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The Financial Condition of Arkansas Institutions of Higher Education
October 2009

Introduction
The purpose of this report is to describe the financial condition as well as the
difficulties and dilemmas experienced by Arkansas’s Public Institutions of Higher
Education. These difficulties and dilemmas have been brought on by a number of
competing, and often conflicting demands: increasing enrollments; lagging, and even
declining, state support; increasing public and political pressure to hold tuition down;
and students who come to college with the expectations of new amenities and
programs from the institutions. Other factors also contribute to higher education’s
financial difficulties some of which are brought on by the institutions themselves and
others are legislatively mandated. Some, but certainly not all, of the contributing
factors are:
1. The dilution of higher education funding by the addition of non-student driven
entities to higher education funding;
2. Institutions’ acceptance of property that requires expensive and continual
maintenance expenditures with the expectation that state funding will pick up
the cost;
3. Tuition discounting which includes virtually eliminating the collection of out-ofstate tuition charges; and
4. With the recent cuts in the revenue forecast, funding for 2009-10 represents
less funding for most institutions than they received in 2008-09 at a time when
they have experienced unprecedented enrollment increases.
As Arkansas enters the fall of the 2009, some institutions were unable to fund or pay
classified employees the salaries required by the new state uniform classification and
pay plan because there was no offsetting increase in state funding. Some institutions
were not only able to fully fund the pay plan, they were also able to pay the full cost of
employees’ health insurance programs. At the same time, many institutions struggled
to pay even a portion of their employees’ health insurance costs. These conditions are
an indication of the significant inequities in the funding of institutions of higher
education in Arkansas, inequities which the funding formulas are designed to address.
That is, if the formulas were allowed to function and if they were used to allocate all
funding available for higher education the inequities would disappear over time.
This financial conditions report will review Arkansas Higher Education’s state
appropriations, tuition and fees, expenditures by function, fund balances, operating
margins for educational and general as well as auxiliaries, athletic income and
expenditures, scholarship expenditures and measures of performance. It will also
include some recommendations for future financial polices of the Arkansas Higher
Education Coordinating Board.
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State Support
Although from both an institutional and a student perspective, Arkansas’s state support
has declined significantly in the past decade, Arkansas Higher Education has actually
fared better than its counterparts in many states. Recent reports are that California’s
higher education faculty salaries will be cut an average of 10% for the 2009-10 fiscal
year. At least Arkansas higher education faculty members are not receiving salary
reductions. Many faculty and staff in Arkansas are receiving no pay increase for fiscal
2010 which is in fact a reduction in purchasing power even though the federal
government calculations indicate no inflation. Indeed many faculty members in
Arkansas institutions have received only one pay increase in the past four or five
years. The inability to provide cost of living salary increases does not bode well for an
institutions ability to retain their best and brightest faculty.
The graph below depicts the change in revenue by source over the 10 year period
from 1998-99 to 2008-09. A number of important observations are possible from the
graph. The first bar graph shows the funding per FTE student in 1998-99 by source.
The second shows the funding for 2008-09 by those same sources. The third bar
depicts the funding for 2008-09 in terms of 1998-99 dollars.
Higher Education Revenue per FTE Student by Source
1998-99 vs 2008-09
$12,000
$10,000

$11,065

$8,221

$6,000

$7,489

$5,386

$8,000
$5,064

$3,645

$713

$4,000

State Funds
Other Local
Tuition & Fees

$483
$607

$2,000

$4,965
$3,361

$2,549

$0

1998-99

2008-09

2008-09 Adjusted

It quickly becomes obvious that in spite of the much publicized tuition inflation of the
last decade, higher education institutions in Arkansas had less purchasing power per
student in 2008-09 than they had in 1998-99. The total funds available per FTE
student in 1998-99 were $8,221. Although the 2008-09 total revenue available per
FTE student was $11,065, its comparable purchasing power was only $7,489. In fact,
the purchasing power of the revenues from all sources in 2008-09 was approximately
9% less than it was in 1998-99.
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The graph also illustrates the ten-year decline in state support for Arkansas Higher
Education Institutions that produce student credit hours. In 1998-99 the state of
Arkansas provided $5,064 of the total revenue per FTE student or 61.6% of the
revenue available per student. In 2008-09 the state provided $5,386 per FTE student
which was only 48.7% of the $11,065 in revenue available to the institution from all
sources – state funding, tuition & fee income and other local income (both student
generated and private funds). This chart leads to a number of findings:
1. Students are paying more in terms of the share of the cost of attending higher
education but are getting less in terms of what the institution’s funding is able to
purchase.
2. The state’s contribution to the student’s education has declined from 61.6% to
48.7% of the total revenue available.
3. In terms of purchasing power, the state’s funding per FTE student, in 1998-99
dollars has declined from $5,064 to $3,645, a decline in state support of 28% in
ten years.
4. Conversely, the student’s contribution, in 1998-99 dollars, has increased from
$2,549 to $3,361, or 32%.
5. Furthermore, although the institutions have resorted to increasing development
staff as a means of offsetting declining state support. The new funds being
raised by development personnel that contribute to the educational and general
operations have not increased in terms of constant dollars. This does not mean
that development staffs are not effective. It means that donors are reluctant to
give to the normal operations of an institution or to fund the maintenance and or
renovation of facilities. Donor giving is usually restricted to a specific purpose
and therefore, is not a part of the unrestricted E&G operations which are under
review here.

