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Current funds revenues fuel the ongoing operation of colleges and universities. The sources of revenues are varied and may be divided into as many as 14 categories. Few institutions receive revenues from all categories but rely almost exclusively on two or three revenue sources. For instance, public junior colleges secure almost all their current income from state appropriations, student tuition, and fees while private colleges are heavily dependent on student tuition and fees, augmented by private gifts and grants.

In general, a diverse base of revenues contributes to long range financial stability, reduces the excessive influence one source may have on college policies and practices, and lessens the impact great fluctuations in revenues from a predominant source will have on overall current financial viability. If a public community college receives 20 percent of its revenues from tuition and fees and 80 percent from state appropriations and state funds are cut by 20 percent, a reduction of 16 percent in revenues of the college occurs. If, on the other hand, a public junior college which receives 20 percent from tuition and fees, 40 percent from state appropriations and 40 percent from local public support has a reduction of 20 percent from local public support has a reduction in revenues of 8 percent. Similarly, if a private college which receives two-thirds of its revenue from tuition suffers a 20 percent drop in enrollment, its revenues will decrease more than 13 percent. However, if a private college depends on tuition for only 40 percent of its revenues and suffers a 20 percent enrollment decline, its revenues decrease only 8 percent.

Not only is a college which is heavily dependent on a single source of income subject to severe crises from substantial fluctuations in revenues from that source but also it may be unduly impelled to cultivate positive responses from persons who control the source. Thus, a public junior college may take personnel appointments it would not otherwise make to please state officials or legislators; a private college may change its admission and retention standards to maintain needed enrollment. While the influence of funding sources on higher education is both inevitable and legitimate, colleges have an obligation to make the influences appropriate and balanced.

Not all of an institution’s income flows into current funds revenues. Moneys may be received directly in plant funds for new buildings; investment returns may be received by annuity and life income funds; repayment of loans will be credited to loan funds.

Current funds revenues fall into two major divisions, one for educational and general (E & G) purposes and one for auxiliary enterprises. The E & G revenues provide funds for the operation of the institution in carrying out its programs and for functions which support those programs. Some revenues are restricted and can be applied only to specific projects or activities. Others are unrestricted and actually lose their source identity in the expenditure side of the E & G budget.

Educational and General Revenues
Tuition and Fees
Student tuition and fees are an important source of current funds revenues in all institutions, but the proportion they contribute to total revenues varies widely from one college to another. In general, private institutions are more dependent on tuition and fees than public institutions. In some public colleges they constitute less than 10 percent of revenues; in some private colleges they provide more than two-thirds of operating income. Dollar amounts paid by students also vary tremendously, ranging from lows of only $300 or $400 for an academic year in some public junior colleges to more than 25 times those amounts in a few private institutions.

These wide differences in the cost to students are a subject of much controversy. The issue centers around why many students who are financially able to do so are willing to pay such heavy prices for attending a private college. The answer advanced by private college supporters is that the quality of education is worth the additional cost. Advocates of public institutions then ask why many students who are financially able and academically eligible do not choose a private college. The response is that all of them could not possibly be accommodated in the best private colleges and excessive enrollments would impair the quality which makes them so attractive. It is not likely that this controversy will abate; moreover, its continuation may have a desirable effect on higher education as a whole. There are good colleges in both the public and private sectors; that they have different levels of financial support from students and serve the needs of somewhat different student populations adds diversity and strength to the overall higher education effort.

The combination of tuition and fees as a single revenue source in budgets and annual financial reports has many drawbacks. Tuition presumably goes to pay part of a student’s education; fees, historically, were levied to pay or help to pay unusual costs of specific courses and were typically in the form of laboratory fees and some music and art course fees. As the use of fees expanded, they were often assessed for more general purposes and were applied to all students. An overall registration fee of $200 could be earmarked for several different uses without students being informed what the various breakdowns were. In fact, portions of such a fee could be allocated for the support of auxiliary enterprises. The distinction between educational revenues and auxiliary enterprise revenues, a distinction which seems desirable, begins to become blurred. If auxiliary enterprises are truly self-supporting entities operated for the convenience of users, the assessment of fees against all students, some of whom are non-users, appears to violate the definition of auxiliary enterprises. The issue is particularly serious in institutions with large proportions of commuting students who may be unable to make the best use of auxiliaries but are forced to support them.

Under the pressures of financial crises, colleges and universities often seek to develop means of "creative financing," a term in vogue among business officers and other administrators wrestling with the money problems of higher education. The term suggests new and ingenious ways of raising funds or utilizing them to enhance a college’s financial situation. In the quest for creative financing, however, some questionable efforts have occurred such as those which have a "robbing Peter to pay Paul" effect. For example, there is growing popularity for a plan by which building funds for academic and general facilities are secured by pledging future student fees for payment of debt service. Student fees are then increased to meet that obligation. One weakness of this scheme is that it gives an appearance of increasing current funds without actually increasing amounts for operating expenditures; this fee income is committed to payment on capital debt and becomes a mandatory transfer for expenditure to plant funds. Another weakness is that it effectively limits, for the entire term of the debt service, tuition increases by the amount of the fees involved. In other words, if we assume that there is a finite limit to which students can or will pay for a college education, the limit for tuition is reduced whenever general students fees are increased.

Government Appropriations
The National Association of College and University Officers (NACUBO) classification of revenues includes three levels of government appropriations: federal, state, and local. Very few institutions receive appropriations directly from the federal government. Total local government appropriations are relatively minor; most of them result from taxes levied by a community college district board or from taxes levied by another local governing body for a community college.

