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The Financial Condition of Arkansas Institutions of Higher Education

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.

This financial conditions report will address several topics including the equity of the
funding formulas, revenues versus costs in higher education, the impact of lottery
scholarships and funds per FTE student, the increased volume of construction on
campuses, a comparison of Arkansas faculty salaries to other SREB states and various
charts and graphs on tuition and fees by institution, expenditures by function, fund
balances, operating margins, athletic incomes and expenditures, scholarship expenditures
and measures of performance. It will also include some recommendations for future
financial policies of the Arkansas Higher Education Coordinating Board.

Why Funding Formulas – The Only Basis for Funding Equity
The funding formulas are an equitable means of determining needs based on student
semester credit hours by course cost and degree level. The funding formulas also take
into account the amount of square footage needed to accommodate these hours. There
are several points regarding funding formulas that must be clarified. First, everyone must
come to realize that dollars per FTE is not a reasonable measure of equity since FTEs
do not cost the same to produce – nursing is more expensive to teach than history. Many
people look at cost per fulltime equivalent (FTE) student because it is easy to understand,
but it is not a good or fair comparison for state funding among institutions. The credit
hour productions among the various disciplines and levels differ significantly in terms of
the cost of producing those hours. An expensive program, such as engineering, does not
increase the need for funding unless there are a significant number of credit hours
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produced from the engineering program. Similarly having a doctoral program does not
increase funding need unless the institution is producing credit hours at the doctoral level.
The level of a course is not determined by the classification of the student taking the
course. It is determined by the content of the course. An upper level undergraduate
course taken by a doctoral student does not become doctoral credit hours just because the
student enrolled is pursuing a doctorate. Also, an institution’s funding does not increase
automatically when the institution moves to a higher SREB classification i.e. from
bachelor to masters.

As we learned from the Lakeview case and the associated public school formula
litigation, some recognition must be given to schools in economically depressed
regions of the state. Studies show that students entering college from economically
depressed areas generally require additional academic support staff in the form of
counselors and tutors in special labs. This results in additional costs to the institutions
and must be supported in the funding formula.

Act 1760 of 1985 states that no two-year college may receive less funding in the
recommendation than received the previous year. However, when enrollment losses
resulting from population losses do occur in economically depressed areas of the state, it
serves to make the dollars per FTE increase significantly even though total funding to the
institution from the state remains unchanged. This act was repealed in the most recent
legislative session and may affect future funding distributions (Act 1203 of 2011).

Does the formula reward an institution for losing enrollment? No. The formula reacts to
changes in enrollment by reducing the funding need in direct proportion to the enrollment
which is lost. However, when the recommendations for the distribution of new money
are made, the recommendations must not result in a reduction in funding (according to
Act 1760 of 1985). In addition, the recommendations often must include a cost-of-living
adjustment. This would seem to make the resulting recommendations more a function of
public policy than a function of the formula. The differences in funds per FTE are often
not so much a function of the funding formula as a result of legislative decisions which
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have historically “held harmless” institutions that lost enrollment (Act 1760). Of course
as pointed out earlier, this legislation has been repealed.

Arkansas Code §6-61-223 & 224 require funding formulas to include an economy-ofscale. The economies-of-scale adjustment serves to recognize cost savings that benefit
larger schools. The additional funds are not needed for each additional FTE as they were
for the first student enrolled. All colleges must have a core staff regardless of the number
of students who are enrolled – a registrar, a financial aid officer, a chief financial officer,
a chief academic officer, a chief student affairs officer, an accounting staff, a computing
staff and a minimum number of full-time faculty in each of the general education
disciplines. These costs are the same for each school, but when the costs are divided by a
smaller number of FTE, the result is a higher expenditure per FTE.

Another point to clarify is that small schools are very expensive to operate; however, that
does not mean they are inefficient. In looking into efficiency it is more appropriate to
look at the ratio of students-to-authorized administrative positions based on headcount
rather than the funds per FTE.

Four changes to the formula enacted into law by Act 1760 were proposed by the two-year
college presidents and chancellors and the Arkansas Higher Education Coordinating
Board.

The first of those proposed changes would increase relative funding provided for nursing.
Since increasing the number of nursing graduates is one of the state’s priorities for higher
education, is this a reasonable change? Is it reasonable to bring nursing funding more in
line with the actual cost of nursing programs? Is it reasonable to bring the formula
requirements more in line with the state nursing board student to faculty ratio? The
needs-based component of the funding formula should address relative costs, not state’s
priorities. State priorities should be addressed in the outcome-centered component as
addressed by Act 1203 of 2011.
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The second proposed change was to amend the part-time faculty adjustment to more
nearly reflect the actual practice of the colleges. The larger colleges are located in areas
of the state where the economy is expanding and they have access to a much larger base
of qualified adjunct faculty. Hence, they have been teaching more than 50 percent of
their classes with adjunct faculty. The small schools located in less populous areas
consequently have access to fewer qualified adjunct faculty, and their utilization of
adjunct faculty reflects that. They are producing an average of 30 percent of their credit
hours with adjunct faculty. Adjunct faculty certainly cost the institution less money than
full-time faculty but does the use of adjunct faculty cost more to the State? Research
shows that students who have part-time faculty are less likely to be retained, they are less
likely to graduate and they are less likely to major in an area where their first class in the
subject area was taught by a part-time faculty member.