Chart 2 provides another look at the trend in funding per FTE student for the
previous 24 years and depicts a 34% decline in the purchasing power of state
funding per FTE student over the period from 1985 to 2009. Yet, another reason for
tuition increases. Note that the steepest decline took place after 2000.
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Change in Purchasing Power of State Funding per FTE
Student
1984-85 to 2008-09
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Given the state funding for 2009-10 and the unprecedented enrollment growth in the
fall of 2009, the purchasing power per student will continue to decline. Furthermore,
when coupled with the institutions efforts to control tuition, institutions total revenue per
student will experience even greater declines.

A Funding Inequity
Another funding condition of concern is the great disparity that exists in the state
funding per FTE student that cannot be explained by academic complexity, student
level, institution type, or programmatic cost differences. It is a problem that needs
attention since the law requires the Higher Education Coordinating Board and ADHE
to fund students and not institutions. The problem is most evident in the funding of
two-year colleges. Consider the graph below:
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Obviously, there is a difference of almost $6,000 between the best funded and lowest
funded two-year college in terms of dollars per FTE student. Obviously, the two lowest
funded colleges are the largest two-year colleges in the state and because of the
economy of scale they would be expected to be funded less than the smaller
institutions. However, no valid economy-of-scale would result in a $6,000 per student
difference.
This problem is more complex than it might appear at first. A frequent reaction of the
general public is to take funds away from the higher funded institution and give them to
the lower funded institutions. How this situation developed must be examined before a
solution can be proposed. The situation depicted in the graph is the outcome of state
support failing to keep pace with enrollment and inflation; and the impact of two
separate and different enrollment scenarios.
The best funded institutions, in general have experienced several years of enrollment
declines or little growth which, had funding remained flat would have had their funding
per student increased, mathematically, although no new money was appropriated to
the institution. For the sake of illustration, assume that the highest funded institution
had lost 20% of its enrollment. (In this scenario, had its enrollment remained constant
its funding would have been about $6,800 per FTE student). When an institution loses
20% of its enrollment can it cut its cost proportionately? Despite the general public
opinion, it cannot. Why? Suppose that the institution’s average class size was 20
before the enrollment decline. After the enrollment decline, the average class size
would be 16. Can they reduce the number of classes or the need for faculty? Not
likely without harming the students. Can they do with fewer financial aid officers, or
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custodian, or maintenance staff? No. Should the state try to bring everyone else toe
$8,600 per FTE? No!
The opposite end of the continuum is represented by NWACC and PTC. Both
institutions’ enrollments have outpaced enrollment increases at other institutions. The
inequities have developed because state funding has not kept pace with their
enrollment increases. The failure to apply the funding formula to distribute the actual
new funds available from the state is a major reason that state funding has not at least
lessened the gap between their need and their actual funding. The primary reason this
has not occurred is that the decisions regarding that distribution of available funds lies
with the presidents and chancellors of the institutions who have been reluctant to allow
all the new funding to flow by the funding formula.
Although the staff would like to recommend a board policy that a minimum funding per
FTE student be established, the funding formula is in the Arkansas code. That, in
effect, makes any AHECB policy of no effect. The law must be amended to achieve a
minimum funding level per FTE student. There is a minimum funding level of $3 million
in the law to protect small institutions. It seems logical that there should also be a
minimum funding level per FTE student. The solution will require an amendment to the
funding formula for two-year colleges and it is my understanding that cannot be
introduced until the 2011 legislative session because the 2010 session is only a fiscal
session to deal with appropriation bills.
Recommendation: that the AHECB direct the ADHE staff to pursue a funding
formula law amendment that will state:
The minimum funding per FTE student for a two-year college shall be
$3,000/FTE which shall be increased by the annual rate of inflation as
measured by the Consumer Price Index (CPI) (when funds are available)
until an institution’s funding level per FTE determined by the two-year
funding model is reached.
For the 2010 fiscal year this revision of the law would have cost approximately $4.8
million but the improvement of the financial conditions for both campuses would have
been measureable.
A Disturbing Recommendation for Funding Reform
A recent report entitled, Promoting Economic Mobility by Increasing Post Secondary
Education which was funded by the Pew Charitable Trust was quite disturbing for
institutions of higher education and indicated to those who understand higher
education finance the authors’ nescience of higher education finance. That
recommendation was:
Reform state financing of postsecondary education by providing 25
percent of the basic support to colleges and universities in the form of
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vouchers for low-income students; create a $500 million federal pot to
match state voucher programs.
The adoption of such a reform proposal would be disastrous to the finances of
colleges and universities and is a clear indication of a lack of understanding of higher
education finance. Institutions of higher education have two primary sources of
income, state funding and tuition and fee income. If a student attends an institution,
that institution is going to receive tuition and fee income without regard for who pays it.
State funding subsidizes an institution allowing it to charge less in tuition and fees.
This principle is most obvious when comparing the tuition of public institutions with
private institutions.
The proposed reform would take away 25 percent of that state funding and give the
funds to students in the form of vouchers that they could use to pay their tuition
anywhere they decide to attend. The real result is to take away 25 percent of the
institutions state funding, but it must be realized that from the institution’s perspective
those funds are not replaced. Mathematically the immediate result, which is
unavoidable, will be a minimum of a 33 percent increase in tuition simply to replace the
lost state funding because the cost to educate the student is not reduced. South
Carolina is a perfect example of what happens when a state cuts support to higher
education because of the scholarships becoming available to help students pay their
tuition. The University of South Carolina’s tuition before the reduction in state funding
was equivalent to that of the University of Arkansas. Today, the University of South
Carolina and other universities in South Carolina are significantly higher than in
comparable Arkansas institutions.
The use of public funds for scholarships or vouchers does not replace the
need for state support to help public institutions of higher education keep
tuition as low as possible.