The bulk of government appropriations, then, is state appropriations, which overall provide a greater proportion of revenues for higher education than any other source. Major support from the states goes to public institutions, only minor amounts to private ones. Tremendous increases in enrollment in the public sector following World War II led to ever greater requirements for state funds. This growth was fueled largely in three ways: established state universities increased in size several times; certain types of public colleges raised their levels of instruction as extension centers became urban universities; teachers colleges became regional universities and some junior colleges became four-year colleges; new colleges were founded, especially public community colleges. These changes were often not well coordinated in the various states, and by 1970 calls for restraint on proliferation of programs and institutions began to be widely voiced; such restraint was seen as a way in which mounting state appropriations could be held in check. By 1985 level funding or curtailment of funding from state appropriations was a reality facing public institutions in a majority of the states.

Government Grants and Contracts
Student tuition and government appropriations are normally unrestricted revenues; grants and contracts are typically restricted revenues, except for indirect cost recoveries. Since grants and contracts are for limited periods of time, their funds are often called "soft money" in contrast to the more stable and "permanent" income from sources such as tuition, government appropriations, and endowments. While many institutions operate without grants and contracts or with very small proportions of revenues from them, others, especially large research institutions and those having medical centers, depend heavily on this source of revenues.

The staffing of grant and contract activity is usually accomplished in one of two ways: (1) by released time of regular faculty and staff and using their salaries to employ temporary or part-time personnel to conduct their normal work or (2) by employing temporary personnel to conduct the grant and contract activities. Since grants or contracts are often awarded because of specialized expertise of regular faculty, awarding agencies normally expect that those persons will direct or conduct a project. Year by year fluctuations in the volume of grant and contract funds pose serious staffing problems. The loss of major funding after several years of activity can lead to the termination of staff who have become integrated into the academic programs of a college or university.

Securing qualified temporary personnel for grants or contracts often requires the paying of salaries higher than would be normal for a college, thereby creating confusion and dissension on the part of regular staff. In some institutions achievement of permanent status by staff employed on grants or contracts has created problems. Another conflict stemming from these activities is disagreement over the distribution of indirect costs recovered. For institutions having any grants or contracts it becomes highly desirable to have carefully considered financial policies for their administration.

While all three levels of government may award grants or contract, the bulk of these funds come from the federal government. More than half of this federal money flows into 100 major universities.

Private Gifts, Grants, and Contracts
Private grants and contracts have the same characteristics as those funded by governments. They include awards by corporations and foundations. Some corporations distribute small unrestricted grants to a large number of institutions each year. These are essentially gifts rather than grants. At other times corporations distribute small unrestricted grants to a large number of institutions each year. These are essentially gifts rather than grants. At other times corporations contract with colleges or universities to furnish all or part of the training programs for their employees. Industries may contract with universities to conduct product oriented research for them. While the volume of private grants and contracts is increasing, it is small by comparison with federal government funds.

Private gifts are sought by almost all institutions; in many small private colleges they are an important source of revenue for current operations. The usual donors of annual gifts are alumni, community residents, church bodies or church members for denominational colleges, and special friends who have developed an interest or association with a particular college. Colleges which must raise 15 percent or more of their revenues from annual gifts in order to operate are financially marginal. Their fund raising efforts are vigorous and often expensive; the income from their efforts is subject to fluctuation according to the level of economic prosperity and the image they are able to project. They are seldom able to devote major effort to increasing endowment and thereby stabilize their financial situation. Moreover, the competition for annual giving is increasing as more colleges and other agencies engage in this kind of activity.

Endowment Income
Substantial endowment income is the hallmark of the financially healthy private institutions. Nevertheless, for all private institutions endowment income constitutes only about 8 percent of current fund revenues; for all public institutions it amounts to only 1 percent. Two factors determine how much endowment income will be realized: the value of the endowment and the rate of return on it. Financially troubled colleges have difficulty in increasing either factor. They look to funds which might otherwise be placed in endowments to help support current operations; their financial difficulties indicate a lack of financial expertise for the optimum investment of endowment funds. Endowment investment consortia have proved of value to some of these institutions but professional investment services constitute an additional cost. For most institutions 5 or 6 percent was considered a good return in 1960; by 1980 endowment investment returns of 10 percent were common.

Sales and Services of Educational Activities
An increasing number of educational programs include practical applications to assure that trainees have not only theory and information but also practical skills and experience. When they are provided by a college or university they often result in products or services which can be sold to help defray expenses of the training unit. Thus, a psychological clinic whose primary purpose is the training of students may provide services to clients for which fees are charged; a cabinet making course in a technical college may produce furniture which can be sold; an institutional foods program may operate a cafeteria or dining hall. The distinction between educational sales and services and the sales and services of auxiliary enterprises is that the former are incidental to an instructional program while the latter are for the purpose of sales and services for the convenience of faculty, staff, and students. Sales and services of educational activities do not normally cover the full cost of a psychological clinic or other training unit while auxiliary enterprises are intended to be self-supporting.

Table 3 -1
Estimated Current Funds Revenues for 1986-87 
in Two Hypothetical Small Colleges
	 
	Private College
Amount
	Public College 
Amount

	Educational & General
	 

	Tuition & Fees
	$2,7500,000
	$900,000

	State Appropriations
	250,000
	2,000,000

	Federal; Grants & Contracts
	 
	700,000

	State Grants & Contracts
	 
	150,000

	Private Gifts, Grants, & Contracts
	600,000
	350,000

	Endowment Income
	500,000
	100,000

	Sales & Services of Educational Activities
	150,000
	150,000

	Auxiliary Enterprises
	 

	Sales and Services of Auxiliary Enterprises
	750,000
	650,000

	Total Revenues
	$5,000,000
	$5,000,000


Sales and services of hospitals is a separate category which includes revenues derived from patient care and other hospital services. This category has been established to make accounting for hospital revenues clearly separate from educational and general revenues.
Other Sources
This category includes miscellaneous income not covered by other sources. Interest earned from short term current funds investments are an increasing item for many colleges in their efforts to squeeze out every dollar they can for operating their programs. Various rents and sales which do not belong in either the educational or auxiliary enterprise sales and services category are entered here. An example is office space rented for the use of a professional organization or a credit union.