The third change was to introduce a model, adapted from another state, to determine the
space needs of each college based upon their enrollment and the types of programs
offered for the basis of determining funding needs for facilities maintenance and
operations. The old formula simply used an arbitrary 161 square feet per FTE student
without regard to differing needs of various space and/or intensive academic programs.

The statutes require that the formulas have an economy of scale built into them
recognizing that the marginal students cost proportionately less after a certain critical size
is attained. Therefore, the final proposed change was to introduce an economy of scale
into the institutional support portion of the formula which would recognize that every
school regardless of size must have a critical mass of staff and faculty in order to open its
doors. The proposed change would cut the percent for institutional support from 18
percent to 15 percent for institutions with more than 3,000 FTE enrollment (which is a
widely accepted break point in economies of scale).

Most funding formulas recognize differences in costs among schools and among
programs. Should the funding formulas also reflect the states goals for higher education?
In Arkansas, costs differences occur due to the institution’s location, size, age and
number of buildings, mission, and demographics. Although the current funding formula
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addresses many of these areas, there are some differences that are difficult to address. In
an attempt to address the states goals for higher education and focus more on graduating
more students, the funding formula was changed for the 2009-11 biennium so that the
ratio of SSCH used in the formula was based on 90 percent census-date enrollment data
and 10 percent end-of-term (EOT) enrollment data. The next step of that phase was for
the 2011-13 biennium in which the 90 percent was decreased to 80 percent census-date
enrollment data and increased from 10 percent to 20 percent end-of-term enrollment data.
As mentioned earlier with the passing of Act 1203 of 2011 and Board Policy, State goals
for graduating students (EOT) will be addressed by an outcome-centered component
beginning in 2013-2014, and the needs-based component will address need based on 100
percent census-date enrollment data. The 80 percent census and 20 percent end-of-term
enrollment data will no longer be used in the needs-based component.

Are students in economically depressed areas to be denied equal access to higher
education? If we want to 1. increase access 2. ensure equal access 3. increase graduates
in nursing, math, and science4. keep tuition low5. improve the economy of Arkansas6.
improve the quality of life of Arkansans, then the funding formula must recognize that
some of these things cost more per student for small schools than they do for large
schools located in populous and economically advantaged regions of the state.

Revenue versus Cost in Higher Education
Every organization – whether it is for-profit, nonprofit, or government – faces the same
financial imperative: It must cover its financial outflows (costs or expenditures) with
financial inflows (revenues). Although deficits can occur, they cannot be maintained
forever. The one exception to this rule may be the federal government, which has the
power to tax and print currency – even these actions have political limits. Every other
type of organization must choose a cash-flow strategy that ensures that revenues will at
least cover its expenditures and debt service. – Robert E. Martin, “Revenue-to-Cost
Spiral in Higher Education”

Colleges and universities represent a specific type of nongovernment cash-flow strategy.
Higher education is composed of state-supported colleges and universities, private
6

nonprofit schools, and a small but increasing number of for-profit schools. Statesupported schools are the largest component. While they are part of state governments,
they are virtually the same as private higher education in terms of their cash-flow
management problems, governance structures, role of third-party payers, and the services
they provide.

The foregoing was presented to establish that colleges and universities, whether statesupported or private non-profit institutions, must make certain that their revenues cover
their expenditures and debt service. That presents unique problems for state-supported
colleges and universities. Unlike businesses which see their sales and profits decline
during an economic downturn, state-supported colleges and universities experience five
things during economic downturns: enrollments increase because of layoffs and
unemployment; state revenues decline thereby reducing state support; tuition and fees
increase to cover the lost state support; costs increase due to the additional students; and
inflation.

Too often, legislators and the public fail to realize that the demand for services
experienced by colleges and universities is the inverse of for-profit businesses. While
businesses are laying off employees, colleges and universities are forced to hire new
faculty and support staff (admissions staff, financial aid staff, etc.) to meet the demands
of new enrollments. As businesses are cutting expenses, state supported colleges and
universities must increase expenditures if they are to provide services to the larger
student body. For example, if state support makes up 50 percent of the funding for higher
education and tuition and fees make up the other 50 percent, and no new state dollars are
received for higher education, then any cost of living increases or inflation must be
balanced by reducing costs/services or by increasing tuition and fees. If inflation
increases by 3 percent, tuition and fees must increase 6 percent or costs/services must be
cut by 6 percent.

Often, the response of state lawmakers is to encourage the institutions to seek private
funds to replace lost state support. However, private donors are unwilling to give to
support the ordinary operating expenses associated with educating the students
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(unrestricted educational and general funds) because they consider those things the
responsibility of the state and there is no notoriety or recognition associated with
donations for operating expenses. They are willing to give to a building fund (to be able
to name the building or a room) and to sponsor a specific type of research program that
has the potential of benefitting their business, or them personally, but such funds are
considered restricted funds since their use is designated by the donor. These funds
provide no relief for the overburdened unrestricted educational and general needs of the
institution.

