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Introduction 
 
In late 2008, the IRS sent a compliance questionnaire to approximately 400 colleges and universities, the 
majority of which were four-year, public or independent, degree-granting institutions. This questionnaire 
focused on institutional governance practices, endowment management, employee compensation, and 
activities that generate unrelated business income (UBI) during the tax year ending in 2006.  
 
Upon the announcement of the questionnaire, the Association of Governing Boards of Universities and 
Colleges (AGB) and the National Association of College and University Business Officers (NACUBO) 
partnered on a voluntary parallel analysis of the submitted survey data to assess the information 
collected and offer our own conclusions. The effort was supported by seven additional higher education 
associations representing all sectors: the American Association of Community Colleges (AACC), the 
American Association of State Colleges and Universities (AASCU), the American Association of 
Universities (AAU), the American Council on Education (ACE), the Association of Public and Land-
Grant Universities (APLU), the National Association of Independent Colleges and Universities 
(NAICU), and the National Collegiate Athletic Association (NCAA).  
 
The IRS did not disclose which institutions received the questionnaire or its methodology in selecting 
institutions. The AGB/NACUBO effort, therefore, required us to ask all higher education institutions to 
voluntarily submit their completed surveys for analysis by the independent accounting firm Ernst and 
Young (E&Y). The resulting “2008 Internal Revenue Service Colleges and Universities Compliance 
Questionnaire Analysis” is enclosed. The report analyzes the submitted responses of 146 surveys, 
representing over one-third of the institutions responding to the questionnaire.   
 
Governance in Higher Education is Working 
 
The distinguishing characteristic of American higher education is its unique form of independent, citizen 
governance. This contributes to the robustness and diversity of our institutions, which have long been 
the envy of the world for their contributions to new knowledge, innovations in research, and service to 
the communities, regions, and states in which they reside and their alumni live. While there is always 
room for improvement—and this report indicates areas for improvement—board and institutional 
leaders have shown willingness to make necessary and appropriate changes to strengthen governance. 
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Higher Education Practices Good Governance 
 
Public colleges and universities already operate under significant governmental oversight with 
considerable transparency. Private universities and colleges also have strong governance programs to 
ensure their educational mission is achieved while protecting against conflicts. The enclosed report 
indicates that 97 percent of universities and colleges reported written conflict of interest policies in place 
to govern top management officials. Additionally, 91 percent of the respondents currently make their 
audited financial statements available to the public.  
 
Higher Education Leaders Practice Sound Endowment Management 
 
Nearly all higher education endowments employ a spending rule that is part of the institution’s formal 
investment policy.  For many endowments, the spending rate is a set moving average (generally a three-
year rolling average) of the endowment’s market value.  In the E&Y study:  
 

• Ninety-nine percent of the respondents had a formal investment policy and 94 
percent had an investment committee for their endowment fund. 

• Investments committees are almost universally involved in selecting external 
managers. 

• Endowment distributions are carefully monitored and reported on. 
• Ninety-seven percent of the respondents reported target spending rates from 

their endowments of four percent or more; 70 percent reported five percent or 
more. 

• The most frequent expenditure from the endowment was to support student 
financial aid. 

 
Compensation Continues to Be a Concern 
Compensation of higher education leaders is regularly studied, most notably by the Chronicle of Higher 
Education and by the College and University Professional Association for Human Resources (CUPA-
HR), as well as by the American Association of University Professors (AAUP). The IRS Compliance 
Survey asked for detailed information on the five highest-compensated employees of the institution for 
the calendar year 2006 and the six highest-compensated executives. The attached report indicates that 81 
percent of public institution respondents show a CEO salary of above $200,000, with 38 percent in the 
$200,000 to $300,000 range. 65 percent of private institution respondents indicate CEO salaries above 
$200,000; with 27 percent in the $300,000 to $400,000 range. As a benchmark, the Chronicle of Higher 
Education’s 2006–07 salary study indicated CEO median salary was $207,999. The E&Y report seems 
to reflect that respondents may skew high on reported compensation compared to national data. 
 