Tuition and Fees
Certainly, tuition and fee increases at colleges and universities, both public and
private, have been under scrutiny in Arkansas and the nation. As pointed out, in our
previous financial condition report and in the Delta Cost Project findings, nationally
tuition increases have outpaced inflation in all other sectors of the economy. It was
also reported that the two major factors in that tuition inflation were declining state
support and tuition discounting in the form of institutional scholarships.
The difference in the “sticker price” (advertised tuition and mandatory fees) and the net
tuition per student have increased significantly in both Arkansas and the nation since
1990. In Arkansas, the legislation requiring an institution to designate a part of its
tuition as an athletic fee in effect was the beginning of charging a fee for an auxiliary
as a part of the tuition. The result was that the relationship between the stated tuition
and fees (“sticker price”) and the educational and general (E&G) bottom line from
which tuition revenue began to deteriorate because the auxiliary fee was not E&G
7
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income. Until 1997, there was a cap on the percent of undergraduate tuition and fee
income that could be expended for academic and performance scholarships. After
1997, the competition for students merely increased the reliance on institutional
scholarships to attract the best students and thereby manipulate the funding
methodology whatever it might be. The incentives to offer large numbers of
institutional scholarships were many: if funding was based upon student semester
credit hours (SSCH); or upon improvement in graduation rates or retention rates, the
institution’s funding would benefit. The incentives were on the side of competing for
the brightest students which meant increasing scholarship offerings. The increase in
institutional scholarship offerings meant that the net income from tuition and fees
receded further. And this resulted in institutions having to increase tuition.
Fortunately, AHECB directed the staff to seek amendments to the law which placed a
cap on scholarship spending by institutions and in the 2009 legislative session that
amendment became law.
Part of the impact of the auxiliary fees and scholarships on the educational and
general bottom-line for tuition and fee income has been obscured by a change in the
method by which a student is charged for tuition and fees. In the past, everyone
charged students a fixed rate per credit hour for up to 12 credit hours per semester.
When a student enrolled in 12 or more credit hours, there was a cost break. At twelve
hours (traditionally defined as a full-time student) there was a slight break in the total
charge to the student and there were no additional charges for credit hours above the
12-hour load (full-time student rate). (The hours above a 12 hour load were basically
free). That situation has changed. Today the institutions charge the fixed hourly rate
for every credit hour taken by a student during a semester which includes both
tuition and mandatory fees. Yet, the net tuition income compared to the “sticker price”
continued to decline. Hopefully, in time the recent legislation will result in impeding the
decline.
It is noteworthy that two universities did not increase tuition for 2010 and one
did not increase fees either. Also ten two-year colleges held tuition and fees at
the 2009 level. These institutions made that tuition decision at a sacrifice to
their institutions and the leadership of these institutions should be recognized
for their efforts on behalf of their constituents.
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Net E&G Tuition Income per FTE Student as a Percent
of "Sticker Price"
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The net tuition income realized in unrestricted educational and general has been
reduced by the expenditures for scholarships as reported in the 17-series. However,
the influence of the auxiliary fees such as athletic fees, and/or student activity fees,
are reflected in the net income per FTE student because they are included in the
“sticker price” but are not in the educational and general income.
A factor that should be noted in any interpretation of this data is that
institutions with large graduate programs and differentiated tuition for
undergraduate programs will appear to have a higher percentage of the
sticker price because much of their tuition is greater than the in-state
undergraduate “sticker price”.
It is important to remember that today’s students are more affluent, have
had more at home and as a result come to college expecting and
demanding more amenities from the institutions. Providing those
amenities and ambiances are expensive and drive up the cost, even
though they do not necessarily produce any measurable academic
benefit.
The tables containing the net tuition historical information are included in Appendix B.