Auxiliary Enterprise Sales and Services
Historically, auxiliary enterprises have been a distinct division of current funds separated from the educational and general division. Auxiliary enterprises were intended to be self-supporting entities whose income could not be used to support educational and general expenses. Nor could their expenditures be supported from educational and general revenues. In the face of mounting financial problems, some institutions blur the distinction between the educational and general, and the auxiliary enterprise divisions of current funds. The most common form of this blurring is the assignment to auxiliary enterprises of some expenditures previously included in student services. The effect of such action is to increase the revenues available to other educational and general expenditure categories.

Typical auxiliary enterprises are student housing, cafeterias, dining halls, and bookstores. Intercollegiate athletics, student health services, and student unions are included as auxiliary enterprises by some institutions but may be considered part of student services expenditures at others.

Independent Operations
Independent operations are those activities not a part of an institution’s educational, auxiliary enterprise, or hospital operations. An example is major federally funded research laboratories.
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The ways in which expenditures are classified for accounting determine what analyses and comparisons can be made. As in the income side of current funds, there are two major divisions: educational and general; and auxiliary enterprises, for current funds expenditures. In summary budgets and expenditure reports the educational and general division is subdivided into functional categories such as instruction, student services, and institutional support. Since category headings do not indicate fully the nature of what is included, these breakdowns are not very revealing. All of an individual unit or department budget will fall into one of the functional categories, but its detail will be listed by object classifications, or things for which expenditures are made. Examples are personnel services and office supplies. These object classifications make it possible to prepare institution wide summaries, which are infrequently reported, of the objects of expenditure. Variations in the extent to which institutions follow NACUBO guidelines for what is included in standard functional categories and object classifications make institutional comparisons difficult.

Object Classifications
The first object classification in a unit expenditure budget is normally personnel compensation. The term "compensation" covers both salaries or wages and monetary outlays for the benefits. On the average, colleges and universities spend 70 to 80 percent of operating expenditures for personnel. This means, of course, that only 20 to 30 percent is used for other objects of expense. Higher education, then, can properly be called a labor intensive industry. Sewell (1977) notes that:

. . . education operates as a service industry, not a product industry, and as such is a labor-intensive operation. This high concentration of labor, coupled with the relative lack of feasible or possible technological improvements, results in a stable if not static productivity rate. The ultimate result is automatic increases in unit cost concurrent with each price increase. The difficulty of phasing out an academic department which is too expensive to operate usually is not a viable alternative for an institution. Part of the service nature of the education industry centers on providing courses such as foreign languages which are no longer in great demand but are a component of education not to be abandoned lightly. (p. 3)

The labor intensiveness of higher education is frequently attributed to faculty alone, and there is a common misconception that 70 to 80 percent of expenditures is for faculty compensation. In fact there are custodians, administrators, and secretaries to be paid, and in the typical institution faculty compensation accounts for only 35 to 50 percent of current expense.

The personnel object classification in a unit budget can be further broken down by code number in to various types of employees. Typical subclassifications will identify administrative positions, instructional positions, secretaries, student labor and general labor. For each full or part time position, the unit budget will show a position number, title, percentage of time allocated, person occupying the position, budgeted amount, and actual salary, which may be less than but cannot exceed the budgeted amount.

Because of additional computations and paper work involved, unit budgets may not show amounts for fringe benefits. If they are not allocated to the unit budget, they will be paid to various providers from one central account of the business office. However, since the cost of fringe benefits is substantial, it is desirable for them to appear in the unit budget. Their inclusion there gives a full picture of unit costs and makes it possible for managers to make more sound and usable analyses.

In addition to personnel compensation two other major groupings of objects: supplies and expenses, and capital outlay, are widely used. Like personnel compensation, they may be subdivided into more refined classes.

Supplies and expenses may be further broken down into office supplies, instructional supplies, travel, telephone, mail, contractual services, and others which the institution may wish to identify. While there may be a budgeted amount for a subgroup such as mail, if it is exhausted and funds remain in other subgroups, they can be used for mail without budget change. Normally unused personnel moneys cannot be so used nor can expense money be used for personnel unless a budget revision is requested and approved.

Capital expenditures are budgeted to units for the purchase of equipment, furniture, vehicles, machinery and for minor construction and renovation. Library books are another example of capital expenditures from current funds. Capital expenditures for new buildings or for major renovation of buildings do not ordinarily appear in current funds but are paid from the appropriate plant fund account. Decisions must sometimes be made concerning whether an item is a supply or equipment. Criteria used in differentiating the two are: cost, consumability, and length of life. For example, a pair of scissors may last several years, it is not consumed by use, but its cost will not likely be enough to qualify it as equipment.

Each object of classification an institution used will be assigned a code number which will constitute the final digits in an account number assigned to a unit. Other digits in the account number will indicate the specific unit, its organizational location, and the functional category into which it falls. Payrolls and requisitions will bear the full account number so that the account can be identified and the proper object code can be charged.

Educational and General Expenditures
The educational and general division of current expenditures contains those categories which represent the central programs—instruction, research, and public service—necessary to carry out the mission of an institution and others such as institutional support and maintenance and operation of general and academic facilities directly related to the achievement of mission. Funds in this division are derived from general and educational revenues and are differentiated from auxiliary enterprises which are operated for the convenience of employees and students and are expected to be self-supporting. Administrative and support services, such as accounting, of the E & G division which are also used by auxiliary enterprises may properly be prorated to auxiliary enterprise budgets.

When one is making or studying proportional breakdowns of expenditures, care should be taken to ascertain whether analyses are based on total costs including auxiliary enterprise expenditures or total E & G costs only. The better and more consistent comparisons are of E & G expenditures only, since auxiliary enterprise expenditures are balanced by income and since the extent of auxiliary enterprises varies greatly by the nature of institutions. Residential colleges may have extensive auxiliary agencies while commuter colleges may have few.

