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1	 The concept of strategic finance can help 

governing boards stay true to an institu-
tion’s overall mission even in difficult 
economic times.

2	Institutions and boards need to con-
trol their own destinies in finding the 
resources to invest in growth and help 
local economies rebound, because the 
federal and state governments are not 
going to rescue them in the future. 

3	Many boards need to get a better handle 
on what their institutions’ existing cost 
structures and cost drivers really are, 
including taking account of what the insti-
tution should be spending for deferred 
maintenance, information technology, 
and the like.

B y  e l l e n  c h a f f e e

The	
			Possibilities	
												of	

Strategic finance iS aligning financial 

decisions—regarding revenues, creating and 

maintaining institutional assets, and using 

those assets—with the institution’s mission and 

strategic plan. 

the concept known as “strategic finance” 

increasingly is being seen as a useful perspective 

for helping boards and presidents develop a 

sustainable long-term strategy to align an
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institution’s revenues and expenditures 
with fulfillment of its mission, assurance 
of its educational quality, and preserva-
tion and enhancement of its assets. the 
approach especially helps governing 
boards grapple with the long-range issues 
of staying true to institutional mission in 
difficult economic times, a challenge that 
governing bodies often do not have—or 
do not take—the time to focus on.

Whether it’s declining state funding, 
unsustainably large tuition increases, or 
inadequate gifts and investment returns, 
the challenges keep coming, and presi-
dents and trustees everywhere are run-
ning out of “normal” coping strategies. 

agB recently gathered a group of 
experts to discuss the perspective pro-
vided by strategic finance, with the goal 
of illustrating how it can help institu-
tions make strong connections among 
their strategic plan, long-range financial 
plan, and annual budget. 

The roundtable’s 
participants:

Kent John Chabotar, president of 
guilford college, former chief financial 
officer at Bowdoin college, and author of 
agB’s book Strategic Finance.

Ellen Chaffee, agB senior fellow, director 
of agB’s lumina foundation project 
on governance for Student Success, and 
president emerita of Valley city State 
University.

Larry A. Isaak, president of the 
Midwestern Higher education compact 
and chancellor emeritus of the north 
Dakota University System

Dennis P. Jones, president of the 
national center for Higher education 
Management Systems (ncHeMS)

Richard Staisloff, vice president for 
business, finance, and administration at 
the college of notre Dame of Maryland

Jane Wellman, executive director of the 
Delta Project on Postsecondary education 
costs, Productivity, and accountability 

Chaffee: We want to help trustees and 
presidents lift their heads from crisis 
mode and really capitalize on the 
opportunity that the current finan-
cial climate has presented. Based on 
your experience, what are the main 
issues now that campus boards and 
administrators need to deal with to 
align resources with their mission or 
campus goals? 

Isaak: With budgets in most of our states 
in very, very tough shape, i’m seeing 
governors and legislators wanting to be 
very targeted about appropriations for 
higher education. and i think that trend 
is going to continue for awhile. there 
will continue to be general appropria-
tions for public college and university 
institutional operations, but, as much 
as possible, state officials will be target-
ing appropriations to specific purposes, 
such as financial aid or specific initia-
tives to increase the educated workforce.

Chaffee: What are the implications of 
this?

Isaak: Boards and institutional presi-
dents need to provide very strong lead-
ership in identifying where strategic 
investments can make a major differ-
ence in terms of educating the citizenry 
of the states. Provide the ideas for gov-
ernors and legislatures. get in front of 
this, not behind it

Chabotar: i agree with that entirely, but 
the trouble is with a fixed budget—or 
a budget that’s declining—for either 
public or private colleges to do any new 
investments means you have to cut even 
more elsewhere in the budget. thomas 
langfitt at the Pew charitable trusts 
wrote about growth by substitution; this 
is almost like decline by substitution. 

there’s no extra money for new 
kinds of investments. Deferred main-
tenance, faculty salary increases, 
tuition increases—we can only keep 
the lid on these things for so long. 
and to say we’re going to, in addition, 
invest in these new areas—which we 
really should be doing—is going to 

really take a sea change in long-term 
thinking.

Isaak: But that doesn’t diminish the 
need for it, especially because as we 
look at what governors and legislative 
leaders are pushing for, by and large 
they understand that in order for their 
economies to rebound and transition 
out of—at least in the Midwest—the 
traditional industrial and agricultural-
based economies, they have to have a 
highly educated workforce and a newly 
educated workforce in some areas.

i think higher-education leadership 
has a wonderful opportunity to step 
up to the plate to say, “Here’s how we 
can help to make that possible.” But 
that will take a significant sea change, 
i agree, in terms of board and institu-
tional leadership. We have examples 
out there, but it’s going to require 
significant leadership from boards and 
campuses. 