Three Imperatives for Arkansas Higher Education
The Interim Study Committee on Affordability of Higher Education issued three
“MUSTS” for Arkansas and its institutions of higher education. They are related to
tuition increases and are presented in the following chart.
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Interim Legislative Study of Higher
Education
• Three “Musts”:
1. We must make sure state government
continues to do its part in funding higher
education
2. We must limit the start up of new programs
3. We must ensure a net reduction in costs for
students

Operating Margins
The operating margins of the institutions for 2008-09 are among the lowest observed.
They are in general much lower than they were a decade earlier in 1998-09. Two
graphs comparing 1998-99 operating margins to the 2008-09 margins are presented
below. The more detailed historical operating margins by institution are in Appendix A.
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Universities Operating Margins 1998-99 vs. 2008-09
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UAPB is the lone exception to the lower operating margins found in 2008-09. UAPB’s
operating margin actually increased in 2008-09. UAPB has made a great effort in the
last 5 years to improve their fund balances to offset large accumulated critical
maintenance problems. Often negative operating margins are the result of expending
prior year fund balances to complete a serious deferred maintenance problem which is
likely the case in most of the negative operating margins. However, UCA’s case is
actually an accounting correction necessary to cover a number of prior years’
unfunded construction projects.
The graph below contains the comparison of 1998-99 and 2008-09 operating margins
of the two-year colleges. RMCC’s negative margin can be explained by necessity of
using the prior year’s fund balance to offset plant expenditures necessitated by the
tornado during the year. RMCC has typically carried one of the larger fund balances in
terms of its operating budget so the negative operating margin is not a matter of
concern. Other institutions with negative operating margins have typically used prior
years’ fund balances to correct critical maintenance or space needs problems.

11
2009 Annual Comprehensive Report Page 3.7.13

College Operating Margins 1998-99 vs. 2008-09
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Fund Balances
Educational and General Fund balances are the perennial measure of the financial
condition of institutions for higher education. For universities that minimum
recommended level is 5 percent of the E&G operating budget with an ideal level of at
least 14 percent. In 2008-09 none of the universities were able to achieve that level
and three institutions fund balances were less than 5 percent. However, ASUJ, ATU
HSU, UAF, UALR, and UAPB were showing improvement over the previous year.
However, that can be misleading unless other fund balances are perused along with
these findings. UCA reported the only negative fund balance in E&G and is a result of
the accounting correction necessitated by unfunded construction projects over a
period of years prior to 2008-09. The actions taken by UCA were necessary and
appropriate to accurately report the operations of the university
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University E&G Fund Balances as a Percent of
Revenues FY 2006 - FY 2009
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The two-year college fund balances were all positive with only one institution with less
than a 5 percent E&G fund balance. However, many of the two-year institutions fund
balances were above 14 percent, which is not always adequate for the very small
institutions. For those institutions with smaller budgets and enrollment a better
benchmark might be $2.5 million in fund balance. The complete report of historical
fund balances as a percent of revenue are in Appendix A
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Expendable Fund Balances
Expendable fund balances are net of accounts receivable, inventories, and
encumbrances. They are primarily presented for a better understanding of the actual
spendable portion of the reported fund balances. The graph below contains the
expendable fund balance changes for universities from FY 2008 to FY 2009. No other
historical data is available because this information was not collected prior to 2008.

Expendable Fund Balances should not be interpreted as an indication of an institution's
cash funds or that an institution has difficulty in meeting payroll or accounts payable.

One-Year Change in Expendable Fund Balances
FY 2008 to FY 2009
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The changes present a mixed picture with many institutions improving their spendable
Educational and General Fund balances while four institutions’ fund balance situations
worsened. Institutions with negative fund balances are walking a very fine line which is
due in part to the economic recession that the country is experiencing.
The following graph contains the one year change in Educational and General Fund
balances for the two-year colleges. Fourteen of the twenty-two two-year colleges
experienced a decline in their expendable fund balances from FY 2008 to FY 2009.
All the two-year college had positive balances. However, some of those balances are
getting precariously low - another sign of the economic down turn the nation has
experienced.
Arkansas institutions have fared better than institutions in many other states
and have continued to admit students as evidenced by the unprecedented
enrollment surge in the fall of 2009. More students and less funding are a recipe
for declining fund balances which, given the current state of the fund balances,
cannot be long endured.
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Expendable Fund Balances should not be interpreted as an indication of an institution's
cash funds or that an institution has difficulty in meeting payroll or accounts payable.

One-Year Change in Fund Balances
FY 2008 to FY 2009
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Delta Cost Project
The Delta Cost Project’s 2009 report entitled, “The dreaded “P” word” provided an
interesting comparison of the support per FTE student by state from the combined
revenues sources of state funding and tuition and fees. The map from their report is
shown below. Not surprisingly Arkansas is in the lowest funding category. The report
also allows a benchmark comparison of the plight of Arkansas institutions in 2006-07.
Additional information from this very intriguing report will be presented in a later
section of this report. The dreaded “P” word is - Performance. They propose new
concepts in measuring the performance of institutions in terms of the resources
available. Some of which are intriguing and others are of very questionable validity as
a measure of performance. Those measures and their validity will be discussed later
in this report.