Practices related to determining presidential compensation are fundamentally sound. AGB’s work 
indicates 80 percent of boards use comparative data. The Form 990 requires documentation of the 
compensation process, so transparency of compensation practices should continue to improve. 
According to this report, institutions need to pay more attention to using a process intended to satisfy the 
rebuttable presumption procedure of IRS section 4958 to determine compensation of chief executives. 
 
Reported compensation levels for faculty and senior academic and administrative leadership are 
consistent with the many and regular compensation reports produced by the Chronicle of Higher 
Education, CUPA-HR, and AAUP. Athletic coach salaries are an area of concern. According to the 
recent report of the Knight Commission on Intercollegiate Athletics, “Presidents view the upward trends 
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for coaches’ salaries as well as the increasing costs of the expanding number of sports-specific personnel 
as one of the greatest threats to sustainability.” Coaches represented 13 percent of the top five highest-
compensated employees in the analysis. The average salary was $684,000 and the median salary of 
those coaches was $404,000.  It is likely the 13 percent of coaches among the 146 respondents in the 
NACUBO/AGB study are almost certainly football and men’s basketball coaches at the Division I 
Football Bowl Subdivision level. Comparable data from the NCAA for the 2005-06 academic year 
shows that the mean salary for NCAA member head football coaches was $259,900 and the median was 
$88,000. The mean salary for NCAA member head basketball coaches during the same period was 
$172,000 and the median was $67,000. 
 
Median faculty salary ranges of high-earning faculty reported were consistent, if not higher, than other 
surveys of faculty salaries.  This is not surprising, since this study reflects only faculty salaries that fell 
into the definition of the five most highly-compensated individuals at an institution, rather than the 
broader compensation data reflected in other salary surveys. The E&Y analysis found the following 
median salaries by position type represented among the top five earners: 
 

• Median faculty: $149,000 
• Median Department Head: $152,000 
• Median Administrator: $147,000 

 
Overall, the data on use of fringe benefits showed nothing striking or unusual. Among the presidents and 
highest compensated employees, more than 91 percent of total compensation came in the form of salary, 
health and other insurance benefits, and retirement contributions. Interestingly, only about half of the 
institutions eligible to use the IRS rebuttable presumption rules actually did so for their top executives. 

 
Institutions Conduct Wide Range of Activities That Generate at Least Modest Amounts of 
Unrelated Business Income  
but Pay Little Tax 
 

• At least one institution reported conducting activities that could generate UBI in
47 different forms, from facility rentals to their bookstores and food service 
operations. 

• Respondents listed on their most recent 990-T total gross receipts or sales of 
$146 million, and a total current net operating loss of $5 mil

• Data do not shed significant light on why many activities that generate UBI fail 
to also generate federal tax revenue.  The data are almost certain to reinforce th
perception among some policymakers that the UBI tax rules need to be 
reviewed. 

 
Conclusions and Recommendations 
 
This report represents an early look at what might result from the full IRS Compliance Survey. While 
the AGB/NACUBO effort resulted in a statistically significant sample of respondents, we recognize that 
the IRS effort may produce different results when the full data set is analyzed and a report is released. 
Nonetheless, there are a number of key takeaways for the higher education community. 

 
Significant financial transparency and accountability currently exist among institutions of higher 
education. The vast majority of institutions are responsible stewards of the resources that have been 
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given to their endowment. Compensation practices and levels for college and university employees are 
already publicly available and widely covered in the media.  However, the data are likely to renew the 
public debate about the salaries among higher education leaders and athletic coaches. While 
conversations should continue in earnest about compensation, it is critical to reiterate that the salary data 
collected by the IRS in the questionnaire were collected only for the institution’s top five highest-paid 
employees and the top six highest-paid executives. Median salaries reported across all categories relate 
only to that small subset. 
 
