Financial Planning and Analyses
Preoccupation with budgets can be a detriment to financial planning. Better budgets result from the realization that planning has a significant impact on the preparation and content of budgets. Budgets, past and present, affect planning but ought not be a controlling factor.

Perhaps the most important fact about financial planning is that it cannot be done effectively in isolation. Finances are so inextricably interwoven with all aspects of a college or university’s life that they cannot be separated. A decision on the tenuring of a faculty member has a long range impact on the college’s expenditures. A decision to increase tuition is the final determining factor in a prospective student’s choosing a less expensive institution.

Tickton’s monograph, Needed: A Ten Year College Budget, published in 1961, sparked widespread interest in long range financial planning. Long range planning extends 10 or more years into the future. The farther planning is projected the less reliable it becomes. The projection of major goals and general means for their attainment provides useful direction signs for shorter range planning, but detailed 10 or 20 year planning is somewhat impractical for a college because it requires too many assumptions which may not hold true. Asking a college to describe itself and its condition in detail 10 years in the future is somewhat like asking an individual to do the same thing. Either may be able to give some general responses about hoped for or desired status but is less able to fill in the details. The more details that are given the more likely they are to prove incorrect. But reduced to its simplest terms, planning is taking thought for the future, an attempt by a college or an individual to answer such a question will result in thought which may be helpful in shorter range planning.

Generally more useful are medium range and short range plans. Medium range plans are for about a five year period; short range are for about a one or two year period. A budget is actually a detailed financial plan for a one year period.

Many institutions cannot be said to engage in any systematic planning at all. They move from crisis to crisis solving immediate problems as they arise without the benefits of a plan which might predict some of the crises and provide a sound basis for reacting to them.

Characteristics of Good Planning
Good planning begins with institutional missions, aims, or purposes. They serve as foundations on which other aspects of planning are built and on which major decisions can be based. Missions are broad but not vague and are as important for what they leave out as for what they contain. For example, if a college excludes research as part of its mission, it does not seek research grants. If it is a denominationally sponsored college, it needs to articulate, not omit, what its aims are in relation to its sponsoring agency. Statements of purpose become more than flowery phrases which sound good but have little concrete meaning if they are to serve as solid bases for planning and action. Mission statements become more specifically delineated as goals to be accomplished and emphases to be stressed during a period of years.

A second characteristic of good planning is that there is widespread participation in it. The reasons for the desirability of widespread participation are simple: (1) there are many groups with an interest in the college’s future success, (2) good ideas do not reside with just a few people, and (3) if people have a part in planning, they are likely to support the plan. Within the institution broad participation is assured as each unit engages in planning, but the involvement of external groups requires special arrangements. Strategies for appropriate participation have to be devised and structured for them. In the planning process techniques are needed so that progress is not subject to long delays and so that dissenting views on issues are heard and reconciled instead of becoming lingering differences. Allowing controversies to be aired and resolved during the planning process has a great advantage over letting them wait until plans are ready to be implemented.

A third characteristic of good planning is that it is continuous, not a stop and go affair. A plan may be for a five year period but there is no countdown of four years, three years, two years, one year, and start again. Rather the plan continuously looks ahead five years and is updated each year. Changes based on new information and the previous year’s experience are used not only in adding the new fifth year but also in revising plans for the intervening years. Continuity does not imply daily work on a plan nor that the institution spends most of its time in planning; the bulk of institutional effort is spent in the execution of plans.

Good planning is also comprehensive. It takes into account all facets of the college’s operation and the interrelationships among them. The planning design will incorporate all major personnel groups such as students, faculty, administrators, and support personnel. It will also deal with relevant functions such as instructional programs, research, and public service. Finances and facilities will form important components. Committees may be established for each major area and techniques should be devised for sharing and coordinating their work so that all parts of the plan mesh into a comprehensive whole. A somewhat different approach is the formation of an institution-wide planning council which is broadly representative of all constituent groups. The council takes direct responsibility for parts of the plan such as mission and resources, and seeks information, suggestions, and advice in formulating plans for them. It will set up task forces to study and make recommendations on other major components of the plan, while it generally oversees and supervises the planning process, making sure that plans are comprehensive and complete.

Good planning takes into account external conditions which have an impact on the institution. The population base for potential enrollment and the accessibility of the institution to that population are key factors. So is the image of the college in its community, whether or not that image coincides with reality. Geography, including the location of the college, will have an influence. Every location has advantages and disadvantages. A college located in an isolated rural community may have an attractive setting but little attraction for modern day students. Large urban centers provide the setting for new urban universities which compete with old state universities located in small cities or towns. Inflation has a significant effect on costs which must be met by increased revenues, conservation efforts, or other measures. Economic prosperity or the lack of it affects the outcomes of planning sometimes in surprising ways. For example, periods of economic depression have adverse effects on institutional finances but do not seem generally to depress enrollments. The changing nature of society itself from agrarian to industrial to knowledge based, affects the viability and popularity of programs in different ways. The general esteem in which higher education and college degrees are held has an influence. Institutional plans can exert little control over these external conditions, but a major challenge to planners is the drawing of plans that will be most advantageous in adapting to or using conditioning factors.

Good planning is always cognizant of consequences. Planners seek to know what results will follow if plans are implemented. One purpose of planning is to achieve desired results, and if results that can be foreseen are different from those desired, alterations in plans or substitute plans may be in order. Moral and academic values play a vital role in planning, but if "rightness" dominates planning to the exclusion of considering desirable consequences, planning may be harmful or even fatal to an institution. Thus, there is a need to try to foresee all the likely and possible consequences of a planned course of action and determine whether the values it promotes outweigh any negative consequences it entails. For example, strongly held values may demand a substantial increase in and strengthening of a general education or core curriculum required of all students. Compelling arguments are marshaled for the desirability of such a plan. However, if the adoption of it will result in a 20 percent decrease in student enrollment, this consequence must be weighted against the benefits it provides for the remaining students.

A final characteristic of good planning is that it thrives on data. Information and analyses of that information are useful to it, but planners must be sure information is correct and analyses of data are based on common ingredients. Will Rogers once said, "It wusn’t my ignorance that done me in, it wuz what I knowed that wusn’t so." It is particularly important in making comparisons among colleges to ascertain that ratios and percentages are derived from the same bases. For example, comparing percentages of expenditures devoted to instruction based on total current fund expenditures in one institution and on total current educational and general expenditures in another will result in knowing what isn’t so.

The next section of this chapter discusses analyses which are in common use in both planning and administration of colleges and universities. It will show what they are, how they are calculated, and how they are useful in understanding the financing of higher education.

Elementary Financial Analyses

Two kinds of data are available for financial analysis: raw or gross data and refined data. Raw or gross data are of little value. The head count of students, one example of gross data, in a university includes every student enrolled whether that student is taking only one course or a full load of courses. Head count distorts efforts to analyze such institutional needs as the requirement for faculty; one institution having 5,000 head count of students may need fewer instructional sections than another with a head count of 3,000 if the latter has few part time students. A better basis for determining needs for instruction is full time equivalent enrollment, a statistic that is refined by reducing head count so that two half time students are equated to one full time student. Sometimes head count is used as a basis for determining needs for student services based on the questionable assumption that a part time student needs as much student service attention as a full time one. Head count figures are also used by presidents in efforts to prove that their institutions are larger than others or larger than they really are!