15
2009 Annual Comprehensive Report Page 3.7.17

Total Funding per FTE Student

$12,484-$18,352
$10,741-$12,484
$9,715-$10,741
$7,873-$9,715

Source: Delta Cost Project: “The dreaded “P” word” July 2009

Educational and General Expenditures
(Where the Money Went)
A number of the tables which contain updated information presented in the 2008
financial conditions report can be found in Appendix A. The following information will
look at the aggregate expenditures per FTE by expenditure function. The individual
institutions’ expenditure patterns are also in Appendix C.
The following three charts/graphs depict where the money went in terms of
expenditures per FTE student by NACUBO expenditure functions. The first compares
colleges with universities. Universities spend about 42 percent of their funding for
Instruction while two-year colleges spend approximately 46 percent for Instruction.
Ideally both would be spending at least 50 percent for Instruction.
Two-year colleges are spending 19.6 percent for Institutional Support (Administration)
while universities are spending only 11.7 percent on Institutional Support. Both are
spending a larger percentage of their funds for administration than the ideal. However
that is to some extent a function of the small size of Arkansas’s colleges and
universities. Arkansas’s institutions on the average are smaller than those of other
SREB states.
16
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Where the money went in FY 2009
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Universities spent 47.4 percent of their funds for Instruction in 1998-99. By 2008-09
that had dropped to only 41.9 percent. In 1998-99 the universities were spending an
average of 12.6 percent for Institutional Support (Administration) but in 2008-09 that
had dropped to 11.7 percent. The reduction in expenditures for administration as a
percent of the total expenditures is true in spite of declining state support which has
caused institutions to become more reliant on private sources of funding. Increasing
private support requires additional administrative staff in the form of development
officers.
University unrestricted educational and general expenditures as a percent of university
expenditures has declined and they have declined in terms of real dollars. In part this
can be explained by the fact that universities have turned to private sources of funding
for research which classifies the revenue and expenditures as restricted educational
and general. This means that in most universities research activities have not
declined but rather are being funded from different sources.
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Where the Money Went Universities
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Where the Money Went - Colleges
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Two-year colleges’ expenditures for Instruction in 1998-99 averaged 48.2 percent of
the total expenditures. In 2008-09 that had declined to 45.7 percent. The decline was
not as significant as that in the universities but it is still a decline of concern.
Expenditures for Institutional Support (Administration) represented 18.4 percent of the
total expenditures at two-year colleges but by 2008-09 it had increased to 19.6 percent
despite significant enrollment growth in the two-year colleges. Disappointingly, some
of the larger institutions have a larger portion of their expenditures going for
Administration than do some of the smaller institutions, a contradiction to economiesof-scale.
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Institutional Scholarship Expenditures
The report for Institutional Scholarship Expenditures for 2008-09 indicates that the
average university’s expenditure for scholarships represented 16.1 percent of their
total educational and general tuition and mandatory fee revenue. For 2008-09 the
legislatively mandated cap on Academic and Performance Scholarships was 30
percent of tuition and fee revenue. The only university exceeding the cap was
Arkansas Tech University.
Interestingly when the average awards are examined with respect to the 2008-09
undergraduate resident tuition rates there is a wide range in the average award as a
percent of tuition and fee income. The University of Arkansas at Pine Bluff’s average
award was 144 percent of the tuition rate. On the opposite end of the range was
Arkansas State University Jonesboro with the average award representing only 40.7
percent of the tuition rate.

The chart below provides a five year history of the universities’ scholarship
expenditures for the purpose of observing trends in expenditures in light of the 2005
legislation placing a cap on such expenditures. Although there is a general downward
trend from 17.2 percent of tuition and fees to 16.1 percent, some universities have
actually increased their level of expenditures. Most noticeably, one has exceeded the
cap for the last three years. In 2008-09, it appears that university exceeded the cap by
approximately $1.1 million.
With the new legislation passed in the 2009 legislative session going into effect for the
2009-10 fiscal year, there will be a reduction in the funding recommendation when an
institution exceeds the cap for the next fiscal year. There is a stipulation for students
who receive the maximum Pell grant. It provides that scholarships which are awarded
for the purpose of completing funding needed by these students will not count toward
the cap. However, it appears from the legislation that waivers for non-resident student
from areas other than the contiguous counties will be included in the computation
concerning the mandated cap.
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Educational and General Facilities
Since the Facilities Audit Program is only conducted in even numbered years, no
update to the conditions of the facilities or needs of the institutions is available. The
2008 Facilities Audit Program reported the replacement values of just the E&G
facilities as $4.25 billion. The auxiliary facilities would likely double that total.
The latest deferred maintenance need figure available shows that the institutions
have $1.9 billion in deferred maintenance with $190 million of that classified as
critical. In July of 2008 AHECB was shown photographs of the conditions of many of
the laboratories at the colleges and universities. The conditions are deplorable,
especially in light of the fact that many students are coming from high schools with
more modern and better equipped laboratories than they will find when they enter
many of our colleges and universities.
If Arkansas’s colleges and universities are to prepare students for the economy of the
future, they must have cutting-edge laboratories and classroom equipment. Yet,
students enter college and find that their high school offered better equipped labs and
facilities than the college or university they selected. The contrast is even more
dramatic for the new freshman with universities because their facilities are generally
older than those of many two-year colleges. This is a matter of concern for institutions
that are expected to be leading the way with the latest technology for the disciplines
they offer.
21
2009 Annual Comprehensive Report Page 3.7.23

A university in Arkansas is still teaching chemistry in the same laboratory that they
were teaching chemistry in 54 years ago with only the addition of a few newer fume
hoods, not the latest technology, just newer than the 1950s edition. The equipment is
reminiscent what the new freshman’s parents were exposed to in high school. In the
area of heath professions, areas where advances in technology are rapid, students are
often taught on cast-off equipment from hospitals rather than cutting-edge equipment.
The quality of the graduates has not been compromised simply because of the
ingenuity of faculty and staff who find ways to compensate for the problems of
inadequate labs and equipment. The administration and faculty of the institutions
deserve to be recognized for their efforts. If the desire is to produce more graduates in
math, science and health professions, Arkansas must find funding for the equipment
and facilities to support these disciplines. If not, Arkansas will find it difficult to
compete in the economy of the twenty-first century.
Observation: Given the first quarter of fiscal year ’10 revenue collections and
the commitment of existing reserve funds to 2009-10 operating appropriations; it
is unlikely that any General Improvement Funds (GIF) will be available to
address the facilities maintenance needs of the institutions.

