Achieving Financial Equilibrium at Yale:
A Report on the Budget

S e —— e

Y e —————_———"



LIST OF TASLES

Number of Full-Time Equivalent Scudents Enrolled by School,
1967-68 aad 1976~77

Changes in Size and Composition of Faculty, 1967-68 to
1976-17

Changes in Size of Nen~Faculty Sraff 1970-71 ta [976-77
Opsrating Income and Expense, 1967-68 to 1976-77

Rate of Growth of Income 1n Relation to the Rate of Increase
in Consumer Prices and Per Capita Personal Income, 19567-68

to 1976-77

Income Items as Percent of Total Income, }967-68 and 1976-77

Rate of Growch of Expenses in Relation to Rate of Increase in

Consumer Prices and Per Caplta Peraonal Income, 1967-68 to
1976-77

FExpense Ltems as Percent of Toral Expenses, 1967-68 aud
1976~71

Coaparison of Approved 1977-18 Rudget with Actual 1976-17
Regults .

Actual and Projected Compound Annual Growth Rates in Income
and Expenses

Sensitivities of the Financlal Projection to Changes in
the Assumptions

Pive-Year Plan for Achieving Financial Equilibrium
The Value of Yale's Endowment, 1967-6% to 1976~77

Investment Results Including Yield and Capital Gufn a5 of
October 31, 1977

Special Expenses, Contingencles and L. serves, 1977-78 to
1982-~83

22
23

23

32

33

3%

87

a8

g2



STATEMENT OF THE CORPORATION

As the Yale community Ls aware, the University incurred a deficit of
56.6 million i 1976-77. When it became apparent a yeav ago that a sub-
gtanclal deficit was In prospect, the Corporatien directed the Presldent and
officers to make maximum economles in the 1977-78 budget, and to Tedssess
the lenger term trends affecting the financinl situatien of the Urniversi-
ty. This reassedsment Was undertaken by Provoest Hanna Gray, and continued
afrer she became Actlng Fresident in May. In September, Anthony Knerr
came to Yale as Special Asslstant to the Asting President For Budget
and Planning, to head the staff effort in support of Mrs. Gray. The
Treagurer and other cofficers have also participated fully.

A preliminary draft of the reporr was presented fo the Corporation
ar itg meeting in late September, and the report has baen under contlinuous
development and review gipnee then. The Corporation reallized that the analy~
alx of Yale's future budgetary situarion requlres certalo fundamental de-
cisions affecting the basls ou which future budgets should be prepared and
defining with precision the scale of deficlts that could be accepted in the
next several years, ou the revised budget basis. Such redefinition and
setting of deficit 1imits would in any event have heen requlred as a matter
of principle. In addition, the analysis cancludes that the incurring of
additional large deficits, other than az a temporarty transition measure, is
not acceptable in view of rhe negative balance that now exlsts in operat-
ing teserves, the 1imirs te Internal borrowing from the University's cash
flow, and the 1imited gmount of endowment available to underwvliie deflicit
financing. While the gpverall amount of vale's endowment remalns in ex. .285%

of $500 million, 24% of this has bean dorated to Yale under lepal restric-



tions as to purpose or as to the expendirure of principal, or both, ard
cannot he used dircctly to Fund operating deflcits, And even
the 6% af unresiricted funds —- in effcet Yale's working capital -— is
subject to other contingent obligations.

The Corporaticn, on the recommendation of the Actling President, hras
now reached the following decisions, which are spelled out in greater detail
in the body of the report:

1. A Kew Budpger Basis

A. With respect to spendirg from endowment, the Corporation
hag reaffirmed its decision of January 1977, that spending
from endowment shall remain frozen at the amount of Buch
spending in 1976-77, or lower if mavket condlitlons should
a0 require on the basis of the previous method of computing
the amount of spending permitted. New gifts te endownient
recelved after June 30, 1976 shall be subject co a spending
rate of 4,.5% per year. The ohjective, as stated in January,
is to bring the rate of spenéing from endowment steadily
down to 4,5% and hold it there. (See pages 52-55 for further
detall.)

B. The Corporation has adopted a policy of rebullding the
level of reserves drawn down in recent years, and has directed
that the operating budget shall be subject to continuing
charges for thils purpose, as well as for certain pessible
gpecial expenses. {3ee pages 533-56 for further detall.}’

2. Budget Deficit Geilings. The Corporation carefully weighed che

questton whether Lt should direct that the budget be

brought into Immediate baloace oa the new basis. However, the



analysis in the report indicates that careful planning will
be needed to carry out the necesasary corrective actions, and
that the kind of basic changes that may be required in some
areas would call for mome delay in execution. Accordingly,
the Corporation decided that to reguire an Lmmedlate balanced
budget would invelve such draatic and rapld actlons as
to threaten the core of Yale's educational structure. In the
1ght of all these factors, the Corpotation has directed that:
4. The budget must be brought into balance on the new budget
basis pnot later than the 1980-81 budgat year, and kept
in balance thereafter.
8. The total amount of deficits {ncurred in 1978-79 and
1979-80 shall not exceed §7 willion. (See pape 71-74 for
Further detall)

In essence, the Corperation bhas concluded that no lesser actlons
could meet the situation that has developed over a decade af adverse
ecconomic developmerts that have affected all private unlversities 1o
subatantial degree. These and other factors are reviewed in detail
in section I of the Teport.

We hope that all members of the Yale community will read the re-
port with care. We bhelieve that It is the most careful and thorough
review of Yale's budget and finances that we have had. The mesting of
flnanclal goals spelled out in the report will call for outstanding
leadership by Yale's new President, the full participation of the ad-
ainistration, staff, and especially the faculty, the support, under-

standing, and experieaced advice of alusml, and the advice of students,



eapeclally thoae serving with advisory groups. Section IV of the re-
port describes gsome of the measurea by which this will be accomplished.
We believe that the work that has gone inte this report should put the
Yale community on a more solid footing, and wa intend to share prompt-
iy all relevant developments conceraing the Yale budget, both publicly
and through various advisory groups.

In reaching these conclusions, the Corporation fully shares tha
conviction atated by Acting Preaident Hanna Gray in her introduction
to the report, that ''the budget is to serve, and not to shape —- or
to distort —— the educacional purposes by which we define the institu-
rion. But unless we can move forward to recognize and te deal with
the financial lssues that confrant Yale and all similar institutlons,
we will not be free to exercise our begt thinking about new dirsctions
and progrems aa well as the maintenance of Yale's major strengths.”

1n the quality, energy. spirit, and diversity of 1ts faculty, pro~
grams, and students, Yale has at no time in itB history been aa strong
as it ia today. We are confident the University can emerge from the
upcowing period of necessary fimancial adjustment stronget still.

To make this possible, however, the fulleat participation ana coopera-
tion of alumni, faculty, staff, and students are indispensable. The
Fellows of the Corporatlion ara confident that each and every membar

of the Yale community will help in this vital undercaking.



IMTRODUCTION

The repert presented here actempls io place 1n perspective the
financlal and budgctary history of Yale during the last decade, to
analyze the currest situatfon and its compenents, and to discern the
prebable outlook, egpeclaily over the five-year period ahead. It 1s
presented to the Univevsity communlity as a first step in the lavrger
discussion of the cenmtext withiu which the University's future prieri-
ties and directlors must be devaloped,

The general conclusions of the report may ot appear new or Srart-
ling. The exlstence of major firancial difficulties for this ané other
tnstiturions ¢f higher education has been a reality for many years now.
¥ale has experienced the econcmic fluctuations and distresses of the past
decade and has takeun actien te deal with them. The commitment to achiev-
ing & balanced budget and financial stabllity has been a central and es-—
sential goal of tha Corporaticn and of the University. That commitment
has been reflected both in the prozrams of reductiens and austerity that
have shaped budgetary planning since 1971 and in the objectives agtab-
lished for the raising of major new gifts and endowment tkrough the
GCampaign for Yale.

But these measures, though significant and effective, have not been
sufficient to copec with the root problems that underlie the economic
raiaise of universities today. That ig, ia part, so because the character
of those fundamental Ffactors has shifted, or heean exacerbated, over time
and because, in consequence, some previously centrolling, and reasonable,
assumptions have required alteration. Tha performance of the stock mar-

ker, the escalation of fuel oll prices and its attendant results, the



extraordinary rates of inflatioen that have occurrad in the past yeauis:
these represent three major developments in a brief pericd that have
reshaped the actual putcome of financial and budgetary actions and that
nave aggravated the difficultles {nherent in the economy of higher educa~
tion.

In taking atock of the current financial situation and of the Univer-—
aity's outlook for the future, we begin frow the premise that it Is im—
perative to review the crends of the past years, to idemtify the lessons
thage convey, to be willing to rerhink earlier assumptions, anc to adjust
realistically to the clrcumstances and prognoses that such review and
analysils suggest. 1f its general themes are not exactly new, the reporl
nonetheless arrives at approaches aod conclusions that reflect a new
affort to stand back and cutline the aims and implications of coming to
financlal equilibrium by taking a closer look ac the past, by developing a
rulei-year horizom, by taking {nto account the trends and events that are
iikely to prave adverse, and by introducilng some of the variables that
will need to be considered in future planning. As a report that is intend-
ad to inform the University community, this document is a more comprehen-
sive account of Yale's financial state chan any published previously.

Needless to say, projections about the future are as uncertaln as the
economlc environment they attempt to pertray, and thelr assumptions re-
quire constant refinement. Projections are not predictions but rather a
way of delineating the range and scope of developments that are inter-
related and ate always sensitlive ta external events beyond the institu-
tion's control as well as te imternal policy decisions, Events nol et
anticipated wlll occur; fl{gures and 1ikely ourcomes are subject to change.

The analyses and prejections presented in this Teport have reference te



the University as a whele, oo the basis oflaggregated figures and the
larger tendencies and problems that affect the instituticn as a whole,
They are intended to provide an overview of thome trends and thelr pro-
bable {mpact, &nd a0 to provide a basis for defining the questions and
ﬁolicy issues that must be actended to in order to bring thase problems
into manageable comtrcl, te enable the University to live within its re-
sources, and to stabilize vale's financlal condition over the longer term.

A report of this kind may appear, in {ts concentration on financial
and budgetary matters, fo say little about the central activities and pur-—
poses of an institution devoted to teaching, research, and schelarship.
But these are indeed the University's priorities, and the urgency of re-
viewing its fimancial status at this time arises precisely out of our comn-
viction that the quality and eustenance of Yale's academic strength can be
guaranteed only through effective financial planning., Hard times mey also
be times of Incentive and opportunity. Conditicns of stringency nesessi-
tate the making of cholces that may be difficult, but that may in fact im-
prove Yale's character and quality. Those conditions require also that
Yale ¢larify its priorities, which is of course essentiel at all times to
the vitality of the University. It cannat be relterated too often that
the budget 1ls to serve, and not to shape -- or to distert -- the education-—
al purposes by which we define the institution. But unless we can move
forward to recognize and to deal with the financial issues that confront
Yale and a2}l similar institutions, we wiill not be free to exsrcise OuT
yest thinking about new directions and programs as well as the maintenance
of Yale's major st}engths. Finaneial health and the independance to

ghape our own educational priorities as fully and as lmaginatively as

poasible go hand in hand.



The report which follows {s an introduction to the Financial issues
that munt frame the kind of planning which will speak to the particnlar
Farm which the Unlversity will take fn the next period of time. Tts
major assumption can be stated as the commltment to ensuring that Yale's
reaources be effectively managed and allocated te the service of its

educational and scholarly aims and quality.

Hanna H. Gray
Provost {Acting President)



I. A HISTORICAL REV(EW OF THE YALE BUDGET

A [Lrat atep in understanding Yale's current fimanclal romditton
iy to review 1lts rccent hiatory. The past ten years were a decade 1in
which Yale grew in both slze and quality. [t srrengthened its faculry
and facllities, enlarged 1ts student body, and established important rew
academic programs. During the same ducade, Yale, like all major private
universities, was subjected to economlc forces that gignificantly and
adversely affected 1its financlal health. This section discusses the
cconnmic environment of the past ten YEars and reviews Yale's recent bud-

getary perlormance.

THE ENVIRONMENT OF THE SIXTLES AND SEVENTTES

The unlversity is a labor intensive institution, rharacterized by an
Loherent tendency for costs Co Tise more rapidly than income. Expenses
tend to po up with the national rise 1o wages and salaries, wiich have
historically risen faster than pencral prices. During the past decade,
however, universiries have generally heen unable ta achieve a rate of
growth in income even equal te inflation. This imbalance betwean expanses
and income has been a particularly vexing problem for universities to
oVeTCOme.

puring much of the 1960s favorable external factors, including moder-—
ate rates of inflation and a favorable stock market, obscurad this ten-
dency and providec am opportunicy for improvement aud growth for all unil-
versities, ipcluding Yale. The booming stock market was favorable to a
rise in tha value of and income from endowment and te ar unprecedented
growth in individual giving. Ac the game time there was a substantial

inerease 1ln support from foundations and the federal government.
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From tlhese externul factors Yale heuefited immensely, experiencing
n perlod of dramatic growth in cnrollment and Improvement in the quality
of Its cducational programs and resedrch activities. Old programs were
atrengthened; new programs begun. Salaries were lmproved to make Yale
competitive in recruiting faculty and staff. Fivancial ald was increas-
ed, and in Yala College a policy of admission witheut respect to financial
necd was adopted.

By the late 1960s, however, economlc conditions had changed. The
rate of increase in foundatior and pavernment support bepan to slow dewn
and eventually such support decreascd i{n absolute terms except Iin the
case of Eederal ald vo medicine and medical-related sclences. The stock
market peaked iln 1968 and che rate of inflation began to ivrrense. The
tendency for costs to outrun revenues began to reassert itself. In the
summer of 1970, when planning began fer the budget of 1971-72, it was
recognized that Yale faced serlous Financial problems. The University
initlated a freeze on the filling of all clerical and technical pesitions
as they became vacant, At the same rime the adminiscration, In coopera-
tion with the departments and schools, began to jovestigate ways by which
the educational budget could be cut. A plan for reducling faculty posi-
tions durlng the next three years Was adopted which, along with other
strenuous efforts at reducing reon-faculty expenses, led to substantial
cutbacks in staff and expenditures. Over those three years some 554
faculty and staff positlons were dropped from the budget, resulting in
a reducticn of §7.8 miliion. Various steps were taken to increase in-
come, including improved cash management, fnitiation of a sccurity lean
program, and negotiatlon of more adequate Indirect cxpense rates o

government grants and contracts. These reductlaons 1n expenditures,



aleng with variocus steps taken to fnerense Lncome, resulted in the
reduction of defleits from $2.6 million iu 1870-7L o $900,000 in
1972~73 aed 100,000 In 1973-74.

In November 1972 the Gorporation established an ad hoc committee
of itas members to develop plans for a major capltal campaign, which was
publicly launched {o the spring of 1974 us the Campaipn for Yale. As a
prelude to determining Yzle's needs for capital funds, rhe Undversity
undertook an elaborate projection of Yale's financial outlook for a
twenty-year perled basec on various assumptions cencerning the rates ot
return on endowment, the rate of inklarion, ancual gifcs, and the like.
The priccipal cbjective of the Campaign, whosa total goal 1s $370 million,
{s the raising of $239 million in new endowment, of which $1€1 willlon is
te keep Yate operating at ilts curreat level of activiries and the
remainder to support new pPrograms or to streagthen existing programs,
guch aa the scholarship and fellowship programs in Yale College and the
Graduate Schoo}..2 The basic planning underlying the Cempaign was cut—

lined in the prellminary draft proposal, The Case for ¥ale, discussed

1. The original plan called for the Campaign to be completed by Decamber
31, 1977. Because 1t has taken longer than estimated to organize the
7,000-person volunteer force to solicit all 100,000 alumni and friends
personally, the Corporation axtended the Canpaipgn through December 3,
1978.