Total dollar amounts are also gross data not very helpful by themselves in institutional analysis and comparisons. If one academic department spends $500,000 and another spends $200,000, this information says little more than that the volume of expenditure in one is 2½ times that of the other. Such information becomes much more useful and comparable when it is reduced to some kind of unit cost or expenditure such as cost of student credit hour for instruction.

The refinement of gross data to uniform measures increases the possibility of valid comparisons and further analysis. But if refined data are to be so used, the definitions which apply to the measures must be common. While full time equivalent enrollment is more refined than head count, the definition of a full time student is normally made by each college. If one college defines a full time student as one enrolled for 12 hours of credit and another defines a full time student as one enrolled for 15 hours of credit, comparisons of enrollment between the two institutions are still not based on common measures. Because of this kind of difference, an even further refinement is often used, that of credit hour enrollment. Even if this statistic is used and two institutions are compared one of which uses quarter credit hours and the other of which uses semester credit hours, the information must be translated into a common denominator, either quarter credit hours or semester credit hours and any presentation of the comparison should indicate clearly which is used. Although data carefully refined and made comparable become much more exact for institutional analysis and administrative use, a problem is created in communicating it to the board of trustees, the legislator, or the general public. A statement that a university enrolled 10,000 full time equivalent students is more likely to be meaningful to them than one that the university produced 300,000 credit hours.

The most frequently used kinds of data in financial analyses are ratios and percentages. A ratio results when one aggregate amount is divided by another to get a unit relationship. A common one is the student/faculty ratio, that is, the average number of students for one faculty member. It is determined by dividing total students by total faculty, each usually expressed in full time equivalents (FTE). If a college has 1500 FTE students and 100 FTE faculty members, the student/faculty ratio is 15:1. This ratio is considered to be an important measure of institutional quality—the lower the ratio the better the quality of the instruction. Several assumptions underlie the belief in the relationship of student/faculty ratio to quality. It is assumed that a low ratio will result in smaller classes and that small classes are better than large classes. It is also assumed that a low ratio will increase faculty association with and attention to individual students and that such interaction will enhance the educational experience of the student. These assumptions are so embedded in the mythology of higher education that they are generally accepted without question. A low student/faculty ratio, real or fancied, is widely used in efforts to recruit students. A few institutions may even fudge a bit in the calculations of their ratios in ways like including all librarians and some administrators as faculty, even if they do no teaching.

Student/faculty ratios vary greatly from lows of about 5:1 to highs as great as 30:1. A college with a ratio of 30:1 may become concerned about its quality and wish to reduce its ratio to 25:1. Before making a decision to do so, it must determine what the cost will be and whether it can afford the change. Let us say that a college has 3000 FTE students and 100 faculty members. First, the college calculates a need for 20 additional faculty members by dividing 25 into 3000 and subtracting the current number of faculty from the result. If average annual compensation of faculty is $20,000, the minimum annual cost of such a student/faculty ratio reduction is $400,000. That amount does not take into account costs of operating 20 additional faculty offices, the cost of additional secretarial support of the increased cost of office and instructional supplies.

Another college with a low student/faculty ratio of 8:1, faced with expenditures rising more rapidly than revenues, may become interested in determining how much saving can be realized by increasing its ratio to 10:1. This college enrolls 24,000 FTE students and has 3,000 FTE faculty. If faculty compensation averages $20,000, an increase in the ratio to 10:1 would result in a minimum annual saving of $1,200,000, not including savings from fewer secretaries employed, fewer offices in operation, and possibly fewer office and instructional supplies. Such a change entails other problems, though, such as strong faculty resistance and difficulty in determining which faculty members to terminate. The implementation of a decision to increase the ratio might require more than one year to implement if it is to be accomplished without a major internal upheaval.

Meeth (1974), in a study of 66 private colleges, compared faculty salary expenditures with all other educational expenditures (library, clerical costs, etc.) and developed a ratio. He commented:

. . . it is the only figure that can show the relationship between faculty salary, which is perhaps the most critical expenditure in the educational program, and all other expenses—such as plant maintenance, departmental expenditures, general administration, student services, and the library—which enhance and supplement the work of the classroom teacher.

For every dollar spent on faculty salary, an average of $1.85 was spent for all other educational areas in 1970-71. This overhead ratio on faculty salary ranges from 70 cents to $3.50, indicating the great differences in allocation of institutional resources between faculty and other aspects of the educational program. The overhead ratio is not related to institutional size but is more a factor of institutional management. (pp. 29-30)

A somewhat similar statistic is the percent of expenditure devoted to instruction. The statistic is derived by dividing total costs into costs of instruction. There is a general assumption that a high percentage is indicative of a college’s concentration of its resources on the heart of its educational programs, instruction, and that a high percentage is to be preferred to a low one. In fact, a low percentage may result from reasons other than the failure to concentrate on the accomplishment of its purposes for being. A major research university may spend a sizable proportion of its budget for research, automatically decreasing the percentages it will spend in some other functional category such as instruction. Caution is always in order in interpreting percentages spent in a category. A better statistic, such as cost of instruction per student or cost of instruction per credit hour, may be available for the needed comparison.

Unit costs are often expressed as cost per student or cost per student credit hour (SCH). One form is cost of education per student which is calculated by dividing educational and general guidelines for a year by average FTE enrollment during the year. A college has E & G expenditures of $4,000,000 and an average FTE enrollment of 1,000 will have a cost of education per student per year of $4,000. Another ratio is cost per SCH, either quarter or semester hour depending on the college’s calendar. It is an effort to determine how much it costs to produce one student credit, and is calculated by dividing total SCH’s produced in a year into total E & G expenditures for the year. If the college cited above produced 30,000 student credit hours, its cost per credit hour would be $133. In comparing two institutions by either cost of education per student or cost per credit hour, a distortion will occur if one is a university with a large expenditure for research and the other is a college with no research expenditure. The distortion is likely to show as a higher unit cost for the university than in fact may be true. If research costs, which only with some strain can be considered student education costs, were eliminated from the calculations, the comparison might be better made.

Using an instruction unit cost, either cost per student or cost per credit hours, overcomes some of the shortcomings of the unit cost of education. Unit costs for instruction are derived by dividing expenditures for instruction by either average FTE enrollment or total credit hours produced. If the college cited above spent $2,000,000 in the category of instruction, it would have a cost of instruction per student of $2,000 and a cost of instruction per credit hour of $67.

A further advantage of using instructional unit costs when intra-institutional comparisons are desired is the relative ease of making departmental or subject analyses. In making an analysis of instructional costs among academic departments the credit hour cost is found by dividing credit hours produced into departmental expenditures. If Department A has expenditures of $125,000 and produces 2,500 credit hours it has a credit hour cost of $50. Department B with expenditures of $200,000 may also produce 2,500 credit hours, but it will have a unit cost of $80 per SCH. The major return with financial analysis comes not in the two statistics but in tracing the reasons for the difference and deciding whether the difference is justifiable. Department B’s costs may be high because it is composed largely of senior faculty members with salaries well above the institutional average. Or it may be a department in which enrollments have steadily declined for several years with little prospect for future growth; perhaps this is a signal to consider not filling the next vacancy which occurs in one of its faculty positions. There may be many other reasons why Department B’s credit hour cost is relatively high or Department A’s is relatively low. The fact itself may have gone unobserved if the calculation had not been made, but the value of the information increases when it sparks an examination of whether the difference is defensible or some corrective action is indicated. This example illustrates the potency inherent in financial analysis and why there is strong resistance to it on the part of those who fear that is use may affect their interests adversely.