Successive economic downturns such as that experienced after September 11, 2001 and
during 2008 and 2009 have been devastating for Arkansas higher education, in that
institutions are spending less per student from all sources of revenue. During that same
time period the enrollment growth in Arkansas has been one of the highest in the SREB
and in the nation. The Delta Cost Study summed it up this way –“students are paying
more and getting less.” Higher education is losing the battle with the combination of
more students, less state funding and tuition rates that exceed inflation. State legislatures
and the U.S. Congress are considering legislation to control the only avenue available to
institutions to cover their expenditures – tuition and fees. Several recent studies show
that the institutions are actually spending less per student than they did 10 or 20 years ago
in constant dollars, which makes the idea of cutting expenditures less than plausible.

The little cost cutting that has occurred has been in the form of using adjunct faculty to
replace full-time faculty. This is usually an undesirable action since most adjunct are less
qualified and has less teaching experience than a full-time faculty. In addition, studies
show that students whose first course is taught by an adjunct are less likely to major in
that discipline; are less likely to be retained, and are less likely to graduate. Another
undesirable action is to forego the maintenance of facilities allowing for huge deferred
maintenance accumulations that represent a high percentage of the replacement value of
the facilities. These things are not only true for Arkansas; they are true nationally as
well. Some of the impacts of declining state funds per FTE student on Arkansas Higher
Education are:
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Tuition and fee increases



Reduced access



No Progress on Equity Funding Issues



Outdated Instructional Equipment



Reduced Ability to Attract External Funding



Inability to Recruit and Retain Faculty/Staff



Further Deterioration of Facilities



Worst Case Scenarios: Enrollment Caps, Loss of Accreditation, No New
Programs, Lost jobs



Program Eliminations and Reduction in Public Service.

Funds per FTE Student from All Sources
Table 88 of the SREB Factbook on Higher Education published in September 2011
shows that, in spite of relatively large tuition increases, the total funds available per FTE
student in Arkansas’s universities, when adjusted for inflation, increased by 7.9 percent
in the five year period from 2004-05 to 2009-10. Florida experienced the greatest
decrease for this period at around at 4.6 percent. Texas had the greatest gain in funding
available per FTE student, a 40.3 percent increase. For 2009-10 Arkansas’s universities
ranked eleventh (10th) in state funding and twelfth (12th) in tuition and fee revenues per
FTE student in the SREB region.
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Table 80 of the SREB Factbook on Higher Education contains the comparable data for
Two-Year Colleges. Although the two-year schools fared slightly better than the
universities, their funds per FTE student increased approximately 8.5 percent, when
adjusted for inflation, over the same five year period. Florida and Kentucky experienced
a decline for the period 2004-05 to 2009-10. Mississippi had the largest increase at 30.9
percent.
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From 1998 to 2008 the enrollment growth (Table 18) in Arkansas Higher Education was
the fourth highest percentage increase at 37.6 percent. The average growth rate in the
SREB states was 30.2 percent and the national average growth rate was 25.2 percent. Of
course the rapid growth in Arkansas Higher Education since the 2008-09 year will only
serve to increase the decline in funds per FTE. Delaware had the smallest percent
increase which is a partial explanation of their growth in funds per FTE from the previous
report.
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Arkansas Scholarship Lottery and Funds per FTE Student
There seems to be a wide spread belief that the Arkansas Academic Challenge
Scholarships funded in part by the Arkansas Scholarship Lottery will improve the
finances of the institutions of higher education in Arkansas. While it is true that the
institution will have some greater tuition revenue with an increase in enrollment, the
funds available to educate each student will decline without a related increase in state
appropriations. The next chart illustrates the impact of an additional 100 and an
additional 200 FTE students on the funds per FTE student at a small institution. The first
100 additional students will results in the institution having $918 less per student to pay
for the cost of educating each student. With 200 additional students the institution will
have $1,716 less to spend per FTE student. Note that other local income is not
enrollment driven and the revenues will remain virtually the same regardless of
enrollment.

Lottery Scholarships Impact on College and
University Funding per FTE Student
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Funds per FTE STudent

$14,000

$13,832
$13,034

$12,000
$10,000

$10,705

$9,951

$9,296

$8,000

State Funds
Other Local Income
Tuition and Fees

$6,000
$4,000
$2,325
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$2,018

$1,720

$1,720

$1,720

1,419
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$2,000
$0
1,319

FTE Enrollment
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The Arkansas Academic Challenge Scholarships are wonderful for students and their
parents but they hardly represent a financial windfall for the institutions of higher
education, especially in a time of economic downturns when state revenues for the
support of higher education are declining. If a student enrolls in the institution, someone
must pay the tuition. Who pays that tuition is irrelevant to the institution as far as the
institutions finances are concerned. It is the same without regard to who pays whether it
is the students, their parents or provided by a scholarship. The value of the increased
scholarship availability lies in the expectation that the Academic Challenge Scholarships
will allow many students to remain in college who would have otherwise dropped out
without completing their degrees. Extending the Arkansas Academic Challenge
Scholarship to non-traditional students should encourage many students to enroll who did
not do so directly from high school and thereby increase the number of adults with a
college degree.

