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INTRODUCTION

HE present bulletin is the result of 'a prolonged ingitiry concerning the prac-

tice of universities and colleges in the United States in the rendering of public
financial statements of their reccipts ‘and of their expenditures, It represents also the
results of many conferences with the financial officers of colleges and universities, as
well as with publie aceountants and others famikiar with the object which such finan-
cial statements should serve,

Tax-supported institutions are required by law to print an annual detailed state-
ment of their receipts and expenditures. These reports in some cases simply give the
list of separate vouchers. While this may have o value in complying with the state law,
such reports serve only a limited purpose in showing the actual operations of the in-
stitutions concerned. Nevertheless, it is true that the tax-supported institutions have
had a real source of strength by reason of this enforced publicity.

Among endowed institutions ouly a small minerity publish annual financial state-
ments, The great mass of institutions of higher learning in the United States bear-
ing the name college or university make no public accounting of the disposition of
the maneys which they receive.

It seems clear that both from the standpoint of its own efficiency no less than
from the standpoint of its obligation to the publie, every public institution like a
eallege should print annually a report as to the use of the moneys which it has re-
ceived. It is in the hope of facilitating this public duty, and with the hope further of
bringing about some uniformity in these reports, that the present study was under-
taken. In its prosecution the effort has continually been made to avoid the complexi-
ties of too great detail and to reduce the information which cught to be given to the
simplest and mast intelligible form. '

In order to do this it is necessary to know with some definiteness two things:
(1) Who are the personswho make nse of financial reports from eolleges; and (2) What
do those who examine such reports wish to ascerlain from them?

From the somewhat extended inquiry which has been made it maoy be stated with
definitencss that the reports of the financiul officers of colleges are read by very few
people, and these may be classified in the following three groups:

1. Trustess, alumni, and friends of the institution who are directly interested
in its welfare;
2, Men of means who contemplate gifts to colleges or who have made such gifts;

8. Individuals and agencies like the United States Burcan of Education engaged
in a study of educational methods and cost,

It seems also clear from the ingniries which I have been able to make that these
three groups seek to ascertain essentinlly the same fundamental fnets coneerning the
financial conduct of colleges and universities, with the addition that students of edu-
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cation are interested not only in the statisties of a single institution, but in com-
parative statistics as well.

It may be assumed also that each of these groups of readers of financial reports
desires in the first place the presentation of the financial status and conduct of an
institution in gross, They all ask three fundamental questions:

1. What is the total income of the institution for the year?
2. What is it annual expenditure?
3, What are the assets at the end of the year?

A considerable number of those who examine reports are satisfied when these
leading facts are known, and all subsequent information which ean be given consists
really of details concerning these three exhibits. The practical questions which have
to be met are: What ave the significant details to show? and, To what extent must
the analysis of assets, liabilities, income, and expenditure be carried in order to show
the significant needs or to test the guality of the expenditure?

The answers to these questions depend not so much on expert accounting skill as
upon sound business judgment, combined with some educational appreciation of the
relation of the cost of education to its efficiency.

In the sehednles presented herewith Schedule A shows the pross snmmaries which
indicate the condition of the institution at the end of its fiscal yesr and its income
and expenditures during the year. These give the concise view of the financial status
of the institution which the reader first desives fo know. The schedules whieh then
follow are intended to offer, in such detail as may be suflicient and not burdensome,
the significant items of assets, liabilities, receipts, and expenditures.

While details are ineluded whieh will be needed only in the case of & large insti-
tution with many departments, the report is also arranged for the use of any callege,
however simple its organistion. To provide the material for such an exhibit as is
here suggested it s enly necessary that the ordinary details of bookkeeping shall be
undertaken in some systematic form.

I venture to urge again the duty of every college, whether supported by taxation
ar by endowment and tuition fees, to make annually a repert to the public of jts
financial operations, The state institutions, as 1 bave stated, are required by law to
do this; the absence of such a practice hns been & source of much of the looseness
which has characterized the financial conduct of many colleges. The college hes
everything to gain by opening its books to the public, and those who give to col-
leges will more and more generally inalst upon having a definite statement of the use
which the college has made of its money. No college which refusesto do this deserves
to be entrusted with money. There can be no question, also, but that colleges and
universities will be lees worldly and less eommereial in their standards in proportion
as they accept elearly their financial limitations. In the light of complete publicity
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sound financial standards as well as sound educational ones will tend to drive out
poor standards.