Staisloff: Part of what i think larry and 
Kent are saying is that institutions and 
boards need to control their own des-
tinies. they’re not going to be rescued 
by the state or the feds going forward. 

and they need to get their hands on 
the wheel in finding the resources to 
invest in growth and invest in mov-
ing forward. that means not putting 
time, attention, energy, and money 
into things that don’t drive the mis-
sion, that don’t drive the bottom line. 
and that’s the leadership component, 
i think.

Chabotar: in the private sector, there’s 
good news and bad news. the good 
news is that the enrollment debacle 
that most of us feared last fall didn’t 
occur in most cases. and remember, 
except for what i call the “nifty 50”—
the top 50 endowments—we privates 
are very enrollment-dependent.

Many of us were surprised that 
enrollment was fine and the discount 
rates weren’t outrageous. and in part 
that’s because of the unfortunate con-
dition of many of the public universi-
ties, which had enrollment caps and 
appropriations cuts.
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the challenge for private institutions 
going forward is twofold. One concern 
is what happens when the public sector 
starts to recover, as it will inevitably, 
and there’s a little more money for 
at least some publics to resume their 
enrollment increases. remember that 
80 percent of the students in this 
country go to public colleges and uni-
versities, so they already are the domi-
nant players in the market.

and number two, what are we going 
to do about enrollment generally? 
i don’t think most of us have given 
enough attention to the fact that, even 
if we preserve our enrollments, the stu-
dents of the future are going to be very 
different than the ones that many of us 

have been used to, especially in terms 
of adults and in terms of traditionally 
underrepresented populations. 

i’m not sure we’re really aware of 
that—in terms of culture, in terms of 
pedagogy, in terms of how we’re set up 
to do business.

Jones: What i see at the campus level, 
particularly in the publics, is that—
with very few exceptions—they haven’t 
yet gotten anywhere close to the point 
of doing anything strategic. they’re 
just taking their cuts where they can. 

i go back to an article i wrote back 
in 1993 on strategic budgeting, with 
a particular focus on the responsibil-
ity that presidents and boards have to 
maintain the institution’s asset struc-
ture in good times and in bad. they 
need to leave the place at least as strong 
as they found it. 

But now what i see at some institu-

tions is that they are paying no attention 
to maintenance of their core asset struc-
ture—they’re dismantling things with-
out giving it a thought. and i think that 
really deserves to be put on the table.

Chaffee: Well, Dennis, some campuses 
think there’s a chicken little effect 
going on now and that the sky isn’t 
really falling—that they don’t really 
need to change that much and that the 
new normal won’t be all that different. 

Wellman: i think you always hear that 
kind of dismissiveness in higher edu-
cation. and, you know, things are not 
as bad as the worst-case scenario, and 

they’re not as good as the best-case 
 scenario. But let me add two things. 

for public institutions, in particu-
lar, in this environment, insulating 
 themselves from the dysfunctionality of 
state government in the next 10 years 
has to be a priority. State government 
hasn’t fallen apart in all 50 states, but 
it’s not healthy in many, many states. 

and the current thinking is that this 
recession will have a “square-root” 
shape. in other words, unlike the typi-
cal recession where you go down and 
then you come back up, this one is 
going to come back up a little bit and 
then sit there on a plateau. the most 
recent analyses from national gover-
nors association and the State Budget 
Officers about the condition of state 
revenues confirm that for us. We’re 
highly likely in most of the public sec-
tor to be in about a decade of flat or 
declining resources. 

So the message has to be that institu-
tions need to figure out how to manage 
with the resources they already have 
and how to spend them strategically, 
so that they’re not just maintaining 
and protecting the institution, but also 
are meeting future needs for higher 
education. 

We wouldn’t have as big a finance 
crisis, or this wouldn’t matter as much, 
if we weren’t also entering a period 
when we need to increase educational 
attainment in our country with, as Kent 
said, a rapidly changing type of student 
population. 

the educational challenge that’s 
ahead of us is closing achievement 
gaps—reaching new populations and 
making sure that they have access to 
and obtain quality education. that 
educational agenda is far more daunt-
ing and challenging, i think, than the 
financial agenda.

But at the moment, i think the risk 
we face as an industry is that the insta-
bility in finance could become the 
excuse, if not the reason, why we fail in 
this generation to ensure that college 
is attainable for the next generation of 
americans. So we’ve got to stabilize 
finance, and the strategic piece of this 
that’s going to be most difficult for 
many institutions is beginning that 
stabilization. 

