Colleges (Halstead, 1983) and Financial and
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Educational Trends in the Private (Independei..) Sector of

American Higher Education (Minter & Bowen, 1975, 1977, 1978,

1980). The use of percentzges to determine the relative
distribution of and trends ir revenues and expenditures
including assets, liabilities, fund balances was adapted
from Minter and Powen's annual surveys mentioned above.
Data classification approach used to compare balance sheets,
statement of revenues, expenditures and other charges of the
institutions were also adapted from Minter arnd Bowen. The
items classified as educational and general revenues and
educational and general expenditures were included in these
broad categories according to the NACUBO's pattern for such
classification (NACUBO, 1982a)’

The model of sources and uses of funds was adapted from
standard business procedures to provide a more comprehensive

view of the cause of changes in institutional fund balances.

Population
The population of the study included the institutions

selected in the original research plan (see Chapter I,
p. 20), i.e., the American University, The Catholic Univer-
sity of America, Giorgetown University, and The George
Washington University. All of these institutions are

members of the Consortium of Universities of the Washington,

1See Review of the Literature, Chapter II, pp. 88-.05.
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D.C. Metropolitan Area. The financial structures of these

institutions were analyzed from both the aggregate and
individual points of view. Thus, the risks invclved in
making judgments on the basis of aggregate figures were
minimized. Consequently, differences in institutional
financial patterns among the institutions were determined by
clarifying financial elements related and unrelated +o the

particular condition of a given institution.

Data Collection

The financial data were obtained from the audited
financial statements of the American University,2 The
Catholic University of America,3 Georgetown Univer-
sity,4 and The George Washington UniVersity5 for the
fiscal years 1973-74 to 1982-83. The audited financial
statements of The American University were obtained from the
financial reports of the institution available from the
Archives of The American University. The audited financial

statements of The Catholic University of America were

2'I‘he American University, Financial Report, Fiscal Years

1973-74 to 1982-83.

3'I‘he Catholic University, Financial Report, Fiscal Years
1973-74 to 1982-83,

4Georgetown University, Financial Report, Fiscal Years
1973-74 to 1982-83.

5'rhe George Washington University, Financial Report,
Fiscal Years 1973-74 to 1982-83,




171

obtained from the Office of the Vice President and Treasurer
of this institution. The audited financial statements of
Georgetown University and The George Washington University
were obtained from the respective Special Coliection sec-
tions of these institutions.

The information related to full-time equivalent student
enrollment and faculty of each university was obtained
respectively from The American University, Office of Insti-
tutional Planning and Research; The Catnolic University of
America, Office of 1Inscitutional Research; Georgetown
University, Office of Institutional Research; and The George
Washington University Provost Office, Office of Institu-

tional Research.

Data Classification

Given that the purposes of the study were essentially
related to trend analysis, the data were organized in time
series by fiscal year and by institution. The aggregate
statistics for the institutions surveyed were classified
following the same pattern as for the individual insti-
tutions. This procedure permitted calculation of financial
and nonfinancial indicators n1sed for the description,
analysis, and evaluation of both the aggregate and indi-
vidual institutions.

The balance sheet components were classified in the
four broad categories of funds shown in the balance sheets
of the institutions: current, endowment, pland, and loan

funds. The combined balance sheets of the institutions were
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elaborated through the aggregation of corresponding assets,
liabilities, and fund balances of the four institutions
studied here (see Tables 21, 23, 25, 27, 29). The same
criteria were applied to the components of the statement of
current fund revenues, expenditures, and other changes, as
well as to the determination of the sources and uses of
funds (flow of funds). The additions to and deductions from
noncurrent funds are expressed as a net concept (additions
minus dsductions). This procedure permitted the segregation
of statistics not directly related to the current fund
revenues and current fund expenditures of the institutions.
Mandatory and non-mandatory transferrc were not considered in
the analyses of sources and uses of funds because they do
not directly affect the inflow or outflow of resources.