Second, 1 wish to urge that, whether a college follows the exact schedules sug-
gested here or not, those who make its financial reports should seck to segregate those
items of income and expense which reveal the significant lines of expenditure, such,
for example, as salaries of teachers, the cost of administration, the upkeep of the
physical plant, the expenses of different departments, and the like.

Every effort has been made to simplify as far as possible the schedules which fol-
low, and it is necessarily assumed that they will be adjusted by each institution to
meet its own needs. As before stated, these sehedules are designed primarily as a
form for an acceptable annual exhibit of the financial operations of an edueational
institution. Ou the other hand, they are suggestive of a method of bookkeeping. But
it must be remembered that the actual keeping of the accounts from day to day,
especially the designing of a cash-book best suited to the needs of an institution
and best adapted to a minimum expenditure of energy, has in recent years become
a profession, In whatever method the books are kept the data here called for should
be ensily obtainable from them.

A word may be said concerning the best date for the beginning of the fiscal year.
At present there is no uniformity in practice among institutions of learning in this
matter. The majority of institutions which issue financial statemenis begin the year
as of date July 1, and this is apparently the most convenient date, It is, thercfore,
suggested that colleges and universities adopt July 1 as the beginning of the fiscal
year in the interest of uniformity and comparability. It seems to be the only date
upon which sgreement could be had, and it has the additional advantage of coin-
ciding with the fiseal year of the general government, of many states, and of many
business enterprises,

While the schedules which follow are in most cases sclf-explanatory, the following
statements are made in the interest of greater elearness,

Scurnrie A

No comment is necessary regarding this schedule. It gives in most condensed form
a view of the income and expenditure and the assets and liahilitics of the institution.

Scurnore H-1
“T'his schedule shows under a group of distinguishing headings the income for the
year,
Schepvie B-2

This schedule shows an analysis of the first item of the preceding schedule, Such
an exhibit is of value both from the educational and the financial standpeint. Col-
leges have been in the habit of receiving many stodents at redueed tuition, in many
cases giving to a considerable group free tuition. The burden which this entails is
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not generally understood. Whether it be a wise practice or not those intevested in
the college ought to know what this practice actually costs. The aceeptance of a
seholarship fund generally means an assumption by the college of an additional load.
Such a fund is not an endowment of the college, but a subsidy to students dispensed
by the college. The fact cught to be made clear in a financial statement both for the
benefit of the college and of those who mean to give.

Scueprre C-1
This schedule shows under apprapriate heads the large items of expenditore, such
as the costs of teachers’ salaries, administration, labomtory maintenance, upkeep of
the physical plant. The effort has been made to introduce only significant group-
ings. While the form covers the operntions of a large university its applicahility to
those of & small college is evident.

Senzorie O-2

The preceding table shows the large items of expenditure. The details of these
expenditires can be carried out to any length, The objeet sought is to go only so
far as will serve the needs of those who use such reports. Any trustee of o university
who iz sufficiently interested te study such a report will desire to know not only the
distribution of the income as hetween the college, the law school, and the medieal
school, for example, but he will also wish to know how much the college spends upon
the tenching of history, how much upon mathematics, and upon other departments,
When the institution is a college, this information is likewise desired. Schedule C-2
shows the departmental expenditures in such detail as seewss desirable.

Sewrnrne [: Barawor Snzer

The halance sheet should, of course, eontain all of the assets and all of the liahili-
ties of the institution at the close of business on the last day of its financial year,
say June 80. Each class of pssets and of Liabilities should be grouped under distin-
guishing headings, as shown in the form, without too much detail, so that the bal-
ance sheet will show at a glance the financial condition of the institution. Full details
making up the totals of the various items shown un the balance sheet should be given on
separate schedules, forms for which are presented and explained on the following pages.

The balance sheet. is divided into three parts, ns follows:

1. Current assets contrasted with current liabilities and balanced by an account
which may be cither'a surplus (of assets) or a deficieney.

2. Investments contrasted with endowments and cther permanent funds, exhibit-
ing a surplos (of investments) or a deficiency.

8. Educational plant assets, land, huildings and equipment, contrasted with en-
dowments and other funds, or capital accounts, which have been expended upon the
plant.