The unrelated business income tax rules and regulations in which public and private non-profit 
universities and colleges operate were imposed on institutions to prevent “unfair competition” primarily 
between exempt colleges and the for-profit sector.  To some, the fact that our institutions may not be 
paying a significant amount of tax may be interpreted as a sign that these tax rules are somehow “not 
working.”  Our job is to demonstrate not just how these rules work, but how they compare to the tax 
burdens that fall on the business sector.  Indeed, there are ample data to suggest that unrelated business 
income taxes collected from nonprofits and corporate income taxes paid by small businesses are 
comparable. 
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Executive Summary 
The Internal Revenue Service (IRS), as part of its focused effort to study 
key areas in the tax-exempt community, has undertaken a compliance 
project for colleges and universities.  The project was launched in fall 
2008 with the issuance of a Compliance Questionnaire which requested 
tax year 2006 information from approximately 400 public and private 
colleges and universities.  “The information gathered will help us identify 
issues and areas that may need more outreach and education or further 
scrutiny,” said Douglas Shulman, IRS commissioner. 

Given the scope and complexity of the IRS Compliance Questionnaire, the 
Association of Governing Boards of Universities and Colleges (AGB) and 
the National Association of College and University Business Officers 
(NACUBO) engaged Ernst & Young LLP (E&Y) to tabulate and analyze 
responses to the questionnaires submitted by higher education 
institutions to the IRS.  NACUBO and AGB, along with the other 
sponsoring organizations, hope the Ernst & Young analysis will promote 
transparency and a greater understanding of the complex challenges 
facing colleges and universities. 

Ernst & Young received copies of the submissions from 146 colleges and 
universities, over one-third of the institutions responding to the IRS 
questionnaire.  This report presents the key findings from these 
responses on higher education governance and operations.  Due to the 
length of the IRS questionnaire (33 pages, with over 1,500 possible 
responses), only certain key questions are analyzed in this report.  Based 
on a review of the questionnaires submitted to E&Y by participating AGB 
and NACUBO members, it appears that, for the most part, the 
participating colleges and universities have adopted many governance 
best practices, provide strong oversight of endowment investments, set 
reasonable endowment spending rates, and follow a range of practices 
with regard to the realization and reporting of unrelated business income.  
Many of the participating private colleges and universities have 
meaningful policies for the review of executive compensation, but some 
have room for improvement. 

Key Survey Findings 

The colleges and universities sharing their responses to the IRS 
Compliance Questionnaire vary widely in their financial resources and 
related activities.  Despite the differences, colleges and universities have 
adopted many well-recognized best practices, especially in the areas of 
governance and financial management. 

• Ninety-eight percent of public institutions and 97 percent of 
private institutions have a written conflict of interest policy, or a 
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state statute explicitly governing conflicts of interest, for the 
ruling/governing body and top management officials. Seventy-
five percent of public institutions and 78 percent of private 
institutions have a written or statutory conflict of interest policy 
for full-time faculty. 

• Ninety-one percent of respondents make their audited financial 
statement available to the public. 

• Ninety-nine percent of respondents indicate that they have an 
investment policy for their endowment fund. Ninety-four percent 
indicate they have a specific investment committee that oversees 
the investment of the endowment fund, with 67 percent of these 
committees having seven or more members. 

• All of the respondents monitor their endowment distributions to 
ensure they match the donors’ intent. Many institutions use 
multiple methods to monitor their endowment distributions, with 
the most frequent methods being reports (84 percent) and 
financial audits (60 percent). 

• The survey reports that 97 percent of respondents indicated a 
target endowment spending rate of four percent or higher; 70 
percent indicated that their target was five percent or higher. 
Distributed funds most frequently were applied to scholarships, 
awards, grants, and/or loans (45 percent of all distributions on 
average). 

• In setting compensation, 29 percent of the participating private 
institutions1 report hiring an outside executive compensation 
consultant to provide comparable data, and 41 percent had a 
formal written policy governing compensation of at least some of 
the officers, directors, trustees or key employees. 

• A majority (53 percent) of private colleges and universities 
reported the use of a process intended to satisfy the rebuttable 
presumption procedure to determine compensation.  

• Regarding compensation of college and university presidents and 
chancellors, the largest group of public institutions reported 
compensation between $200,000 and $300,000 (38 percent); 
the largest group of private institutions reported compensation 
between $300,000 and $400,000 (27 percent).  Compensation 
of more than $400,000 was reported by 21 percent of public 
institutions and 20 percent of private institutions.   