To avoid the problems caused hy the classification of
restricted and unrestricted items, such funds were aggre-
gated without considering the restrictions on the funds.
Moreover, this procedure permitted a more comprehensive
picture of the availability of finencial resources in all
the institutional fund groups (the restrictions affect the
institutional purposes but not the availability of re-
sources). Thus, in determining the liquidity of the insti-
tutions, all liquid assets existing in all funds (i.e.,
cash, temporary investments, and accounts receivable (see
Table 37-41), as well as all the current liabilities e:xist-
ing in all the funds were considered (current liabilities in

noncurrent funds were virtually non-existent). A separate
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time series was prepared for interfund borrowing operations
(see Table 31). Because these transactions do not directly
affect the institutions inflow and outflow of resources,
they were not considered in the comparative balance sheets

and sources and uses of funds.

Analytical Tools

The analy*ical tools employed for the purposes of this
study were applied as required by the research questions
formulated in Chapter I. These analiytical tools will now be
discussed.

1, The analysis of the revenue structure was done
through the determination of percentage of distribution
during the l0-year period corresponding to the fiscal years
1973-74 to 1982-83, and the same procedure was applied to
the analysis of the expenditure structure. This procedure
permitted the determination of the composition of the total
revenue and expenditure and the trends in the contribution
of the various components to the revenue and expenditure
structures (see Tables 16-20).

The balance sheet structure analysis and evolution of
such a structure required the use of percentages of distri-
bution of the diverse components as well as the use of
indicators of change in relation to the base year (index
numbers 1973-74 = 100). Comparative sources and uses of
funds statements were elaborated for each institution as

well as the aggregate of all institutions; consequently, the
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composition of the balance sheet structure could be deter-
mined for the proportion of the components of assets,
liabilities and funds balances as well as the trends in the
relative stability of the proportions of various components.
The relative changes in assets, liabilities, ard fund
balances were measured through use of index numbers (1973-74
= 100). (See Tables 22, 24, 26, 28, 30). These changes
were then supplemented by the determination of the sources
and uses of funds for the individual and combined institu-
tions on a consistent basis. '
2. The evaluation of financial conditions required
the employment of the following procedures:
a. In the determination of financial health some"
trends in the following financial ratios were
calculated (see Tables 32-36):

Current ratio: Current assets divided by current

lJiabilities.

Liquidity ratio:® Liquid assets of all funds

(cash, temporary investments and accounts receiv-
able) divided by current liabilities in the
current fund).

Capital fund balance ratio: Capital fund balance

(endowment and loan and annuity and life income
funds and agency funds) divided by current fund

expenditures and mandatory transfers.

6Liquid assets, plant debt, and net investment in plant are

shown in Tables 37-41.
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Long-term (plant) debt to revenue ratio:6 Long-

term (plant) debt divided by total current fund
revenues.

Equity ratio: Total assets divided by total
liabilities.

Accordingly, declines or improvements in financial

health are determined by trends in the ratios listed above.

b.

The effect of external factors on the financial
conditions of the institutions was determined by
analysis of the trends in enrollments and infla-
tion. The trends in enrollment were measured in
terms of full-time equivalent (FTE) students (see
Table 42). The sensitivity of enrollment to
changes in tuition prices (see Table 45) was
determined by dividing the yearly percentage of
change in enrollment by the percentage of change
in tuition and fees per student (total of tuition
and fees divided by the numbers of FTE students).
Changes in enrcllment in relaticn tc the base
year (1976-77 = 100) (the information on FTE
enrollment was available since this academic year
in two of the institutions surveyed) were deter-
mined through the use of index numbers, i.e., FTE
students in the pressnt year divided by FTE
students in the base year and multiplied by 100
(see Table 43). Thus, increases, declines, or

stability of enrollments could be determined.

6Liquid assets, plant debt, and net investment in plant
are shown in Tables 37-41.

211




176

Trends in inflation were determined through
the changes in educational and general expendi-
tures and educational and general expenditures per
student in current and constant dollars (1973-74 =
100) (see Tables 49-52).

The indices of internal inflation of the
institutions (1973-74 = 100) were obtained by
Adlviding the amounts of educational and general
expenditures in each year Yy the amount of the
educational expenditures in fiscal vear 1973-74
(see Table 52). A similar procedure was applied
to educational and general revenues (see Table
52)