Even comparisons of E & G costs only may be distorted and misleading. A commonly used statistic is cost of education per student, based on total E & G expenditures divided by full-time equivalent enrollment. Usually that cost is much higher in a research university than in a community college, but a substantial part of the difference may result from expenditures for research in the university. For comparative purposes, a better statistic may be cost of instruction per student—although it, too, is subject to some distortion because of differences in what is included in instructional cost in different institution.

Instruction
The first functional category and the one which normally constitutes the highest percentage of the E & G budget is instruction. Typical ranges of instructional expense from one institution to another are from 35 to 50 percent of E & G expenditures. The proportion of instruction of the E & G total is usually higher in public than in private colleges, large because private colleges spend relatively more on fundraising, recruitment, and public relations.

The bulk of instructional cost is faculty compensation. In addition to faculty, instructional personnel costs include academic department secretaries, technicians such as those who service instructional laboratories, and costs of departmental administration. NACUBO (1974) recommends also that, "Expenditures for departmental research and public service that is not separately budgeted should be included in this classification." (p. 188)

Departmental research is that part of normal load of faculty members released from teaching responsibilities to conduct and report investigations of interest to them and to their field of specialization. In most community colleges and four-year colleges that offer baccalaureate degrees only, there is little or no such released time. In research universities and institutions striving to become research universities, significant proportions of faculty time amounting to as much as one-fourth or one-third may be assigned to departmental research.

Entirely aside from the question of the value and amount of productivity resulting from such informal time allocations is the question of whether such costs are legitimately allocable to instruction. Since there is a separate category for research, it would seem logical to allocate costs for all major time spent in research to that category. A university would then be in a better position to determine what it is receiving from its research outlays, what its actual costs for instruction of students to faculty is. Moreover, comparisons of cost of instruction per student or per credit hour between two institutions would have been a more common base. A further argument could be made for eliminating expenditures for research and public service in the calculations of cost of education per student or per credit hour between two institutions would have a more common base. A further argument could be made for eliminating expenditures for research and public service in the calculations of cost of education per student, since neither is strictly spent in the education of students. To make such changes as those suggested would increase the complexity of accounting somewhat but could improve accountability substantially. Both administrators and faculty would have more precise time and activity allocations related to budgeted amounts against which they could apply productivity indices.

Research
Research is a second functional category of E & G expenditures constituting one of the direct missions of some institutions. Most research moneys are derived from agencies external to higher education; others are institutional moneys separately budgeted for research purposes. In general, research is the most highly regarded and rewarded work in higher education; there is also considerable controversy surrounding it and the high cost it entails.

One issue centers around indirect costs of sponsored or externally funded research. Direct costs are those which can be specifically identified in a research grant or contract or other sponsored activity. For example, the salaries and waves of employees or their travel in the conduct of a project are direct costs. Other costs which are just as real as direct costs but are more difficult to determine such as the maintenance and operation of part of a building or the time required by administrators in administrative support services for a research contract are indirect costs. They are usually calculated on some prorated basis like a percentage of direct salaries and wages. Unfortunately indirect costs have often been called "overhead," a term which carries a connotation to many people of administrative cost only and is associated in the minds of others with the "profit" a college or university realizes from contracts and grants. In reality direct and indirect costs normally do not allow for "profit" to the institution. In fact externally funded projects frequently require the expenditure of institutional funds through cost sharing, matching, or other requirements for receiving an award. Moreover, the preliminary costs of preparing a proposal and securing its funding are not chargeable to project costs.

The great range in indirect costs allowed by different agencies has led to confusion and misunderstanding about the true nature and meaning of indirect costs. Within institutions the sharing of indirect cost allowances with departments conducting projects, or the refusal of central administration to share them, has been a source of internal friction. Seeking and sometimes securing external projects which an institution is unprepared to conduct or which are unrelated to its mission and goals may seriously affect its smooth functioning and also lead to internal tensions.

Contract and grant funds are often referred to as "soft" money because they are temporary for a specific period. Placing personnel employed on "soft" money in permanent positions without "hard" money undergirding those positions and even permitting faculty to earn tenure through work in such externally funded positions are practices that have created financial problems for institutions. Capricious or unexpected reductions or terminations on the part of funding agencies can also create serious financial hardships for a college.

Research conducted in American universities has become a vast enterprise amounting to billions of dollars each year. Out of that extensive activity have arisen issues of national as well as institutional concern. Since much research support is provided by the Federal government, an important issue centers around Federal-higher education relationships. There are charges that universities have become so dependent on Federal funds that they have become pawns making whatever moves are dictated by Federal funding interests and policies. Conversely there are charges that university administrators and professors have excessive influence on the Federal government and that this influence is exercised by a limited elite group of institutions and individuals not representative of the whole of higher education. President Eisenhower warned of the dangers of a military-industrial complex which might come to dominate national affairs. More recently others have warned that there is a developing military-industrial-higher education complex which shapes national goals and policies.

Of particular concern has been research conducted by universities for the Department of Defense. One objection is that most of this research is directed toward producing more powerful and sophisticated means of destruction, an activity considered by many professors and students to be unworthy of a university. A second objection is the secrecy surrounding the conduct and results of such research. A fundamental concept of the search for truth is that research methods and results be reported so that their validity may be tested. That concept comes into direct conflict with the military need to prevent information from falling into the hands of enemies or potential enemies.

Controversy over military research became especially heated during the Viet Nam war. Demonstrations occurred at research installations, some universities adopted policies prohibiting the conduct of secret research, and at Massachusetts Institute of Technology pressures from faculty and students became so great that the Lincoln Laboratories, whose entire operations were supported by Department of Defense funds, was severed from its organizational ties with the institution.