College and university administrators become greatly concerned about the high cost of very small classes and frequently prescribe a minimum enrollment for a class to be conducted. Faculty members become greatly concerned about the loss of quality in very large classes and may insist on a ceiling on enrollment in some classes. English composition classes may not be permitted to have more than 20 students. Controversy over class size is complicated by the increasing use of independent study, clinical experience, and internships and how these are considered in determining class size and faculty workloads. It is also complicated by the practice of large lecture sessions supplemented by small laboratory and discussion sections for some classes.

Two averages are often used to measure the central tendency of class size and instructional workload or faculty productivity. One is average faculty credit hour production, defined as total credit hours produced divided by FTE faculty. If the college with 30,000 credit hours has 60 FTE faculty, the average faculty member produces 500 credit hours in an academic year. The second measure is average class size, determined by total student course enrollment divided by the total number of course sections offered. The college being used as an illustration has 1,000 students taking 5 courses each semester, a total of 10,000 course enrollments for the year. Faculty members teach 4 course sections each semester for a total of 480 sections during the year. The average class size is 21. In an actual institution calculations will be somewhat more complicated because some courses will carry two hours of credit and others four; the example is simplified for ease in presentation and in understanding the procedure.

Calculation of the percentage of expenditure devoted to instruction has been described. Percentages devoted to other functional categories are similarly calculated. A college may be interested in determining whether it spends an abnormal percentage in a category such as operation and maintenance and to trace reasons for the abnormality. Likewise it may be interested in the percent of revenues derived from various sources, a figure resulting from dividing total revenues into total revenues for a specific category like endowment income. A private college may note in this way that it is relying too heavily on gifts, an unstable income source.

Percentages of increase or decrease are often used in higher education as well as in general economic indicators such as cost of living changes. Like other statistics, percentages of increase or decrease can be deceptive. For example a college may boast of having increased its average faculty salaries 100 percent during the preceding 10 years compared with another college whose average salaries increased only 70 percent during the same period of time. It fails to add that it started from a base of $10,000 while the other colleges started from a base of $15,000, and that the dollar increase in the other college was actually greater than its own. The dependence of a percentage increase on the base from which it is calculated is a reminder of the incident in which a college maintenance worker received a smaller salary increase than some of his fellow workers who were already being paid more than he was. He was told that everyone got the same increase—10 percent. After pondering a few minutes he said as his face brightened, "Oh, now I understand; 10 percent of something is more than 10 percent of nothing."

In determining the cost of employing new personnel a college needs to add a percentage above salary or wages to be paid to cover the cost of fringe benefits. Salary plus fringe benefits is called compensation. If a college is setting up a new faculty position at an annual salary of $20,000 and average faculty benefits are 20 percent of salary, it must anticipate compensation for the position requiring at least $24,000. Increases in the costs of certain benefits, like social security, over which the college has no control, must also be anticipated.

As institutions develop financial and other data and calculate elementary statistics, they begin to have ready access to information which will assist in making decisions. Suppose a small university which has had no research productivity wishes to start encouraging research by faculty members. Full schedules and heavy workloads are serious constraints. The university sets as a desirable initial goal releasing one-third of the faculty to spend one-fourth of their time in research. How much will this cost? The university has 600 faculty members (FTE). Average faculty salaries are $20,000; average faculty fringe benefits are 25 percent of salary. Average class size is already high; it needs to be held at present levels. To determine the answer to the question of cost, the university finds that 50 new faculty members are needed (one-third times one-fourth of 600) at compensation costs of $25,000 per person for a total of $1,250,000. Five additional secretaries will be needed at a cost of $50,000. Office space is available, but new furniture and equipment will cost $50,000. As other lesser costs are added to the total, it becomes obvious that only about half the needed additional funds will be available. A solution is found in agreement to reduce the proportion of faculty who will initially be afforded the opportunity for released time from one-third to one-sixth.

A different kind of problem confronts a state college which needs an additional $500,000 to balance a budget on which it has begun work. Will a tuition increase solve the problem? Tuition is currently $30 per credit hour; a proposal is under consideration to increase it to $40 an hour. Such members of the college budget committee fear that such an increase will cause a loss of enrollment that will offset any additional income realized from raising tuition. The question is complicated by the fact that for several years a state allocation, which is likely to remain the same, has amounted to $50 per credit hour produced. Of course, any change in enrollment will affect revenue from that source. Each FTE student carries a 15 hour load each semester; there are about 5,000 FTE students. Based on the college’s own experience and that of other public colleges in the state and utilizing the best forecasting techniques, the committee agrees that a tuition increase of such magnitude will probably result in the loss of 300 FTE students. The college will realize a net gain from tuition itself of $1,140,000, but it will suffer a loss of $450,000 in the state allocation. The net effect on revenues will be an increase of $690,000. With fervent hope that actual enrollment loss will not exceed forecast enrollment loss, the committee recommends adoption of the proposal.

It should be emphasized that data do not make decisions; they are merely aids in doing so, and there may be compelling reasons to make decisions contrary to those suggested by data. Current data are of the greatest help, and information needs constant updating.

As institutions plan for their needs for financial analysis, one factor to consider is the cost of analysis itself. Simple analyses may be sufficient for institutional needs; moreover, costs rise precipitously as the complexity and sophistication of the analyses increase. Montgomery (1977) noted in a semi-humorous vein:

IEP and RRPM of NCHEMS provide an expensive means for cost analyses and can be pressed into service for formula funding. . . . many employees in state agencies see that cost analyses will help them in obtaining more financial or budgetary control; the colleges and universities will generally oppose the use of cost analyses in funding—again these administrators fear the limitations of line item budgeting or explaining minor or immaterial cost deviations. For my own personal survival, IEP has proved to be a wonderful addition. Already, we employ three people on a full-time basis who do nothing but work on IEP . . . If I can prevent others within my university from taking away this operation, I should be able, without difficulty, to justify my existence until retirement on the basis of overseeing IEP. In conclusion, there is nothing wrong with cost analyses, but they are not free and in fact are extremely expensive. (pp. 59-60)

In addition to meeting their needs, information must be developed by institutions to satisfy the voracious appetites of the federal government, state governments, coordinating commissions, systems offices, and accrediting agencies. Many colleges and universities have established offices of institutional analysis of institutional research whose main functions are to classify, process, interpret, and disseminate data. In addition there are state, regional, and national agencies which collect, analyze, and report higher education data, often relying on institutional research offices for their basic information. They may also draw upon general government documents such as the census.

The National Center for Education Statistics (NCES) is a major source of higher education information collected on its own forms in an effort to assure uniformity. This information is collected directly from colleges and universities, much of it is available to other agencies and analysts, and is used for reports produced by the Center itself. Also at the national level are several associations which conduct studies and make reports on higher education, most of which are primarily for the use of their members. The American Council on Education (ACE) is an umbrella organization serving the interests of higher education; in addition to reports of studies, it publishes the journal, Educational Record. The American Association of University Professors (AAUP) publishes a well known annual study of faculty salaries. Although the AAUP faculty salary study reports institutional averages, national and regional agencies are usually concerned with national averages or unit costs or state by state comparisons more than they are with institution by institution comparisons. When national and state data are compiled, there may be differences in the items which are added together to obtain totals, but the care which most agencies take to include comparable elements and to explain deviations is usually sufficient for the results to be valid.