It is the unfounded belief that the Academic Challenge Scholarships can replace the state
funding of higher education, which is damaging to the funding of higher education. The
Academic Challenge Scholarships do not improve the funding results of the SREB study
and will only accelerate the decline in funds available to educate each student. That is not
to demean the Academic Challenge Scholarships but to point to the need for state funding
to follow the students.

The Reason for the Volume of Construction on University and College
Campuses in Arkansas
Arkansas universities are making a concerted effort to be good stewards of the facilities
that the state and private donors have funded. These facilities require continued
maintenance and renovations throughout their existence. Today, 53 percent of the
university facilities are more than 30 years old. After a facility has reached the 30-year
mark, most of the life expectancy of the building systems has elapsed. The average
Facilities Condition Index (FCI) for 2010 for Arkansas’s educational and general
facilities is 54 percent, meaning 54 percent of the life expectancy of the average facility
has passed. The national literature states that when the FCI for a campus exceeds 15
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percent it should raise a red flag that signals that the facility’s maintenance needs
improvement and a dedicated source of funding.
In response to the huge accumulated deferred maintenance, universities are renovating
many older facilities whose FCI is much higher than 50 percent. The choice between
renovating a facility and replacing it is based upon the relative cost of the two options.
Often the cost of renovation exceeds the cost of a new facility.
With the Higher Education Bond Issue of $150 million and local funds the universities
have reduced their critical maintenance needs by $57.7 million since the 2008 facilities
audit. Facilities square footage for all universities has only increased by 179,000 since
2008. That number is a further indication that a great deal of construction was for the
replacement of facilities that cost too much to renovate and/or for auxiliary (income
producing facilities).
Why is all this renovation and new construction necessary? Today’s students are
coming to the universities to learn that their high schools had better and more modern
labs and equipment than the universities. Many universities’ laboratory facilities have
been seriously outdated for many years and were not or could not be brought into
compliance with EPA regulations. Students come to a university expecting to receive
instruction on the latest technology available, but they are not finding that. They are
finding run down labs and out-dated equipment and technology.

If universities are to produce graduates in the sciences and engineering programs who can
compete in the future economies, facilities must be renovated, updated or replaced which
is why much of the increased construction activity is taking place on college and
university campuses.

Not surprisingly, systems including electrical in the older facilities are not adequate to
handle all the new computing equipment which was not even dreamed of when the
buildings were designed. Computer equipment also places stress on out-dated air
conditioning systems. Recent EPA regulations necessitate new plumbing for labs in the
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sciences and engineering programs. Unless these renovations are carried out graduates
will find their degrees have not prepared them for the careers they have chosen.

ADHE does not collect information about auxiliary facilities such as residence halls,
athletic facilities, etc. A great deal of the construction seen on campuses is for auxiliary
facilities. Old residence halls are passé. Thus, it is a matter of good business to provide
the type of facilities that today’s students are willing to occupy.

Arkansas Faculty Salaries
The SREB State Data Exchange information published in June 2011 compares average
faculty salaries in each of the SREB with the regional average and with the national
average. The average university faculty member’s salary in Arkansas was the lowest in
the region. It was $13,765 below the SREB average and $17,204 below the national
average.

Faculty Salaries
Public Four‐Year Colleges and Universities
2010
United States
SREB states
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Kentucky
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West Virginia
Arkansas

$93,548
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$79,533
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$76,261
$72,788
$71,754
$70,067
$68,261
$67,048
$66,620
$65,693
$65,474
$64,924
$59,792
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Two-year college salaries were also the lowest in the SREB region. The average faculty
salary in Arkansas for two-year colleges of $43,556 was $8,243 below the regional
average and $17,718 below the national average.

Faculty Salaries
Public Two‐Year Colleges and Universities
2010
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50,587

Louisiana
Kentucky

48,896
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48,816

Mississippi
Georgia

48,163

North Carolina
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Tennessee
West Virginia

46,675

South Carolina

46,613
43,556

Arkansas

Even more disturbing is the comparison of two-year college faculty salaries with
Arkansas average public school teachers’ salaries. In Arkansas the average public school
teacher’s salary was $3,144 higher than that of the two-year college faculty, who are
required to have at least a master’s degree and 18 graduate hours in their teaching field.

How is Arkansas to remain competitive in higher education with salaries so far below the
regional and national average? The sad fact is that universities, on the average, pay
master’s degree prepared faculty less than the two-year colleges.
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The dilemma of Arkansas Higher Education is how to provide a quality education when it
is unable to entice faculty with the proper credentials because of low salaries. How does
Arkansas increase the salaries of faculty in the economic environment facing the
institutions of higher education in 2011-12?

Why is Research Important?
Research, the pursuit of knowledge, is the life blood of a university. It is the key to
economic development and new higher paying jobs in the state. New developing cuttingedge industries tend to locate near universities that are heavily involved in research
related to their industry. Research is the basis for some of the most important parts of the
upper level undergraduate and graduate level instruction. It provides graduates with
cutting edge knowledge, problem-solving skills and familiarity with the latest technology
17

which prepares them to be leaders in their chosen field. Research results in a better life
for all citizens of our state through the development of better medications, diagnostic
equipment, methods of diagnosis and treatment.