2, The $370 million poal previded that certain bequast intentions and
ather forms of defarred giving would be counted coward the goal. It
wog also assumed that mapy alumni would spread their payments over a
five-year perlyd. Therefore, while as of Jume 30, 1977 $200 milliomn
had been raised, Yale currvemtly has had th: use of enly $120.7 milliv. .
That amount included $8.4 million In funds Eor physical construction;
$46.6 millinn fer current use, inciuding 827 million of Alumal Furd
receipts over three fiscal years; and $65.7 @illien iv funds for new
endowment.
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with the Yale Development Roard in Gerober 1973, and the Prospectus cor

The Gawpaign for Yale published in 1674, The $370 million was estimated

to be the wmintmum necessary to malntain Yale at ifs then-current level
together with modest {mprovements, These estimates of needs ware made
on the assumptlon of a retal return on cndewnent in che neighbortiood of
8.5 to 9% and a rate of intlatien of 5.727 in the cozt of gonds and
gervices that Yale buys,

However teasenable these assumptions may have been in 1972-73
when Lhe nlans Eor the Campaigpn werc Leing mada, by hindsight theay
proved unduly optimistic, at least {or the intervening period. The
stock market, after recovering in 107) and 1972, turned down in 1973
and 1974 and is today well below its peaks of 1968 and early 1973.
This affects adversely both the perntasible level of expenditure from
endowment and the level of giving to Yale. Moraover, by late 1973 arnd
1974 inflation had rreached doulile-digit levels. Although the rate of
4nflation has since declined, it still contlnues at a rate above the
527 on which the estimates for the Camnpalpn were predicaced.

Critical to the increused rate of {nflation was the effect of
¢ll price increases upon fucl and encrgy costs. The cost of oLl per
parrel to Yale, which was 81,92 in 1969-70, had risen Lo £13.50 1in
1976-77, Despite major encrgy conservarion stepa, ranging Irom the
{nstallation of varlous encrgy eonservation. devices and rechuologies
to the closing of many buildings during cthe Christuas holidays, the
cast of oll and energy increascd from $1.9 million in 1967-38 to 510.1
willion in 1376-77. While this resalted in part from the additien T onew
bulldings, it was largely the resulr of the increase 1n the cost of

fuel oil which ia used for weatine and which Is a major compenent. in the
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determination of the cost of electrical energy. Without the energy
conservation measures underraken by the University, utilities coste
jn 1§76-77 would have hbeen 514.6 million.

These many adverse factars no*withstanding, budget deflcits were
reduced to micimal levels of $100,000 in 1973-74 and $200,000 ia 1974-
75. By 1975-76, however, despite continuing efforts to incrcase
fnecome and hold down expenses, the tendency of costs to outstrip
income reasserted itself. The tnflationary spiral, given added impetus
by the extracrdinary increase in fuel costs, put greak pressure On
expenses, The income avallable from endowment as determined by the
Universlty Equation (discussed on pages l4~16 below) was adversely affected
by the continuing poor stock market performance, AS a result the
deficit rese to $L.7 million in 1975-76 and to an all-time high of
56.6 million in 1976-77.

The general problem of costs excezding income was aggravated by
federal pelicies that imposed addirional costs on universities. Federal
legislation providing for {ncreased scocial security taxes, establishing
new safety, healeh and pollution standarvds, mandating new approaches to¢
pensions, and requiring compliance wirh affirmative action programs ==
together with new and more complex federal reperting regulations --

ipcreased Yale's expenses over the past Cen yeatrs.

INVESTMENT POLICIES aNh THE UNIVERSITY EQUATIOW

1n 1966-67 the Yale Corperacilon adopted {nvestwent and spending
polictes that had and continue to have significant bearing on Yale's
finances. First was a decision to invest endowment, unless regtricted

by conditiony of the glft, on a toral returp basis -- that 1s, to invast
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so as to maximize tetal return by taking full advantage of both apprecia-
tivn (reallized and unrealized} and anaual yield (Interest and dividends).
Tlils approach relieved the portfolic wmanagers from having te seek a mini-
mum yield 1o any one year and permitied them to sesk to obtailn the best
poeslhle combination of appreciation and yileld cver cthe long run. As @
reauln, the portfolio managers ecoulé, for instance, inclade in the pork-
folio, 1f this gave promise of greater total return, “"growth' companies
that reiavest thelr earnings, in the expectation that the market value of
the securlties would grow.

Secondly, the Corporativn decided to vest the managemernt of the
endowment In outside professional managers.3 Currently the respounsi-
billty f[or managing Yale's endowment fs vested in four outside managers.
While comparisons of the performance of thue various managers will diffec
Jepending on the periocd covered by the comparlson, Yale's portfolio
ranagers have oa the whole done as well as the market averages, and often
petter. The Endowment Maragement and Research Corporation (EM&R), a
corporation in which Yale is a minority stockhelder, is responsible for
investment of fhe largest share of the portfolic -- about 50%. Ssince
EM6R began as a manager in 1967, Yale's commen stock account under their
management has had a total return of 58.8%, which ccmpares well with 53.1%
for the Standard and Poor Index of 500 stocks, a fregquently uwed yard-
srick for comparing performance. Detailed comparative data for vale's
total portfelio is contalned in Appendix B.

The third important step was the adoption of the Universtity Equa-
rion to determine annually the maximum that could be prudently spent

from the endowment under the tetal return policy for Investment. The

3. See Appendix B for sumuary of ¥ale's investment management.
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decislon to invest endowment on a cotal return basis meant that yield
on endowment could no longer serve as i gulde to spending, and thus a
Formula to determine the spending rate was required. Although vonplex in
its applicatlon, and consequently not well underatcod in some quarters,
the Equation is based on & simple concept: the amount avatlable for
ypending annwally 1s determined by a weighted average of total returns of
past years, with considerable weight glvea to the experience of the more
recenc years. The provision for averaging investment results over several
years was designed to amooth out the annual fluctuatlans in total returns
thet are imevitable because of fluctuatlons in the appreciaticn component
of total return. The averaging tended to restrain spending iu a rising
market but delayed a reductiom of spending in a declining market.

The Equation was adopted at che end of the bull marker of the
carly L960s when e had heen oxpectud that apending, expressed as o
percentage of the value of endowment as of the firsct of the fiscal
year, would be about 5%. But with the poorer market econditions after
1968, which served to decrease the market value of the endowment, the
rate of spending vose to a high of 7.2% in 1970-71 and in 1576~77 wag
5.5%. The ten-year average has been 5.92%.

while it ls clear In retrospect that the spending rate was signi-
ficantly in excess of the real rate of return on Investment over the
decade, and has been one of the Factors that has served o erode the
value of the endowment, persistent inflacion over the same period has
been the principal factor in the aroslon of the real value of the eundow—
ment (that is, the markar value adjusted for inflation). With fnffarion

rigtng from around 3 per year a dacade ago to about 6% currently,
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reaching higher levels in the years {ntervening, the veal purchasin; power
of Yale's endowment {including glfta) declined to about 60% of what it
waa ten years ago, Had Yale operated under & formula that permitted spend-
ing at 3% of beglaning sarker value (averaged over a five-year pariod to
smooth out market fluctuations), the real value of the endowment (includ-
ing glfcs) would be about 11% greater than it now is. Thous it may be
sajd that inflation has accountad For about 80% of the eroslon of the
real value of the endowment, whlle the Equatien (in comparison ta 2 5%
spending rule) has accounted For about 203 of the ernsion,

In recognition of the effesr of the spending rate in teducing the
real value of the endowment, the Yale Corporatiom decided in early
1977 to fraeze the spending level From endowment at the 1976~77 level
(or at the level dictated by the Fguation, i1f it is lower than the frozen
levell), plus 4.5% of new gifts, wtil auch time as the spending level
i 4.5% of the marker value of the endowment at the beglnning of the

fiscal year.

EDUCATIONAL DEV ELOPMENTS

In spite of the financial difffculties of the last decade Yale
maintained, and even {ncreased, lts momentum as a major university.
Significant new academic initiatives were developed, majer innovations
were made in the curriculum, and educational and regearch programs Were
reshaped.

of particular importance was the strengthening of the Faculty of
arts and Sciences during the 1960s and the flrst half of tbe 1970s. In
the humanttles, traditionally strong deparcments sncreased the siz. °f

their facultles and contlinued to attract excaellent Faculty and students
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from around the mation. The creation of the Institution for Social and
Policy Studies brought a vitality and new interest In interdisciplinary
programs to departments in the social sclences and related professional
aschools by providing opportunities for research and teaching about con-
temporary soclal prohblems. Particular attention was given to building up
the natural sclences. The faculty was strengthened, new laboratory
Faciliriaes were bullt, the Department of Computer Science was egtablished,
and other departments reorganized. Yale science became increasingly
vigible nationally. Within Yale College, the admission of womea in 1965
was perhaps the most dramatic change, but along with this went such other
developments aa the astablishment of the residential ccllege seminat
syatem, the Lirerature major, the Afro-American Studles program, and
expanded opportunities for undergraduates In many departments.

There were equally significant developrents in the professional
schools. The schools of the performing and visual arts played an increas-
ingly important role In educating the most palented young artists and
architects in the nation and were central to the expansion of cultural
and artistic life within the Yale community. Among those developments
which eariched the cultural life on campus wis the eatablishment of the
Yale Repertory Theater lo 1966 as part of the educatfenal program nf the
schixol of Drama. The Schools of Medicine, Law, Divinity, and Forestry,
under strong leadecship, maintained and strengthened their histaric posi-
rions of excellence in thelr respective professions. The arrival of the
Institure of Sacred Music from New vork to Yale in 1973 enriched the
programs of both the Schools of Music and Divinity. The berkeley Divinity
3chool became affiliated with the Yale Divinity Scheel in 1971, thereby

providing an avenue for clinical experience for those preparing for the
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urban miniscry., The School of Forestry was renamed the School of

Forestry and Environmental Studies ln 1972, reflecting the broadening of
its misalon. The Yale School of Medicine was aelected by the National
Institutes of Health te be one of twelve major comprehensive centers for
cancer resecarch. Durlag this decade the School of Nurslng grew and

gave leadersihip te its profession by expanding the role of nurges In areas
more traditionally the province of mediciae.

The School of Organizatlon and Managemenot opened in the fall of 1976
with an entering class of 50. Designed to prepare people for operational
careers in government, businesd, and che non-profit secrors, the school
plans for an enrollment of 400 within three years. In the summer of 1977,
buildings on Hillhouse Avenue were renovated for use by the scheel, and
construction of a new Facility has begun.

Major new facilitles and academic support servicea in the last
decade have Lncluded the Yale Health Center, which began operation in
1971, providing a modern haalth facility and a comprehensive prepaid health
plan for students, faculry, and staff. The new undergraduate Cross Campus
Library was completed in the early 1970s, and In April 1977 the Yale
Center for Britlah Art opened with its magnificent collections Eo serve
as a center fox teaching and research 1n British studies. The rencvation
of dormitories on the 014 Campus during the summers of 1976 and 1977
significantly upgraded the living quarters for freshmen.

Several academlc programs were discontinued in this same perlod,
among them the Department of Geography, the Department of the History of
Science and Medicine, the program in Southeaat Aslan Studles, the Depart-
ment of City Planniag, and the Master of Arts in Teaching program.

Thare was concurrently a reshaping of educaticnal end research pro-
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grams Ln most of Yale's departments and achools, reflecting changes in
the body of knovledge and the interests of faculty and students. Some of
this was accomplished by reallocation of exlsting resources; some was
made posaible by gifts carmarked for designated purposes. At the end of
the decade the educaticnal and research programs af the University were
stronger, and Yale was a mere vital and interesting community than it had

been in the early 1960s.

CHANGES IN ENROLLMENT

The educztional developments of the past decade were reflacted in
changes in the size of the student body. As ghown in Table A, the last
decade saw an increase in the total enroliment of 1,599 students, a 29%
inerease. Excluding the Medical and Nursing Scheools, the incraase was
1,308 students, or 17%. The largest increase was in Yale Collegc, where
enrallment, including that ef the summer tern, increased by 1,335, or
13%, Thie was the result of the admission of women and the insticutlon
of the summer term, Among the graduate and professional schools the
Schools of Divinlty, Ferestry and Environmental Studies, Medicine, Music,
and Nursing had ipncreases totaling 473 students, and the School of
Organization and Managemeat enrolled its first class of 50 students =
1976~77. In all the other schaols (the Graduate School and the Schools
of Art, Architecture, Drama, and Law) there were decreases rangiug from
4% in Law to 30% in Drama. The ahifts in various schoois represented
various factors, including changing student interests, changlng programs,

and decreases ia the avallabllity of financial aid.

CHANGES IN SIZE AND COMPOSITION OF FACULTY AND STAFF

Althuugh the student body Brew dutiug che decate, the size of tha
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facylty {excluding Medicine and Nursing) remained approximately the
same: 791 in 1967-68 and 806 {u 1876-77. (See Table B,) It reached a
high of 824 {n 1970-71, but as a result of the retvenchment a low of

756 two years later in 1972-73. The Faculty decreased by 2.2% between
1970-71 and 1976-77, a perlod in which student enrcllment {excluding
Medicine and Nursing) Locreased & total of 9.B%. This meant an lncrease
of approximately 10% ia the studentffaculty ratlo.

While the size of the faculiy remalned falrly constant over the
period, fluctuations in Lrs composition resulted im an increase in nuobers
{n the two highest ranks (professors and assoclate professors) and a
decrease 1n the lower ranks (assistant professor, instructors, and lectur-
ers). This shift in the compousition of the faculty is what would be ex-
pected after the period of rapid growth of the 19608, since new younger
sppointments became fewer and some ecarlier appnintees had been promoted
inte the higher ranks.

While the faculty was decreased by 2.2% between 1970-71 and 192877,
the number of non—faculty staff (cxcluding Medicine and Nursing) decreased
by 4.1% in the same period. As indicated in Table C,the non-faculty staff
enployment decreased by 150 positions over the six-year peried, desplte
the addition of about 300 new staf[ positions to meet the needs of new pro-
gramg, Lo carry out nev and more complex federal regulations, to ganerate
additional sourcas of ilacone, and to perform internal work previously
contracted outside. It Is cAtimated that productivity improvemants and
cuts in survices [for example, the foiciation of self-bussing in the
dining halls) resulred in & reduction of about 450 posirtions during the

six-year period. This devrrase, offset by the establishment of the 308
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TABLE B
Yale Unlversity

Changes 1n Size and Compositlon of Faculty) 1947-68 to 1276-77*
{Excluding Mediclne & Nursine)

Assoclate  Assistant Instructors/

Professors Profeasors Professors Lecturers Total
1967-68 311 149 237 94 791
1968-469 330 144 260 57 791
1969-70 339 14l 265 61 g06
1970-71 348 151 271 54 824
397172 351 138 242 53 784
1972-73 337 150 218 61 166
1973-74 337 161 214 73 785
1974-75 335 153 205 83 776
1975-76 347 149 216 14 786
197677 356 142 243 63 BO6

*As reported to the American Agsociarion of University Professors (AAUP) .,
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TABLE C
Yale University
Changes in Size of Non-Faculty Scaff,

1970-71 ro i9/6-77%
{Excluding Medlcine and Hursing)

1970-71 1976-77 Ket Change
No. %
Administrrationk* a51 336 (15) {4.27)
Academle Suppotrt
and Other Staff*** 2,068 2,069 1 .05
Operationgtrix 1,258 1,122 (136) - {10,.81)
Ig£££ 3,677 3,527 (150) (4.10)

*1970-71 1a the earllest year for which data are available. These
figures do not include students employed in suppert staff positions.
Support ataff employment in the Schools of Medicine and Nursing in-
creased from 1107 employees in 1970-71 to 1270 employees in 1976-77,
an increase of 163 employees, or 14,7%. This staff is supported
largely by grants and contracts from outslde agencies,

akincludes offices of the President, Secretary, Treasurer, Director of
Inetitutional Relations and Alumni Programs, Corporation Officer for
Inatitutional Development, and Development Qffice.

xxxIncludes office of the Provest, librariecs, galleries, health gervices,
athletlcs, academic services, and secretarial and other support sraff
in academic departmeucts.