Auxiliaries
Auxiliaries are primarily a matter of university concern since most two-year colleges
have minimal auxiliary operations. Therefore, the only analyses of auxiliaries in this
report deal with the auxiliary operations of universities. The following two graphs deal
with the auxiliary fund balances. The first depicts the auxiliary changing fund balances
over a three year period. The second represents the fund balances as a percent of
auxiliary income. With few exceptions the auxiliary fund balances are quite low and
need to be greater than they currently are.
Following the graphs are a series of spreadsheets that give the income and
expenditures for institution by each type of auxiliary enterprise. The spreadsheets
group the same category of institutions together for a better comparison of the profits
and losses of each type of auxiliary enterprise.
From these spreadsheets it is obvious that Bookstores are not the “cash cows” that is
commonly believed. The difference you will notice in bookstores and food service are
generally due to whether or not an institution has out-sourced/privatized its bookstore
or food service operation. Modest income and very low expenditures usually indicate
an institution that has out-sourced that operation. Losses in bookstore operations and
food service are usually an indicator that the institution is operating its own bookstore
and/or food service.
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Auxiliary Fund Balances
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Athletics
Athletics are a major component of the auxiliary operations at universities. Athletic
expenditures at Arkansas’s Universities continue to cause a great deal of public
consternation. The first question in the debate over athletics that must be addressed,
“Is whether or not athletics is a legitimate part of the collegiate experience for
students in higher education?” If it is, the next question that must be addressed is,
what is it worth? Is it worth 1%, 2%, or 5%…… of the institution’s budget? The fact is
that an institution that is not participating in the Bowl Championship Series level of
athletics will struggle to support athletics. Those institutions will exhibit a number of
characteristics such as: tuition and fees will be higher because of the athletic fee, and
room and board charges will be higher in order to produce additional auxiliary profits to
offset the deficits of the athletic program. The administrative staff will struggle to find
ingenious ways of paying for athletics or for hiding athletic costs. A few states have
funded athletics from state revenues just as they do the educational and general
operations of the universities
Needless to say, athletic expenditures since the 1990’s have often grown faster than
many institutions’ overall budget. However, when athletics’ expenditures and their
interaction with educational and general income are examined together, a different
perspective emerges. The importance of athletics to the educational and general
budget becomes evident. Institutions would be much smaller without the student
athletes and their friends from their high schools that come with them which would
mean the loss of a rather significant portion of tuition and fee income. Regrettably,
such an analysis is beyond the scope and time constraints of this report.
The 2008-09 actual reported athletic income and expenditures report are shown
below. The 2008-09 total amount of reported athletic expenditures reported by
state-supported universities is $104,800,442 and two-year colleges is $285,158. The
statewide total is $105,085,600, an increase of $4,506,803 (4%) from $100,578,797 in
2007-08.
A comparison of 2008-09 reported actual expenditures to 2008-09 budgeted revenues
certified to the Coordinating Board in July 2008 is also illustrated at the bottom of the
summary chart. Certified budgeted revenues for 2008-09 totaled $95,370,564 for all
institutions. Total actual expenditures for 2008-09 for all institutions exceeded this
certified amount by 10 percent. Actual expenditures varied from the Board of
Trustees-certified budgeted revenue by a range from 16 percent over the budgeted
amount to 5 percent under the budgeted.
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Although these have been submitted as required by law, it is a matter of concern that it
appears that a few institutions have not fully disclosed all their athletic expenditures.
Regrettably, there are indications that some institutions have a questionable practice
of concealing a portion of their athletic costs in the educational and general budget by
pay a portion of coaches, assistant coaches, athletic directors, and assistant athletic
directors in departments such as development, admissions, registrar, and tutoring
centers for athletes. Certainly, many institutions have historically paid coaches and
other athletic staff to teach classes, usually in physical education. Although, there is a
certain sense in which coaches and athletic directors are involved in the activities of
these departments in their recruiting of athletes and in establishing their eligibility, but
hardly to the extent of including them in the E&G budget. In lower divisions of the
NCAA coaches teaching is an accepted practice, but it is seldom found in NCAA
division I schools.
To monitor these kinds of practices, it is necessary to examine an institution’s budget
by hand to locate the anomalies. It is a time consuming task and with the limited
staffing in institutional finance virtually impossible.
The following graphs examine reported athletic income and expenditures for all
universities except the University of Arkansas at Fayetteville. The University of
27
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Arkansas data would distort the data so significantly that comparing and contrasting
the other institutions would be impossible. The first two graphs look at athletic income
by major sources. The first is by each source of reported income. It is obvious that
athletics generate a relatively small part of the institutions athletic revenue. The
institutions in general rely heavily on student athletic fees, other auxiliary profits and
transfers from educational and general revenue to pay for athletics. There is some
use of prior year fund balances by four of the institutions which raise a caution flag.