Commitment to research is a necessity in attracting the best faculty to a university.
Faculty members who are involved in research are also a necessity for quality doctoral
programs. Doctoral candidates are required to do research for dissertations and the
guidance for both research ideas and methodology can only be provided by faculty who
are actively involved in research.

The Nano-technology research currently being conducted at several of Arkansas’s
doctoral institutions seems to have almost unlimited potential in numerous fields of
human endeavor. This is particularly true in the developments in medicine.
Logistics research has allowed a number of Arkansas trucking firms to be leaders in the
nation in their ability to deliver goods across America efficiently, economically and on
time. The Arkansas Research and Education Optical Network (ARE-ON) is making the
latest medical diagnosis and treatment capabilities available to rural hospitals and
improving the health and longevity of those citizens who have not had access before
without the expense of traveling a great distance. Research is truly improving the quality
of life for Arkansans in terms of health care, better jobs, and a quality education.

It is incumbent on Land Grant institutions (UAF & UAPB) to have a commitment to
research and to public service. Failure to be involved in both would result in the loss of
significant federal funding. The research and public service functions of these Land
Grant universities have resulted in our nation’s farmers being the most productive in the
world and our food supply exceeding our consumption. In addition, the food provided is
the best and safest in the world.

Much of the research that has resulted in our major advancements have often started out
as theoretical (basic) research, what some may have labeled “pie-in-the-sky,”rather than
applied research. This simply illustrates that the major thrust of research should not be
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only on applied research – research with immediate practical outcomes or seeking
solutions to existing problems.

In summary, Research improves the quality of life, attracts knowledge-based business
and industry, improves economic development in the state, and creates better paying jobs
in the state.

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 reports the two major factors responsible for tuition inflation were
declining state support and tuition discounting in the form of institutional scholarships.
Fortunately, increases in federal aid programs have helped to offset a greater portion of
the student’s costs.

Due to the downturn in the economy state funding for higher education has experienced
major budget cuts over the past few years and no new money for the current biennium.
With declining state support and increased enrollments, institutions have implemented
several cost saving initiatives in order to help keep tuition and fees increases at a
minimum. Even with these cost saving measures four-year institutions and two-year
colleges found it necessary to increase tuition on average by 5.6 percent for fiscal year
2011-12.

The College Board reported that 2011-12 is the fifth straight year, tuition and fees at
public colleges and universities rose at a higher rate than private, nonprofit institutions,
an increase attributable in part to state funding for public schools that has not kept up
with the growing number of student enrollments.

Nationally, in-state tuition and fees at four-year public colleges and universities increased
8.3 percent from the 2010-2011 academic year to 2011-2012, compared to a 4.5 percent
increase at nonprofit, private four-year schools over the same period. This difference is
reasonable based on the fact that state-supported institutions must raise tuition to meet
19

inflation. If inflation is 4 percent then institutions must raise tuition 8 percent to offset
flat state support. In the most recent academic year, average in-state tuition at public
schools was $8,244, compared to $28,500 at private schools. Total costs, including room
and board, as well as tuition and fees, increased 6 percent for in-state public schools to
$17,131 per year. Total costs at nonprofit private schools increased 4.4 percent, to
$38,589. Tuition and fees at out-of-state, public four-year schools increased 5.7 percent
this year to an average of $20,770, while overall costs jumped 5.2 percent, to $29,657.

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 influence funding. The increase in institutional
scholarship offerings meant that the net income from tuition and fees receded further.
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. It is
imperative that all students be charged full-tuition and any reduction be shown as a
scholarship regardless of the student’s status.

As the tuition and fees continue to rise, many students are finding relief in expanded
federal aid, including tax credits, veterans benefits and a record expansion of the Pell
Grant program for low-income students. For now, government subsidies and aid from
schools are serving to hold down net tuition and fees - the actual cost students pay when
grants and tax breaks are taken into consideration.

According to the College Board, students are estimated to have received tax credits and
deductions for the 2009-2010 and 2010-2011 academic years of $14.8 billion through the
American Opportunity Tax Credit, implemented in 2009. That marks a dramatic uptick of
more than 80 percent in inflation-adjusted dollars from the $7 billion that students
received in subsidies in the 2007-2008 academic year.
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Over the same period, federal student loans and grant aid extended to the average student
increased by about 30 percent in inflation-adjusted dollars, with grant aid continuing an
annual increase while student loan borrowing dipped slightly in the most recent year.
The U.S. Department of Education issued new rules that aim to help students with the
repayment of their federal loans, including caps on monthly payment obligations and
earlier eligibility for debt forgiveness.
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Operating Margins
Most of the operating margins of the institutions for 2010-11 showed improvement over
the previous year. All institutions were higher than they were a decade earlier in 200001. Two graphs comparing 2000-01 operating margins to the 2010-11 margins are
presented below. The more detailed historical operating margins by institutions are in
Appendix A.

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. The graph below contains the comparison of 2000-01 and
2010-11 operating margins of the two-year colleges. Of the 22 institutions nine had
negative operating margins compared to six in the previous year.
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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 2010-11, only three of the universities were able to achieve that level
and only two institution’s fund balance was less than 5 percent. However, that can be
misleading unless other fund balances are studied in detail along with these findings.