#kiiIncludes physical plant, engineering, purchasing, heating and light-
ing, grounds malntenance, cusctodial services, housing, parkiag, and

comaunications.
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new positions, resulted in the get decline of abour 150 staff positions.
Fortunately, the University was able to effect most of the staff reduc-
tions through retirementg and normal attrition, rather than through lay-

offs and termivations.

BUDGET PERFORMANCE, 1967-68 to 1976-77

The following pages highlight the ways in which the impact of
ecouomic factors, the Corporation's policy decislon concerning spending
from endowment, devalopments in educational programs, changes in enroll-
ment, and changes in size and composition of the faculty and staff are
reflected in the incoce and expenses of the University during the past
ten years.a

The basic trends in the University budger for the last ten years ale
presented 1n Table D, which glves the major components of aperating income
and expenses for each of the years; Tables E and G, which compare the com-
pound rates of growth5 of various components of income and expense with
the compound rates of growth of per capita personal income and che consum-
er price index;6 and Tables F and I, which indicate changes in relative

importance of various components of income and expense at the begloning

4. Appendix A describes Yale's budgers.

5. Rates of growth refer to compound rates of growth, not simple averages
of rates of growth.

6. There is no one standard index that effectively captures the impact

of inflation on universitles im general, or on Yale in particular. Most of
the analyses in this report are based on the consumer price Index (CPIY,
evén though that measure is not emtirely appropriate because 1t raflects
changes in the costs of purchases made by families ané Individuals rather
than changes in the prices of gocds and services purchased by a unfversity.
Per caplta personal income (PI) is also gometimes uged in this repari as a
helpful index for analyzing tuirion increases and salary and wage expense
increases. There are now efforts underway te develop a "higher education
market basket tndex" that will mare accurately assess the inflatiom rate

of university expenses, but to date no preclse flgucres are avallable for
Yale.
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and the end of the decade.

Iighiights 1in ovaralt hudget tronds for the past ten years:

Both income and expenses more than doubled during the decade.
There were defleits in each of the ten years. They Lncreased
from $600,000 in 1967-68 to 42.n million In 1970-71; dezreased to
pominal amounts, $100,000 in 1973-74 and $200,000 in 1974-73; and

increagsed ro $6.6 millien in 1976-77.

GROWTH RATES OF INCOME LTEMS

ara:

Highlights in grawth rates of income compenents, shown in Table E,

The annual rate of increase in total income rcse in proportion

to the lncrease in per capita personal Income (8.3%) and more than
the consumer price index (6.1%).

The annual rate of increase in term bill {ncaome {10.6%) was the
result of increased enrollment as well as higher tuition and

fees. The annual rate of Increase in the Yale College term bill
rate of §.87 was greater than the 8,3% rate of increase imn per
caplita perscnal Income.

The annual rate of increase in investment income, which incl =28
gpending from endowment as established by the University Equation,
income from the cash managemeat program, ard the securlties lend-
ing program, was 1,4% compared to a 8.3% Increase in teotal incone
and a 6.1% annual rate of increase in the consumer price index.
The annual rate of increase in gifts for current use (1.8%), loclud-
ing the annual Alumni Fund, fell far short of the rate of inciease

in the consumer price index and iIn per caplta personal income.
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TABLE E

Yala University

Race of Crowth of Income in Relstion to the Rate of Tncrease in

Consumet Prices and Per Capita Pergonal Income, 1967-68 to 1976777

{(Compound Crowth Rate)}

Percent
1""-—1— 13.5%
125, L.
10.6%
10% —-
8.3% B30
az"—:-—-—- = - P 4wy ey
I3 25 L. .. o s ] | _ ] SR
&g L 3.9%
LBX
2w_ !
[
Term Grants Invest— Gifta Other Total
Bill and ments* for Income™* Income
Income Contracts Current
' Une

CPI = Consumer Price Index
PI = Per Capita Persomal Income

kIncludes endowment and other investment Income,
kxTpcludes madical services ilncome.

CPI &.17
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+ Other income, which includes sales of auxiliary services,
charges for the Yale Health Plan, and income from the clinical
practice program, increased 13.5% per year, the highest of any
income itea.

Term Bill Income

ferm biil income includes income from tuition and fees and from
room and board payments. Over the tecn-year period this inccme item
for the whole university increased from $20.1 millfion to $49.9 million,
an snnual increase of 10.6%. This results from an inmcrease in the term
bill and tuition rate in the various schools aa well as changes in the
number of students.

During the decade tuition and fees increased dramatically. Yale
College term bills increased from $3,000 in 1967-68 to $6,425 in 1976-77,
or an eonual iocrease of 8.8%, which was gomewhat higher than the B.32
annual growth of per capita income. Tultlon in the graduate and pro-

_fesﬂional schools increased alsu: for example, Graduate School, from
$1,900 to §4,400; Law School, from 41,900 to 94.150; Music School, from
$1,200 to §3,150; Medical Scheol, fram $1,900 to $4,500.7 Overall,
graduate and profeasional achool taltlon increased at an annual
rate of B.5%.

Grants and Contracts

Grant and contract income ls largely the result of faculty initla-
tive in seeking suppert for thelr research facilities and expenses and for

graduate students. It is a major component of the budget of the Medical

7. For 1977-78, the Yale College term bill increased by $525 to §6,950,
or B.2%, while tuitfon for the Graduate School went up by $350 to 4,750,
or an increasse of 8.07. The average tultion iucrease for the professional
schools was $327, ot B.7%.
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School and medically related sclences; the other natural sciences recelve
conatderable income From thls source and the social sciences recelve
modest amounts.

Income from grants and contracts increased from $34.3 millfon in
1967-68 to $70.2 millicn In 1976-77, an annual increase of B.3%. Two
slgnificant changes developed over this perjod of sready overull growth.
First, grant and aontract funding shifted ta medicine and medlcal-related
aclences from the natural and soclal scieoces. In 1967-68 the School of
Medicine accounted fro 44% of tke total Yale grant and contract incowme,
whereas ip 1976-77 1t accounted for 6l%X. Second, indirect expense recov-
ery now represents a larger share of the total grant and corrract incone
than 1t did fn 1967-68. Indirect expense recovery is the smount beyond
the direct expenses of vesearch that sponsors pay to relmburse the Uni-
vergity faor a share of its overhead expenses. These expenses Include
auch costs as depreclation and the mainteracce of buildings, energy, 1ib-
rary, and administration. In 1976-77 the irdirect recovery rate o
federal grants repregented 76.5% of salavry and wages. During the past
ten years indlrect expense recovery income has grown at an annual rate
of 15.6%, or just over twice the annual Increase i{n direct grant and con-
rract income of 7.1%. Combined, the 13.6% growth in Indirect expense
recovery and the 7.1% growth in direct grant and coniract income resulted
in an 8.3% annual growth in this income item during the ten-year period.

Tovegtment Income

Lavestment income availed of Increased over the decade from $524.6
million to 534.8 million at an annual rate of 3.9%, which is Ear le-s than

the 8.3% zrowth of total income. The principal component of investment
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incomc is spending from endowment, which has been determined by tie Uni-
versity Equation; its growth has been limited by the generally depressed
condition of the stock market since 196B. The spending for 1976-77 was
831.6 million. The remainder was couprised of income from cash managemeut
and the security loan pragrams of $1.% millien and income from othaer sour-
ces af $1.3 million in 1976-77.

Qifts for Current Use

GLfts for current usc include bath the gifts for current uae through
the Yale Alumni Fund and other expendnble gifts by foundatione, corpora-
rions, and individuals.

Cifrs for current usa of which the Uaiversity has availed 1itsgelf
have totalled $83.2 million over the past ten years,a including $3%9.4
million through the Alumni Fund. The amount of gifts for current use
has renmained essentially ronstant durlng the ten-year perinod, growing
from $8.0 million ILn 1967-68 to $9.4 willion in :1976-77, an annual in-
crease of 1.8%. This component of the budget, on which Yale relies
heavily, has not kept pace with the growth in per capita peraonal Income
or the consumer price index,

Other Iuncome
Other sources of income {sale of services, auxiliary enterprises,

and rhe 1ike) increased Erom $12.3 million In 1367-58 to 5$38.5 million

8. Besides gifis for curreat use, Yale receives other types of gifts, imn-
cluding gilfcs to endowment, gifes for buildings, gifts For studenmt loans,
and gifts in kind to the library and galleries. Over the past ten yeaIs
Yale has received $43.5 millien la gifts for builldings, almost a quarier
of which waa recelved in 1567-63 and 1963-69. Gifts fer builldings and for
student loans are, of course, not avallable for the operating budger Yale
has receivad a total of $329.3 milliorn in gifces ather than gifrs in r.ind

during the past tewn years.
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in 1976-77, an-annmial increass of 13.5%. The most significant factor in
this tacrease was the growth 1n medical services Income. This includes
the elinlcal praccice progean In the School of Medicine, whileh rose from
$7.0 milliou ln 1972-73 to $16.2 millluw in 1974-77, and the Yale Health
Pian, a preveatative health care m1incenancs progfam initiated 1n L970-71
for faculty, staff, and students, which incressed its revenue from $6.1
williow 1o 1970-71 to $2.2 million {n 1976-77. This plan 1s supported bty
University payments on behalf cf student costs, premiuns pald in part

by the University and in part hy facilty and gtaff who jola the plan, and
pharmacy sales. 8ince Unlversity policy requires that total premiums
cover the costs incurred in providing services, rhis souce of incoma hus
{increased at approximately the rate at which medieal gervice gxpensns
have increased at Tale during the past slx years.

Au Lndicated in Table F, by the end of the decada term bille and
othzr income accourted for an inereasiog share of ifncome; gifrs for cur-
rent use and lncome from investment a markedly decreasing share; and
income from grants and coatracks acconnted for the same propertion of

total lncome as a decade carlier.

CROWTH RATES OF EXPENSE TTEMS

Highlights of growth in axpense items {see Table G) ave:

.+ Total expenses have grown more rapidly than Lncome, considerably
more rapidly than the consumer price 1ndex, and somewhat faster
than per capita personal income.

The costs of unilities and oi) have {nereased dramaticaily, grow-

{ng at a rate of w344 per vear.
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TABLE F
Yale Universicy

Income Items as Percept of Total Iacome,
19657-68 and 1976-77

| i ]

100.0% 100.0%
Gifcs fnifrs 4.6 |
—
g.1% -’_,,——‘
Investrents
Tavestments 17.24
24. 84 .
/I
rad
/f/ Other
,,’ Income
Othet 19.0%
Income
12.4% e
H Term
Term 8411
Bill Income
Incore
¢ 24.6%
20.2%
e e [ ———
Grants Grants
and and
Contracts Ceutracts
34.5% 34.6%

1967-68 1976-77
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TABLE G
Yale Universicvy

Rate of Growth nf Expenses in Relation to Rate of Increase in
Cnnsumcr Prices aad Per Capira P V"rﬁﬂnFl Income, T1967-55 o 1976-77
{Lumpound Crowlh Rarc)

I'ercent

N 20.4%

—
™
>
[
—
[¥a)
)

!.

23 2.0%

Faculty Staff Fmployee strudent .Qoods  Util- Books Other Tetal
Salary Salary BGeneflt  Afd and ities Expen=rs Ixpenscs
Expense & Vag: Expense Services

Expense*

PI = Bar Caplta Persvnal Income
CPL = Consuir Urice Lidex
aExcludes wages pald o students in suanert eraff pesitions.
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Employee fringe benefits have shown the secend highent rate
of growch, 11.9% per yenar.
Total faculty salary expensc, exclusive of fringe benefits,
foereased ar ap annual rate of 7.5%, less than the rate for
total expenses. The annual growth of faculty salary rates,
by rank, was in the range of 4.9%7 to 3.6%, below the rate of
{neresse in the consumer price index, especlally in recent
years.
Staff salary and wage expense, exclusive of student jabs and
Eringe benefits, increased at an annual rTate of 9.6%, which
i3 a greaster tate of growth than total expenses, B.6%, and
subatantially above the rate of increase in the consumer price
index.
Student aid, inclusive of jobs, Increased st 7.6% par year,
leas than the increase in total expense and less than the rate
of increase of the comprehensive term bill in Yale College and
tultions in the graduate and professionzl schools.
Expenditures for the purchasc of books, despite the rapld rise
in prices, increased at a compound Tate of only 2,0% per year.
Faculty Expense

Faculty salary expense inrreased from $24.0 million iIn 1%467-68
to $46.1 million in 1976-77, an annual increase of 7.57. Although
the size of the ladder faculty (excluding Medicine and Nursing) is
essentially the same now as it was in 1967-68, there is a higher pro-
portion of senior faculty than theré was ten yeatrs 4go.

Average galaries paid by Faculty rank as reported to the American

Asgoclation of University Professors increased over the decade at the
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following annual rates: professors, 3.3%; assoclate professors, 4.9%;
agsistant professors, 4.9%; instructors, 3.6%. These represenl average
rates of increase for the faculty actually employed in the given ranl.,
However, especlally in the lower ranks, many faculey leave each year
and some are promoted to a higher rank. Meanwhile, others are appolnt-
ed to take their place, usually at rhe lower end of the salary range.
This process means that the averages understate the Incrvases for

those whe remain in the rank. The effect s less for professors where
the turnover is less. It is clear, however, rhat increases in faculty
compensation have lagged behind the i{ncrease in the consumer price index
and in per capita personal income. This has heen particularly rrue in
recent years, ‘

Staff Salary and Wage Expense

Staff galary and wage expense grew from $25.4 milliom In 1967-68
to $58.0 million in 1976-77, an annual increase of 9.6%. 1t consequent-
1y roge faster than either the consumer price index or per capita personal
income.

Fmployee Benefit Expense

Indirect compensation to employees through benefits grew over the
decade from $4.9 million to $13.5 million, an annual rate of increase
of 11.9%. This was in large part the result of changes in the employee
benefit package that included a higher percentage contribution by Yale
to employee health coverage, improved pension plan for staff employees,
and a higher social securlty base as mandated by federal legislatlon.

Student Aid

Financlal aid ta studeuts consists of gift aid (schelarships and
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fellowships), jobs and loans. The figures provided in the tables refer
only to gift ald and student jobs. Such aid Iincreased In all schools from
$12.2 million in 1967-68 to $23.5 milllen {a 1976-77, an annual rate of
7.6¥. 'This was the result of an annual 7.1% increase in gift aid and a
12% annual increase in wages for student joba. This increase in alid,
including jobs, ls, of courase, less than the increase in totzl term bill
lncome of 10.6% per year.

Since outafide gift ald increased at a very modest rate, from 56,3
millien to $9.7 millicn, a 5% annual growth over the decade, Yale has had
to increase its gift aid frem $5 millien %o $11 willionm, an anrual increase
of 9.4%. To support this growth, the Unilversity has had to channel io-
creasing amounts of general appropriarion funds 1nto scholar-hips to com-
pensate for the slow growth of the income restricted to Elnancial aid
avallable [rom endowment and currently expendable gifrs.