But the final results of other kinds of research have also come under attack. Land grant universities have a long history of research and experimentation in food production which made it possible for a much smaller proportion of the population than in earlier years to supply the nation’s food. But part of that research resulted in the development of large expensive equipment and the use of expensive chemical fertilizers and pesticides which put the small family farm out of business, led to widespread pollution, and created tasteless, less nutritional but attractive products which could be shipped great distances and stored for long periods of time. Such are the conclusions of Jim Hightower (1973) in Hard Tomatoes, Hard Times. He also charges that an overly cozy relationship has developed between land grant universities and agribusiness corporations which restricts research that does not promote the interests of those corporations.

Where research is a major part of its work it is not uncommon for a university to create foundations, institutes, or similar organizations which are not structurally a part of the university but are independent nonprofit corporations. Such arrangements may allow greater flexibility in receiving and disbursing funds, conducting experiments, and managing research activities than would be possible within the University’s regulations and constraints. Close ties to the institution are maintained by having university trustees, presidents, or other officers serve as board members. This intertwining of personnel will extend to researchers themselves. But there are disadvantages and dangers in thus bypassing the normal university organization. University boards of trustees may find they no longer have full authority over the university; wage or other policies between the two organizations may differ and become bases of conflict between regular staff and foundation staff; a highly complex institution becomes more complex and difficult to manage.

Another problem for research universities is the effect on students of a heavy research emphasis. Undergraduates are affected by the assignment of senior professors to teach graduate courses and engage in research. They complain about a significant portion of their courses being taught by less qualified instructors and inexperienced teaching assistants who are themselves graduate students with a primary concern for completing their own studies and working with their mentors on research projects. But the university desires to have large numbers of undergraduate students to serve as a base of support for its graduate programs by providing part-time employment for graduate students at relatively low cost and to serve as a large pool of easily available recruits for graduate programs. A common complaint of graduate students is that they are being exploited by the payment of low wages and that their programs are unduly prolonged to take advantage of their cheap services.

There is truth in the old proverb that "He who pays the piper calls the tune," which applies to any part of the funding of higher education. Perhaps no better example can be found than that of funding sources for research efforts. The research conducted by universities is largely that which governmental agencies or private corporations will support. What administrators and faculty members think is most interesting, useful, or important is not necessarily what is done. One approach to reducing dependence on outside sources may lie in finding unrestricted funds which then can be separately budgeted by the university to the most promising departmental research.

Public Service
Public service is the third of the avowed missions of higher education but the least emphasized one -- if funds allocated to it are indicative of emphasis. Despite all that has been said and written about the community service role of community colleges, most junior colleges do not have any budgeted amount for public service. Evening courses and continuing education short courses are often considered to fulfill the definition of community services, although budgetarily they are a part of instruction expenditures. Neither is public service a prominent item in the budgets of private colleges. In other institutions except land grant universities most public service expenditures result from contracts or other restricted income for accomplishing a specific activity.

Public service consists of those "activities that are established primarily to provide non-instructional services beneficial to individuals or groups external to the institution." (NACUBO, 1974, p. 188) The work of the Cooperative Extension Service of land grant universities is a major example. Public television, conferences, and bureaus which conduct studies and provide consultation to government or the business community are others. Budgetary categories and institutional organization lines do not always coincide. For example, activities administered through continuing education divisions may include both off-campus course offerings and conferences. The former are in the category of instruction and the latter are in public service. At points the distinction between research and public service is difficult to determine. Is a study of public attitudes about abortion research or public service? To which category should the expenditures of a Bureau of School Services and Research be assigned? The answers to these questions must be decided by individual institutions, and differences in those decisions will affect the comparability of cost data.

Public service activities expand as government, business, and organizations seek the expertise of college and university staff. This expertise is sought primarily for assistance in solving problems. Problems arise when difficulties are encountered or views differ on an appropriate course of action. Herein lies a potential danger for institutions or their specialists to become embroiled in partisan controversy; care must be exercised in the performance of public service so that objectivity is maintained and defensible procedures are followed in arriving at conclusions and recommendations. When these conditions are fulfilled, a university will be acting in the service of society while retaining its proper role of critic of society. Increasing confidence in its ability, objectivity, and fairness in providing effective public service will also result in enhancing its support.

Academic Support
The remaining categories of E & G expenditures are not parts of the mission of colleges but are directly related to or support the accomplishment of mission. Academic support includes those services that provide direct assistance to instruction, research, and public service and contribute to their success.

One of the major components of this category is libraries. In the classification of expenditures used in earlier years, libraries constituted a separate category. Costs of library books and periodicals rose sharply after the middle 1970s, exceeding the general inflation rate and creating severe financial difficulties in maintaining the desired level of library collections. Some libraries have expanded into learning resource centers to include audio-visual resources and services. Whatever their location organizationally, media services for academic purposes are academic support expenditures.

Demonstration schools, psychological clinics, infant laboratories, and other units providing direct assistance to academic programs fall into this category. Computer costs which are primarily to aid in instruction or research are in academic support, but those which are primarily for administrative use are included in institutional support. The costs of academic administration, including expenditures of academic deans’ offices (but not departmental administration which is instruction) are also included as academic support.

Student Services
Student services should include those activities the institution provides in addition to its regular program of instruction to promote the development of students and enhance their academic success. Student services does not include activities which are offered merely as a convenience for students in the pursuit of their studies. Such activities, if they are conducted at all, should be treated as auxiliary enterprises and be self-supporting. Determining which activities promote development and which ones are mere conveniences is not easy, and colleges appear to vacillate on this matter, perhaps reflecting basic indecision about their philosophy concerning whether they have any responsibility other than for the academic growth of their students. More student services tend to become auxiliary enterprises when financial pressures increase than when money is relatively plentiful. Such fluctuations suggest the low priority of student services in the institution and the uncertainty of financial commitment to them.