The two-year college fund balances were all positive and had fund balances that
exceeded the 5 percent recommended for E&G. Although more than 80 percent of the
two-year institutions fund balances were above the recommended 14 percent, this is not
always adequate for the very small institutions. For those institutions with smaller
budgets and enrollment, a better benchmark would be $2.5 million in fund balance. The
complete report of historical fund balances as a percent of revenue are in Appendix A.

24

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 2010. No other historical data is available
because this information was not collected prior to 2008.

Change in Expendable Fund Balances
FY 2008 to FY 2010
2007‐2008

$50,000,000
$40,000,000

2008‐2009

$30,000,000

2009‐2010

$20,000,000
$10,000,000
$0
ASUJ ATU*** HSU

SAUM UAF** UAFS

UALR UAM*** UAPB

UCA

($10,000,000)

*Source Series: 11-1- In some instances the Fund Balance reported on the 11-1 will not equal the amount reported on the 17-4.
Series 12-1 not available to update at time of release
**Consolidated Fund Balance
***Fund Balances reported on the 11-1 include the Technical Centers associated with these universities.

The changes present a positive picture with all institutions improving their spendable
Educational and General Fund balances. 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 two year change in Educational and General Fund
balances for the two-year colleges. Seven of the twenty-two, two-year colleges
experienced a decline in their expendable fund balances from FY2009 to FY2010. All
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the two-year colleges had positive balances. However, some of those balances are
getting - another sign of the economic down turn the nation has experienced.

Source Series: 11-1- In some instances the Fund Balance reported on the 11-1 will not equal the amount reported on
the 17-4. Series 12-1 was not available to update at time of release.

Arkansas institutions have fared better than institutions in many other states and have
continued to admit students as evidenced by the continued enrollment increase. 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.

Institutional Scholarship Expenditures
The report for Institutional Scholarship Expenditures for 2010-11 indicates that the
average university’s expenditure for scholarships represented 11.7 percent of their total
educational and general tuition and mandatory fee revenue. For 2010-11 the legislatively
mandated cap on Academic and Performance Scholarships was 25 percent of tuition and
fee revenue. All institutions reported scholarships below this mandated amount.
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§A.C.A 6-80-106 establishes limitations on the maximum percent of unrestricted tuition
and mandatory fee income that can be spent on academic and performance scholarships,
which is currently 25 percent. If an institution exceeds this cap, there will be a reduction
in the funding recommendation for the next fiscal year. Academic and Performance
scholarships awarded to students who received maximum Pell Grants will be excluded in
the calculation of the scholarship cap.

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 11.7 percent, some universities have actually increased their
level of expenditures.
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Educational and General Facilities
The 2010 Facilities Audit Program reported the replacement values for E&G facilities as
$4.6 billion. The auxiliary facilities would likely double that total.

The deferred maintenance need as of 2010 shows that the institutions have $2.1 billion
in deferred maintenance with $111 million of that classified as critical. In July of 2008,
the AHECB was shown photographs of the conditions of many of the laboratories at the
colleges and universities. The conditions are shocking, 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. 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.

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 to
what the new freshman’s parents were exposed to in high school. In the area of health
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
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disciplines. If not, Arkansas will find it difficult to compete in the economy of the 21st
Century.

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 changing auxiliary fund balances
over a three year period. The second represents the fund balances as a percent of
auxiliary income. The auxiliary fund balances for 8 of the 10 institutions presented
increased over the previous year.

Auxiliary Fund Balances
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Auxiliary Fund Balances as a Percent Of Auxiliary Income
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Below is a series of spreadsheets that give the income and expenditures for institution by
each type of auxiliary enterprise for 2010-11. 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 “cash cows” as 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.
As you can see in the graphs, another drain on Auxiliary funds is from the College
Unions and Student Organizations & Publications.
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Auxiliary Enterprises at Doctoral I Institutions
UAF
Income

Auliliary Enterprise

Debt
Service

Expenses

Net
Income

Intercollegiate Athletics *

1

68,414,864

53,873,378

7,466,434

7,075,052

Residence Hall

2

31,026,439

15,567,173

8,391,351

7,067,915

Married Student Housing

3

0

Faculty Housing

4

0

Food Service

5

College Union

6

3,194,606

2,161,732

1,045,049

(12,175)

Bookstore

7

16,705,062

16,608,134

847,359

(750,431)

Student Organizations And Publications

8

1,466,403

1,425,213

216,042

(174,852)

Student Health Services

9

5,786,634

5,017,731

283,422

485,481

Other (Specify On Attached Sheet)

10

9,159,084

4,849,322

3,186,281

1,123,481

Sub-Total

11

135,753,092

99,502,683

21,435,938

14,814,471

Transfers In

0

Auxiliary (Athletic and Activity 12
13

Other

0
1,147,685

7,129,479

136,900,777

106,632,162

(5,981,794)