Chaffee: stabilizing finance is, as you 
said Jane, a beginning. it is the plat-
form on which the real work can begin. 
That real work includes bringing the 
trend lines of revenue and expense to a 
balance that is sustainable in the long 
term; educating more students to a 
higher level when many of them need 
more academic and financial help; 
increasing quality; and ensuring that 
the institution’s full array of assets—
physical, human, and financial—is 
properly maintained and improved.

if we look at the responsibility of 
presidents and trustees to get beyond 
the current stresses and figure out 
what their approach to the challenges 
i’ve just outlined should be, what 
are some of the key factors that each 

Institutions and boards 
need to control their own 
destinies. They’re not going 
to be rescued by the state or 
the feds going forward.
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institution’s leadership team should 
be analyzing in order to understand its 
unique situation? 

Isaak: to me, the first thing that leaders 
should do is get a real handle on what 
the future educational and workforce 
needs are for their community, region, 
or state. and then drive your deci-
sions about what the institution needs 
to do based on that. Data will show 
how many more educated persons are 
needed and in what areas. 

then you frame the agenda and 
make decisions both in terms of what’s 
needed for the community and to 
help people succeed. You keep that in 
front of you all the time, in front of the 
administration, in front of your faculty 
and staff—you say this is why we’re 
doing it, and this is what’s driving the 
decisions we’ll be making from this 
point on.

Wellman: i agree with that. too many 
institutions, i suspect more in the pub-
lic sector than the private sector, don’t 
really have a handle on their existing 
cost structures or cost drivers.

that includes programmatic costs 
and dimensions such as which pro-
grams are high-cost and low-demand, 
which have greater problems of degree 
attainment, or where student attrition 
is greatest. they need to have some 
diagnostic capacity to look at program-
related costs. 

there are also a lot of costs that are 
driven by things like the population 
of employees and where they are on 
the retirement curve, as an example. 
another serious challenge is sustaining 
the benefit structure and paying for 
current and future retirees.

institutions need to get a good 
handle on what their cost structures 
are and where their spending patterns 
are increasing, in order to manage and 
restructure in ways that support their 
attainment agenda. i completely agree 
with larry’s primary point that if this 
is done out of context of the attainment 
goal, then you’ve lost the battle. it’s got to 
be all about management of resources to 
support the attainment goal. 

Isaak: the only thing i would add is that 
the issue that needs to get on the table 
simultaneously is the cost of main-
taining the asset base of the institu-
tion. So, for example, how big is our 
deferred maintenance bill right now, 
and how much are we going to add to 
it next year if we don’t do something 
about it? the same thing is true of 
technology. 

Chabotar: i agree with Jane about the 
cost structure. the next step, once 
you find out the costs, is deciding 
what to do about them. Often, some 
investment in currently high-cost but 
mission-central programs would make 
them more cost-effective, as opposed 
to concluding they must be sacrificed. 
that’s always the temptation—to 

 simply draw a line and say, “Oh, 
they’re high cost. get rid of them.” 

i think when you get into a crisis like 
this, faculty salaries and tuition and 
endowment-spending rates and state 
items like appropriations get a lot of 
the attention, but we don’t pay atten-
tion to the things like information tech-
nology and deferred maintenance.

What i’m recommending when i 
talk to folks is that they use placehold-
ers. in your draft budgets, at least put 
in what you should be spending on 
it, what you should be spending on 
deferred maintenance, what you should 
be reinvesting back in the endowment, 
and the like. and if, in fact, you can’t 
do that for a variety of reasons, you’re 
making an explicit choice to do a 
rather than B. too often those tough 
tradeoffs don’t even make it to the 

table because we’re so consumed by 
the short-term crisis. 

Chaffee: How can boards help without 
getting into the weeds? 

Isaak: focus, focus, focus. Keep asking, 
“towards what end?” and keep the 
students’ success at the forefront of 
deliberations. take on the major issue 
of either refining or restructuring your 
budget, but keep your focus on the 
main goals, that big picture. 

Secondly, it’s important for boards to 
set performance goals for institutional 
leadership. that is an important role of 
boards and will help them stay on the 
big issues and then allow institutional 
leadership to work through the details. 

Chabotar: Boards ought to raise money. 
and public boards ought to be spend-
ing more time in state capitals and in 
the private sector, where appropriate. i 
think we don’t use our boards’ political 
savvy and pull enough; board members 
can be very helpful in making sure that 
we protect our appropriations. 