Almost always included as student service costs are those for a dean or vice president for student affairs, offices of admission, registration, and records, and personal counseling (if it is offered). Usually budgeted under student services are intramural sports, institutionally sponsored student organizations, cultural programs, and student newspapers, but most or all of their support may be derived from earmarked fees. The extent to which students participate in extracurricular activities varies because of inclination and circumstance. Commuting students, for example, typically find it inconvenient to participate in intramural sports and resent mandatory fees for that purpose which benefit only residential students. Budgeting such activities as auxiliary enterprises and providing their support from user fees rather than mandatory fees assessed against all students would be a more equitable procedure.

Intercollegiate athletics is either a student service or an auxiliary enterprise depending largely on whether it has enough income to be self-supporting. The high cost of intercollegiate athletics makes self-support almost impossible except for a few major institutions having consistently winning teams in such sports as football and basketball. Since intercollegiate athletic competition can hardly be claimed as an activity in which large proportions of a student body participate, only a weak case can be made for their inclusion as a student service subsidized by E & G funds.

Provisions for treating sick students and protecting their health are necessary, often required by accrediting or state agencies. Arrangements may be made with a nearby clinic or hospital, contracted to a local physician, or provided through a clinic or hospital, contracted to a local physician, or provided through a clinic or hospital operated by the institution. Health services may be treated either as student services or auxiliary enterprises. Housing and food service are auxiliary enterprises; or food service may be operated on a contract basis.

To achieve financial stability and consistency in the category of student services, a college or university will need to conduct a careful review of its philosophy and purposes for student services, and determine what portion of them will be paid for directly by students through fair and appropriate ways. That kind of review will result in more effective administration of student affairs and in policies less subject to alteration at the insistence of over-zealous temporary student leadership.

Institutional Support
Institutional support embraces those expenditures which are made to assure the smooth overall functioning of a college or university including its general administration, business management, and fundraising. Here will be found expenditures for the board of trustees and president. All costs of the business office except operation and maintenance will be included as will administrative computer costs, security, alumni, and public relations. The institutional support category replaced a previous category called administration, and the costs covered in the new category are much the same but the term is more descriptive of activities such as fundraising and public relations. Since institutional support costs are partly in support of auxiliary enterprises, they should be allocated and charged an appropriate share of these costs.

Operation and Maintenance of Physical Plant
The operation and maintenance of plant category covers costs for the operation and upkeep of educational and general facilities and grounds. These expenses are for routine cleaning and special jobs like window washing and repainting. They are also for the costs of heating, lighting, air conditioning and water supplies, and maintaining equipment for these utilities in good condition. Repairs to furniture and minor construction such as the building of office cabinets are also included. Costs of the operation and maintenance of auxiliary enterprise and hospital facilities are budgeted for and charged directly to those accounts. Costs of major renovations are paid from plant fund accounts.

The operation and maintenance of new buildings is usually less expensive per square foot than it is for old buildings. Periodic analysis of costs by building will assist in determining when old buildings should be retired from use or action taken, such as insulation or overall renovation, to make their continued use less expensive. In the typical college, operation and maintenance costs will range from about 8 to 12 percent of E & G expenditures. When they exceed about 12 percent it is time for a thorough study to determine if savings can be realized or if utilization of facilities can be improved.

Scholarships and Fellowships
Scholarships and fellowships are forms of student aid in which no specific services are required from the student in return for the award. Usually they are in recognition of some accomplishment on the part of the student such as high grades or test scores, or success in forensic competition or sports, but they may be awarded on the basis of need. "Work scholarship" is a contradiction in terms. Tuition reduction plans are different in that the money they represent sometimes does not appear at all as either income or expense. In those circumstances they simply reduce the amount a student pays for tuition thereby resulting in less reported income. A more accurate reflection of the college’s volume of operation and finance results if tuition amounts are fully reported as income and expenditures. Colleges and University Business Administration (1974) recommends tuition remissions occurring because of faculty or staff status or the relationship of a student to faculty or staff be recorded as staff benefits expenditures. (p. 189)

On the average scholarships and fellowships constitute about 3 to 4 percent of E & G expenditures. They tend to run considerably higher in private institutions with exceptionally high tuition charges. One of the difficulties colleges encounter with donors desiring to endow scholarships is the severe limitations they may want to place on eligibility for an award. A donor who wants to provide a scholarship to the valedictorian of Atomic High School should, if possible, be persuaded to broaden that stipulation. The valedictorian of Atomic may choose to attend a different college or Atomic may even cease to exist.

Table 4 -1
Estimated Current Funds Revenues for 1986-87 
in Two Hypothetical Small Colleges
	 
	Private College
Amount
	Public College 
Amount

	Educational & General
	 

	Instruction
	$1,900,00
	$2,200,000

	Research
	 
	$250,000

	Public Service
	 
	200,000

	Academic Support
	350,000
	450,000

	Student Services
	250,000
	150,000

	Institutional Support
	900,000
	550,000

	Operation & Maintenance Plant
	600,000
	500,000

	Scholarships & Fellowships
	250,000
	50,000

	Total Educational & General
	$4,250,000
	$4,350,000

	Auxiliary Enterprises
	 

	Auxiliary Enterprises
	$750,000
	 

	Expenditures
	 
	600,000

	Mandatory Transfers for: Principal & Interest
	 
	50,000

	Total Auxiliary Expenditures
	750,000
	650,000

	Total Expenditures & Mandatory Transfers
	$5,000,000
	$5,000,000


 