14

Transfers Out

15

GRAND TOTALS

0
21,435,938

8,832,677

Auxiliary Enterprises at Doctoral III Institutions
ASU
Auliliary Enterprise

Income

Expenses

8,026,819
9,786,998
1,434,974
142,253
1,125,980
2,444,051
222,143
182,873

11,466,456
4,449,224
483,267
42,439
239,327
1,247,104
71,913
213,972

2,956,419

UALR
Debt
Service

Intercollegiate Athletics *
Residence Hall
Married Student Housing
Faculty Housing
Food Service
College Union
Bookstore
Student Organizations And Publications
Student Health Services
Other (Specify On Attached Sheet)

1
2
3
4
5
6
7
8
9
10

2,784,815

408,104

Sub-Total

11 $26,322,509 $20,998,516

$7,117,271

Transfers In
Transfers Out
GRAND TOTALS

Auxiliary (Athletic and Activi 12
Other
13
14

4,606,441
905,081

1,197,646

393,110

(3,439,637)
731,333
46,626
99,814
886,653
(699)
150,230
(31,099)
(236,500)

$7,117,271

Income
5,434,140
2,791,902

537,711
648,521
689,397

6,373,999
1,052,179

15,125
1,803,881
669,085

Income

(939,859) 6,212,841
1,739,723 13,889,538
(15,125) 7,038,882
(1,266,170) 1,334,428
648,521
350,144
20,312
1,720,215
106,484
2,203,100

172,191

(1,793,279) $11,506,314 $11,040,237

$172,191

293,886

32,749,148
1,142,715
0

1,797,806

1,885,656
425,433
(2,564,231)

($257,454) $13,817,403 $11,806,662 $1,969,997

$40,744

33,888,839
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1,404,643

Expenses

1,125,968

393,110
0
1,142,715

(1,142,715)

15 $26,715,619 $19,855,801

Net Income

UCA

Debt
Service Net Income

1,885,656
425,433
766,425

Expenses

Debt
Service

Net Income

8,404,075
8,549,654

420,826
3,458,604

5,475,566
692,307
68,039

0
48,138

1,081,481
870,677

407,365
64,158

(2,612,059)
1,881,280
0
0
1,563,316
593,984
282,105
0
231,369
1,268,265

25,141,798

4,399,090

3,208,260
1,142,715
0
(1,630,239)

25,509,878

4,399,090

2,720,736

Auxiliary Enterprises at Masters IV Institutions
ATU
Income

Auliliary Enterprise

Expenses

HSU
Debt
Service

Net
Income

Income

(934,383)

Expenses

Intercollegiate Athletics *

1

3,010,808

3,675,330

269,861

2

6,647,672

3,557,733

1,872,888

Married Student Housing

3

0

0

0

-

-

Faculty Housing

4

0

0

0

-

-

3,497,678
1,808,967

5

4,859,732

3,899,433

618,168

6

0

0

0

Bookstore

7

2,951,394

2,664,299

0

Student Organizations And Publications

8

471,536

477,735

0

(6,199)

114,049

269,314

Student Health Services

9

5,744

186,989

0

(181,245)

382,822

331,843

Other (Specify On Attached Sheet)

10

310,992

634,110

0

(323,118)

1,790,224

1,488,984

503,856

(202,616)

Sub-Total

11

$18,257,878

$15,095,629

$2,760,917

401,332

$11,062,637

$10,423,165

$1,803,260

(1,163,788)

Auxiliary (Athletic and Activity 12

1,426,530

1,426,530

1,142,715

1,142,715

472,110

472,110

158,652

158,652

Other

13

Transfers Out

14

GRAND TOTALS

1,536,374

15

$20,156,518

$16,632,003

287,095

2,705,062

239,422

321,317

815,265

Food Service

-

3,082,053

(2,079,330)
1,299,404

College Union

Transfers In

342,131

1,418,348

Net
Income

Residence Hall

1,217,051

3,923,636

Debt
Service

376,991
(81,895)

112,083

112,083
(155,265)
50,979

(1,536,374)
$2,760,917

$763,598

0
$12,364,004

$10,423,165

$1,803,260

$137,579

Auxiliary Enterprises at Masters V Institutions
SAUM
Income

Auliliary Enterprise

Expenses

UAM

Debt
Service

Intercollegiate Athletics *

1

1,195,319

2,791,677

84,676

Residence Hall

2

611,652

4,226,163

3,039,609

Married Student Housing

3

Faculty Housing

4

20,308

5,433

Food Service

5

2,710,302

2,054,867

College Union

6

46,575

204,533

Bookstore

7

268,754

29,466

Net
Income
(1,681,034)
574,902

Income

Expenses

UAPB
Debt
Service

912,293

2,850,602

127,427

1,291,105

558,888

380,111

Net
Income
(2,065,736)
352,106

-

42,588

3,147

39,442

14,875

9,180

9,094

86

655,435

1,378,859

1,121,735

257,124

(187,424)

-

6,676

262,078

Student Organizations And Publications

8

506,277

428,259

78,018

-

Student Health Services

9

188,156

193,101

(4,945)

-

Other (Specify On Attached Sheet)

10

84,048

135,707

Sub-Total

11

$9,245,902

$8,859,862

Auxiliary (Athletic and Activity 12

1,142,715

Transfers In

Other
Transfers Out
GRAND TOTALS

13

(51,659)