Wellman: i understand and somewhat 
agree with Kent’s point about fundrais-
ing and the responsibility of the board. 
But too often, in public institutions, 
the first move is to seek to increase rev-
enues, rather than to address costs.

Jones: i also think the board has to ask 
the hard questions about the effects of 
the budget on the balance sheet—that 
is, the institution’s asset base, as well 
as the operating budget itself. Board 

I think we don’t use our 
boards’ political savvy and 
pull enough; board members 
can be very helpful in 
making sure that we protect 
our appropriations. 
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members have to ask, “Where in this 
budget is the money for investment 
and is it pulled out separately, so that 
we can in fact make real choices with 
that money?” 

in the asset base i include the typi-
cal facilities and technology, but also 
several other things: faculty and staff, 
including renewal through training 
and skill-enhancement; programs, 
adding, deleting, and—most impor-
tant—reworking them on a periodic 
basis; students, a clear-eyed view of 
characteristics of the student body; 
and finance, the use and replenish-
ment of reserves.

Only the board and the president 
have the overall institutional view and 
the responsibility to worry about the 
institution’s balance sheet—not just 
the annual budget, which masks and 
too often ignores the asset questions. 

Staisloff: Ultimately, aren’t we saying 
that boards may well have to take the 
leadership in this shift from think-
ing about inputs—which most of 
the industry’s been focused on—to 
outputs? You know, what really is the 
return on investment? Where are our 
economic engines?

Chaffee: How about the board-pres-
ident relationship? What advice or 
caution would you have for both 
trustees and presidents? These are 
times that require great courage. 
Boards and presidents need to be on 
the same page, and boards need to be 
prepared to back presidents up.

Jones: Yes, and one of the ways they have 
to do that is to ask presidents a set of 
questions that they have to respond to.

Chabotar: Don’t you think, Dennis, that 
if presidents wait to get those ques-
tions, they’ve lost the leadership battle? 
Boards get very nervous if presidents 
have allowed a vacuum to develop, in 
which presidents haven’t said, “Here 
is a process. Here are some questions. 
Here are some issues i really need the 
board’s help with.”

i’d never wait for questions from 
the board. i would be giving them the 
answers before they ask the questions.

Jones: i don’t disagree. the reality is that 
the president’s got to tell board mem-
bers the questions to publicly ask.

Isaak: that’s right, and we need to 
remember that many boards are lay 
boards. Members have other jobs and 
probably serve on other boards. So it 
really is up to the institutional leader-
ship, the president and other institu-
tional leaders, to help the board define 
what the goals are for the institution, 
what the performance criteria are, and 
towards what end.

and presidents or institutional lead-
ers are not doing their job if they’re not 
helping their board get there because, 
in the absence of that, boards will tend 
to get into the weeds.

 
Chabotar: When we talk about changes 

or what it takes to make changes or 
what our mission is, even if you have 
a strategic plan, a lot of board mem-
bers—because of turnover—really 
don’t understand higher education as 
an industry. they can’t really engage 
the issues if they’re trying to draw 
parallels between the companies they 
come from and a college or university.

Staisloff: i agree. there’s going to be a 
real need to spend some time educating 
boards and making sure everybody’s 
clear about how our economic model 
works, because i think there’s misunder-
standing and misapplication of models.

then we need to develop some new 
tools, new data to present to boards so 
that they can be clear about where we 
are now. then they can help figure out 
where we’re going.

Chaffee: Where does innovation fit with 
all of this? How much innovation is 
going to be required to deal with what 
we’re facing? How much change?

Wellman: the most important institu-
tional change is going to be closing 

achievement gaps, serving historically 
underserved students, and making 
sure that those students are performing 
academically as they need to.

and that’s going to require a huge 
amount of attention to teaching and 
learning and educational outcomes. 
adrianna Kezar, in a recent issue of 
Change magazine, says essentially, 
“the rap that higher education is resis-
tant to change is somewhat oversold. 
the problem is we’ve got too much 
change going on that’s not strategic 
and not coordinated to support a 
coherent agenda.” and i think that’s 
very well said.

So managing change to make it pur-
poseful and to make it support the goal of 
closing the achievement gaps is the big-
gest transformative task ahead, i think.

Staisloff: Much of the action is going to 
be at the community-college level if 
we’re going to hit some of these attain-
ment goals that the Obama administra-
tion has outlined. How do we make 
that transition really seamless, going 
beyond just articulation agreements, so 
that we have a good hand-off from that 
two-year to the four-year experience? 