 
1 Public colleges and universities were not asked this question. 
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• Both public and private institutions reported substantial level of 
compensation for sports coaches.  Although wide ranges in 
compensation were reported, 38 percent of public institutions 
and 43 percent of private institutions report paying amounts 
greater than $500,000.  

• Over 70 percent of respondents offer tuition discounts 
(institutionally funded grants or scholarships used to offset a 
portion of tuition and fees) of greater than 10 percent. Over one-
third of public university respondents offer tuition discounts 
greater than 20 percent, while 46 percent of private colleges 
offer tuition discounts greater than 30 percent. 

• The questionnaire asked about 47 specific types of unrelated 
business activities on campus, thirteen of which are undertaken 
by more than one-third of the respondents. 

Observations 

Each questionnaire represents a financial snapshot of the college or 
university as of tax year 2006.  The economic environment these 
institutions operate in is volatile.  The financial picture of many colleges 
and universities has dramatically worsened since 2006, due to the 
economic downturn and the decline in the value of the financial markets.  

• The questionnaire respondents in the AGB/NACUBO study were 
mostly public institutions and generally larger than the general 
population of nonprofit colleges and universities in the United 
States. It is not clear whether the IRS sample was representative 
when designed or whether institutions with these characteristics 
were more likely to send their questionnaires to E&Y for analysis. 

• The IRS Compliance Questionnaire attempted to request 
information through yes/no, specific numeral, or check-the-box 
questions.  Space for detailed answers was not provided.  Many of 
the respondents provided additional written responses to clarify 
their IRS-formatted responses.  This additional detail is important 
in understanding many of the responses.  Responses to certain 
questions appear to vary due to lack of clear definitions of terms.   

• Responses to certain questions appear to vary due to lack of 
clarity in survey questions themselves. 
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Overview of Project 
The Association of Governing Boards of Universities and Colleges (AGB) 
and the National Association of College and University Business Officers 
(NACUBO) engaged Ernst & Young (E&Y) to tabulate and analyze the 
responses of their members’ submissions of the IRS Compliance 
Questionnaire.  E&Y received copies of 146 of the approximately 400 
Compliance Questionnaires submitted to the IRS in late 2008 and early 
2009. The Compliance Questionnaire requested data for tax year 2006, 
related to financial and governance issues in four-year nonprofit colleges 
and universities, both public and private.  This report summarizes the key 
findings from the analysis. 

Background on IRS Compliance Questionnaire 

The Compliance Questionnaire was designed by the Internal Revenue 
Service as part of its “ongoing efforts to increase voluntary compliance.”  
An IRS compliance check is used to determine whether an organization is 
adhering to recordkeeping and information reporting requirements and 
whether an organization’s activities are consistent with their stated tax-
exempt purpose.  

As part of the IRS’ effort to “work to build a better understanding of the 
largest, most complex organizations in the tax-exempt sector,”2 and to 
better understand colleges and universities, specifically, they surveyed a 
number of public and private institutions.  The Compliance Questionnaire 
focused on the following areas: information about the organization and 
its governance, activities, endowments, and executive compensation.  A 
copy of the Compliance Questionnaire is included in Appendix A of this 
report.  

This report presents key finding from 146 colleges’ and universities’ 
Compliance Questionnaires.  The responding colleges and universities 
have reported many common practices in the areas of governance and 
financial management.  

Process and Methodology 

AGB and NACUBO requested that colleges and universities that had 
received a Compliance Questionnaire send a copy of their completed 
response to E&Y. All responses were kept confidential, and only 
aggregated information is included in this report.   

 
2 “IRS Sends Compliance Questionnaires to 400 Colleges and Universities” IR-2008-112, Oct. 1, 
2008 
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E&Y developed a database containing the transcribed data fields. If a 
marginal notation was made outside of an open-ended field on the 
questionnaire, this was noted separately.  For some questions, the 
additional text explanations of marginal notations provided important 
insights to the institution’s answers. 

