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Cash Is King!
College finance is relatively simple. You must have cash to operate.  No cash, then no college. A major mistake many people make is to assume that revenue = cash.  Cash flow is simply the flow of cash in and out of the college as money is received then paid-out.  The problem is that cash is not necessarily received at the same rate that bills and paychecks have to be paid.

Cash is generated from revenue when bills are paid, pledges become cash gifts, students make purchases from the bookstore, endowment value is converted to cash.  However, not all revenue becomes cash.  Some students do not pay their bills.  Some pledges are not fulfilled. Endowment investments lose value.  

Cash is disbursed as salaries, taxes, benefits, and vendors are paid. There is usually a delay in these payments, for instance - adjunct salaries may be paid at the end of the course and benefits or vendors may be paid monthly.  

Some cash that is disbursed is to support future cash receipts. Examples are - purchase of books and investments.  However, cash receipts may not match expectations because books are not sold or are stolen or investments do not produce the expected rates of return that can be converted to cash.

Some cash disbursements are not directly linked to revenue.  Typically, this happens when cash is used for new buildings, renovations, or purchases of equipment.

When cash receipts and disbursements don't match, the college must borrow money.  This can happen when a college does not carefully manage its cash flow.  Student bills are left uncollected or unplanned disbursements are made - new staff is hired, major repairs are made, departments overspend budgets.  Unexpected shortfalls in budget revenue - tuition, gifts, or endowment - declines significantly may require short-term loans to cover disbursements.  

Short-term loans can threaten the stability of a college when they grow and become the only source of cash for college operations.  A college's survival is then in the hands of a third party that may dictate how it operates. Failure to meet these conditions could lead to the financial institution calling the loan. If the college has a poor credit rating, it could discover that other financial institutions are reluctant or even refuse to make a short-term loan.

In summary, a president should understand how cash flows in and out of the college.  A cash flow budget should be an integral part of the budget.  In addition, the president should receive regular reports on the cash position of the college and the status of student bill collections since that is a major source of cash for most colleges.  When you receive the reports, ask the Chief Financial Officer to review them with you.  Ask questions. Don't let accounting jargon obfuscate what is happening to the college.

Just remember, after all is said and done about financial strategy, budgets, and accounting, cash is the bottom line.  
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