In order to offset the rapld increase in rerm bills compared to
gift aid and student jobs, Yale increased student loans over the decade
from 52.1 million to §7.3 million, an annual inerease of 14.9%. Thus,
while Yale has substantially lincreased its support of students through
gifr ald and jobs, there has been o somewhat smaller increase in outside
aid and students have had as a resuit to turn increasingly te loans to
meet the costs of tuition and fees.

The impact of these factors has varied from school to school. Im
Yale College, the increased student aid from University general appropria-
tion funds, complemented by lncreased loans and job opportunities, has

enabled the Unlversity to maintain the policy of admission without rerard
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to need. ln the Graduaste School, increased Univeraity support could not
fully offset the significant reduction in federal programs; consequently
arudent enrollment had to be reduced and financial ald has met a lesser
pertion of a atudent's expenses. In the professional schools, the Uni-
vergity has been able substantially to maintain the level of support
through glft aid and loans.

GCoods and Services

Total University expenses for goods and services {mater{als and
wupplies, food, professicnal fees, and the like) increased from $523.7
mililon in 1967-68 to $46.5 million in 1576-77, an annual {ncrease of
7.8%Z. This growth rate would have baen gignificantly higher were it
not for major productivity increases and esconomies in the use of goods
and aérvices. A substanrial amount ef bullding maintenance work previously
undertaken by outaide contractors is now handled by the University's
Physical Plant Department, and reducrions have been made in the frequency
of painting and other general upkeep procedures.

Urdlicies

Utility coets secared frem $1.9 million in 1967-68 to $10.1 milllien
{n 1976-77. This represeuts an annual Iincrease of 20.4%, the largest
increase of any of the major expense ltems. Yale Initiated energy comn-
servation measures in 1969-70 and embarked om a major congervation pro-
gram in 1973-74 whan oil prices escalated from $4.62 to $9.27 per barrel
within twelve months. The program inciuded the acquislrion of computer-
pased monitering equipment, the upgrading of temperature control equip-
ment, an infrared aerial study of the University to {dentify buildinvs

with high levels of energy consumption, and fmproved insulation of build-
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ings. These measures enabled the University to reduce its energy coOsSts
from what they otherwise would have beea by $0.3 million in 1970-71, $1.7
million in 1973-7&4, and $4.5 milldien In 1976-77. It is eatimated that
conncrvation eiforts since 1969-70 have saved Yale a total of $15.5
million.
Books

Expendituras for books rose from $7.6 million 1n 1467-68 ro 53.1
million in 1976~77, an annual increase of 2.0%4. Since there have bheen
major increases in book prices, especially those acquired from abroad,
the total number of books purchased has decreased by 23% over the decade.
The establishment of the Kline Science Library and of the Soclal Science
Library allowed a consolidation of departmental libraries and thus crea-
ted opportunities for reductions in the purchase of duplicate booxs and
perfodicala. While the decline in purchases has been offaet to "ome ex-
tent by an increase in materials acquired through gifts and exchanges,

this remains an area of grave concern.

Other Expenses

Other expenses include interest, taxes, insurance, amertization of
major equipment, renovaticns, and miscellaneous expensges. These expenses
{ncreased from $5.7 million in 1967-65 to 58.6 million 1n 1%76-77, an
annual growth of 5,8%, the lowest of any of the major expense ltems
except books.

As indicated in Table H, there has been some shift in the relative
impertance of the varicus components of expense over the decale. Most

aoticeable are the increase of utflities from 1.9% to 4.B8% of total
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TABLE H

Yale Unlversity

FExpense ltems ns Percent of Total Expense,

1967-68 and 1976-77

oo 160,01
W - I b Looks 1.3%
fooks 2‘6'~ e Other  4.1% ‘
otheyr  53.2% Fxnenses
Fxpensiea__ | .-evm77 itics
Utilitles 1.9% [ 0 Uridirios
Be%fg%ts Benefits
———— 6.5%
Student
Ald Student
12.2% Atd
—_— 11.2%
Faculty Faculiy
Salary Salary
Exprnse Expensc
24,0% 22.0%
Goods Gooda
and and
Services Saxvices
23.7% 22.2%
Sraff Staff
Salary Salary
& Wage & Waoge
Exponse Expanse
25.5% 21,74
1267-68 1576-717
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expense, the Increase In benefits from 4.9% to 6.3%, and the decline in
books from 2.6% to 1.5%. Faculty salaries declined from 24X to 22% of

total expenszs, while staff salaries and wages (excluding student jcbs)
fnereased from 25.5% to 27.7% and sctudent aid (including jobs) declined

from 12,2% to 11.2%.

CONTINGENCIES AND RESERVES

Any budgee as large as that of ¥Yale is inevitably subject to unfocre-
seeable events that can lnvelve substancial sums. It 1s essential, there-
fore, to provide annually 4 tescrve for contingencies to be used for un-
foreseen expenses that develep during the year and cannot be avolded 1f
the University's activities are to go forward as planned. Allowances
far cantingencies under the control of the Provest, Treasurer, and
Comptrol lar were established in 1969~70 in the total amount of $25C,020.
Although the amount was ilncreased to $275,000 ia the 1977-78 budget, the
freroase does not allow adequately for inflation and must be substantially
augnented.

In 1970-71 the University budgeted an additimnal allowance, for
“uneontrollable variances,' which was continued rhrough 1972-73, whea it
was eliminated., Experience has shown that a substantial sum must ba pro-
vided ta cover uncontrollable departures of actual income from budget,
such as the shorcfall ia income froc the securities lending program in
1976-77 caused by cenditicns in the securitiles markets, and adverse
events on the expensz side, such as the increases in okl costs and in-
surance rates also experienced in 1976-77.

Although such budgetary allewances will help to avold operating



I1. ANALYSIS OF YEAR'S 1877-78 BUDGET

Tahle I provides a aummary comparisen of the approved 1977-78
budget arcl the actual 1976-77 results. As indicated in the table,
total budgeted income for 1977-78 is 5215.9 million, an increase of
$13.1 millfon, or 6.5% over the acrtual 1976-77 income. Total expenditures
are budgeted ar $216.4 millfon, an increase of $7.0 miitiion, ar 3.3%,
over the 1976-77 level. The 1977-78 approved budget projects a deficit
of $500,000. As discussed below, review of the experience of the first
four months indicates that the actual deficit may exceed the approved
deficit by as much as $1.5 million.
The 1977-7B budget was constructed on the tasis of several major
policy decisfons and assumptions:
. The unanticipated problems in the 1976-77 budget would be
carefully analysed to ensure that they would not reoccur.
The required budgetary reductions would be spread throughout
the University, with only limited programmatic reductions in
specific academic and administrative areas.
Income from exlsting endawment was frazem by action of rthe
Cotporation (in January 1977) at the teyel of dollars budgetud in
1976~77, or the amount indicated by the Universicy Equation,
whichever is lower, with income [rom uew gifts {(afrer June
10, 1976) being added at the rate of 4.5%.
The approved 1977-78 budget reduced the rate of prowth of expendi-
tures to approximately half that of the rate of growth of Income. For
example, 1f inflation is 6% from July 1977 to June 1975, the 1977 budget

asgumes that income will grow at essentlally the inflationary rate.
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TABRLE 1

Yale Imiversity

Compatrison of Approved 1977-78 Budget with Actual 1976-77 Resules

Income

Term B1ll Income

Crants and Contracts
Spending from Endowment
Other Tovestment Income
Current Giftcs

{edical Services

Qther Inceme

foral income

Expeuses

Salary and Wage Expense
Employee Benefit Expense
Student Ald

GCoods and Services
Utilities

Books

Uther Expenses

Total Expenses

Surplusf. cficic

1376-77 Results

{$ in Millions)

1977-78 Budget

¥ 49.9 8§ 54.7
70.2 4.4
0.8 31,7

4.0 5.0
9.4 11.1
18.4 19.7

_20.1 19,8

§ 202.8 § 215.9

$ 106.6 $ 111.1
13.5 14,3
2L, 22.6
46,5 46,1
10.1 10.8

3,1 3.5
8.% 10.0
5 209.4 § 216.4
5 {6.56) §  {.%)

Difference
Amount Percent
5 4.8 967

4.2 6.0

0.4 1.3

1.0 25.0

1.7 18.1

1.3 7.1

0.3) (1.5}
13,1 6.52%
$ 4.5 4,24

.8 5.9

1.6 7.6

{2.4) £5.2)

T 6.9
A 12.9

1.4 16.3

$ 7.0 3.3%

cy



46

whereas expenses will grow at slightly more than half that rate.

The reduction fn the growth of expenses was achieved by means of

docreascs totalling $7.4 million from what the Universiry would have

otherwise expended. $5.8% million of thiy reduction were perwanent cuts,

of which the effects will ecuvntinue inte Euture budgets, and $1.6 million

wer

e ons—time only savings that must be replaced by continuing reductions

in future years.

“he $5.8 million of continuing reductions Included the following

seven actions:

A no-fncrease guldeline ln experues with the expectation that
most departments would achieve efffclency iuncreases Lo offset
fully the fnflatiecrary impact of the estimated &% rise in the
cost of pocds und services purchased. This saving was estimated
at 51.8 million.

A planned reduction, mestly through retirements and normal
aterition, In support staff and bargaining wnit persornel.

This savings was budgeted at §1.63 millionm.

Average salary increasce reduced by 1% from the level originally
planned, for a savings of $i.1 millfon.

Savings of approximately $600,000 through the University's energy
canservation program. Of this amouni, $400,000 is to be realized
as a result of prior investments in new equipment and improved
controls and procedures. About £200,000 is expected ta ba
realized in 1977-78 through the use of a new computer-based
menltoring systew; the energy conservation program is expected "o

generate increased savings hy reduced eonsumption during che next

several years.
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New procedural approaches to printing, publicacions, postage,
and ctelephone for an estimated savings of $300,000.

. Revisaed procedures for the transfer of cash from new gifts to
cndowment to the investment managers on a quarterly rather than
& monthly basle. 1he new approach followed University practlce
of valulng market units guarterly and was gstimated co increase
income by about $203,000,
A strict review of all requests for one-year faculty replacements,
with the objective of substantially reducing such raplacements
for an estimated savings of $1N0,000.

The one-time enly savings of $1.6 million included the following

five actions:

The trapsfer of $660,000 to Accounts Receivable, with a
cortespondlng one-time rredlt in expenses for property taxes,
in recognition of the agreement that is expected to be reached
with the City of Mew Haven regarding certain properties added by
the City to its Grand Tax List from 1970 to 1975. The twetal
included $435%,000 of taxes charged over that period to operating
expenditures and $225,000 of accrued interest on all payments.
$300,000 of Medical School income to be placed in a Medical School
reserve account; this action will provide a corresponding improvement
in total University budgeted income,
A reduction in the alterations budget from $700,000 teo $400,000,
for a savings of §300,000. This reduction required the University
to delay necegsary madifications 1n the physical plant.
A reduction of §250,000 in the purchase of equipment and main-

tenance work in operations.
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One-time extraordinary savings of $100,000 from a strict review of
all one-year faculty replacements. Thia savings 1s in addition to
the $100,000 continuing saviags [rom faculty replacements
discussed on the preceeding page.

Certaln areas of rhe University rereived special attentien in che

1977-78 bndget desplite the emphasis on strilngency:

To scverngthen junior faculty salaries, which have been less
comperitive with cther lostitutions than desirable, salaries far
this rank were increased by approximately 7%. The inerease for
senlor faculty averaged between 3% and 4%.
Witile most budgets of the University were expected to be held ac
their 1976-77 levels, the Athletics Department was granted an
increase of $50,000, approximately 2% of its 1976-77 budget, te
help provide For equal opportunity for women in sports at Yale.
e department was required to find the additional financlal
support needed for women's sports within its own budget through
internal realleocatioms.
The abnormal price increases in the past lew years in materials
purchased from abroad have resulted in an approximately 23%
decrease in the number of books purchased annually by the Library,
even though the amount of dollars allocated to the Library for
acquisitions increased by 353% over the last five years. In order
te reverse this trend, the Lidraty acquisitions budget was tncressed
by 12%. This Increase iz expected barely to offset the estimated
increase in the prices of books and publications for 1977-78.

Projections of this year's final results have been recently completed

on the basis of an analysis of the actual inceme and expenses for the
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¢irst four months and a more fntensive review of expenditures by selected
schools and departments. Tt is difffcult to project year—end results with
a high degree of accuracy this early in the year. It is, for inatance,

too early to predict with confidence vyariances of certain income items

from the budgeted amounts., While projections of term bill income are
certain becauge enrollment levels are kaown, the same is not true of
current expendable giftw and other income because there is no conaistent
historical pattern for these items. Likewlae, there Is ne solid historical
experience st Yale on which o project the impact of the payment of accrued
vacation for staff who resfgned over the summer or to project actual fringe
benefic requizemanta.

Nonethelesa, the data currently avallable suggest that the currenk
year budget base cuvuld be understated for the longer term by approximately
$1.5 nillion. Thie could result in an incredse in the current year's
budgeted deficit from 50.5 million up co $2.0 milifon. The higher
posuible deffcit would result both from faillng to meet antlcipated
income and expenses exceeding budgeted amounts. Wwith contingency funds
of only $275,000, there is little pratection in the operating budget
against such varlances. & total estimated deficit for 1977-78 of $2.0
willion has been used in the financial preojections discussed in the next
gection. The estimate has been made for planning purposes and will need
to be refined and revised asa the year progresses and more definitive
information becomes avallable.

The University has teken the following two steps to contain
expenditures as fav as possible within rhe amounts budgeted for the yeul:

Sugpension of hiringz. The adminiscration announced on COctober 24,

1977, a policy suspending the fil1ling of any faculty, adminiscrative, or



support positions that are now or will Lecome vacart and that are pald
from general apprepriation or endowment funds. A merlngent procedure
fur the approval of cxceptions has beuen estahllahed,

Review of possible department gverexpenditures. Budgeted income and

expenditures are now being reviewed on a department-by-department basis.
While unforeseen events may dictate approval of some modiffcations to the
original budget plan, the purpose of the review {s to ensure that spending

through the balance of the year occurs at a level that will permit accomplish-

ment of approved budgeted levels.

Further repotrts on the estimated final budget results will be made

durlng the course of the year.



TII. THE FUTURE BUDCETANY PYCTURE FOR YALE

This section discuszses financial equilibrium and develops a set

of £inancial prejections for Yale en the basis of that concept.

TIY CONCEDPT OF FINANCTAL EQUILTBATUM

The idea of financial equillbriuwm is critical te an understanding
of Yale's present and future financial health. Brlefly stated, the cov-
cepr is that current operatlons and capiral expenditures muat draw down
only such an amount from eadowment and physical assets as will preserve
in perpetulty the purchasing power of endowrent and the uzeful life of
physical assets, To take one example, the preservatien of the real pur-
chasing power of the endowment requizres that spending from endowment for
eurrent and capital purpsses must be at a level that is no more than the
long-term, real rate of return from the investment of endaowment, Highor
spending than the real rate of returs means that current generations of
bveneficiaries are being favaored over future generations. Likewise, the
under-maintenance of physical assets favors the preseat over the future
and contribures to financial disequilibrium.