Athletic Revenues by Source 2008-09
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The next graph looks at the revenue sources as a percent of total revenue which gives
another perspective of how dependent some institutions are on athletic fees, other
auxiliary profits and E&G transfers to support their athletic program. The allowable
athletic transfer from E&G revenue should be noted in this graph. The 2008-09
allowable transfer from E&G was about $1.1 million regardless of the size of the
institution or level of the athletic competition. For some institutions it is less than 10
percent of the revenue but for others it represents 30 to 40 percent of the revenue.
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Athletic Revenues by Source 2008-09
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The following graph presents athletic expenditures as a percent of the total university
expenditures. The heavy yellow horizontal line represents the average for the
universities. The average athletic expenditure for 2008-09 represented only 4.06
percent of the total of the universities expenditures. If athletics is an important part of
the university experience, how much is it worth?
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A Proposed New Approach to Measuring Performance
In the report released in July of 2009, the Delta Cost Project proposed some new ways
of looking at measuring college and university performance. The report entitled, The
dreaded “P” word, the first suggestion was to look at institutional performance in
terms of the number of completions (certificates, associate degrees, bachelors degree,
and graduate degrees) in terms of the number completions per 100 FTE students in a
given year. This produces a number that they have used to compare higher education
productivity in each state. In that comparison Arkansas institutions produced an
average of 22 completions per 100 FTE students in 2006-07. This was only one
completion below the national average of 23 completions/100FTE. See chart below for
comparison with other states.

Source: Delta Cost Project: “The dreaded “P” word” July 2009
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Despite the fact that Arkansas does relatively well in this comparison, the use of such
ratios are highly questionable in terms of what they measure. A ratio must reliably
represent the concept that it is purports to measure. In this case, it is actually
measuring another phenomenon more than it is measuring completions by students.
This ratio is highly influenced by whether or not an institution is growing in enrollment
or declining in enrollment, and therefore, is influenced more by the institution’s
enrollment change than changes in student completions. For the purposes of
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illustrations, an institution that has a declining enrollment will see the completions, per
100 FTE students, rise even though they had no change in the number of completions
at all. This is mathematically true simply because the divisor has become smaller.
The converse is true for growing institutions. Therefore, this ratio is ill advised as a
method of measuring and comparing performance, and should not be considered.
Recommendation: The concept of using the ratio of the number of graduates in
a given year divided by the number of FTE students enrolled in the same year is
not a well thought out concept and is an invalid measure of performance in
terms of comparing completions of institutions and should be avoided.
A second proposal in the report seems to present an interesting and seemingly viable
concept for comparing the performance of institutions. It proposes a weighting of
degrees by the ratio of the average income level associated with each degree. They
propose giving a bachelor’s degree a weighting of 1.0 and then weighting all other
degrees by dividing the average income level for that degree by the average income
level for the bachelor’s degree. See the table below for an example of the 2007-08
degree produced in Arkansas.

31
2009 Annual Comprehensive Report Page 3.7.33

Arkansas was one of only a few states in which the weighted number of degrees was
less than the actual number of degrees. This is a result of the large number of
associate degrees being awarded in Arkansas as compared to other states.
They next compared states with the resources available to the institutions within the
state per FTE student from state funds and tuition and fee revenue. The graph below
shows that Arkansas’s support per FTE student is among the 10 lowest states in terms
of funds available per FTE.

Total Funds per FTE by State 2006-07
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AZ
NM
MN
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TX
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NV
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Their next graph compares the effectiveness of higher education in each state in terms
of the resources available per FTE student and the mean salary associated with the
degrees produced. In this comparison Arkansas’s is among the top twenty most
effective institutions. This analysis seems to support the conclusion that Arkansas
institutions are doing a lot with the limited resources they have, something that many
in Arkansas higher education have believed for many years.
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Conclusion: It would seem that the proposed measure of productivity by the
Delta Cost Project in the dreaded “P” word has some merit in measuring
institutional productivity and provides a relatively simple and consistent means
for comparison