Notable among other agencies involved in financial analysis of higher education are two regional compacts of states, the Western Interstate Commission on Higher Education (WICHE) and its associated agency, the National Center for Higher Education Management Systems (NCHEMS), and the Southern Regional Education Board (SREB). NCHEMS has been particularly active in the development of computer software for forecasting and for sophisticated breakdowns of institutional data. SREB has published a series of monographs, Financing Higher Education, and a periodic Fact Book on Higher Education in the South for the use of state and institutional officials.

An index of state effort for higher education is often desired and several statistics to measure that effort have been used. One of these is percent of per capita personal income appropriated for current operations of higher education. It is calculated by dividing per capita personnel income into per capita state appropriations for higher education. If a state has a per capita personal income of $10,000 and a per capita state appropriation for higher education operating expenses of $100, its state effort for higher education will be 1 percent of its per capita personal income. It should be remembered that this is a measure of state government effort and not of the total per capita effort for higher education in the state, since it does not include tuition, fees, and incidental expenses paid by or for students nor any amounts local governments pay for higher education. Since per capita personal income and per capita state appropriations for operating expenses are both ratios themselves, if they are not available an analyst must have three pieces of information to calculate them: total population of the state; total state appropriations for operating expenses of higher education; and total personal income in the state for the year.

A measure of state effort for higher education in relation to other competitors for state government funds is state appropriations for higher education as a percent of state taxes. This requires information on total state taxes collected which is divided into total state appropriations of higher education. If a state collects $4,000,000,000 in taxes and appropriates $560,000,000 for higher education, it devotes 14 percent of its taxes to higher education. According to the SREB Fact Book (1982) this was the average percentage in the United States in 1979-80. (p. 62)

For public institutions there is interest in the proportion of their revenues derived from various sources in relation to public institutions in other states. They are especially interested in the percentages from state appropriations. To calculate such a percentage the current funds revenues of all public institutions in a state are divided into the state appropriations for all public institutions in the state. If public institutions have total current funds revenues of $1,000,000,000 and state appropriations are $500,000,000, they derive 50 percent of their revenues from state appropriations. They may also be interested in the percentage of expenditures in the several functional categories in their state compared with those in public institutions in other states. State by state comparisons such as percentages of revenues derived from various sources, percentages of expenditures in various categories, and percentages of increase or decrease have limited validity and utility.

A special problem for the computation of financial analyses at national and state levels is the age of data. By the time revenues have been collected, expenditures made, institutional reports compiled, and data from them have been classified, combined, and published, the information may be two or three years old. One attempt to overcome the time lag problem is through the use of advance data often in the form of estimates rather than actual amounts, but they are not always accurate.

A Higher Education Price Index (HEPI) has been constructed, a primary use of which is to compare higher education cost increases with general cost increases indicated by the Consumer Price Index. HEPI indexes categories of costs by their relative weights in higher education expenditures, so that it is not only possible to compare overall rises with CPI rises but also to compare components of HEPI with other components and with CPI increases. During the 1970’s HEPI rose rapidly, sparked by especially high increases in three factors, costs of library periodicals and books, costs of utilities, and costs of fringe benefits. The overall rise in HEPI was constrained somewhat by relatively low percentage increases in faculty and administrative salaries which were below the yearly general inflation rate. (Halstead, 1978, p. 10, p. 14)

One of the primary uses of financial analysis is for comparisons. Comparisons are made within institutions, between institutions, among groups of institutions, and among states. Comparisons are made of one statistic with another such as percentage increases in average salaries with percentage increases in the cost of living. Institutions base their appeals for funds on their relative standing with some other institution or institutions often asking for enough support to bring them up to a national or regional average which they are below. Sometimes this effort has to be refocused on a new average to be below or a new category to get into like the upper fourth of comparable institutions!

One of the major weaknesses in playing the comparison game is that it never confronts much less tries to answer the question: "What support should we have?" or a similar one: "How much should we be spending for this purpose?" The greatest weakness is that past inequities based on comparisons may be perpetuated through a vehicle like a funding formula. For example, a formula is often weighted by levels of instruction, giving graduate instruction three times the weight of undergraduate instruction because a historical study has shown this to be the actual cost differential over the past few years. No question is raised about the accuracy of the ratio, or if it were appropriate then, will it continue to be appropriate. Rather, the actual existing ratio is cemented into the formula which tends to dictate that it will continue to prevail in the future. It is true that answers to "What should be?" lie largely in values held by decision makers, but, as financial resources for higher education become leaner, more attention will be directed to justifiable costs rather than historical costs. In the next leaner years less heresy will be attributed to questions like "How much should be paid for the education of an undergraduate student?" and "Should medical education really cost six times as much as undergraduate education?"

Cost Containment and Revenue Enhancement

As colleges and universities face the next lean years, they will engage in continuous battles to remain financially viable. Solutions will not be easy. One positive outcome is possible, they may become trimmer, more effective institutions rid of some unnecessary fat and dead wood. To achieve such an outcome, excruciating examination of costs and their contribution to productivity will be needed. Easily accepted assumptions will be tested, and sacred cows will justify their continued care and feeding—or be eliminated.

Greater promise seems to lie in containing costs than in enhancing revenues. This prospect may be because costs were somewhat casually added or easily increased in the 30 years of almost constant growth after the end of World War II. Or it may be because the sources of income now utilized are already strained. Unless someone invents or discovers some lucrative untapped source, revenues will grow slowly even with great effort.

The financial crisis will be a long term one rather than a short term one, requiring long term strategies instead of annual patching solutions. Some major reasons why financial difficulties will be extended rather than brief are the following: stable or decreasing enrollments; continuous inflationary cost pressures; lack of confidence in higher education to its outcomes; greater pressures for dollars to be spent on competing needs; a generally unstable economy; and poor management of colleges and universities. Since management is the only one of these factors over which a college or university has much control, good management may make the difference in whether an institution deals effectively with its financial problems.

A significant part of poor management is that college administrators are neither prepared to accept nor to manage decline. As early as 1974, the economist, Kenneth Boulding, warned that higher education must learn to manage a declining industry. He said:

Perhaps the most serious immediate problem facing education, and especially facing higher education, is that many skills which were highly desirable and which were selected in the last thirty years may no longer be the skills which are needed in the next thirty years. One of our first priorities, therefore, should be to raise up a new generation of administrators who are skilled in the process of adjusting to a decline. (p. 14)

The skills and understandings needed by management in periods of steady state or decline are different in subtle ways from those needed in periods of expansion. A simple first step is the realization that the circumstances really are different and that they have some impact on each institution. In a study of private higher education, Sewell (1980) found a widespread belief that "It’s happening everywhere else, but it won’t happen to my institution," and even when there was acceptance that an institution faced greater financial difficulties, nothing was being planned to cope with them. She summarized the situation in this way:

. . . most of the action planned by the private sector can be summed up in the following responses: (1) "We are doing what everyone else is doing," (2) "Damn few institutions will do anything uniquely creative," (3) "We established our plan for the 1980s in 1972 and so far it’s working. Why change?" (p. 145)

In good management the cavalier attitude toward finance characteristic of many academic administrators and most faculty members will give way to thoughtful concern for money, how to secure it, and how to spend it judiciously to promote the mission of the institution. Business managers will not be alone in trying to converse financial resources. 