Respondents 

The analysis examined the submitted IRS questionnaires from 146 
colleges and universities, representing over one-third of the total 
institutions responding to the IRS survey.  When compared with the 
profile of all U.S. nonprofit colleges and universities with a four-year 
program, the 146 respondents in the AGB/NACUBO study are more 
heavily weighted to large public universities.  

The colleges and universities that submitted their questionnaires to E&Y 
were mostly public institutions (60 percent of respondents).  This differs 
from the general population, in which only 29 percent of nonprofit 
colleges and universities with a four-year program are public.  It is not 
clear if the IRS over sampled public institutions or if public institutions 
were more likely to send their completed questionnaires to E&Y for 
analysis.  

The colleges and universities that submitted their questionnaires to E&Y 
are also larger than the average U.S. nonprofit four-year institution, as 
shown in Figure 1.  Of those that submitted their questionnaire to E&Y, 
28 percent of the respondents had a full-time student enrollment of 
3,000 students or fewer, compared to 68 percent for all U.S. nonprofit 
four-year institutions. Only 4 percent of U.S. schools have an enrollment 
of 20,000 or more students, whereas 19 percent of those that sent their 
questionnaire to E&Y had an enrollment of this size.  Again, it is not clear 
if the IRS sample drew upon generally larger institutions or if larger 
colleges and universities were more likely to send their questionnaires to 
E&Y for analysis.  
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Figure 1: Comparison of Study Participants and All U.S. Four Year Colleges and 
Universities, Number of Students Enrolled 
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Source: E&Y tabulations from the IRS Compliance Questionnaire; U.S. Department of Education’s 
Integrated Postsecondary Education Data System (IPEDS), Fall Enrollment and Finance Surveys for 
2007-08 
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Principal Findings from the Questionnaire 
Despite wide variations in financial resources and activities, the 
Compliance Questionnaire results show that, for the most part, the 
participating colleges and universities have adopted many recommended 
governance practices, provide strong oversight of endowment 
investments, set reasonable endowment spending rates, and follow a 
variety of practices with regard to the realization and reporting of 
unrelated business income.  Many of the participating private colleges 
and universities have meaningful policies for the review of executive 
compensation, but some have room for improvement. 

Governance 

Both public and private colleges and universities have instituted policies 
leading to greater accountability and transparency.  For public 
institutions, this is often under the guidance and authority of state 
statutes and regulations. 

Conflict of Interest Policies   

Through its substantial guidance and based upon data obtained from 
years of Form 990 filings, the IRS has asserted that more effective 
governance can be attained through the adoption of and adherence to 
conflict of interest policies. Ninety-eight percent of public respondents 
indicate that their state has a statute explicitly governing conflicts of 
interest for members of the organization’s governing body and its top 
management officials (see Table 1). Seventy-five percent of public 
respondents indicate that there is a state statute governing conflicts of 
interest for faculty.  

Almost all private colleges and university respondents (97 percent) 
report that they have a written conflict of interest policy in place 
governing members of the organization’s governing body and its top 
management officials.  Similar to public colleges and universities, about 
three quarters of private institutions have a written conflict of interest 
policy in place for faculty members. 

Table 1:  Written Conflict of Interest Policies, Percentage of  
Public and Private Respondents 

Written conflict of interest policy for… Public Private
Ruling/Governing body and top management officials 98% 97%
Full-time faculty 75% 78%
Source: E&Y tabulations from the IRS Compliance Questionnaire  
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As for financial transparency, most of the respondents (91 percent) make 
their audited financial statements available to the public. 

Endowment Fund Oversight   

The IRS Compliance Questionnaire asked several questions about the 
oversight and governance of endowment funds.  Ninety-nine percent of 
respondents have an investment policy for their endowment fund, and 94 
percent have a specific investment committee that oversees the 
investment of endowment fund assets.  As Figure 2 illustrates, 
endowment investment committees tend to have a large number of 
members overseeing the investments, with 67 percent of respondents 
having investment committees of seven or more members.  A full quarter 
of respondents have more than 10 members on their investment 
committee. 

