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PuUling Back the Curtain on University

FINnoNcial Reports

The need to “tighten our belts” is
heard so often in the public sector,
it is pretty much accepted with-
out question. This is certainly the case
for Canadian universities: actions such
as raising tuition fees, cutting programs,
increasing class sizes and workloads,
closing defined benefit pension plans,
cutting salaries, discontinuing library
subscriptions, and replacing tenure track
positions with casual academic staff are
seen as regrettable but necessary when
claims of challenging fiscal times are
repeated over and over.

[s the sky really falling? In the last four
years, we have been engaged by facul-

ty associations to analyze the financial
statements of approximately 20 uni-
versities. And just as the characters in
The Wizard of Oz discovered when they
pulled back the curtain, we found that
trickery and illusion has a lot to do with
the messaging around university financ-
ing. While a few of the universities were
financially distressed, most generated
stable surpluses and many in fact had
generated substantially larger surpluses
in the past decade than in previous years.
Yet virtually all engaged in the aforemen-
tioned activities that erode the quality of
teaching and research, reduce the acces-
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sibility and affordability of education,
and reduce the attractiveness of aca-
demia for our brightest scholars. The
social consequences of these actions
are incalculable but significant. So
why are universities doing it?

We encountered three prevalent
priorities that compete with spend-
ing on core mission activities of
teaching and research. The first

is increased spending on admin-
istration, particularly highly paid
personnel in the managerial and
professional ranks. This trend is not
unique to Canada: U.S. Department of
Education data show that the num-
ber of adminstrators at universities
increased 60% from 1993 to 2009,
ten times the growth rate of tenured
faculty (Hechinger, ]. “The troubling
dean-to-professor ratio,” Business
Week, November 26, 2012, pp 40-
41).

The second competing priority is
stockpiling surpluses that university
administrations earmark, or inter-
nally restrict. What is the purpose

of this? If a surplus is not internally
restricted, it is added to “accumulated
unrestricted net assets”, which is a
measure of the resources that the in-
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stitution has available to play with, per-
haps to expand, pay higher salaries, or
weather difficult times. Internal restric-
tions are usually put in place through
motions of the university’s Board of
Governors. Generally, an internal re-
striction may be made to ensure that the
organization does not “forget” about a
large upcoming expenditure. However,
they reduce the organization’s flexibil-
ity to easily divert funds to where they
are needed (unless the governing body
removes the restriction). Because of the
lack of flexibility, an internally restricted
dollar is less useful than an unrestricted
dollar.

Administrations will claim that inter-
nal restrictions are fiscally prudent,
but saving the dollar and keeping it
unrestricted displays the same level of
fiscal responsibility without sacrificing
flexibility. Internal restrictions have
one other key function: Higher inter-
nally restricted surpluses mean lower
unrestricted surpluses, which make the
university’s financial position look much
worse that it really is. Administrations
find this is useful for fundraising and in
trying to convince university unions to
accept lower salaries and benefits.

The third priority competing with
spending on university core mission
activities is capital projects. In the past,
buildings were usually financed with
restricted funds that could not be spent
elsewhere. In the last decade, universi-
ties have increasingly used their unre-
stricted funds for capital projects, pitting
buildings in competition against core
university functions.

Universities and colleges have claimed
they have large capital requirements for
deferred maintenance. While most aca-

demic staff report buildings and facili-
ties in disrepair, estimates of deferred
maintenance appear to be based on
general characteristics of the facilities
and an understanding of how much has
been invested to date (see the report on
CAUBO website). Many universities and
colleges have embarked on significant
capital spending sprees to address this
alleged deferred maintenance gap, yet
many of the expenditures are on lavish
new buildings rather than deferred
maintenance on existing structures. De-
spite large amounts of capital spending
over the last four years, the institutions
that report their deferred maintenance
estimates have not generally reduced
these estimates by much, if at all.

Why are universities allowed to do this?
A clear reason impairing our ability to
hold university administrations ac-
countable for these actions is the lack of
disclosure. Due to significant changes
in accounting rules over the last decade,
accounting research has documented a
substantial increase in the length and
detail of most organizations’ published
financial statements. Sadly, universities
and colleges have shown an opposite
trend. In many cases, financial state-
ments have become shorter and contain
far less detail.