686,459

291,339

$6,016,084

$6,361,504

1,142,715
21,300

$10,391,962

$8,881,162

$725,794

1,526,699

(339,754)

168,901

5,010,713

2,594,606

2,416,107
-

4,258,672

2,784,305

1,434

283,676

162,504

1,966

300,370

810,713

$13,149,229

$11,819,681

1,078,234

0

184,212

0
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$6,361,504

$507,538

1,474,367
(282,242)
160,538
-

(852,957)
857,400

$6,873,484

Net
Income
(1,928,879)

3,345
$785,006

857,400

Debt
Service

5,344,415

-

395,120
$507,538

Expenses

3,415,536

(21,300)

3,345

14
15

$725,794

1,695,600

Income

$4,443

$14,411,675

(510,343)
$0

1,329,548
1,078,234
184,212

$11,819,681

1,416,327

(1,416,327)

$1,416,327

$1,175,667

Auxiliary Enterprises at Bachelor's Institutions
UAFS
Income

Auliliary Enterprise

Expenses

Intercollegiate Athletics *

1

2,736,136

2,935,395

Residence Hall

2

3,566,889

2,598,472

Debt
Service

Net
Income
(199,259)

2,305,599

(1,337,182)

Married Student Housing

3

-

Faculty Housing

4

-

Food Service

5

College Union

6

Bookstore

7

494,513

Student Organizations And Publications

8

2,731,567

1,270,608

Student Health Services

9

863,817

815,366
45,405

(45,405)
494,513
1,460,959
-

Other (Specify On Attached Sheet)

10

46,896

123,414

Sub-Total

11

$10,439,818

$7,788,660

Transfers In

48,451

(76,518)
$2,305,599

345,559

Auxiliary (Athletic and Activity 12
Other

0

13

Transfers Out

0

14

GRAND TOTALS

15

2,135,725
$10,439,818

$9,924,385

(2,135,725)
$2,305,599

($1,790,166)

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 athletic report details revenues and expenditures for each institution.
Athletic revenues will equal athletic expenditures unless there is an ending fund balance.
Act 366 of 1991 (A.C.A. § 6-62-804) prohibits athletic deficits. A designated athletic fee
must be charged to the students by the institution if athletic-generated revenues (i.e.,
ticket sales, media/tournament/bowl, concessions/program sales, and game guarantees),
foundations/clubs and other private gifts, other athletic income, auxiliary profits, and the
allowable educational and general transfer do not cover the total expenditures for
athletics.

The 2010-11 total amount of athletic expenditures reported by state supported
universities is $123,790,930 and two-year colleges is $430,848. The statewide total is
$124,221,778, an increase of $7,428,431 (6%) from $116,793,347 in 2009-10. The
University of Arkansas - Fayetteville accounted for 95.0 percent of the increase.
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A comparison of 2010-11 actual expenditures to 2010-11 budgeted revenues certified to
the Coordinating Board in July 2011 is also illustrated at the bottom of the summary
chart. Certified budgeted revenues for 2010-11 totaled $111,352,063 for all institutions.
Total actual expenditures for 2010-11 for all institutions exceeded this budgeted amount
by 11.6 percent. Actual expenditures varied from the Board of Trustees certified
budgeted revenue by a range of 18 percent over the budgeted amount to 7 percent under
the budgeted amount.

Needless to say, athletic expenditures since the 1990s 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.
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The following graphs examine reported athletic income and expenditures for all
universities except the University of Arkansas at Fayetteville. The University of
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 one of the institutions which raise a caution flag.
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Athletic Revenues by Source 2010-2011
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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 2010-11
allowable transfer from E&G was about $1.142 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.
Athletic Revenue by Source 2010-11
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UAFS

UAM

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 (excluding UAF) for 2010-11 represented
only 3.77 percent of the total of the universities expenditures. This percent is down from
3.97 in 2009-2010. If athletics is an important part of the university experience, how
much is it worth?
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Bonds and Loans Approved by AHECB 2007-2011
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RECOMMENDATIONS FOR 2011-2012


During the recent budget hearings Legislators were concerned with the tuition
rates charged to concurrently or dually enrolled students. Although a policy
exists in the academic policy, a stand-alone policy should be adopted for
Institutional Finance.



A great inequity exists in the funding per FTE student among Arkansas’s twoyear colleges. These inequities are not the fault of the colleges but are a result of
rapidly increasing enrollment at some colleges and declining or stable enrollments
at others. Since the funding formula is in law, it is not advisable to adopt an
AHECB policy which is in conflict with the law. It is recommended that the
ADHE Director, the Institutional Finance staff and the two-year presidents and
chancellors work together to bring all institutions to seventy-five percent of need
with priority given to the institutions with the lowest funding.



It is recommended that bonds or loans approved by the AHECB for Auxiliary
purposes not exceed twenty-five years.



AHECB must continue to work on the new measures for performance funding and
the development of a methodology for the distribution of the performance funding
pool.
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Appendix A
Operating Margins and Fund Balances
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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 the Money Went)
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Scholarships
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Appendix E
2010 FAP Summary
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