Figure 2:  Number of Members of the Investment Committee That Oversee the 
Endowment Fund(s) 

Source: E&Y tabulations from the IRS Compliance Questionnaire
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The IRS Questionnaire asked several questions about the internal and/or 
external parties used to manage the investments in the school’s 
endowment funds.  In 95 percent of the cases, the investment committee 
was used to approve the selection of external endowment fund 
managers.  Ninety percent of investment committees approved 
investment-guidance recommendations made by outside consultants.  A 
committee of the board or the full board was involved in reviewing and 
approving compensation arrangements for internal investment managers 
in 66 percent of the cases. External investment manager compensation 
arrangements were more likely to involve review and approval of a 
committee of the board or full board (95 percent of responses).  Table 2 
summarizes these responses. 
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Table 2:  Governance of Endowment Fund Investment Managers 

% Yes
Did the investment committee approve the selection of external parties used to 
manage the investments in your endowment fund(s)? 95%
Did your investment committee approve investment-guidance recommendations 
made by outside consultants? 90%
Were compensation arrangements for internal investment managers reviewed 
and approved by a committee of the board or the full board? 66%
Were compensation arrangements for external investment managers reviewed 
and approved by a committee of the board or the full board? 95%
Source: E&Y tabulations from the IRS Compliance Questionnaire  

Colleges and universities also ensure that endowment fund distributions 
match the donors’ intended and/or stated purpose.  Every one of the 
respondents indicates that they monitor their endowment distributions to 
ensure they match the donor’s intentions.  Figure 3 shows that many 
schools use multiple methods to monitor distributions.  The most 
frequent methods used to monitor endowment distributions are reports 
(84 percent), and financial audits on distributions (60 percent). The 
responses are not mutually exclusive as some institutions may use 
multiple methods to monitor distributions. 

Figure 3:  Methods Used to Monitor Endowment Distributions,  
Percentage of Respondents 

Source: E&Y tabulations from the IRS Compliance Questionnaire
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Compensation Policies   

The IRS Compliance Questionnaire asked about the compensation policies 
for the institutions’ highest paid employees, as well as who sets 
compensation for top positions.  The answers to the compensation 
setting question, as shown in Table 3, appear to have been affected by 
the formatting of the potential answers.  Based on the numerous 
marginal notations, many respondents appear to have been confused by 
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the format of this question and were unclear as to whether “Director” 
referred to a paid officer or a member of the Board of Directors or Board 
of Trustees.  This led to inconsistent responses. 

In addition, many respondents indicated in the open-ended response field 
that the Board of Directors sets the president’s compensation, but that 
the president sets the compensation for the rest of the officers.  Two-
thirds of respondents report that the Board sets officer compensation, 
and over one-quarter report that officer compensation is set by a 
compensation committee.  

Despite these similar notations, the respondents’ checkbox responses 
were inconsistent, with some checking that officers set officer 
compensation, and others indicating this through the open-ended 
response only. 

Given the confusion regarding this question, the data related to this 
question should likely not be considered reliable.  Further, it should be 
noted that in no case is any individual responsible for setting his or her 
own compensation.  An asterisk highlights questionable response data, 
given the above caveat. 

Table 3:  Entities Involved in Setting Compensation by Position 

Entity setting compensation Officers Directors Trustees Key Employees
Officers * 7% 2% 62%
Board of Directors 67% * 3% 19%
Compensation Committee 28% 0% 0% 10%
Other 31% 10% 0% 38%
N/A or Uncompensated 3% 50% 69% 2%
Did Not Answer 2% 29% 26% 3%
* Percentages removed due to inconsistent responses
Source: E&Y tabulations from the IRS Compliance Questionnaire

Position compensation set for

 

In setting compensation, 29 percent of the participating private colleges 
and universities indicate that they hired an outside executive 
compensation consultant to provide comparable data.  41 percent had a 
formal written policy governing compensation of at least some of the 
officers, directors, trustees or key employees.  A majority (53 percent) of 
the key executives at the private colleges and universities had their 
compensation determined using a process intended to satisfy the 
rebuttable presumption procedure of IRC section 4958 to determine 
compensation.  