Student aid in the form of "workships" does not qualify as scholarships or fellowships and is not accounted for in this category. A workship is a form of "aid" for which a student is paid to do a job or provide a service. Their costs are charged against the budget of the unit or department for which the student works. They constitute much larger total amounts in many institutions than scholarships and fellowships, especially since the Federal College Work Study Program (CWSP) was inaugurated in the middle 1960s. Under CWSP a college matches by 20 percent the federal grant, that is, the stipend a student qualifying for such aid receives is 80 percent federal money and 20 percent institutional money. Colleges also have assistantships of various kinds which are typically paid from either unrestricted institutional funds or grants and contracts. Some colleges have extensive work study programs of their own enabling students to pay part of their college expenses through jobs in cafeterias, dormitories, or offices. Again, these costs are charged to the unit which employs the student.
Transfers
Transfers are used to move money from one group to another, in contrast to expenditures which are used to move money out of the institution. Transfers are of two types: mandatory and nonmandatory. Mandatory transfers are made to fulfill some legal obligation for the financing of plant or some agreement to match gifts or grants to endowment, loan, or other funds. The financing of a dormitory provides a good example. In order to secure a loan for the construction of the dormitory, the college pledged part of the annual income from student occupancy of the dormitory for a period of 30 years to pay yearly principal and interest on the loan. The remainder of student income is used to pay operating costs of the dormitory and to build a reserve for unexpectedly large costs for repairs or equipment replacements. Rent a student pays for a room flows into the income account of the dormitory. The expenditure budget of the dormitory includes an amount to be transferred to the plant fund account for that dormitory from which it will be expended as a part of the annual payment on the loan.

Nonmandatory transfers are transfers made by decision of the board of trustees. For example, the board may decide that a surplus of $100,000 in current funds at the end of a fiscal year should be transferred to quasi-endowment funds. This is a nonmandatory or voluntary transfer.

Auxiliary Enterprises
For most institutions, auxiliary enterprises is a second major division of current funds expenditures, and unlike the functional categories of the E & G division, has a corresponding revenue category. The salient characteristic of auxiliary enterprises is that they are self-supporting activities which should not be subsidized from educational and general revenues nor serve to augment those revenues. For example, what students pay in tuition and fees toward the cost of their own education are E & G revenues, and any fee for partial support of an auxiliary enterprise such as intercollegiate athletics should be clearly identified as auxiliary enterprise income. In fact, it seems somewhat inconsistent for general student fees to be assessed for any auxiliary enterprise which should be self-supporting on the basis of its ability to generate income from its sales and services.

Typical auxiliary enterprises are bookstores, faculty or student housing, and dining rooms or cafeterias. Since auxiliary enterprises do not constitute a single organizational division of a college, their management may be lodged with the most appropriate administrative unit. Usually student housing will be managed out of the office of the dean of students, a bookstore from the business office, and a continuing education center by the dean or director of continuing education. Of course, budgets will be prepared in collaboration with the college’s business manager, and all receipts, disbursements, and accounting will be processed through the business office.

Auxiliary enterprises have both expenditures and transfers. The example cited earlier of a mandatory transfer was for a dormitory. Expenditures include salaries, wages, and benefits of employees, departmental expenses, costs of operation and maintenance, and a proportionate share of applicable institutional support. Transfers are most frequently made to fund any debt service. For purposes of determining the balance of income and expenditures each auxiliary enterprise is treated separately.

Hospitals and Independent Operations
Comparatively few institutions have either hospitals or independent operations. When they do, their current funds will have an expenditure division for these activities. They are not a part of E & G expenditures nor of auxiliary enterprises, but like the latter, pay for operation and maintenance expenses out of their own budgets and, where applicable, will have mandatory and nonmandatory transfers. Hospitals operated in conjunction with medical schools or medical centers are such a significant expense that setting up their costs in a separate division of current fund expenditures is desirable. Including them or independent operations, which are usually major federally funded research installations, in the E & G division would unduly complicate financial accounting and reporting, and would result in major distortions when comparisons are made between institutions.

Session 3: Sources of Revenue and Expenses: An Overview


Dr. Baier would like to acknowledge and extend a large "Thank You" to all of the former students that have contributed to this compilation of supplemental web link resources. The list includes; Fredrick Butler, Gabriela Borcomon, Jennifer Cain, Maureen Clouse, Quynh Dang, Henrietta Egenti, Rusty Freed, Trisha Gonzales, Marcia Hartsfield, Donna Hughes, Alicia Huppe, Loyd Kegans, Robert Kuzma, Carla Lee, Rebecca, Lothringer, Robert Lothringer, Amber Mathews, Rosemary Murruy, Norman Nieves, Randall Saxon. 


Note: Some of the listed URLs may require that you be a subscriber to the given site to access the information.


1) In many states across the country, students are having to "foot a larger portion of the bill" to cover the increased expenses of obtaining a college degree. With tight state budgets, legislators are having to reduce higher education spending and place the burden on the students. Several state schools, including those in Kansas, Tennessee, Louisiana, and New Hampshire are having to increase tuition anywhere from 2.5% to 15% in order to meet the financial demands of their institutions. Some school, like Tennessee and North Carolina, are being forced to use a large portion of the generated funds to increase faculty salaries in order to reduce the high turnover rates they are experiencing. For example, the University of Tennessee system lost 10% of its faculty to other institutions and states offering higher salaries. Tennessee is also adding a facilities fee for the first time which will have students paying for the construction and upkeep of its campus facilities. 