Financial equilibrium should be distinguished from the conventiual
accounting concept of balanced budgets. An institetion will have consis-
tently balanced budgets if it is in financial equilibrium, but a balanced
budget in any given year does not mean that a university is in financial
equilibrium, For example, an institution may have both a balaaced cur-
rent budget and sufficient assets to fund new capital facilities, bub if
it does not have sufficient emndowment or incremental revenues to ope ate
snd waintain the new facilities In the future, it is not maintaining finau-

cial balance. Indeed, it 1z moving away from thar condition.
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daficits, there may yet be years in which the impact of unforeseeable ad-
veras avents produces an operating deficic. For such an oceasion 1t 1s
necessary to have a Unlveraicy operatlng reserve to which the operatling
defleit can be charged. Ta other ycars, operatlng surpluses may be
credited to this reserve so that over time the Unlvers!ity will operate
wlithir budget even thouph its actual results may not he preclsely in
halance each year. In 1947-68 the Income Stabllization Fund (later
called the University Operating Reserve), which had been built wp out of
income surpluses prior ro 1965, amcunted to $8.6 willicn. The University's
deficits beginning in 1965-66 were charged to this fund and the Reserve
wus exhausced in 1973-76. Subsequent deflcits bhave created a pegative
balance of $8.%9 million. This operating reserve must now be bullc
back up at least to an even level.

Hext there is the question of capiral reserves. Yale frequantly
gncounters sltuatlions where a emall capltal amount, avallable far use
ar the discretlon of the President, may permit an imporrant new project
to go forward, or allow improvemants {n the physiral plant to meet
important current needs. Suck a capital reserve is a practlical necessity.

[n recognition of this necessicy, the endowment fund called tlw
tevelopment Fund was established in 1960 as part of Yale's capital fund
drive calied the Program for the Arts and Sciences. It was planned to
provide about $1.1 million of annual income. Under the original plan,
31 million of Alunnl Fund ennual glving was to be added to this endow-
ment income, thereby providing a rotal of abour $2 million a year.

Tuis income amount 1s now actually overcommictad.

since 1974~75 che §1 million of the Alumnl Fund lncome previously
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added to the Develepment Fund has been used annually to reduce the
operating deffcir. As of 1973-74 $400,000 of the Development Fund has
heen allocated to the operating budget each year In support of alreration
expenaea ol a rcapltal character, and in 1977-78 an addlclonal $30,000 was
allocated from the Developmenc Fuml to halp defer expenses for unfunded
penslon Iiabillcles. Tihus the amount avallahle annually from the
Development Fund for the improvement of educational effort and plant is
now too low. DBoth for this reason and because the 1960 understanding
concinues to underlie Alumnl Fund gifts, it must be built back up.

These decreases and inadaquacies in contingency funds and reservas
have been olfset by Increases in the balance of the unexpended endowment
income (excluding the Medlical School) and in Medical School reserves. Un-
expended endowment Income (locome earned from endownment restricted as to
purpese but not spent) Increased fron $3.3 milllon in 1967-68 to $4.1
miillon in 1976-77. The Medical School, which operabes on a gl l=sufii-
ciency basts, increased lts reserves from $260,000 in 1967-68 ro §1.3
million in 1976-77 as a result of budgeted surpluses. These reserves
function for the Medical School much like the University Operacing
Reserve for the balance of the University.

Overall, the Universizy's reserves and cuntlugeucy funds Liave
declined from $12 million in 1967-68 to negactive $3.3 millice in
1976-77. 4&s discussed above, the major reason for the precipitous
decline in total operating reserves and contlngencies has been the
reduction of the University Operating Reserve from $8.6 million in

1966-67 to a negative %8.9 million iv 1976-77.
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DEBT

Like many universitles, Yale has added substantially to its debt
during the last ten years. Total debt increased Mrom $1.9 million in
1967-68 to $35.5 million Ln 1976-77. A major portion of the debt 1s for
new bulldlng and equipment flnanced through the Connecticut Higher Ldneu-
rion Facilitles Authority (CHEFA} by tax exempt bonds for which Yale
is Llable for amorrization and debt secvlice charges, Four series of
CHEFA bonds 1ssued Lr the past slx years have financed the construccion
of guch Facilitles ag the Cross Campus Library and the Yale Healeh
Center. The First CHEFA issue wil) be retired in 1978, and all of
the issues will have been rerired by 2006.

The other majer portion of debt is to fimance student ipans.
Student loan debt, undertaken in 1973-74 with an inftial borrowing of
$4.9 million, rose to $13.1 million in 1476-77. To Finance these loans
Yale barrews from the Studeat Loan Marketing Association {3L¥A) and com—
merclal hanks. While Yale has experienced fewer loan defaults by
atudents than the national average of 12.2%, the fact that 7.2% cof former
students' loans in repayment in 1976 were Lo some stage of default is

cause for concern.
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Prompt annual attention to whether Yale is moving towards or away
from financial balauce is especfally critical today because the valatility
and magnitude of changes in economic and polirical events can causée the
Universitv's financial condition to deterlorate very rapidly, The past
ten years have shown that Tates of inflation above 5%, coupled with
real iovearment returns below the rate of spending from endowment, ot
serious under-maintenance of physical assets, can cause a serlous deterior-
ation in the real purchasinp power aof endowment, or a gimilar decline in
the ugefel life of physical assctn. In additiom, determination of an in-
stitution's wovement towards or away from fimancial balance requires
making annual estimates of tha real furure rate of endowment returd, the
[low of gifts to endawnent, and the appropriaste malotenance of physical

aasets for preservation of theiv useful life.

FINAKCIAL FROJECTIONS

Five-year financial projections for Yale have been developed on the
basis of twn policy decisiens by the Corperation and on a set of specific
acsumptions about the likely growth (or decline) for each category of
Income and expense in the operating budget.

The Eirst of the policy decisions capcerns spending from cndownunt,
As already noted, the Corporation in January 1977 made a decision that
the amount of spending from endowment to be permitted in 1977-78 and
thereafter should be froren ac the amount of gpending from endowment in

1976-77 or, in the event rhe University Equation produced a lewer amount,
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1
that Jower amount. The corollary was that new gifts to endowment re-

ceived after June 30, 1976 would be subject to & rate of spending of
4.5%. The purposc was to move tha amount of spending from endownent,
as & percentage of rhe market valuc of the endowment, steadily downward
to 4.5%, and to hold 1t there.

The Corporatilou has now reaffirmed that decision. On the basis of
zn estimated tatal returm en all endowment of 9,5% per year, and of es-
timated gifis to endowment averaglng $25,3 million per year, the level
of aspending from cudowment, a5 3 percentage of the markat value of
endowment. 1t the starg of the fiscal year, would move from 5.6% fn 1977-78
to 5.3% of the market value in 1978-79, to 5.1% in 1979-80, to 4.9%
in 1980-81, to 4.7% in 1981-82, and to &4.5% in 1982-83. 1If the matke:
value of endowment were to rise more than has been assumed, then, of course,
the 4.5% rarger would be reached sooner. But the reverse would be truc
if the market value did not rise even as much as these comservaltive pro-
jecticns.

Moveover, even the 4.5% epending rate way not achieve the firsc of
the basie elements of a condition of financial equilibrium, namely, that
the real value of existing endowment be maintalned, Indeed, on the basis
of wide consultation, rhe Corporation belleves it would be unwise to as-
aume real rate of return on the Yale endowment greater than the estimated

4,57 a year, over the next five years —- this figure resultipg from an

1. 1In fact, for rhe fnrthcoming fiscal year 1975-79, since the University
Equation operates a year behind, using the stock market level of Jun 30,
1977, os its last input, and since rhat level showed a drop from June 1076
(with a substantlal and unexpected drop after the "freeze" decisica), ihe
level of spending from existing endowment under the University Equation
turns out Lo ba lower thaa the “Ereeza" amounl by wom@ $350,000. It is
this lower amount that is reflected ia the projecuicn,
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assumed inflation rate of 6% over this period and an assumed rate of
total return of 9.5%Z. In other words, a gap between the spending rate
on endownment and the real rate of return would persist on the stated
assumptions, and the real value of existing endowment {(as of June 30,
1977) could decline over & eix-year period by about 11Z. However,

with the anticipated level of new gifts to endowment, the real value of
total endowment (new gifts tneluded) would be 11% greater atf the

and pf the six-year perlod.

In short, the policy adopted by the Corporation Is a gradual cune,
which for this five-year period narrows the gap that has developed in
the past decade between the spending rate and the real rate of retum.2
During this time Yale will be relying on new gifts to endowment to waln-
tain and increase the real value of the total endowment. Reyond éhac
time, it is the Corporation's hope that economic conditions will permit
a steady 4.5% spending rate to preserve the real value of then-existing
endowment aand thus allew new gifts te endowment to expand Yale's
capitalization,

There are, of course, alternatives to such a gradual pelicy. The
spending rate could be reduced at once to 4.57 or even to 3.5%. The
Cotporation concluded, however, that the additional cuta in expense
that would ther be required, aver and above those required in any event,
would be too sharp and rapid, striking at the core of Yale's educatlonal

programa. However, under no circumstances can Yale accept further serious

2: Vith the real rate of return actually at or near zero.in these past
ten years, only a flat prohibicion on any spending from endowment could
have preserved the real value of existing endowment. This would be true
for all educational institutions, not just for Yale.
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decllne in the real value of ita total endowment. Such more stringeat
alternatives may have to be considered, therefore, If the economy and
the stock market perform worse than these assumptlons.

It 1is, of course, concelvahle that the reverse will be true and
thar toral neminal veturn on Yale's endowment will be higher than the
9.5% cited above. GCiven the low market values of Junc 30, 1977, a
gomewhat greater rise is not ovt of the guestion, If it were Lo odcurl,
the effect would be to eliminate the gap between the spending rate and
the real tate of return at an earliec date.

#ut the Cerporvation believes that in ne event should the target of
s 4.5% spendiag rate be increased. 1f it is artained sooner than now
foreseen, it will be maintained, and the result will be slightly, but
nnly stightly, higher amounts of permitted spending from endowwent four
to five years from now. 1n all probability the University Eguation will
be replaced at such a time by some more simplified formula that takes full
account of inflation rates but seeks to avold sharp fluctuations upward
or downward by using five-year market averages or a gimilar device; such
formulae are now under study by the officers of the University.

To put it differently, the Corporation’s decislon to freeze cponding
from endowment could prove not sufficlently tough to prevent any fucther
serious decline in the real value of endowment. In that event the deci-

sion may have te be revised in a more stringent direction. But the 4,5%

spending rate tagget will in no event be made less stringent.

The seconé Corporvatlon decision reflected in these projections
has to do with centingency fundas, capital and operating reserves, the
fundinyg of building alteratiens, aud one particular special expense

that way be required in {978-79. As noted In Sectien I above, countingency
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funds in the operating budget have been inadequate, capital and oper-
ating reserves {(including the Development Fund) have been drawn down
and must now be bullt back up, and building alterations have been de-
ferred to a degree no longer acceptuble. Moreaver, only a portion of
the budget of the Cempaign for Yale is included in the operating bud-
get; additional funds will be required beginning in 1979-80 to main-
tain a Development Office when the Campaign ends. Finally, adiustments
ip the rate of indirect expense recovery on certain government grants
and contracts, im effect disallowing certain expenses alloved at the
time of disbursement 1in past years, nhow threaten to impose a one-time
charge of possibly up to $L.5 million in 1978-79.

It is the Corporatlon's decision that theae various needs should
be met by increasing substantially the schedule of charges to tha Qper-
ating Budget for these purposes. Tn the 1977-78 budget such charges
have been at roughly Ehe level of $1.2 million. For 1978-79, the new
or "bulld back up" schedule will require an increase of §2.7 milllen in
this item, with the emount of charges {ncreasing graduallf thereafter
to a total level of §$7.6 million in l982-83.3

In these twe respects the projections that follow reflect firm Cor-
poration decisions. For all other items the assumptions have bheen de-
rived from & review of actual expetlence at Yale over the past ten
years, a review of pertinent literature concerning anticipated changes in
the economy, and discussions with knowledgeable faculty and adminiatrators
at Yale and other Inscituticns. The projection does not reflect policy

dacisions about incresses In term pill income, faculty salaries, or ~+her

3. A detailed discussion of these items 1s included in Appendix C to
this report.
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elemeats; it only reflects assumptions about possible increases for
purposes of identifying the impact of such changes on Yale's operating
budget. Alse, the projection does not gssume any changes in the curient
level of programs and activitiea. Jhis appreach allows one fo understand
both the consequences of simply “growfng' the current Yale into the
future and the impact of reducing the current scope of Yale's programs
or providing thesc programs at a lower cost. The concept of '“budget
base" used In rhe projection is the level of spendicg currently requlired
to maintaln Yale's programs and activities; the amount of thls base, of
coutge, maves upward from year to year (so long as inflation persists},
and must therefore he projected.4

The projection of the existing budget base 1s generated through
the application of specific assumptions about growth rates to the prier
year's operating budget. Thus, the 1978-79 projected budget is derlved
by increasing income and expenge categories in the 1977-78 budget has¢
by the projected growth rates; the projected 1979-B0 buwdget by applyiny
the assumed growth rates to the 1978-79 budger, and so forth, The
197778 budgat has been adjusted to reflect the $1.6 million of one-
¢ime reductions that were made to lessen the current year's deficit
but that cannot be sustained in the future, It has also been adjusted

to reflect the pogsibility {discussed 1In Section II) of a total $2.0

4, Quite possibly the single most important factor in projecting Yale's
figances is inflation. The projections assume that Inflatiom, as mea-
sured by the consumer price index (CPI), will average 6% for cach of

the next five years, Although there are those who belicve that Lre
long-term rate will be higher or lower, the 6% assumptien is in linc
with the overall judgments of Yale econmomists and government forecastoers.
Individual years may, of course, have higher or lower inflation rotes.
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million 1977-78 budget deficit.

Highlights of the projected growth rates are as Eollows:6

. On the income eide, term bill fncome is projected at &
2% real growth rate, I.e., after the assumed inflation
rate of 6% per year. Term bill rates arte projected to
grow at 7.5% per year, 1,3% more than the assumed infla-
tion rate, with total enrollment rates increasing by 0.5%
ennually (chiefly in the School of Organization and
Management) to produce the 2% annual real increase in
total term bill income, For the past decade, the comparable
figures were an 8.8% annual growth in term bill rates, and
a 1.8% annual i{ncrease in enrollment, for a total annual
growth rate of 10.6%, and a real annual growth tate of 4.5%
per year,
crant and contract income ia projected to Increase at a
real annual rate of 1.2%, slighcly lower than Yala's 2.2% real
annual rate of the past decade, This assumpticn reflects
the recent naticnal experience of grant and contract income
growing at a rate only sliphtly higher than inflation.
The result of the Cerporation's decision on apending from en-

dowment is to produce nominal increases in spending from endowment

5. The budget base has also been adjusted to include research and
ather restricted activities not ssparately allocated to specific
expense categories in the adepced budget, and several changes

to reflect accounting reclassificaticos.

6. A detailed discussion of the assumpticns used in the projectien
is available in a supplement to this report.



55

of 2.3% per year, which in the face of an assumed inflation rate of
6% annually means a decline in real terms for this item, of 3.7%
per year over the next flve years. Thereafrer, however, assuming
that the 4.3% spending rate has been reached and the freceze lifted,
endowment income is projected to increase at o real rate of 0.7%
per yeat.

Current gifta for operatlng purposes are projected to increase at
the same rate as inflarion, 6% per year, producing a real growth
rate of zero in contrast to the decline in real value of such gifts
of 4.3% per year experienced in the past decade.

Salary and wage expense, and employee benefit expense, are
projected to increase at real apnual rates of 1.0% and 3.9% respect—
ively. This contrasts with the 2.5% and 5.8% real annval growth of
the past decade, (It should be noted again that the increases of
the past decade were very unevenly distributed, with faculty
salaries not keeping pace with inflation, while staff wages grew

at a substantially higher rate.} An estimate of the impact of

the Social Security Amendments now pending in Congress ie

included in the projection far employee benefit expense.