When looking at the top five highest paid employees, faculty make up the 
largest group, accounting for 62 percent of the top five employees (see 
Table 4).  Because employees can hold more than one position (i.e., a 
faculty member can also be a head of department or sports coach), the 
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average and median salaries for faculty may be higher than for 
employees who are faculty members only.  

Table 4:  Top Five Employee Response Percentages, Average and Median 
Compensation By Position Type 

% of Employees Average Median
Faculty 62% $230,000 $149,000
Heads of Department 21% $248,000 $152,000
Administrative/Managerial 21% $166,000 $147,000
Sports Coach 13% $684,000 $404,000
Other 6% $299,000 $161,000
Source: E&Y tabulations from the IRS Compliance Questionnaire. Amount rounded to nearest thousand.  

Regarding compensation of college and university presidents and 
chancellors, the largest group of public institutions reported 
compensation between $200,000 and $300,000 (38 percent); the 
largest group of private institutions reported compensation between 
$300,000 and $400,000 (27 percent).  Compensation of more than 
$400,000 was reported by 21 percent of public institutions and 20 
percent of private institutions.  Figure 4 shows the respondent 
distribution of college and university president and chancellor 
compensation.  

Figure 4:  Compensation of College and University Presidents and Chancellors 

Source: E&Y tabulations from the IRS Compliance Questionnaire
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Both public and private institutions reported substantial level of 
compensation for sports coaches.  Although wide ranges in compensation 
were reported, 38 percent of public institutions and 43 percent of private 
institutions report paying amounts greater than $500,000. Figure 5 
shows the respondent distribution of college and university sports coach 
compensation. 
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Figure 5:  Compensation of College and University Sports Coaches 

Source: E&Y tabulations from the IRS Compliance Questionnaire
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The most common methods of remuneration for the top six executives 
are: base salary (99 percent of top employees), contributions to 
employee benefit plans (91 percent), contributions to life, disability, and 
long-term care insurance (83 percent), and participant contributions to 
403(b) plans (75 percent). 

Higher Education Tuition, Finances, and Endowment Management 

Of continuing interest to the IRS and to legislators and regulators are 
both the cost of higher education and the scope of “unrelated” business 
activities.  Both policymakers and the public at large are particularly 
interested in the former.  

With the mix of public and private colleges and universities in a variety of 
geographic and academic settings, it is difficult to compare these 
institutions on the basis of tuition and fees alone, as the unique 
circumstances and environments they face often lead to different 
outcomes.  

The Compliance Questionnaire asked about the amount of average annual 
tuition discount offered to students.  Generally, a tuition discount is an 
institutionally funded grant or scholarship that college students can use 
to offset a portion of their tuition and fees.  Over 70 percent of the 
respondents offered average tuition discounts greater than 10 percent.  
Three quarters of the private institution respondents, and more than one-
third of public university respondents, offered average tuition discounts 
of more than 20 percent.  Figure 6 shows the percentage of colleges and 
universities offering a given average tuition discount percentage, broken 
out by public in-state tuition, public out of state tuition, and private 
school tuition. 
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Figure 6:  Percentage of Colleges/Universities Offering an Average  
Tuition Discount Percentage 

Source: E&Y tabulations from the IRS Compliance Questionnaire
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In determining the level of distribution of the endowment fund for 
expenses related to scholarships, operations, and other related items, 
colleges and universities frequently adopt a specific percentage of total 
endowment fund spending target.  The “spending rule” used by most 
college and university endowments is based on a three-year moving 
average of the endowment market value.  Ninety-seven percent of 
respondents indicate that they adopt a percentage “spending rule” target 
of 4 percent or more of endowment market value, with 70 percent 
indicating that their percentage target is 5 percent or more.  Figure 7 
shows the respondent distribution of these spending targets. 

Figure 7:  Spending Target Percentage of Total Endowment Fund 

Source: E&Y tabulations from the IRS Compliance Questionnaire
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By far, distributed endowment funds are most frequently applied to 
student aid in the form of institutional scholarships, awards, grants, and 
or loans (nearly 45 percent of all fund distributions on average).  General 
university operations and general education support, including libraries, 
make up the next two categories at fewer than 15 percent on average.  
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Table 5 highlights the average amount of the total endowment 
distribution targeted to a particular category. 