The spread of knowledge about and participation in higher education financial matters will bring fresh and perhaps different views. Any budget, even a personal one, will have expenditures that may be considered by someone to be unnecessary or excessive. Cost analyses and comparisons are useful, but college budgets ultimately depend on the values and judgments of decision makers. If the financing of college and university programs is to be successful, decisions will be based on values supplemented by more information and greater consideration of consequences than has been typical in the past. Explored below are some ways in which higher education may examine expenditures and income to provide sound answers to difficult questions.

Containing Non-Personnel Costs
In the early stages of financial hardship the popular and easy solution to an impending deficit is to cut all departmental expenses by some figure like 10 or 20 percent. Since these expenses constitute only 20 or 30 percent of total budget, this tactic works well when overall reductions of 2 or 3 percent will be adequate to prevent a deficit. But the fact that this solution is almost always the first step taken in a "light" financial crisis inevitably raises the question of whether these expenses were really essential anyhow. 

If the "light" financial crisis becomes a bit heavier, the next step taken is usually a conservation campaign to save on utilities and a decision to defer scheduled maintenance and repair activities. Does this mean the college has been wasting energy or that the roof leak is so slight as to not need repairing?

More than likely the answer to those questions is that these are important and defensible expenditures, but they are for "things" and not people, and they can be cut without seriously hurting people. However, there may be items in these expenses which could be permanently reduced or eliminated without seriously impairing the quality of programs and thus contribute to solving long term financial problems. One difficulty is that there are no general and easily applied criteria to determine which expenses should have the highest priority, and sometimes those criteria which are applied appear to hinder rather than engender program advancement.

Entertainment provides a good example. Lavish faculty receptions, student receptions, and dinners for department heads are nice, but they are often held simply because of a tradition that has been established. They may not be greatly enjoyed or appreciated by any of their participants and are hardly in keeping with austerity. Many of those attending would not be offended if these affairs were eliminated or at least made quite spartan.

Payment of expenses of candidates for administrative or faculty positions is a usual desirable amenity, but the cost of searches which result in invitations to a half dozen or more candidates to visit campus for interviews, each of whom is treated along with all members of the search committee to expensive meals can be misleading to the candidates and hard to justify in a tight budget.

Largess to legislators, board members, and prospective donors of large sums is often rationalized on the basis that the potential return far exceeds the outlay. On the other hand, it is doubtful whether serious financial needs of a college as much as would lunch in the student cafeteria followed by a visit to classrooms and laboratories. To engage in the subterfuge of paying these expenses out of an alumni foundation or other agency account rather than a current funds account simply avoids the issue; truly concerned alumni might well prefer that their donations be applied to more directly useful purposes.

Travel is another example of departmental expenses which may or may not advance programs. Travel usually serves one of two purposes, official business of the institution or professional development. For a president or dean to travel to visit and try to convince a prospective donor to make a large contribution is a good business practice; for a president or dean to spend most of his or her time in travel to association meetings and to speak to numerous small civic clubs may be an unwise use of time, talent, and travel funds particularly if there are pressing internal problems back on campus which are being neglected.

Travel for professional development for both administrators and faculty is a significant way in which the personnel resources of a college can be improved to create a more effective institution. It is now generally agreed that education needs to be continued throughout life, and professional travel is one form of continuing education to encounter new ideas and engage in dialogue about them, to receive stimulation from colleagues outside the college who have similar specializations and interests, and to become motivated to improve performance. This kind of activity is most helpful to young faculty and administrators. But criteria used to determine who is chosen for professional travel frequently tend to eliminate those who can benefit most from it. Priority is given to one who is selected to read a paper, make a speech, or appear on a panel. This usually means a senior faculty member who has published, is known, and has friends on a program committee. The end result of this system is that some faculty travel frequently and others seldom, if at all.

Adding to the already lurking suspicion that professional travel may be more a lark than a serious endeavor is the scheduling of professional meetings in major resort areas. Las Vegas, Honolulu, and Miami with their expensive hotels, restaurants, and tourist attractions do not project an image of sedate academic deliberation. At the very least, costs to institutions to support staff attendance at meetings in resorts are greater than they will be in other locations. Dollars saved through frugality in either travel or entertainment will be an insignificant percent of an institution’s budget, but they may be important as a token of determination to make every dollar stretch as far as possible.

Spiraling costs in two non-personnel items, utilities and library books and periodicals were particularly severe in eating into college budgets in the late 1970’s. For example, from 1977 to 1980, utilities increased 59 percent and library books and periodicals 32 percent. (Statistical Abstract, 1981, p. 164) Many colleges instituted stringent conservation measures to try to hold utility costs in check. Others insulated old buildings, extended midwinter vacations, and even closed low-use high cost facilities. The University of Alabama began experimental drilling to extract methane gas from coal seams lying under campus lands, a project which holds promise for supplying all its heating needs for about 20 years.

Other innovative efforts are being undertaken at colleges: using underground aquifers as sources for both heating and cooling; using readily available and cheap wood chips instead of gas for operating furnaces; and converting trash and garbage to fuel. Savings from energy conservation efforts and experiments have to be balanced against potential dangers which may be created. Dimly lighted walkways can be hazardous to the safety and security of personnel using them at night; buildings which are kept too hot in summer or too cold in winter can cause discomfort and result in reduced productivity from staff and students.

Librarians trying to hold cost increases to a reasonable level have added to interinstitutional cooperation through computer network arrangements, shared collection development, and other innovative practices. They have also given greater attention to restricting book and periodical selection to those areas which are used by their faculties and students.

Deferred maintenance and repair are questionable cost saving devices. Window frames unpainted for several years may deteriorate and have to be replaced. The unrepaired leaky roof may soon cause damage inside a building the repair of which will cost much more than the simple repair of the roof. Underground steam lines may become so leaky that they more than offset energy saving measures.

There is an obvious relationship between personnel costs and non-personnel costs which provide means through which people accomplish their work. That relationship is seen clearly in administrative and faculty offices. If an office is cold, cramped, and badly lighted, peak performance should not be expected from even a highly prepared professor. But there is a difference between offices furnished for comfort, convenience, and ease of work and those furnished for ostentation and ego gratification. No president, much less any other administrator, needs a 500 square foot conference space with a 30 foot long table and 18 expensive but uncomfortable false leather chairs to clutter an office.

The close relationship between personnel and non-personnel costs is also seen in the matter of supplies, especially paper supplies. The academic enterprise thrives on paper. Students write papers for professors to read; professors write papers to list on their vitae and for other professors to read; administrators prepare memoranda and forms for other administrators and faculty to read and fill out; and committees write reports. Students once read assigned journal articles and made copious notes from them; now they make Xerox copies. The tendency of academics to consume endless reams of paper has been accentuated by quick copy machines and computers. The cost of paper itself can become a sizable figure, but the much greater cost, which can only be estimated, lies in personnel time spent in the preparation, processing, and reading of so much paper. The question is not one of eliminating paper which is essential to the success of programs, but of eliminating that portion which has little or no value. Eliminating valueless paper has become so important that some institutions have established a "paper czar" whose responsibility is the simplification and reduction of forms and other bureaucratic red tape and saving of unnecessary paper costs.