Let us consider the growth in adminis-
tration. In the past, universities gener-
ally showed their expenses organized
by object or type: salaries, cost of
goods sold, maintenance, amortization,
utilities, etc. Usually institutions would
also group their expenses by function:
instruction, administration, mainte-
nance, student affairs, etc. While the
administration and instruction distinc-
tion did not necessarily correspond to
most academics’ views of administra-
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tion (administration generally referred
to central administration only, so support
staff and decanal staff were included in
“instruction”), the classification would
allow financial statement users to com-
pare universities on key metrics such as
salaries as a percentage of total expenses,
and administration as a percentage of
total expenses, and to track these metrics
over time. Now, universities and colleges
often report expenses by function broken
down by instruction and non-sponsored
research, sponsored research, ancillary
services, special purposes, and facility
operations and maintenance. “Admin-
istration” is no longer reported. Given

the alleged explosion in administrative
costs at universities, and that control of
administrative costs is a key performance
indicator in the non-profit sector which
donors scrutinize closely, this lack of
disclosure is questionable.

Next, consider the tendency to horde
unrestricted resources and earmark
them for internal purposes. Again, this
is difficult to detect. Universities almost
always report their financial statements
on a combined basis, where unrestrict-
ed, restricted and endowed funds are
presented together as a total only. In
the past, many institutions included
supplementary schedules showing the
statement of operations separately for
unrestricted, restricted and endowment
funds. Universities and colleges also
often showed their internally restricted
net assets and their designated purpose.
Now, they generally do not.

Finally, let us consider transfer of un-
restricted resources to capital. In our
analyses, this was generally responsible
for the greatest diversion of unrestrict-
ed funds away from university central
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activities and is entirely at the adminis-
tration’s discretion. This is one of the
biggest decisions for which university
administrators should be held account-
able but it is virtually never disclosed
and, in some cases, is impossible to
calculate or estimate.

How can such important, significant
transactions be hidden? These are inter-
fund transfers: earmarking unrestricted
resources is a transfer from unrestricted
to internally restricted net assets. Pur-
chasing capital assets with unrestricted
funds is a transfer from unrestricted net
assets to capital. There are other funds
(typically restricted funds and endowed
funds) and other interfund transfers
among these funds that occur under nor-
mal circumstances, e. g., the routine pur-
chase of library books is often accounted
for as a transfer from an unrestricted
fund to a capital fund. Most universities
show the impact of all these transfers in
a single line in the statement of changes
in net assets. Therefore, the interfund
transfers related to any particular fund,
such as unrestricted net assets, is the
total of all the transfers (in and out)
between it and all the other funds. Since
no details are provided, the individual
transfers become virtually invisible. This
disclosure practice should be stopped.

There are other pieces of information
that would allow university stakeholders
to better monitor the consequences of
these decisions on their core activities.
These are financial and non-financial
measures that are gathered or readily
available, but are rarely, if ever, disclosed
either in the financial statements or oth-
er reports produced by each university’s
office of institutional research:

e Number of courses and sections
taught
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e Percentage of undergraduates
completing their degrees within
some specific time frame

e Average time to completion of
graduating students

e Percentage of sections taught by
casual academic staff

e Employee headcounts by group,
such as faculty member, casual
academic staff, support staff, and
managerial and professional staff.

Governments should not interfere with
the autonomy of universities, as universi-
ties need the freedom to determine how
best to meet their mandates. However,
this autonomy needs to be accompanied
by accountability of university adminis-
trations and governing bodies to ensure
that resource allocations reflect the right
priorities. This accountability can only
be exercised with greater transparency.
In an era where post-secondary educa-
tion consumes a significant portion of
provincial budgets, and where students
are being required to bear increased
tuition costs, we need to ensure that uni-
versity resources are being deployed in
support of their core mission of teaching
and research.

Cameron Morrill, PhD, FCPA, FCGA, and
Janet Morrill, PhD, CPA, CA, CGA, are both
Associate Professors in Accounting and
Finance at the Asper School of Business,
University of Manitoba. Janet Morrill is a
member of the CCPA Manitoba Steering
Committee.

RESEARCH - ANALYSIS

- SOLUTIONS




