
deficit days
The university reported a $130-mil-
lion operating deficit in fiscal year 2011, 
ended last June 30—about 3 percent of 
total expenditures—according to its an-
nual financial report (released October 
28). In conversation, vice president for fi-
nance and chief financial officer Daniel S. 
Shore noted that Harvard was “still adapt-
ing our operations” after the financial cri-
sis in 2008, the ensuing recession, and the 
$11-billion decline in the endowment in 
fiscal 2009. The Corporation subsequently 
reduced the endowment distributions 
supporting Harvard’s operating budget, 
cutting its largest revenue source.

Shore said Harvard is enhancing effi-
ciencies and reducing costs “with urgency, 
but a thoughtful urgency”: multiyear tran-
sitions to a new administrative structure 
and processes for the library system, and 
consolidated information-technology op-
erations. The changes also include making 
“very significant progress” on measures to 
lessen financial risk by moving toward a 
better debt structure and greater liquidity 
overall. Revenue growth, he expects, will 
“continue to be sluggish” even as the Uni-

versity increases spending on urgent pri-
orities: from financial aid to new academic 
and research programs for which perma-
nent funding has not yet been secured.

Revenue. For fiscal 2011, revenue increased 
1 percent to $3.78 billion, from $3.74 billion in 
the prior year. Sources included: a $66-mil-
lion (nearly 11 percent) increase in federally 
sponsored research support, to $686 million; 
a $29-million gain in student tuition and 
fees—after taking into account increases 
in financial aid; and the 12 percent increase 
in current-use giving (to $277 million). In 
the aggregate, those factors increased rev-
enue by $124 million—nearly offsetting the 
$129-million decline (nearly 10 percent) in 
the endowment distribution for operating 
purposes. Harvard’s revenue sources con-
tinue to shift significantly (see table).

Such shifts raise fundamental questions 
about University finances, as highlighted 
by President Drew Faust’s summary in 
the report: “Changing financial realities 
require an ongoing examination of our 
funding model with its reliance on govern-
ment support, endowment returns, and 
tuition—all of which are expected to be 
either declining or constrained in the years 
ahead.” Hence the emphasis in the finan-

cial overview, prepared by Shore and Uni-
versity treasurer James F. Rothenberg, on 
“pursuing a number of strategies that will 
help to reduce ongoing costs and enable 
high-priority reinvestment in the years 
ahead”—and on pursuing additional, more 
diversified, sources of revenue.

Expenses. In fiscal 2011, expenses rose 
a reported $168 million—about 4.5 per-
cent—to $3.91 billion. Compensation costs 
rose $92 million, with salaries and wages $57 
million higher (4 percent)—as the fiscal 2010 
freeze ended, staffing grew along with spon-
sored-research grants, and some additions 
were made in faculty and other ranks—and 
benefits costs swelled 8 percent ($35 million).   
Debt-service costs went up $33 million, to 
$299 million, reflecting a higher volume of 
debt outstanding and a shift from floating- 
to fixed-rate obligations.

 Shore said that, despite cost-cutting, the 
University “can’t keep [growth in] expenses 
below the rate of inflation indefinitely” (and 
some increase is associated with higher 
sponsored funding for research). Employee-
benefit costs, for example, have compound-
ed at a 10 percent annual rate during the 
past decade. Health benefits for calendar 
year 2012 therefore introduce significant 
increases in employee co-payment, deduct-
ible, and maximum out-of-pocket spending 
schedules, particularly for retirees. But he 
characterized these as “modest,” emphasiz-
ing the need for further steps.

The balance sheet. The financial crisis im-
pelled Harvard’s leaders to reduce its ex-
posure to financial risks across the board. 
In fiscal year 2011, the University:

• further augmented its liquid operating 
funds (from $300 million on June 30, 2008, 
to $1 billion on June 30, 2010, and $1.1 billion 
last June 30), rather than investing almost 
all of them alongside the endowment;

• trimmed variable-rate bonds, notes, 
and commercial paper outstanding from 
$2.4 billion (62 percent of $3.8 billion of ob-
ligations) at the end of fiscal 2007 to just 
more than $600 million (less than 10 per-
cent of the total $6.3 billion of debt out-
standing) at the end of fiscal 2011, sharply 
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revenue source 2011 2010 2009

Endowment   32% 35% 38%

Student Income 20 19 18

Sponsored Support 23 21 19

Current-use Gifts 7 7 8

Other 18 18 17
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reducing exposure to interest-rate spikes 
or short-term borrowing problems; and

• pared its interest-rate swaps, paying 
$278 million to terminate more of the agree-
ments that triggered a $1-billion loss in fiscal 
2009, and ending fiscal 2011 with remaining 
losses locked in at about $400 million.

Meanwhile, Harvard Management 
Company continues to work down its 
uncalled capital commitments (to convey 
funds to outside firms for future invest-
ment)—from $11 billion in fiscal 2008 to 
$5.4 billion in fiscal 2011.

The outlook. During fiscal 2011, Shore 
said, Harvard funded its operating deficit 
with “accumulated surpluses…earned in 
the past”—a “bridging mechanism” while 
long-term measures to reduce expenses 
are being fully implemented and revenue 
growth remains very low, allocations for 
financial aid and other priorities increase, 
and planning proceeds for a capital cam-
paign that (it is hoped) will provide per-
manent support for such initiatives.