Source: Delta Cost Project: “The dreaded “P” word” July 2009
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Funding Formulas in Perspective
The funding need produced by the funding formula is often questioned even though
it relatively accurately portrays the cost of educating students. The spreadsheet
below attempts to put that need in perspective.
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Recommendations and Observations
Pursue an amendment to the two-year funding formula that would read as
follows:
The minimum funding per FTE student for a two-year college shall
be $3,000/FTE which shall be increased by the annual rate of
inflation as measured by the Consumer Price Index (CPI) (when
funds are available) until an institution’s funding level per FTE
determined by the two-year funding model is reached.
The further dilution of funding for students by the addition of new Non-Formula
entities seeking funding outside the formula must be curbed. ADHE staff
recommendation is to place a moratorium on the addition of any Non-Formula
entities until such time as the funding formula needs are fully funded.
The public policy question of whether or not the citizens of Arkansas,
specifically the students and their parents, should subsidize the education of
non-Arkansas residents who enroll in distance delivered education outside the
state of Arkansas should be addressed. Although the numbers are currently
relatively small, these enrollments represent a rapidly increasing portion of
enrollment in some institutions which is likely to accelerate. (Many other states
have addressed this public policy question over a decade ago.)
Distance Education Funding Policy Recommendation: Distance education
whether delivered by online instruction or other multimedia methodologies shall
be fundable when delivered to Arkansas residents within or outside Arkansas
or to non-Arkansas residents within Arkansas. Distance education delivered to
non-Arkansas resident students outside the state of Arkansas shall not be
fundable and the credit hours produced shall not be included in the funding
formulas used to determine the funding needs of institutions.
Other funding issues arise from the enrollment of non-resident students when
institutions fail to collect out-of-state tuition from the students. Certainly, the
boards of the institutions have the authority to set the tuition for non-resident
students. However, it is the responsibility of this board and ADHE to determine
whether or not those students should be included in the funding formula.
At the end of each fiscal year Boards of Trustees of the instiutions should
require their institution’s finance staff to report a side-by-side comparison of the
budgeted and actual revenue by source and expenditures by NACUBO
function. Budgets tend to reflect hypothetical priorities while actual
expenditures represent real priorities
In order to better understand the financial situation of the institutions, it is
recommended that essential statistics be reported each fall. A partial list of
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I. Student credit hours generated per full-time equivalent faculty member
II. Student/faculty ratios
III. Teaching loads per faculty member by course level (Lower and upper level
undergraduate, masters, specialist, first professional, and doctoral)
IV. Average class size
V. Student/staff ratios for non-instructional staff
VI. Percent of As and Bs awarded by each institution
The data should include the average and the extremes for student semester
credit hours generated, student-faculty ratios, teaching loads, and class size.
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Appendices
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Appendix A
Operating Margins and Fund Balances
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Table A-4. FY 2009 Fund Balances and Expendable Fund
Balances***
Expendable Fund Balances should not be interpreted as an indication of an
institution's cash funds or that an institution has difficulty in meeting
payroll or accounts payable.
Institution
ASUJ
ATU
HSU
SAUM
UAF**
UAFS
UALR
UAM
UAPB
UCA
Totals
ANC
ASUB
ASUMH
ASUN
BRTC
CCCUA
EACC
MSCC
NAC
NPCC
NWACC
OTC
OZC
PCCUA
PTC
RMCC
SACC
SAUT
SEAC
UACCB
UACCH
UACCM
Totals

Fund Balance
$8,939,501
$9,344,758
$1,546,309
$3,502,003
$37,609,066
$2,970,386
$10,009,406
$3,985,638
$5,078,613
($4,663,412)

Accounts
Receivable
$6,884,410
$2,428,490
$1,672,982
$1,816,422
$13,258,808
$2,708,827
$7,496,859
$1,022,967
$2,460,641
$3,855,787

Inventory
$909,242
$31,347
$151,085
$175,091
$4,726,921
$67,251
$157,101
$204,081
$28,722
$358,505

$78,322,268

$43,606,193

$6,809,346

$4,837,020
$2,984,487
$1,497,649
$7,250,614
$5,319,795
$1,144,528
$2,321,974
$1,308,109
$1,652,663
$2,775,234
$4,972,183
$1,110,880
$3,100,077
$2,454,785
$8,282,728
$2,471,798
$2,035,007
$2,833,759
$1,467,563
$1,886,819
$1,247,232
$3,382,737

$761,560
$703,193
$395,176
$278,000
$738,257
$432,502
$125,000
$897,693
$223,728
$556,400
$2,047,227
$185,766
$444,304
$633,153
$947,180
$395,000
$177,679
$240,559
$305,170
$342,472
$459,166
$439,338

$24,393
$89,826

$66,337,641

$10,966,963

$221,218
$295,000
$30,000
$6,629
$265,555
$22,984
$133,622
$209,455
$43,169
$21,529
$135,000
$24,367
$13,007

$0

Expendable
Fund Balance
$1,145,849
$6,884,921
($318,106)
$467,582
$18,892,756
($536,273)
$2,355,446
$2,680,254
$2,589,250
($8,877,704)

$2,622,754

$25,283,975

Encumbered

$40,348
$1,042,908
$730,581
$730,581
$78,336

$0
$74,255

$22,000
$0

$32,915

$22,282

$232,101
$7,051

$233,432

$1,750,513

$384,884

$4,051,067
$2,191,468
$1,102,473
$6,972,614
$4,360,320
$637,771
$1,901,974
$380,416
$1,400,306
$1,953,279
$2,901,971
$791,492
$2,446,318
$1,778,463
$7,281,104
$1,941,798
$1,832,961
$2,557,911
$1,162,393
$1,078,814
$781,015
$2,943,399
$52,449,327

**Consolidated Fund Balance
***Source Series: 10-1
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Appendix B
Net Tuition and Fee Income
(Where the Money Came From)
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Appendix C
Expenditures per FTE by Function
(Where did the Money Went)
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Appendix D
Scholarships
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