The future indicates that tuition increases are going to continue...

http://chronicle.com/weekly/v47/i04/04a3001.htm
2) This link is from the Digest of Education Statistics - 1999. It includes other links of importance. As you will see, the report highlights enrollment trends by state. It also includes interesting information related to the sources of revenue for Public and Private Institutions in Figures 18 and 19. The discussion and links at the top also include information about the amount of expenditures per student.

http://nces.ed.gov/pubs2000/digest99/chapter3.html

3) Community support can no longer serve the financial needs of the community college. Many community colleges are turning to development professionals to make their foundations successful. This article reveals how community colleges are now modeling after four-year institutions in areas like planned giving, business partnerships, and investment policies. By creating institutional foundations, community colleges are now eligible to receive tax-deductible contributions. One survey taken by the American Association for Community Colleges in 1993 stated that "542 of the 550 institutions responding reported having a foundation." One area the article did not address was the impact on four-year institutions as a result of these foundations being established by the community colleges.

http://www.ed.gov/databases/ERIC_Digests/ed405943.html
4) After reading all the text for session 3, if you are like me, you wanted to see some numbers to make it more realistic and clear as well as recognize the concepts in other readings. Here are several options:  First, the Southern Regional Education Board (SREB) has a great website with many useful items for southeastern states. There is a great 16 slide publication entitled "Funding Public Higher Education in the 1990's: What's happened and where are we going" by Marks and Caruthers that reiterates Dr. Baier's text, as applied to the southern region, as it investigates the questions of 1.Where HE funding comes from; 2. How it is spent; and 3. Changes in funding practices. They address decreases in government appropriations, increases in tuition, enrollment increases, and increases in money spent on research and a decrease in funding for instruction. Great article.

http://www.sreb.org/main/publications/finance/fundingpublichighered.asp
Second. I enjoyed comparing educational and general expenditure charts from various institutions across the country--here are a few if you would like to see the stats:

http://www.winthrop.edu/research/9900Facts/pdf9900/finance.pdf (South Carolina)

5) The New Jersey Commission on Higher Education has taken a large step in direction of institutional and system wide accountability. New Jersey is one of the first states in the union to create an accountability report that seeks to provide valuable insight to its citizens and policy makers about what higher education is achieving with public resources. The March 1996 report garnered information that would allow the state of New Jersey to see how it compared to other states in relations to higher education efficiency in areas including; affordability, and return on the public investment in higher education. The report was not intended to provide definitive answers to policy questions regarding higher education spending and resource allocation but rather to assist the state in achieving its vision for higher education excellence, access, and affordability....

http://www.state.nj.us/highereducation/accrep02.htm

6) This link is specific to the actual cost of colleges. It is a rather lengthy article, but has a lot of important information.

http://www.acenet.edu/washington/college_costs/1998/07july/straight_talk.html

7) This lengthy article discusses the challenges of higher education. Page down to the portion titled Financial Aid (page 12) and there is a discussion on the Washington's current strategy to provide access to higher education emphasizes low tuition levels rather than need-based financial aid. It goes on to discuss how many of the current students at the 4 year institutions could afford to pay higher tuitions rates. From this point the article talks about the various federal financial aid programs that are students are accessing. Interesting information is provided regarding the breakdown of loans, grants, and work
study. Also provided is information regarding the State Need Grant programs that is provided in Washington, as well as interesting information on tuition waivers and grants from institutional funds.

http://www.researchcouncil.org/Reports/1997/Higher%20Ed/HigherEd.htm
8) This article deals with the financing of Higher Education in the Third World, Kenya and Mongolia in particular. The link is:

http://epaa.asu.edu/epaa/v3n5.html
The article addresses revenue diversification in these two countries and how much of the country's revenue is appropriated to Higher Education. As with any struggling economy, there is a need to find alternative sources of funding for Higher Education. The authors give some examples of this can be accomplished. 

9) This link discusses the trends of financial issues that occurred in the 1990s. When I read the article, I noticed how most of what was said was going to happen did. The link gives a short review of the trends and discusses the different strategies being used today.

http://www.eriche.org/trends/finance2000.html
10) This article surveyed 470 public community colleges to examine the effects of a recession that occurred in 1991 and how adjustments made financially by the institutions were able to handle the loss in state appropriations. The study showed that the institutions were capable of recovering the loss of government appropriations through other means but these mean included raising student tuition and fees. While this solved the immediate financial problem, raising tuition and fees causes the worry that education can be ultimately priced out of a student's reach. Another issue was the need for raising unrestricted funds to keep educational programs going without only relying on increasing student tuition - one way to raise unrestricted funds.

An interesting article that shows the issues of "where the money comes from" can be altered by the financial trends of the economy and issues on how to keep higher education going in light of these trends.

http://rosina.catchword.com/vl=75241834/cl=13/nw=1/fm=docpdf/rpsv/catchword/tandf/10668926/v24n2/s2/p95
11) This site has an EXCELLENT chart showing the expenditures and revenues for the University of Nebraska System. This chart shows the expenditures for each campus in the system, as well as the various categories.

 http://www.budget.uneb.edu/GeneralOperatingBudget/UWideDollarSummary.asp
12) This is the website for The National Association of College and University Officers (NACUBO), cited in Dr. Baier's chapter, "Where the Money Comes From", under the subtitle "Government Appropriations". I decided to check out their website, and found a vast amount of information on revenues of two and four-year colleges, as well as public and private universities. One of the interesting statistics stated that in 1998, seventy-five percent of public institutions received at least 40 percent of revenues from state appropriations. For a public four-year institution, the total revenues averaged $11,068 per student, including the average of 2,889 per student for tuition and fees. In addition, grants, gifts, contracts, appropriations, axillaries, and other sources are also listed.

 http://www.nacubo.org/nacubo_reports/ 

This website includes an introduction and background to the NACUBO, in addition to a summary of it's objectives and functions.

13) The Taxpayer Relief Act of 1997 may provide options for financing higher education as costs skyrocket. This act allows for funds to be withdrawn without penalty from your traditional individual retirement accounts (IRA) and the new Roth IRA's for college expenses. An Education IRA allows the investment of $500 per year per child and up to $2,500 in upcoming years. Joint filers with an adjusted gross income (AGI) over $150,000 or $95,000 for individuals are ineligible. The Hope (Helping Outstanding Pupils Educationally) scholarship and Lifetime Learning credit provide immediate tax relief up to $1,500 and $1,000 respectively. The disadvantage associated with this act is that the benefit from the Hope scholarship and Lifetime Learning credit cannot be taken in the same tax year. You cannot take credit under these plans in the same year as you withdraw tax-free funds from an Education IRA.

www.ubt.com/resources/finance_for_education.html 