Student aid expense is projected to Increase at a real rate

of 2.0% per year, as compared with an experienced 1.5% real annual
rate of increase in the past decade. This assumption reflects

the fact rhat tuition charges are assumed to rise at a rate

greater than the inflation rate, approximating the

probable annual growth rate of pereonal disposable locome.

The cost of utilities is projected to increase at an annual

real rate of 6% over the next five years. This increase



a0

reflects a projected 7.3% annual increase in energy fuel ccsts ff-
aet bf a 1.3% annuel reducticon in energy congumption through con-
ritued concerted conscrvation efforts. This assumption is perhaps
the most problematic of zny because of uncertainty about

future levels of fuel prices. The projection is ir lime

with general informed judgments about likely fuel cost increases
over the next five years. Continued projectien of fuel cost In-
creases will be required over the next several years to keep
especlally close track of this rapidly increasing 1ltem.

.  Book expense 1s expected to rise by a real 4% per year instead cf

dropping a3 in the past decade by @ real 4.1% per year. 4As Table
H shows, bonk expense has dropped sharply in thia period as a per-
centage of total Ualversity expenses. The effeect of the declina in
book purchases through University funds has been somewhat offset
duriny the past ten years by materials acquired through gifts and
exchanges., 7The projected real aonual Increase in book expense af
4% will enable Yale to maintain {ts current level of book putchases
over the next five years. Continued gilfts and exchanges will be
required to maintain and improve Yale's collection.

Finzlly, in addicion te projeccing these and other key items for &
five-year period, a "long-tern" projection has besn made for the perilod
beyond this time. Rough as it is, this projection ls necessary to
determine whether there is a prospect of Yale's achieving the second
condition of financial equilibrium: that the growth rate of expenses be
po greater than the growth rate of insome,

Table J shows the rasults of thesc projections. Total operating

ipcome 18 projected to grow at 2 real anuual rate of 0.8% for the filve~
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TABLE T
Yale University

Acrual and Projected Compound Anaual Growth Rates
in Income and Lxpenses

Actual Projected
1967-68 1578-39 to
te 1976-77 1582~81 Longter:
I. INFLATION (CPI) 6.1% 6.0% 5.0%
1I. REAL GROWTH {Total Grewth
Legs CPI)
A. Income
Term Bill Iecome 4,5% 2.0% 2.0%
Grants and Crentracts 2.2 1.2 1.0
Spending from
Endowment (2.2) {3.7) o7
Other Investment -
Income {(4.5) (0.6)
Current Gifts {4.3) 0 0
Medical Services { 7.4 3.5 2.5
Ocher Income ’ 1.1 1.2
Total Income 2.25% 0.8% * 1.3% %
B. Expensea
Salary and Wage
Expanse 2.5% 1.0% L.7%
Employee Benefit
Expense 5.8 3.9 1.7
Student Aid 1.5 2.0 2.0
Goods and Scrvices 1.7 1.4 0.3
Utilities 14.3 6.0 1.8
Books (4.1} 4.0 3.0
Ocher Expenses _(0.3) _{0.4) {2.0)
Total Txpenses 2.5% * 1.6%* 1.3%*
C. Ingome Growth less
Expense Growth (0.3)% (0.8)7% -

*Crowch rates for totals are not additive or subject bz averaging be-
cause they are derived [iom diffevent iodividual income and expensa
{tems having dlfferent values.
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year period, and at a real annual rate of 1.3% for the long term
thereafter. Total ovperating expenges are projected to grow at a real
anoual rate of L.6% for the five-year period, and at a real annual rate

of 1.3% for the long term thereafter. The differences between the five-
year period and the long term lie principally fn che projections of
endowmant income {(already explained), of urility costs and employee bebe—
fit expenses (both of which are agsumed to rise less rapidly). In summary,

for the next five years the gap batween the real prowth rates of income

and expenses is projecred at 0.8% per year, almost three times as preat

as the 0.3% anpual gap experienced in the past tep years. This means

that Yale's budget problems will be extremely acute during this petied.
At the same time, however, the best estimate we can now make suggests
that beyond this time the growth rates of income and expense should tend
to come much closer together, conceivably balancing each other.

Finally, a discugsion Is needed concerning the projection of
gifts, a projection that reflects both historical experience and the
effect of the Campaign for Yale.

It is, of course, difficult to predict the effect of future fund-
raising on the income available between nov and 1982-83, There are iwo
principal varisbles: how much of the total $370 millien goal will be
achieved and whether the payment achedule for the next five years is
comparable to that of the 5200 million pledged at the end of 1976-77.
The projectione assume that the Campatpn will make the goal of $370
million and that the historical payment schedule will prevall for the
next five years. Under these assumptions, the projection posits
receipt of $180 nillion between 1977-78 and 1982-B3, with another

$70 million in deferred-giving arrangements expected to mature after
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1982-83, The projection also assumes chat 75% of new gifts to endowment
would be for current program activities and the remaining 25% {which 15 nat
taken inte account in the projectious) would be available to support new
program initfatives. Fallure to meet the total goal and/or a stretch-nut
in the receipt of pledged funds would have & dual effect: annual operating
budget income through current gifts and the capitalized porticn of now
gifte to endowment would be reduced, thereby Increasing the operating
budget deficit, and the value of endowment would grow less rapidly than
projected, thereby moving back she time when the [reeze on endowment

income could be lifted.

SIZE AND IMPLICATIONS OF PROJECTED BUDGET DEFICITS
The policy decisilons and assumptions discussed abowe have been used
to develop & financial projection for Yale for the mext five years. The pro-

jectlon ylelds, under the stated assumptlons and with no propram changos,

estimated total deficits of $9.5 million in 1978~-72, $12.8 amillicn in
1979-80, §$17.4 million in 1980-81, $20.8 million in 1981-82, and $23.7
million in 1982-83,

The prejection does not attempt to reflect year—to-year fluctuations
in individual income and expense Items that can be expected to balance
oyt over the longer tero, & projection with this many complex variahles
will probably achieve no better than a plus or winus 10% ramnge cf
acceracy. Thus, the projection indicates only the general size of the
budgetary problen confronting Yale, with, relétively speaking, a higher
degree of accuracy in the earlier yearss. The prejection assumns 0O

correcrive action bte achieve a batanced budget; ft is not a predictlon of
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actual deficits, but simply fadicates the magnitude of corrective
action required for Yale ta achileve financial equilibriun within the next
gevatal years,

Thesa projections of future operating deficics, without corrective
action, of $5.5 million in 1978-7% rising to $23.7 willion four years
later, raise the question of how Yale would Ffinance such deficits Lf
they were permitted to oeccur. The auswer, put simply, 1s that Yale
could net finance them.

The only source ef such financiog would be the principal of the
endowment. Only the parc of the endowment that is unrestricted as o
purpose and unrestricted alss aa to expenditure of principal is directiy
avaflable for this purpose. This part is called University Unre-
stricted Funds Tunctioning as Endowment (UUFFE), and its market value on fune
30, 1977 was §35.2 milldon. Thls source must be available also for
uther purposes: to repay, 1f necessary, short-term loins made by th=
University to raise funds for relending to students; to cover the periion
of endowment spending that would ocherwlse come from capital gain if,
in very adverse lnvestmenti conditlons, the endowmernt did not show a
capital gain; and to be applied to various geperal coutingency purposes,
such as the guaranctee of faculty martgages, the covering of insurance
deductibles, and the covering of deferred charges. In addition, certain
loan agreements with external creditovs pledge a relatively small amount
of the securities in which UUFFE is inveated and, more importantly,
the rcpayment of loans or other corrective actlon if UUFFE were to Fall

below a winimum amount of $20 million.7

7. Darails on the status of uarestrlctaed Funds will Se fouad In Appendia E.
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Further, expeaditure of any endowment primcipal to pay operating
gxpenses would increase the University's financial problem by reducing
andowment income and the ahility to protect the University sgainat con-
tlngenziea and would unfaivly faver the present over the future. It 18

thus imperative that the operating budget be brought into balance rapid-

ly.

POSSIBLE CONTINGENCIES, FAVORABLE AND UNFAVORABLE

Several unfavorable events could disturb the projected operating
budget and efforts to restore equilibrium. These might include & sub-
stantial L{ncrease {in the estimated inflation rate, amn oil embargo o
other developments that would still further increase the cost of utili-
ties, a major change in the tax laws goeverning charitable deducticns, ot
a major change in the federal government"s Tegulations governing the re-
imbursement of the indirect costs of resesrch. Future financial planning
for Yale must keep such events in mind as possibilities. In additien,
the projected growth rates far such variables as term bill income, In-
direct cost recovery, faculty salary expense, and student aid could be
affected by the actions of other institutions. It is important to re-
cognize that should any of these events occur, they might require correc—
tive action, beyond that discussed in section IV, to reach equilibrium.

Several preliminary analyses have been made of the sensitivity of
the projection to changes in the underlying assumptlons. These include
three cases, in which chenges in variables outside Yale's control would
increase the projected deflecits: a 7% (rather than 6%) annual rate of

inflatieon, utilicy costs with a real growth of 10% rather than 6% (after
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conservarion effores) per year, and a real rate of return on endowment
of 1.5% wnnually rather tian 1.5%. [n addirien, the posaible favorahle
fmpact hes been examlned of two chotces that could be ecxercised within
competitive limits to cloae the projected gap and of oma favarable con-
tingency: larger student growth, Ro real ammual growth in salary and
wage expense rather than a 1% annual real Tate of increase, and real
tovestment return of 4.5% annually rather than 3.5%. Table K shows

the impact of these six contingencles for each of the next five years.

Among the next steps in the budget process is the development of
additional and more sophistlicated sensitivity analyses. These analyses
will be heipful in identifying the dynamic relationships among varlables
and in examining equilibrium-preoducing alternatives.

This chapter s & preview of the kind of future financial planning
necessary to apsist Yale in identifying the implications of Its current
financial decislons and in understanding the long-range consequences
of 1ts current academic and fimancial policies. This kind of financial
planning provides an analytic framework within which long-range planning

isgues must be addressed.
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Iv. ACHLEVING FINANCIAL FQULLIBRIUM AT YALE

Yale clearly cannot petmit large annual budget deflclts over the
noxt five years., The financing of those defirits would require using
some of its assets to meet currenl abligatinns and would thersby reduce
the value of those assets to aect future needs. Such a policy would
create Incressingly severe disequilibrium which, if taken to the extrems,
would menn that over time Yale's total endowment would have been sgent
to finance cuirent needs.

Budpat deficits of the magaitude indicated in the projections create
scvere and continuing problems. The past sin years have wirnessed strict
measures of reductien in the budget and the introduction of some new
streams of incoms. Bup these efferts must be accompanied by pvageling
viporpus action ta ensure the fipancizl stability necessary for the
continued cgcellence of Yale's programs and activitles.

Several major objeccives are erucial in developing a plan to re-
store financial stabiliry te the University.

(1) The University should scek to reach financlal equilibrium as

promptly as possible. In view of the magnitude of the projected budget

deficits, it ig important for tha University to move guickly to restore
financial stability. Since erpenses are projected to grow faster than
income, the longer 1t takes to bring expenses In lire with income the
greater the actious required to close the gap. A loﬁg perlod charac-
terized by uncertainty about the kinds and sizes of actions would be
extremely harmful to morale.

For these reasons, the Corparation has reached two concluslona:

first, there muat be a fully balanced budget not later than 198081, on
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the new basis defimed in Section ITI of this report -- that is, with
apending from endowment belng noved downward to the 4.5% target and
with new charges to the operating budget in the areas of speclal expenscs,
contingency funds, and reserves. Second, any deficits in 1978-79 and
1979-80 cannot exceed $§7 milliomn, in total, for the two years.

Why these targeta and not pthers? On the one hand, the reasons
for which the Corperation is not seeking to balance the budget In 2
shorter time have to do with both the gquantcity and nature of the adjust-
mente necessary. To move more drastically would iovelve the kind af cuts
that would deeply affact the whole educational structure of Yale. 1f
one analyzes Yale's budget base, one findg at once that 1f the income
and accompanylng expense from grants and contracts and other restricted
funds are put to one side, the budget base over which Yale haa direct
control amounts to roughly $127 million in 1977-78, rising in accord
with the assumptions mada in Sectrion III to 8 level of roughly $180
million (before cuts) by 1982-83. Over the past aix years this base has
heen roduced substantially, most recently by $5.8 million in the 1877-78
budget alone {pages 46-47 above). Term bill increages have beem at the
maximum Tate competitively sustalnable {ard ralse questions ahout thelr
posaible effect on the family income mix of Yale students), and faculty
salaries have been increased in recent years at rates below the rate of
inflation. Concurrently, major economies wave been effected, as noted
elsewhere, in utflities, non~academic Support, administrative costs —-
indeed, throughout all sectors of rhe University.

Undoubtedly still further “economies of efficiency” are possible.
& University committec is currently at work to recommend changes in

Yale's overall non-academic management structure; this matter will be
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high on the agenda of the new President of Yale. But restructuring
for the long term may actually ilavolve some short-rerm costs, and fn
any event the Corporation dees not gee any economiey throvgh sneh
restructuring that can remotely meut the deficlts on the order of
§20-23 willion over the next five years profected in Sectlen ILL.

Rather, all those concerned with Yale's future mnst now focus in-
creasingly on the possibilities for mare basic changes in policles, modas
of operatlon, and educatioanal program than have yer been attempeed, even
in rhese last six years of some retronchment, And the making of such
basic changes entails thorough consideration of all possaible effesats,
including especially the ilmpact on existing commitments to facolry and
studenta. Basic changes, in a ward, require a longer timn Lo propare
and carry out than the shorter-term econonies of reocool years.

0a the other hand, not only would continued major deficies be un-
sound from every standpolnt of principle, but thay would also be hoeyond
Yale's capaclity to finanee. As noted above (pages 64-65), the vltimate
rocourse For the financing of deficits ls the relatively smali portivn
of ¥Yale's endowment that is unrestricted as to purpose awd &5 to the
expenditure of principal, a fund that steod at appraximately $33 wmillion
at the end of 1976-77, but that 1s also heavily obligated as security fov
loans. Even projected deficits of ao additional $7 million in 1978-79
and 1979-80 will present problems, aithough Appendix D spclls cut ways

in which these can be handled. But Yale's capacity to finanee deficics
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1
will have been stretched mear its limit.

(2) An_acceleraced five-year plan of corrective action 1s required.

In accordance with the above decisions, agreement on the required speci-
{ic corrective actions must be achieved in the next three years, al-
though some of the results can be deferred until the fourth and fifth
years {when the budget base must continue te be reduced to mect the pra-
blem of expenses still increasing faster than lncome). This approach
wouid permit a therough study and careful consideration of the policy al-
ternatives and the financial and academic implicactions of such options.
As just uoted, it is one thing to make decisions that would produce the
required reductions and another to realize their full budgetary effect
{u an instftution like Yale, whose avademlc programs depend on multi-year
contracts and depree program commltments. Thus it appears to be prudent
for the full results of a three-year plan to be realized within five years.
An example may clarify the difference between the three-year planning
process and the five-ycar imglenentation process. FPlanning proceeds during
Year I as to whether an administrarive activity cesting $180,000 can be

continued. & decisicn is reached in Year I{ to eliminate the program,

1. Since the incurring of any additional deficits will require further re-
duction in seue of the very reserves that the Corporation has decided {as
stated in Section III) should and must now be built back up, the discern-
ing reader may ask whether Yale 1s not simply building back reéserves {to
a small extent initially) with one hand, while at the same time reducing
them further {to a considerably larger extent initially) with the other.
The answer is that this will indeed be the case for the next two years.
On the other hand, Section III lays out a new and anduring system for
computing the budget balance which has great lmportance both

in principle and as a practical methed for moving to equilibrium. To
defer the latreduction of such & system would tené to reduce stated ' d-
get deficits below whart the Corporation belleves to be their rrue signil-
[lcance, The new system for compuling the budget balance must reflect
the realities of Yale's situarlon, beglaning at once.
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beglnnicg fn Year I1T, Commitments end other obligatleons, however,
will permit only half of the total saving to be realized in Year IIT,
with the remaining 50% to be realized im the next two yedrs, 25% per
year., Thus, $9%0,000 of savings would he realized in Year 11T and
545,000 in Year IV and Year V respectively.z

Accordingly, the Corperation has concluded that the plan to be
followed should be one that permits some elements of planning to p;o-
ceed aver three years, but accelerates certain phasea of both planning
and loplementation so thet the cuts, while continuing over a full {lve-
year period, are in fact grouped in the earlier rather than later years.