Near-term, compensation costs are 
likely to increase, but interest costs should 
level off. Meanwhile, after two annual re-
ductions in endowment distributions, 

the Corporation authorized an increase 
in the current year (approximately 4 per-
cent—perhaps $50 million to $70 million in 
increased revenue). A further modest in-
crease is planned for fiscal 2013, beginning 
July 1; the amount has not been disclosed.

But research funding may in part offset 
these increases. Harvard grants from the 
federal economic-stimulus program totaled 
$240 million. Through last June 30, $134 mil-
lion had been spent, with the remainder 
to be used chiefly in fiscal years 2012 and 
2013. Harvard researchers’ success in win-
ning new grants will determine whether 
sponsored funding continues to augment 
or depress the top line. (Through the early 
months of the current fiscal year, Shore indi-
cated, grant awards continued to increase.)

Putting the pieces together, Shore said 
he would be happiest knowing that opera-
tions would break even this year, but too 
many uncertainties exist to predict that. 
(Typically, institutions mounting capital 
campaigns like to present balanced bud-
gets: donors don’t want to fund deficits.) 
He noted that Harvard’s plans take into 
account “continuing pressure on the capi-
tal markets” that might harm the endow-

ment; “continuing pressure on the federal 
budget” that could limit research funding, 
nonprofit tax-exempt status, and the tax-
deduction for charitable giving; continuing 
local community needs, with implications 
for taxes and spending; “big, fixed-cost 
infrastructure” expenses common to re-
search universities, “with elements of de-
ferred maintenance” and modernization of 
facilities; and, within the Harvard commu-
nity, the sense that recent robust endow-
ment returns imply a “back to normal” 
environment, when in fact the now $32-bil-
lion endowment remains one-sixth smaller 
than its value in fiscal 2008—and the op-
erations it then funded have not been fully 
resized. And the University, he said, “cer-
tainly would not add material amounts” of  
debt to its current borrowings.

Accordingly, Shore said, “We need to 
do a whole menu of things to help stay 
financially robust,” from planned admin-
istrative improvements, to better control 
of benefits costs, to exploring “all kinds of 
new revenues,” to the philanthropic sup-
port a campaign would encourage.

For a more detailed report, see http://
harvardmag.com/2011-deficit.

arts and Sciences’ Fisc
Following publication of Harvard’s fiscal 2011 financial report 
(see “Deficit Days,” opposite), the Faculty of Arts and Sciences 
(FAS) released details of its financial operations during the year 
ended last June 30. The report covers FAS’s most challenging year 
since the 2008 financial crisis: successive, significant annual reduc-
tions in endowment distributions—by far its largest source of 
operating revenues—required controlling expenses and maximiz-
ing financial flexibility, while accommodating urgent priorities such 
as sustaining financial aid. In fiscal 2012, however, the distribution 
has begun to rise modestly, and dean of administration and finance 
Leslie A. Kirwan in early October projected that FAS would be able 
to eliminate its structural deficit by the end of the year.

The report—prepared for management rather than account-
ing purposes (and not meant to represent a subset of the Uni-
versity’s financial statements)—details:

A smaller operating surplus and a consolidated net deficit. A 
$19.5-million operating surplus, down from $125.8 million in fiscal 
2010, reflected a 4.5 percent ($47 million) increase in expenses, 
to $1.1 billion, and a 5 percent ($59 million) decrease in revenues, 
driven by the $70-million (11.3 percent) 
drop in the endowment distribution. 
The distribution peaked at $655 mil-
lion in fiscal 2009—54 percent of FAS’s 
operating revenues; in fiscal 2011, the 
distribution accounted for 49 percent 
of revenues. The consolidated net defi-

cit was $23.2 million in fiscal 2011 (versus a $44.5-million surplus 
in fiscal 2010).

Pressure on tuition and fee income. Tuition and fees, after sub-
tracting financial-aid disbursements, represent nearly half the 
unrestricted revenue of FAS as a whole, and more than half the 
unrestricted revenue of the College, the Graduate School of 
Arts and Sciences, and the faculty itself. Thus it is notable that 
with endowment distribution falling and financial-aid costs ris-
ing, net tuition and fee revenue declined in fiscal 2011, despite 
term-bill increases (see table).

Compensation and other expenses. Salaries, wages, and ben-
efits total 51 percent of FAS’s expenses: $563.5 million in fiscal 
2011, up 2.9 percent from the prior year, reflecting a 2 percent 
increase in salaries and 8 percent growth in benefit costs.

Other expenses. Facilities operation and maintenance costs 
totaled $133 million, up $6 million from fiscal 2010, but well 
below fiscal 2009’s $145 million. Miscellaneous expenses of 
$60.5 million (for travel, entertainment, postage, insurance, 
telecommunications, etc.) are down 16 percent since fiscal 2009.

Balance-sheet strengths. FAS has prefunded $16 million of 
fiscal 2012 capital projects from the 
fiscal 2011 operating budget, and pre-
paid $13.2 million of principal from 
its long-term debt ($915 million as of 
June 30, excluding faculty loans).

For a more detailed report, see http://
harvardmag.com/fas-finances.

  2011 2010 2009

Tuition and Fees $419.0 $411.4 $387.8

Less Financial Aid (212.6) (203.8) (192.1)

Net Tuition and Fees 206.4 207.6 195.7
($ millions)

Fiscal Year Fiscal Year Fiscal Year
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