Containing Personnel Costs
Because of the labor intensive nature of higher education, substantial cost cutting can occur only if the area of personnel costs is involved. Personnel cost containment may take a variety of forms from across the board percentage reductions of or failure to increase pay or benefits to selective elimination of positions. Other options include greater use of paraprofessionals, students, and support personnel in new or vacated professional positions.

It is natural for any one group looking at costs to feel that major savings can best be achieved at the expense of some other group. For example, administrators are prone to want to trim faculty; faculty members are prone to seek major savings by reducing the number of administrators. In the next lean years both may be done.

Preceding an examination of particular ways in which personnel costs can be contained, it may be useful to review the nature of higher education itself. The basic nature of higher education is unlike either government or private business. One major difference is that production is accomplished by highly educated professionals rather than skilled and unskilled workers. These professionals are extended a great deal of autonomy in decisions about production such as what and how to teach or research. Some of these decisions are arrived at collegially and some are made by individual professionals. The structure through which production is carried on is typically the academic department or division. The head of the unit is more a chairman than a foreman.

These characteristics of independence have penetrated other affairs of institutional life like student affairs and, to a lesser degree, influence the conduct of business. Growing out of the fundamental nature of academe is a corollary view of the role of administration as one of service, that is, to handle the routines of institutional operation so that faculty can devote their time to the important work of the college or university.

It now becomes clear that concepts and rules for management and supervision of industrial production are inappropriate for and almost impossible to apply in academic situations. While the prevailing system is awkward and has inefficiencies when compared with a tightly run business, it has great virtue in serving the fundamental processes of higher education, freedom in teaching and learning, and in searching for truth.

The need for protecting these basic processes is not always shared by the layman desiring greater efficiency in college operations. Three major challenges have arisen to the underlying assumptions that govern the operation of colleges and universities. First is a new emphasis on the economic value of a college education, how much it can mean to the earning power and career advancement of a graduate, and how quickly that education can be secured. Second is the importation and application of management techniques and efficiency measures from the profit sector. Third, arising from the need to contain or reduce costs, is the growing demand for financial accountability. The arduous task facing higher education is how to meet these challenges by adapting rather than destroying its fundamental nature.

One manifestation of the response to these challenges has been an increase in academic and other administrators. The growth of administration is also related to increases in size of colleges, complexities of operation, and expansionist ambitions of administrators. A college of 500 students will obviously require fewer administrators than one with 5000 students. How many more the larger institution will need and at what levels of authority and pay is less obvious. In the absence of any reliable guidelines or ratios, decisions tend to be made on vague feelings of need or uninformed desires. What bases does a college use in determining how many admissions and records personnel are required to assure effective operation of such an office for varying levels of enrollment? The question is complicated by how much use is made of modern processing machines and what scope of responsibility the office covers.

Administrative growth resulting from complexity may be illustrated by the business office. Additional work there has resulted by constantly changing federal and state income tax regulations for withholding, by changes in Social Security percentages and salary levels, by contract and grant accounting, but minimum wage and overtime regulations, and by many other external requirements. Internal institution changes such as job classifications with related pay scales and more generous benefit plans have added to the volume of work. Even a college which has maintained an enrollment of 500 students for many years will need more assistance in the business office than it needed 30 years ago.

Administrative expansion resulting from new concepts of academic management or empire building by officials may be most clearly illustrated in academic affairs. In that are of many universities accompanied by a similar phenomenon of associate or assistant deans of schools and colleges. There are other administrative or sub-administrative titles now becoming familiar such as executive assistant or assistant to an academic vice president or a dean of a school. These multiplications of academic administrative officers is often unrelated to growth in enrollment, research, or other academic activity, and could be largely a result of the desire of some academic officials to increase their capacity to exercise greater control over academic affairs. Given the extent of faculty participation in academic governance, large administrative staffs to exercise academic management functions appears hard to defend. This defense because doubly difficult in cases like the one in which one professional school in a university was found to have a faculty/administrator ratio of 1:1.

Simply from the standpoint of costs, institutions of higher education cannot afford to have both a collegial structure with major responsibility resting directly on the shoulders of academicians and an extensive administrative hierarchy to make and enforce academic decisions. Beyond costs, the two represent incompatible concepts.

Duplication of administrative services, with accompanying confusion and tension, also sometimes occurs when institutional lines of responsibility are blurred. The providing of continuing education programs, for example, can be organized on a centralized basis. They cannot be effectively and efficiently organized and conducted on all three bases simultaneously. To have the administration of continuing education and academic divisions too, is to invite duplication of effort, struggles for control, and unnecessary costs.

In overall institutional administration the tendency to breed new offices and new staff can also be observed. In some universities staff functions and staff personnel reporting directly to presidents become so numerous that organization charts cannot contain them all. Everyone desires to be directly at the seat of power, and even in a collegial institution the president is considered to be the seat of power. Moreover, a president may be more comfortable surrounded by a faithful entourage which provides a protective cushion against the slings and arrows of outraged faculty members and other constituents. But every additional staff member reporting directly to the president is a robber of precious time and energy that he or she could devote to major problems and policies and perhaps wisely even to some of the enraged constituents. A president can err on the side of having inadequate staff, too, but that is not a common mistake.

Certainly one plank in the platform of cost containment will be reduction of administrative costs. It should not be expected that judicious savings made in this area will have a negative effect on program quantity or quality. In fact, the elimination of superfluous administrative offices may serve to streamline the administrative process and to assist in the selection of administrators who are capable of effective administration during a period of scarce resources.

Closely related to reduction of administrative cost is the cost of support personnel, especially clerical and secretarial support. A common and often justifiable complaint of faculty is that they have no secretarial help available, but that they observe secretaries in administrative offices who have nothing to do. Perhaps as some administrative offices are phased out, a better distribution of secretarial support can be arranged. But faculty complaints ring hollow if they are assigned secretaries and continue to do their own inefficient hunt-and-peck typing. Additional objective study is needed to provide colleges with appropriate guidelines for placing secretaries more strategically and equitably to realize optimum returns from such valuable resources.

The College Work Study Program (CWSP) has made it possible for large numbers of students to pay part of their college expenses through part time work in offices, libraries, student services activities, and numerous other programs. CWSP drew its model from colleges like Berry and Berea in which a poor student could pay all college expenses through work which was also considered to be a necessary ingredient of a good education. Despite criticisms of federally supported work study, many institutions have found it a source of valuable assistance in their operations. As revenues become more difficult to secure and students are expected to pay more of their own way, a logical outcome would appear to be a general broadening of student assistance beyond the common graduate assistantships of universities to include many combinations of work and study underwritten by additional institutional funds. The revival of a system like this could prove mutually beneficial to both a college and its students.

One approach to faculty cost containment is that of program elimination. Small, unproductive, high cost programs are the easiest targets, unless they can be justified because they provide a badly needed unique specialization or can attract a direct subsidy as some programs of preparation for religious work conducted by church related colleges do. Since graduate program costs are very high at the doctoral level, advanced graduate programs having exceedingly low enrollments and producing only two or three doctorates per year are vulnerable. The long argument that small programs are synonymous with quality and should be kept small for that reason pales against the great odds represented by the financial realities requiring cost containment. The argument that a departmental faculty should be retained even though they have few or no students because their field is or was an essential part of a classical or liberal education is equally difficult to sustain. One of the shortcomings of cost containment through elimination of low enrollment programs is the meagerness of savings realized. If a department of 5 faculty members is closed in a university having 100 faculty, the typical saving would be less than one half of one percent of educational and general expenditures. In addition to terminating programs, colleges may merge or combine two or more programs, creating more options for both the institution and affected faculty and students than simple closings do.