Specifically, the Corporation has examined the scale of corrective
actions that are believed feasible for the 1978-79 budget, in light of
the time-lag problem for basic changes, and has conrluded that the max-
fmum of such corrective actiau is in the range of $4 million. This
means that the def[citjfor 1978-79, subject to further refinement,

would be $5.5 milliom,

2. It may be appropriate for a program targeted for reduction or elimina-
tior to be removed from the operating budget and any costs required to
ensure orderly curtailment to be budgeted 1n a new “rransition budget.”
Thua, in the example above, the full $180,000 planned for savings would
be ramoved From the budget in Year 111. Since only half of the total
savings could be realized in that year, $90,000 would be placed in the
transition budget to meet commitments in Year 1IL. The net gavings would
thus be the difference between the $180,000 removed from the oparating
budget and the $50,000 placed in the transition budget, or $90,000.

Since $45,000 more would be saved in Year 1Iv, the transition budger for
the program that year would be reduced to §45,000, The transitiom budget
might provide a helpful mechanism to ensure that planning declslons are
not changed once they have been made and to provide for improved gonirol
nf costs during the phase-out peried.

3. This deficit is not strictly comparable to the $6.6 million deficit
experlenced in 1976-77 or to the potential §2 million deflcit for 1977-78
carried in the projection. The 1977-78 deficit, as explained ir section
It of this report, reflected one-time savings of $1.6 mlllion. The
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Such a deficlt, however, will put u heavy strais on the 57 millwen
ceiling For all deficits in 1978-79 and 1979-80 and the requirement for
budget balance thereafter. Accordingly, the impact of the corrective
actions must fall very heavily on the hudget years 1979-80 and 1980-81.
Specifically, it is now estimated that the budget base must be permanent-
1y changed Ln these two years by $7.0 million and §5.2 million respective-
ly. These actiona would result in a deficir, subject to adjustment on
the basis of necessary changes in the assumptions jn the projection and
greater corrective actions in 1978-79 than currently planned, of $1.5
million in 1979-80. There would be nn deficit in 1980-81.

Thereafter, the scale of corrective action in the budget base can
fall to 52.1 milllon in the fourth year and o 51,3 million in the fifrh
year, when budget balsnce will be achieved and maintained on a basls

4
approaching flnancial equilibrium,

projection for 1978-79 imcludes an fncreased charge of $2.7 million for
special expenses, contingencies, and reserves. If all three budgecs had
been done on the "old" basis of the 1976-77 budget, the deficits would
work out at $6.6 million for 1976-77, $3.6 million for 1977-78, and $2.8
million for 1978-79. In additiecn, {f the Ereeze on endownment spending
tad been in force im 1976-77, the amount of that year's deficit would
have been higher than $6.6 million. TIa short, true budget deficits have
{n fact been reduced substantially and progressively over this period.

4, TFull equilibrium would not have been realized since the accumulated
deficits 1n the operating budget reserve would not have been fully Te-
stored at the end of five years. Further, it is yet unclear if Yale has
made sufficlent provisions to ensure adequate maintenance of its physical
assets over time. To the extent that the projected increases in altera-
tions and maintenance are not adequate and/or are not realized, there
would be continued disequilibrium with respect to the maintenance of the
capital plant. Finally, siace no budgetary provision has been made for
the replacement of the plant, there {s not true long-term financial
gquilibrium.
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Teble L displays the resulting five-year plan, which secks to
recognize the difference between the three-year planrning process and
& five-year implementation period, together with the need to provide
for prompt c¢losing of the projected deficit, As the table indicates,
the plan would resulc in a total budgeted deficit of $5.5 million in
1978-79 sand $1.5 million in 1579-80, or a total of $7.0 million. The
plan would thus eusure budget halance {though not financial equilibrium)

at the end of two years.

(3) There must be a timetable for decision-making. The Qcrober

1977 suspension of hitving (pages 49-50 above) represents a first step
alrcady taken'as a prelude to more searching analysis of persomnel
gtructures. Materials for declsiom on the proposed reductlons in the
1978-79 budget should be fully developed by late January 1978. This
achedule would permit appropriate identification of alternatives,
snalysis of the implications of such alternatives, and consideration

of coordlnated proposals by the University community well in advance of
the begloning of the next fiscal year.

Plans for those measures that wilil be needed in 1979-80, and
beyond, should be fully outlined by the early fall of 1978. By the
apring of 1979 the University's further consideration of those mea-
sures should be completed, together with appropriate staff analysis
of the propesed actions.

Such a timetable will require the articulation of appropriate
planning mechanisms te ensure widespread understanding and consideration

of the appropriate actions.
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¥Yale University

Five-Year Plan for Achleving Financizl Equilibrium

{$ in Millions)

1978-79 1979-80 1980-81 1981-32 1982-83
Total Projected Deficit
Without Corrective Action $ (9.5} $(12.8) $(17.4) $(20.8) ${23.7)
Projected Defilcit Ad}usted
for Corrective Acrion Taken
in Prior Years § (8.5)* $ (5.2 $ (2.1) s (1.3
Corrertive Action 5 4.0 s 0 5 5.2 s 2.1 s 1.3
Deficit Afrer
tiorrective Action $ (5.9 § (1.5} s 0 $ 0 $ 0

*The $i million eliminated from the budget basz by corrective actlen in 1578-79 would lave

treveased to $4.3 million, chrough inflatiom, In the 1979-80 budget.

have been made across this row in the table.

Similar adjustments

4
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(4) The planninp process should providé apportunity for serious

discuasion of major policy 1saues by members of the Unjversity com-

munity, Much of the aucceas of Yale's efforts te resolve its economic
problems will depend upon the goodwill and intelligent responses by
faculty, students, staff, alumni, and friends. Imaginative scluticns
and broed support for difffcult decisicns can be gained only through
widespread involvement of the University ceomunity.

The central University committee charged with identifying and
coordinating opticne and alternatives in the planning process will be
the Special Faculty adpinistration Committee, This comnitcee has
been working for the past eight ponths and has ldentified a serles of
proposals for consideration by the University community.

The University's Council on Priorities and Planning will review
the overall resource and planning allocation processes of the Univer-
sity and make recommendations to the President about priorities, alter-
npatives, and related issues generated by the financial situation. It
will also examine critically the premises and reasonableness of the
financial grojection and will review those majocr actions that are
recommended for the achievement of financial equilibrium,

‘other groups will play an important role in ensuring widespread
participation. These include the Coumittee of Orxganization and Mansge-
ment of Administrative Services, which is charged with studying the non-
academic management of Yale, and the Provost's Student Advigory Committee.
There will be consultation with the Executive Coummittee of the Faculty

of Arts snd Sclences, the departments and schools of the Univeraity, ~—°d
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other conatituted groupa within the larger framework of the University

palicy.

(5} The budget-making process shauld be as rational and as in-

formed as possible. The budget-waking process most congruent with rhe

University's values and ends 1s the one that depends upon well-reasened
arguments and on the understaniing, comnitment, and inidtiative of the
appropriate groups within the University. Projections of Yale's flnances
must be based on clearly stated assunplions that can be discussed and de-
bated. Widespread informatlon must be available about the ways 1n which
Yale uses 1ts resources. Sophisticated and clear analyses of Yale's
finances and budgetary alternatives must be undertaken and shared with
appropriate groups throughout the University. Only sych an approach
will permit the kind of clasge serutiny and reasonable discussion that
w11l lead to sound and satisfactory decisions. This report 1s intended
as a major step in providing such information and in describing the
framewark within which discussion and planning will proceed.

The University is also instituting a new resource planning pro-
cess. The budgeta of individual departments and operating wnits will
be restructured on a "program basis” to permit improved understanding
of how resources are now being utrilizad. Additional analysis of over-
all budget and Financial strategles will be undertaken to identify
appropriate equilibriwa-producing alternatives.

The results of this planning program will become visible only
over time. Concentrated effort and sustained attention will be re~

quired to identify the actions by whick Yale can best achieve the



78

economic stability on which its quality depends, The achlevement of
tnancial equilibrium Ls possible, and while such stability will not
restore Yale to the affluent days of the 1960s, 1t will ensure cen-

tinucd excellence in a perjod of economlc uncertainty.



AFPENDIX A

DESCRIPTION OF YALE'S BUDGETS

Yale maintains two different budgets: the operating budget and the

capital budget. This appendix describes each of these budgebs.

The operating budget suﬁpnrts the ongelng programs and services

of the Universicy through a variety of sources of fucome as fellows:
Operating income is income from term bills {tuiticn, room and
board); investment lncome {income from endowmeant, ~ash manage-
ment, and stock loans); income from unrestricted current gifts
{(Alumnl Fund and expendahle gifts unrestricted to purpose)j re-
covery of {ndirect expanses incurred by the University (such
ag occupancy coets and departmental and general administrative
expenses) on behalf of profects supported by restricted grants
and contracts:; medical services lncome; and other Income (suzh
as food service, income from ticker sales for athletics, music,
drama activities, and tne like).

Operating expense is faculty and staff salary expense and re-

lared employee beneflts costs, student aid, utilitiecs, and g2n-
eral expenses of the lUniversity. It also includes TeCuTving
capital costs and buildling alterarions supported by operatving
{ncoms= that do not exceed $100,000 for any one project. Bulld-
ing alterations in excess of $100,000 are included in the capi-
tal budget.

The aperating budget also includes as income jrtems restricred glfts "

grants and contracts. The divect expenscs supportad hy these funds are

adminiscered s as not Lo exceed Income and are inciuded in cthe eporat-
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ing budget as total lump sums. University policy requires approval
for shifting programs or expenses from these sources of Ffunds te elther en-
dowment o general funds of the University. Termiratlion of a restricted
gifc, grant, or contraet normally results in the termination of the pro-
ject gupported by these funda.

The operating budget is divided iato the following prograﬁ centers:
The Faculty of Arta and Sclences (which tncludes Yale College and the
gcraduate School}; each of the ten professicnal schools f(Architecture, Art,
pivinity, Drama, Forestry and Environmental Studies, Law, Madieine, Musie,
Nursing, Organization and Management); Administration (the President's Office,
Treagurer's Office, Secretary's Office, Development Office, and certain
University-wide funds}; academic support (Provost's 0ffice, libraries,
health services, academic services, and athletics); operations (buildings
and grounds and other aperaticnal activities); and several specialized
program activicies (including, for instance, the Institution for Social
and Policy Studies and the British Art Center). The Medical School,
Bursing School, the Yale Center for British Arct, and the Belnecke Library
are budgeted on total program center basis, in which budget contrel is
exercised only on a bottom-line basis; and thus these four units are res-
ponsible for deficits and may retzin accumulated surpluses. The other
programs included in the operating budget are controlled through speci-
fied blocks of expenae (faculty salarlea, support salarles, uages; em-
ployee beneiits, atudent ald, aud the like); under University policy
savings {n any one tlock may not be expanded in another tlock vithout
prior budgetary approval.

The operating budget includes the normal cost of a development

office bul Coes not fnclude eoe extraord inary expeunses of the Campaign
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for Yale.
A prelimlnary operating budpet 18 ususlly developed in November,

refined duxing the gucceeding eix months, and adopted by the Corporation

1n Juna.

The gepital budget iacludes non-vecurring capital project costs
for building alterations that exceed $100,00C for any ome project and
all new congtruction. This budget 1is allocated forward on a fiscal year-
by-fiscal year basis for all prejects, beginning for each item at the
time planning for a capital project is first authorized, Expenditures
of funds are voted by the Corporation on a project-by-project hasis.
The funds for caplctal projects inelude bullding fund gifts, cectain
restricted gifrs, debt, oT & combination of these; the fund sources aro
jdentitfad at the time at which the project is first avthorized by the
Corporation., AL rhe current time, Lhe University does not develop &

[nrwal annual capital budget.



APPENDIX B

YALE'S INVESTMENT MANAGEMENT

Portfolio Mapagement

Responsibllity for the investment for Yale funds rests with the
Yale Corporaticn, which exercises its responaibility through its
Investments Cemmittee.l

With the approval of the Corporatlon, the Committee has vested
management of the Yale Endowment in four cutside professional managers.
Endowment Management & Research Corperation, Bostom, nanages about $235
million; T. Rowe Price Associlates, Inc., Balrimore, manages about $60
million; Miller, Anderson & Sherrerd, Philadelphia, wanages about $100
millien; and Fischer, Francis, Trees & Watts, Inc., New York, manages
gbout $70 millfon. The remainder, about $40 million, consists of
aicellaneous investments, mostly donared, for vhich there is no ready
market, and some real estate Investments. These are managed by the
Treasurer’'s Offlice in New Haven. The Treasurer's Office alsoc manages
the tnvestment of the University's cash and administera the Securities
Loan Program.

. Endowment Hanagement & Research Corporation (EM&R) was organized

in Cctober 1967, with the asaistance of the University. At the out-

set the University owned half of the capltal stock and Yale's entire

1. Presently John B. Madden, 1941, Managing Partner of Brown Brothers
Harriman & Company, New York, is Chairman of the Committee. The other
penbers ere J. Richardson Dilworth, 1938 and Law 1941, senior financ.. -
advisor to the Rockefeller family, Mew York, and William H, Donaldson
1953, Dean of the School of Organization and Management. Mr. Nonaldsen,
formerly a Trustee, sits with the Committee by invitation. The Treasurer
is Secretary of the Committee.
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endowment was managed by the new corporation. This arrangement
reflected a decision to engage cutaide professional management in

order ¢o reduce the preasure upon the Finance Committee {which at that
time managed the endowment with the help of a small in-house staff},
without loaing the benefit of a management strongly dedicated to Yale.
Although launched oaly a short time before the difficult securities
markets of 1969 and 1970, the firm was successful. Tt now has over §1.5
billion under management and has decided net to expand further In manag-
ing equities. Since inception its Yale common stock account has had a
taotal return (income plua appreciation) of 5B.BZ, which may be com=
pared with 53.1% for the Standard & Poor Index of 500 atocks, EMLR alsc
tad under its care about $30 millien of Yale's asaets, the marketabllity
of which 1s restricted by action of the doner of for legal teasons, and
about 535 million of amsets invested as a fixed income account,

T. Rowe Price Assoclates, Inc., and Miller, Anderson & Sherrerd
manage common stock dccounts, while Fischer, Francis, Trees & Watts, Inc.,
menages a fixed ilncome account. The employment of these addirional
mangers was racommended by EMSR, and approved by the Investments
Committee and Corporatlon, &g a further means of seeking the best results
by diversifying management.

In addition, the University in 1974 established an account
of $1 million for management On an experimental basis of an options
account upon which calls are written for sale on the options exchanges .
The University alse invested $2 milliom in the Common Fund at its incep-
tion in 1972; the Fund is a non-profit investment fund sponsored
by the Ford Foundation as & vehlcle for the {investment of small endow-

ment funds. The University has also comnitted $1 million to



B4

a venture capltal partnership.