Table 5:  Average Percent of Total Endowment Fund Distribution  
By Distribution Category 

Percent of Total Distributions Average
Scholarships, Awards, Grants and/or Loans 44.9
General University Operations 14.7
General Education Support and/or Libraries 13.7
Chairs, Professorships 11.9
Administrative Support (Discretionary) 4.8
Research 2.8
Public Service 0.8
Other 6.4
Total 100.0
Source: E&Y tabulations from the IRS Compliance Questionnaire  
 

Most institutional endowments are fairly small. Figure 8 shows that more 
than half of the public institutions have assets per student of $5,000 or 
less. Private colleges and universities, which tend to have less direct 
financial support from their state government, also tend to rely more on 
the income provided by their endowment funds.  As a reflection of this, 
the endowment fund assets per full time equivalent student tend to be 
larger, consistent with the higher average tuition discount by private 
institutions. 

Figure 8:  Average Amount of Endowments Assets per Full-time Equivalent Student 

Source: E&Y tabulations from the IRS Compliance Questionnaire
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Unrelated and Potentially Unrelated Activities on Campus  

Colleges and universities undertake a wide range of activities to achieve 
optimal utilization of their personnel and facilities in fulfillment of their 
missions.   The IRS has been challenged for years to develop consistent 
guidelines for determining which activities conducted by nonprofit 
organizations are unrelated to their tax-exempt purposes and may 
thereby generate unrelated business taxable income (UBI).  
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The Compliance Questionnaire asked about 47 specific types of activities 
and for certain details about the activities.  Table 6 shows the 13 
activities undertaken by more than one-third of the respondents, and the 
percentage of those activities that generated income that was treated as 
unrelated business income.  The determination of UBI is based on a 
factual determination of specific operational issues and contractual 
arrangements.  In some cases, an activity would be listed by a respondent 
but would not be treated as generating unrelated business income due to 
facts not discernable from the responses to the questionnaire. 

Table 6:  Activities Engaged In by 33% or More of Respondents, and Percentage of 
Respondent Activity Treated as All or Part UBI 

Activity % Engaged All/Part UBI
Rental - Facility Rental 90% 34%
Bookstore 61% 26%
Food Services 59% 13%
Rental - Athletic Facilities Usage 55% 32%
Parking Lot Operations 51% 21%
Corporate Sponsorships - Events 51% 4%
Advertising - Printed Publications 50% 49%
Corporate Sponsorships - Printed Materials including Publications 47% 6%
Corporate Sponsorships - Facilities 43% 5%
Catering Services 41% 53%
Other Royalties 38% 2%
Logo Usage 38% 0%
Exclusive Use Contracts 34% 17%
Source: E&Y tabulations from the IRS Compliance Questionnaire  
 

Survey results indicate that the respondents take seriously their 
assessment of unrelated business taxable income (UBI), since most if not 
all reported some UBI.  The respondents believe that most of the listed 
activities either further their exempt purpose or qualify for another 
exception from UBI. 
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Conclusion 
Achievement of the mission of higher education institutions is critical to 
the success of the United States in the 21st century.  The governance, 
financial management, and scope of activity of colleges and universities 
will continue to evolve and change in response to the dynamic economy.  
The tax rules and regulations under which public and private nonprofit 
universities and colleges operate must provide for effective support and 
oversight of colleges and universities, as well as for ensuring active 
compliance. 
 
An important check on tax-exempt organizations is their governance 
accountability, financial management, and transparency.  The IRS 
Compliance Questionnaire provides a snapshot of the reporting colleges’ 
and universities’ governance and management practices in 2006, prior to 
a severely worsening economy.  As the IRS analyzes the data, its 
understanding of the complex environment in which these institutions 
operate and develop guidance must continue to evolve.  This will result in 
more effective tax compliance practices and greater recognition of the 
diversity of the higher education community. 
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Appendix: IRS Compliance Questionnaire 
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