A less traumatic approach to faculty cost containment is that of leaving unfilled faculty positions which have been vacated by resignations, retirements, and deaths. Typically, over a three year period attrition will occur in 10 to 15 percent of funded positions. A major weakness of this approach is that some vacancies are in positions that must be refilled. Nevertheless, if all vacant positions revert to a central pool from which essential reallocations can be made, a college will likely be able to discontinue permanently a significant number of them.

One of the sacred cows of faculty is a low student faculty ratio because it represents to them an opportunity to achieve their desire to teach fewer classes with smaller numbers of students so that they can devote more time to research and writing. The ultimate is reached when a university professor can have one occasional graduate seminar and spend all the rest of the time in research for publication. A major defense of a low student faculty ratio is that a more intimate relationship is permitted between a professor and students and that quality is inherent to small classes.

There are several weaknesses to the argument. In spite of the fact that the range in student faculty ratios among institutions is from about 5:1 to about 30:1 and that many studies have been made, there is no clear evidence concerning the merits of low over a high ratio of small classes over large classes. Meeth (1974) notes that:

. . . what research has been done has not produced an optimum class size for most efficient learning. Classes can be too small, so small that student interaction is not possible; but it has yet to be demonstrated that information retrieval is reduced by a very large class. (p. 30)

A second weakness arises from false expectation that time freed from teaching load can and will all be used for research and writing. Some of that time may be eaten up by additional institutional service activities primarily in the form of committee memberships. There are program committees, departmental committees, divisional committees, institution-wide communities, search committees, faculty senates and senate committees, and accreditation committees. Some faculty members spend more time on committee activities than they do on instructional responsibilities. The burden falls heavily on senior faculty who usually serve as committee chairpersons. The need for broad faculty participation in policy development and implementation is clear, but the cumbersomeness, ineffectiveness, and lack of productivity of committees are legend. Moreover, committee deliberations and recommendations often add to the burden of administration even leading at times to the creation of additional administrative offices. For example, the adoption of a complex set of institution wide core requirements for all students may make it necessary to have a core director to monitor their implementation. Unintentionally, perhaps, faculty contribute to the growth of bureaucracy against which they rail.

A third weakness of the argument for a low student faculty ratio is its high cost. An associated problem is allocation of costs. The cost of faculty released time for research is normally left in the functional category of instruction, even though imputing this cost to the education of students is a questionable practice. The institutional service work of a faculty member almost never appears as a separate cost. Indeed, some maintain that such work is often directly related to educational programs and is, therefore, properly assigned to instruction. More important than the issue of cost allocation, though, is the major impact even a slight change in student faculty ratio has on the budget of an institution. As a college’s financial woes grow, it will view a low student faculty ratio with more and more skepticism. This ratio may well become the standard by which institutions measure how far they can go in making faculty reductions in force to achieve economies without causing serious damage to quality of programs or projected images of that quality. Institutions with already comparatively low ratios may find this approach especially attractive.

During the decade of the 1970’s the most rapidly escalating of all personnel costs was fringe benefits. From 1967 to 1980 they increased 409 percent, more than twice as rapidly as professional salaries. (Statistical Abstract, 1981, p. 164) Of course, some fringe benefit increases, which dollar for dollar are often financially advantageous to both employer and employee, were made in lieu of equivalent salary increases. Cash outlays for fringe benefits must be added to salaries to determine how much an institution needs for a new position or saves when a position is eliminated. Benefit cost containment becomes more crucial as benefits come to constitute a more substantial proportion of compensation. Except for those institutions which still have weak fringe benefit packages, future improvements will likely be concentrated in non-cash items. Decreasing benefits as a means of reducing costs will meet with as strong opposition from employees as reductions in salaries. Isolating benefits for decreases is not a highly promising approach to cost containment.

No discussion of reducing personnel costs would be complete without reference to the great reluctance with which colleges and universities face these matters. Non-personnel costs are trimmed first. Efforts are being made to assure employees whose positions are cut a long period of time in which to seek other employment and to give them active assistance in that search. They are given priority consideration for other open positions within the college for which they are qualified. Benefits such as medical insurance may be continued for a period beyond the cessation of employment. The interest of colleges and universities in softening the harsh blow of job loss is perhaps the best demonstration that these are humane institutions.

Overlayer Costs
Overlayer agencies are established to regulate, protect, or extend the higher education enterprise. They do not directly operate instructional, research, or service programs, but exercise varying degrees of influence or control over them. They may exist within an institution but are more typically external to it. Their total costs go well beyond the dollars spent for their own operation. Because most of their work is performed by other than their own employee, tracing their total costs is a difficult, perhaps impossible task. They are nonetheless real costs and greater attention needs to be given to the total costs of overlayer agencies and to their containment or reduction in relation to cost effectiveness. This job is made doubly difficult by the fact that every overlayer agency has an element of the superagency in it, not prone to take criticism easily, sensitive and defensive about its prerogatives, and arrogant in imposing its will. The effect of nonapproval by an accrediting agency is usually a sufficiently coercive prospect to silence any potential criticism from an institution seeking its favor. In addition, overlayer agencies are based on an implicit assumption which runs counter to the concept that important academic decisions should be made by competent professionals capable of making independent judgments about their work. The overlayer agency assumes that these judgements are acceptable only when they are certified and approved by bureaucrats removed some distance from the scene of action. In a critical financial time, however, a major service to higher education may be performed by challenging both and the extensive costs overlayer agencies entail and the assumptions which permit these costs to grow with little restraint.

The most obvious example of overlayer structure within an institution is a general graduate school. Graduate work is universally conducted in programs and departments by program and departmental faculty. A graduate school may be described as a school without programs, faculty, or students and great effort is needed to make it appear that it has all of these. Graduate schools are reduced to functioning as monitors of quality graduate education by promulgating common general institutional requirements for widely differing departments and programs. But the implementation of these requirements must be carried out through the operating programs. The result is a multiplicity of forms and procedures, duplication of effort, and conflict. Costs of paperwork and time devoted to it become enormous but almost impossible to calculate except for the additional personnel needed by the graduate school office, even in the face of declining enrollments, to process the added forms. Since conditions and exceptions are permitted for almost every mile, wide latitude is available for patronage, favoritism, or whimsical judgement by personnel far removed from the actual conduct of graduate programs. What a university intended to be an office to encourage, promote, and provide leadership for quality graduate education because an office bogged down in red tape, hindering rather than facilitating its own mission. Universities have options in determining whether they can continue to bear the added costs of an inefficient graduate structure. Some major universities noted for their academic quality, among them The University of Chicago, have managed to achieve high quality graduate education without the costs of an overall graduate school. Facing severe financial problems the University of West Virginia discontinued its graduate school in 1982.