The Investments Committee is responsible for determining the
proportions to be {nvested in stocks, fixed income instruments, and
other vehicles. The managers of the common stock accounts have
discretion a3 to the extent to whlch those asccounts at any time will be
fully invested in stocks. The managers have dlscreticnary power to
effect transactiens, subject to an obligation to report immediately.
The Inveatments Committee recelves daily and monthly rveports and meets
with all the managers quarterly.

As of September 30, 1977, the endowment was invested as follows!

Amount Per cent of

($ 1in millions) Total

Commnon. Stock $365 65,8%
Convertible Issues 13 2.3

Long~term bonda and

preferred stock 118 21.3
Short-term investments 25 4.5
Othetr investments 25 4,5
Cash and recelvables _ 5 1.6

$555 100.0%

Thus, common stock and convertible Issues comprised 68% of the total as
of that date.

Inveatment Performunce

Table M shows the end-of-year value of Yale's endowment from 1967-68
through 1976-77. This table, however, is mot an accurate gulde to
investment performance, for two r2asons: (1} it reflects the value
of new gifts te endowment during this pericd, from the dates at which

guch glfts became effective and realizable; (2} conversely, the amount
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of spending from endowment has reduced the market value of endowment on
the date of such spending; as moted in sections I and III of the report,
the percentage rate of spending from endowment has exceeded tha real Tate
of return on endowment, so that the effect of spending from endowment

has been to reduce both the nominal and real market value signiffcantly.
This 18, of course, a matter within the reaponaibilicy of the Corporation
and not of the investment managera.

Rather, it is necessary to examlne the investment performance after
taking account of both these facrors. On this basls, Table N shows the
most Tecent report, as of October 31, 1977, in the form presented monthly
by the Treasurer to the Corpuration. It shows the performance of the
various parts of the endowment, and of the endowment as a whole, In terms
of total return {yleld and capital gain), with comparisons to several
commonly used indices of varlous types. The Standard and Poor index of
500 stocke, the Dow Jones atock averagea, and the Common Fund {referred
to above) are most relevant for vomparisons with the equities portlon of
Yale's pertfolic, deeignated ag Category I in the Table, while the Kuhn,
loeb Bond Index and 30-day Commercial Paper index are most relevant for
comparisons with the bond portion of Yale's portfolic (Category 2 in
the table). Category 3 and Other Investments represent largely items In
the portfolio that are restricted as to the mode of investment and thus
not subject to any relevant comparison,

The best avallable overall romparison, however, does nol appear in
Table N. This ls the performance of the total Yale endowment relative to
the A. G. Backer & Co. index of the total Investment performance of some

800 nontaxable funds (including non-profit {nstitutions and pension funds),
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which is prepared on a guarterly basia. The performance of funds at the
top-quarter break point and median of that index are compared below Lo
the performance of the total Yale endowment for the one, two, and three-
year periocds ended June 30, 1977.

7/1/76 7/1/15 /L4

Lo to to
B/30/77 6/30/17 6/30/77

A, G. Beckar Index

Top—Quartile 6.8% 19.0% 34.6%
Median 2.3 11.7 24.9
Total Yale Endowment 3.0 15.% 7.7

As will be seen, for the three-year period Yale's total endowment
ranked in the top quarter of the Becker Index. Owver the last two years,
vYale's toctal endowment has ranked in the second quarter. The figures
provide the best available measure of the total performaunce of Yale's

endowment, in a periad of both rising and declining markets.
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TAELE #
Yale Uoiversity

The Value of Yale's Endowment
1967=68 to 1976-77%

Millicns

of §
. 680 .. ' $583.2

$567.H $562.9
5545.7 $547.1
$521.8 5517.1 §517.7
500 -
$4561.1
$419.2
400 L

)

100

0 1 .

1967~ 1968- 1369- 1970- 1971~ 1972= 1973- 1974- 1975~ 1975-
1968 1369 1970 1971 1572 1973 1574 1575 1976 1977

#*Total market value of endowment, including gifts and excluding operating
budget deficits as of the end of the fiscal year.



TABLE N
Yale University

Tnvestment Reaults Including Yield and Capital Galn As of October 31, 1977

10/1/77 71477 1176 XA YEL] /174 711773 172

ta to to to to to ta
date date date date daca date date
YALE
EM&R~-Category 1 (3.8)% {7.6)% (7.5)% .8% 36.6% 24.97 4,97
T. Rowe Price {4.0) (4.%) (1.0} (4.8} 17.1 5.9 (9.2)
Miller, Anderson (3.5} {5.6) (3.2) 9.0 - - -
Total Category 1 {3.9)2 (7.0}7 (6.9} 5.6% 29.3% 12.2% (2.M%
DLJ Option Portfolio (1.7) {1.B) 2.0 17.0 - - -
EMiR-Category 2 (0.3 0.6 11.9 22.5 35.3 24,9 20.8
Fisher, Francls {0.2) Q.8 11.4 - - - -
EMSR-Category 3 {4.5) 6.7) 1.1 26.1 35.3 29.8 18.5
Yale-0ther Investmenta 0.4 2.1 10.3 20.1 29.3 31.5 19,5
TOTAL YALE (2.1% (6.9)% (2.0)% 10.2% 30.9% 18.8% 7.2%
OTHER 1NDICATORS
Standard & Poor 500%* 3.9 {(h.6)% (6.2)% 7.0% 24.3% 6.1% 6.2%
Dow Jones* (3.0} (9.1} {13.5) 3.1 13.9 11.6 11.1
Comnon Fund (3.1 (5.1} (3.1 2.3 26.0 4.7 (.1
Yuhn, Loeb Bond Index {0.8) 1.3 16.5 31.6 50,8 39.3 44,4
30-Day Commercial Pape. 0.5 1.9 6.9 13.2 23.4 35.9 &3.7

{) means negative performance.
*0ctober 31, 1977 index for Standard & Poor 500 was 92 .34 and for Dou Jones was B1R.35.

a8



APPENDIX C

SPECIAL EXPENSES, CONTINGENCIES, AND RESERVES

This appendlx provides background Information on the rebuildiog

of reserves and centingencles discussed in Section III of cthe report

(sce pages 55-36). Table G shows the total amounts to be provided

for these items over the next five years. The changes Erom the budget

bhage are as followa:

Coutingencies. The 1977-78 budget contains $275,000 for contin-
gencies to cover unforeseen but eritical expenges that inevitably
aceur in any given year., The projection builds the coptingency
to a total of $1.33 million (or G.5% of the operating expense)

by 1982-83.

Amortization of certaln deferred charges. $100,000 of amvrtiza-

ticn charges, have been added, beginning in 1978-79, for the amor-
tization of certain deferred accounts Dot now being amortized.
With this actiom, all deferred accounts will be amortized.

Amortization of University Operating Reserve negative balance.

As discussed in the text of the report, cperating budget deficits
have been charged to the University Operating Reserve. This fund
now 1s overdrawn by $8.9 million. The projection assumes a pay-
ment schedule of $200,000 in 1978-79, with increases of $400,000
for each of the next four yeara, for a total annual payment in
1982-83 of 41.8 mwiilion, Continuing annual payments of this

amount after 1982-B83 would amorrize the total estimated negative
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balance —— including the potential $2 millien 1977-78 deficit
and the total suthorized deficits of §7.0 million in the next
two years —— within fifteen years (including the income last
because of the deferred borrowing requiréd to flnance the de-

ficite).

Devalopment QEfice. The Campaign for Yale is currently budgeted

outside the Yale operating budget, with $500,000 of general ap-
propriation funds transferred annually into the Campaign's budget.
Provision for a Development Office funded within the operating
budget is required when the Campaign ends in 1978-79. The in-
crease of $1 million projected for 1979~80 would provide = total
$1.5 mtllion for such a Development cffice.

Audit Regerve. No provision currently exists in the operating
budget for audit disallowances. A current pending audit could
result 1n a asubstantial disallowance, despite the fact that the
amounts now questioned were reviewed and approved at the time.
The University is currently challenging the sudit, and this re-
serve would provide for payment if the University's position is

not accepted.

The Development Fund was established during the Campaign for the

Arts and Sclences in 1960-61 to provide mecessary Funds for the
support of capital projects. The projection provides for step
{ncreases of $200,000 per year, starting at the present level of
$450,000 in 1977-78, In ovder to rebuild che Income balance

of the fund and, in effect, to amortize the amounts of Alumni Fund

income ortginally intended to go to the Development Fund but
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diverted in the laat four years to reduce operating budget

deficita.

- Alterations. It 1s eatimated that §1.3 million of funds are
required in 1978-79 and 1979-80 ro meet a varlety of large ren-
avatlons, modernization, and malntenance of Yale's bulldings
and equipment. These include the renovation of the Computer
Science laboratory and improvements in the chemistry laboratory.
These funds are in addition to funds for regular and more minoY
alterations included in the base budget.

Beyond the two-year period, an allowance for continuing
needs of the same character ig provided at the rate of $1.23
million per year. This amount t;kes account of the age and char-
acter of many of Yale's buildings, sud is designed to preserve

their usefulness.
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Yale Unlversity

Special Expenses, Reserves, and Contingencies, 1977-78 to 1982-83

Por_the Operating Budgat

Contingencies
Amortization of Certain
Deferred Charges
Amortization of University Operat-
ing Reserve Negative Balance
Development Office
Audit Reserve

Sub-Total

For Capital Projecta

Development Fund
Alteratlons

Sub-Total
Total

Tnerease Over 1977-78 Budget

% In Thousands)

1977-78

1978-79 1976-80 1980-81  198}-82 1982-83
$ 275 § 525 §$ 775 $1,025 $1,275 $1,525
- 100 100 100 100 100
- 200 600 1,000 1,400 1,800
500 500 1,500 1,500 1,500 1,500
- 1,500% - - - -
$ 715 $2,825 52,975 §3,625 84,275 §4,925
$ 450 § 650 § 850 $1,050 $1,250 $1,450
§ - 400 300 1,250 $1,250 $1,250
$ 450 51,050 %1,750 $2,300 $2,500 52,700
$1,225 53,875 §4,725 $5,925 36,775 $7,625
[ $2,650 $3,500 §4,760 $5,550 §6,400

%0pe-time expense which is not carried forward into subsequent fiscal years.

(4



APPENDIX D

THE FINANCING OF BUDGET DEFICITS BY YALE

1. University OQparating Reserve. Historically, it has been the

practice at Yale to malntaln & aeparate account, formerly deaignated the
Invesgtment Income Stabilization Fund and now carrying the above ritle,

to take scoount of budget surpluses and deficies. As of 1966, past gur-
pluses had created a positive balance of 38.6 million in this account.
However, as stated in the report itsell (page 41), the deficits of recent
years, and especially the large and unexpected deficit of 1976~77 of

S6.6 million, have now created a negative balance in University Operat-
ing Reserve of 58.9 million. The rebullding of this account 1s a major
part of the "building back up' schedule of charges spelled out in Section
II1 of the report. ’

2. 1Internsl Borrowing from General Funds, When the Univeraity

Operasting Resarve ceased to be avnilable, budget deficits were financed
by 4nternal borrowing from the subatantial cash balances avallable to

rhe University as a part of its normal operations. These arise from

the excess at any glven time of term bill recelpts and other cash in—
come, as against cash requlirements, and from the fact that gifts and
other recelpts from other sources may not be neaded at a glven time for
the purpose to which they are directed, although they remain eatmarked
for that purpose. These ap-called general funds constitute, In effect,
the equivalent of deposits in the Unlversity as though in a bank. Their
use to finance other needs requires that the University forego the lncome

it might otherwise recelve through cash management.
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A number of "deferred chargea” subject to fixed amortization scha-
dules reflect such internal borrowing from general funds., In addicionm,
beginning in 1975-76 budget deficits were financed by such berrowing, to
cover $8.9 million of deficits from 1375-76 through 1976-77.

The amount of liquid investments in general funds during the year
ending October 31, 1977, after the above deferred charges and tudget
deficits, computed at several dates chosen at randem through the year,
varfed between about $34 million and about 570 million. The balance after
allowlng for current obligatiens mostly payable on demand, ranged between
a positive balance of about $13 millicn and, for cne brief period, a nega-
cive balance of about §3 millien., However, agince the University is a con-
tfnuing institution, with new receipts coming in as old ones are paid out,
and with a small likelihood that all the above curreat obligations will
have te be pald at one time, general funds seem likely to be adequate,
though not gegerously &o, to finance rthe anticipated possible $2 million
budget defieclt In 1977-78, and the additional projected deficits of $5.5
million in 1578-79 and $1.5 million in 1979-80. Accordingly, the Univer-
sity plans to fund such deficits, if they should come about despite efforta
to decrease them, by continued use of the internal borrowing method.

However, even L1f such financing is covered by amnual contributiens
from operating income under z firm amortizatlon schedule, the unamortized
portion must be considered a contingent charge on that portien of the
University'e endowment that is unrestricted both as to purpose &nd as
to the expenditure of principal.

3. Unrestrlcted University Funda Functioning as EndowWment (OUFFFY.,

The portion of the endowment bearing this title may be called for

comvenience the Unlversity's anrestricted Eunda, It forms 4 very small
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part, about 6%, of the total Yale endowment, as a result of denors to
Yule having in most cases imposed legal restrictiona on the use of their
gifrs, ecither aa to purpose or as to the uge of primcipal, or both.

As of June 30, 1977, the balance of ynrestricted funds avallable
stood at $35.2 million. On the basis of experience in the last four
years during the Campaign for Yale, it should be augmented by $2.5
miliion per year of new gifts, and this amount =ay increase slightly as
a result of a higher-than-usual proportiaon of unrestricted funds in
further glfts to the Campaign for Yalae. On the other hand, plans for
financing the expenses of the Campaign -- eventuzlly to be repaid almost
wholly from the proceeds of the Cawpaipn, the targets for which included
an allowance of $1l1 million for this purpese =- have required direct
charges to unrestricted funds of $7.7 million to June 30, 1977, and are
now estimated to require $4.8 and $2.8 million for further expenses in
1977-78 and 1978-79. (In effect, when the original eatimate of $11
million is repaid from the proceeds of the Campaign, the University will
have had to charge the overrun -- ariaing mainly from the extension of
the Campaign by ome year -— to ita unrestricted endowment . ]

In addition, the unrestricted funds must provide contingent support
ro obligations of the Univeraity, now comprisking $9 million Ln shart—term
commarclal borrowing for srudent lnan purposes, $8 million of short term
borrowing from the federally chartered Student Loan Marketing Assocla-
tion (the University expects to repay most of this with the proceeds of
sales of atudent notes), and $7 million ia intermediate—term borrewing
for the same purpese. The latter obligation 1s subject to belng called
or collateralized 1f the amount of unrestricted funds should fall below

520 million, Over the next three years, roughly $4 million in additiomnal
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short-term borrowing may also be required, for student loan purposes.
The $8.9 million of past deficits financed through borrowing from general
funds is also & contingent charge on unrestricted funds. The unrestricted
funda stand also as a reserve for general emergencies.

To impose on the unrestricted funds additicnal ceoatingent charges
of $2 million, §5.5 million, and $1.5 million for budget deficits in
1977-78 and the following twe years may, depending on the accounting
method required, reduce the amount of unrestricted funds to the order of
§24-11 million, baged on all of the above. In any event, although the
likelihood of contingent cbligations actually falling onte the unrestrict-
ed funda i3 not substantial, prudent management requires that there be no
greater deficits than these, and if poseible leas. What is, in effect,
Yale's working capital will have been reduced —- at $24~-33 million -~
to the lewest tolerable level in a total operating budget soon to be in

excens of $250 million.