Chabotar: We need genuine articulation 
agreements, because the community 
college is becoming an increasingly 
viable option for students, not only in 
terms of convenience, but also cost. 
Yet i think that many articulation 
agreements are not worth the paper 
they’re written on, because they claim 
institutions will take a certain number 
of credits. Yes, they’ll take them, but 
those credits don’t really apply to grad-
uation requirements, and so the stu-
dent’s still left having to take another 
year or more of credits. 

another implication for private col-
leges is that we really do need to, as 
rick’s saying, focus more on accepting 
transfers from the community colleges. 
that will work if we are ready at the 
junior level to do as much in terms of 
orientation and first-year experiences 
and so forth for students transferring 
in as juniors as we do for freshmen—
but we’re not.
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Isaak: People have to hear and believe 
that increasing college attainment for 
all groups is important for the future of 
our community, our region, our state, 
our country, and this institution is 
going to step up the plate and provide 
the leadership to do that. that’s going 
to require significant change in how 
we do things. i think that that’s where 
a president and board need to provide 
the leadership.

Chaffee: Larry, that was a good summary 
of one key, maybe more than one, key 
point, and leads to something I’d like 
to focus on now. If we were to cast the 
themes we’ve been talking about as 
advice to trustees and presidents, can 
we sum up our advice?

Wellman: Well, the first piece would 
be—i know this sounds banal but it’s 
important—focus on the long term, 
not the short term. Don’t let the men-
tality of crisis and short-term budget 
cuts overwhelm your decision process. 

focus on the mission of institution 
and the needs of the future and make 
the defining anchor of your strategic-
financing agenda the overarching goals 
that are appropriate for your institu-
tion—whether that’s an attainment 
goal, a service role, and so forth. 

Chaffee: Jane, you make another 
key point, which is to focus on the 
resources you have, more than on the 
resources you wish you had.

Wellman: that’s right. in very recent 
years, institutions had more money 
than they’ve ever had in the history of 
man, so the losses they’ve experienced 
are severe. not to trivialize that, but 
there’s a lot of money in these institu-
tions and through repackaging it and 
better managing the resources we have, 
we can do a good job.

Staisloff: i would say that boards and 
presidents are going to need to wrestle 
with what is core for their institution. 
How do we get back to a core? and 

that core, i think, would be defined 
by what’s really tied to the campus’s 
mission—not this extraneous stuff that 
we got into because we could over the 
past years. focusing on the core also 
serves as an economic engine to pro-
vide resources to the institution.

Chabotar: i’d also suggest that boards 
and presidents become more data-
driven in decision-making, asking, 
“Who really is the competition, what 
is our fundraising potential, what are 
the demographics of students going 
forward? 

and the board should set its own 
goals. if it’s going to be part of the 
solution, the board, not just the 
president, has to set goals for itself—
particularly in terms of the key roles 
members need to play to support the 
strategic agenda.

Chaffee: aGB uses the term strategic 
finance to pull together many of the 
issues we’ve covered. How would you 
personally define the concept?

Isaak: it is making strategic investments, 
as opposed to general-support invest-
ments, and tying those strategic invest-
ments to very well-defined institutional 
goals.

Wellman: another phrasing that we’ve 
used in strategic finance is aligning 
mission, strategy, revenues, and expen-
ditures so that everything is aligned to 
achieve the strategic goals. 

i think that the thing i hear that 
worries me most is the sense that the 
task ahead is daunting and difficult 
and the tone is one of management of 

decline; people are depressed. i think 
it’s so important for leadership to see 
this as an opportunity to take the insti-
tution to another level of attainment. 
Higher education in the United States 
is not about to slip off the edge into the 
ocean.

We’re at an important transition 
point, but it’s really not a terrible 
thing, and anything that can be done 
to shore up the institutional energy 
and create the sense of possibility and 
excitement for the work is, i think, 
time and energy well spent.

Staisloff: Well said; now is not the time 
to hunker down. there is heavy lifting 
to be done, but it can be done, and 
there are good models and best prac-
tices out there. We can go after the data 
that we need; there are tools we can 
bring to the table. We have a frame-

work that we can use to hang these 
questions on so that we can examine 
the enterprise in ways that we haven’t 
had to before.

i think we would all say we’ve kind of 
played around the edges in the past in 
terms of looking at cost and efficiencies. 
that’s not going to work anymore. n

For further information about strategic 
finance, see www.agb.org/strategic-
finance-initiative.
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There is heavy lifting to be 
done, but it can be done, 
and there are good models 
and best practices out there.