There are no longer many truly independent colleges or universities with a governing board for a single institution. Most colleges, including those with denominational affiliations, are part of a system or systems subject to superagencies with varying degrees of governing or coordinating powers. The trend toward systems accompanied growth characteristic of the post World War II period. Expansion of programs, establishment of new institutions, duplication of services, and the failure of voluntary cooperation to restrain excessive competition led to the belief that coordinating and governing systems could solve emerging problems. Superagencies inevitably need a central office with a director and staff to gather information and to implement its decisions. Since the agency heads deal with colleges and their presidents, they and their staffs must have commensurate status and remuneration. Thus begins the spiraling of costs in such agencies. Over time their staffs expand and their costs escalate. Soon an entirely new layer of bureaucracy develops.

Since systems themselves produce neither education nor data from it, they must turn to member colleges to provide their information. In addition to the actual dollars they absorb, they place two additional but subtle cost burdens on the institutions they oversee. One is in the form of additional institutional staff time required to collect information and prepare it for the growing number of reports the system demands. More frustrating and costly is the amount of time top institutional administrators such as presidents spend in system meetings and in conferring with, cultivating, and placating system officers. Administrators frequently complain that they spend more time in these activities than they spend in actually administering their own institutions. What was initially intended at least partly as a cost containing agency becomes another expensive structure eating away at the already limited resources available for higher education. The situation is exacerbated if a college answers to two or more of these agencies, for example, both a system and a coordinating body.

An illustration of the occasional insensitivity of overlayer personnel to the financial difficulties of the institutions they should be serving is furnished by the following incident. In a public system, state appropriations to member institutions increased over the previous year by 10 to 20 percent. The system headquarters, having no direct legislative appropriation of its own, drew its financial sustenance from a percentage assessment on the budgets of member institutions, and, in the year being cited, increased its budget by 50 percent. State revenues proved in adequate to fund state educational appropriations which were prorated 10 percent, effectively wiping out any increases for some institutions and creating severe cutbacks in their approved budgets. The system’s chancellor, appearing before the faculty senate of one of the m ember institutions boasted proudly of his budget’s proration right along with those of the universities. But he carefully avoided mentioning the 50 percent increase he had initially secured for it at the expense of the institutions in the system, and no member of the faculty senate had the temerity to raise a question about it.

Another external overlayer agency is the accrediting association. Conceived originally as a means by which colleges could protect themselves from other institutions of questionable quality, accreditation has expanded to cover numerous professions, specializations, and sub-specializations. In many instances, accreditation appears to be primarily a vehicle for promoting the vested interests of special groups both within and outside higher education. Accrediting agencies in the professions have become especially adept at limiting entry to a profession through control of accreditation, doing so by the imposition of restrictive criteria for admission into preparation programs and for the conduct of those programs that make their costs prohibitive for many institutions. Accreditation is strongly advocated by faculty members in a specialty who have an exaggerated view of the necessity and benefits of it or see that it will be personally advantageous of them.

Accreditation costs, like those of systems, are often invisible in that most of them are paid from accounts of different organizational units, are seldom consolidated, and most of all because personnel time and effort are not charged to accreditation. Vast amounts of administrator, faculty, and staff time are spent in preparing for an accrediting team visit. Extensive self study and the preparation of detailed documents supporting a program’s qualifications for accreditation are required. Efforts which have been made to combine and simplify accreditation processes have not been highly successful in affecting economies, and the number of possible accreditations continues to grow. The sheer numbers of them create a major problem for a college seeking such recognition for the various programs it offers. If costs of accreditation and memberships in accrediting agencies were actually traced and added together, most colleges and universities might seriously ask themselves, "Can we really afford all the accreditations we have, or are we sufficiently served by approval from the major regional agency for our part of the country?"

A third kind of external overlayer agency, the voluntary membership organization or association, has much less coercive influence and less impact on institutional finances than those already discussed. They include organizations in which a college or some division or department of it holds membership as well as the many associations to which individual administrators and faculty members belong. Colleges normally pay institutional membership fees; individuals normally pay dues to associations of which they are members. Major activities of those organizations are national, regional, and state conventions, assemblies, seminars, and other meetings at which issues and problems are aired and research or position papers are read. Most of the professional travel costs paid in behalf of faculty members and administrators support participation in such activities. The associations also publish research or professional journals reporting new developments in a field or the results of studies which members have conducted. Subscriptions to these periodicals constitute a substantial part of the non-personnel expenditures of college libraries. The value of these organizations and the contribution they make to the academic world are generally recognized and accepted; however, there is some fear that, like accrediting agencies, they are proliferating unreasonably. An appropriate question for a college with limited funds is "How many can we afford to support?"

Revenue Enhancement
The major likely source for future increased revenue is from increased tuition and fees assessed against students. But each college or university must balance such increases against their adverse effects on enrollment. At some point increases in tuition and fees will create a negative dollar return. Precautions should also be taken against excessive use of fees for specific purposes other than those directly related to instruction, thereby limiting the potential for raising tuition which is unrestricted income. For example, a $100 building fee paid by all students has the effect of eliminating that $100 amount from a tuition increase.

As costs of tuition rise, so will the need for larger proportions of an institution’s students to have financial aid. Providing or assisting in securing financial aid which will help students stay in school will place a heavier burden on student services.

Differential pricing within a college, that is the variation of tuition charges in relation to the costs of programs in which students are enrolled, has not been popular nor widely used. The major arguments against it have been that, for economic reasons, access of some students to expensive programs will be limited and that added revenues are inadequate to justify it. Widest use of differential pricing is in medical education which has a complex set of incomes and costs somewhat different from other programs. It is unlikely that general differential pricing could contribute in a major way to revenue enhancement.

State funding for public institutions proved a major safeguard against unbalanced budgets which might have resulted from high inflation in the 1970’s. As a proportion of revenues, state and local government funds grew from 27 percent of the total in 1960 to 35 percent in 1976. (Van Alstyne, 1977, p. 7) Much of the increase in state funds resulted from increased tax collections from existing taxes, not from the imposition of new taxes. Downward economic fluctuations, the demands for other state services, and strong opposition to tax increases will all militate against such substantial future growth from state funds.

Prospects for revenue enhancement from the Federal government are even dimmer. Financial support for higher education is clearly a lower priority of the Federal government than it was from 1965 to 1980. Funds for institutional support whether in the form of program moneys, research grants, or specific institutional aid all have suffered. Student aid continues to have strong support, but it contributes only indirectly and partially to college revenues. Projected monstrous Federal deficits for many years also help decrease the potential for additional support for higher education.

Since less reliance can be placed on governmental moneys to meet future financial needs, colleges and universities will have to place greater emphasis on their own devices for increasing their income. If they can do so successfully, they may come to enjoy a degree of freedom from the vicissitudes of governmental politics and control which will make them stronger, more independent institutions. In the process public and private colleges will often find themselves seeking funds from the same sources.

The options are many and the effective managers of decline may develop new ones. Some techniques, like annual giving campaigns, are already rather fully exploited. Growth in endowment and consequently in endowment income has not been fully cultivated by public institutions which may be able to secure endowment funds from sources private colleges cannot tap. Most institutions have already restructured endowment investments to secure maximum returns at minimum risk. However, improvements in the investment of temporary cash flow surpluses may provide minor amounts of additional income that are not now generally realized.

Increased income from sales and services of educational departments conducting training programs which result in products or services that can be sold could help in further support for these programs. Contracts with private businesses and industries to conduct all or part of their employee training and development or to conduct research for them have hardly been tapped.

When a budget is out of balance there are two possible remedies: cutting costs or increasing income. In the next lean years colleges and universities will need to try both.

