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The Business Coalition for Fair Competition (BCFC) is a coalition of private sector firms, 
large and small, trade associations, think tanks, organizations, and individuals who support 
the competitive free enterprise system and seek relief from unfair government sponsored 
competition with private business. 
  
BCFC is deeply concerned that some universities operate activities in direct and unfair 
competition with for-profit, tax-paying private businesses. At a time when small business is 
struggling and job creation is not being maximized in the private sector, small business 
cannot afford to compete against universities that don't pay their fair share of taxes. 
 
Private enterprise constitutes the strength of the United States economic system and 
competitive private enterprises remain the most productive, efficient, and effective sources 
of goods and services. 
 
There are thousands of legitimate institutions of higher education that do exemplary work 
training the future workforce. The tax treatment of these institutions is not an issue for 
BCFC. However, when the institutions of higher education encroach on private business 
activities, there are a number of undesirable consequences. 
 
Entities organized under various provisions in section 501(c) of the Internal Revenue Code 
are provided special tax "exempt" treatment were clearly intended to perform activities and 
provide services otherwise considered "governmental" in nature, not those that are 
commercially available. A 1954 report by this Committee noted: 
 

"The exemption from taxation of money or property devoted to charitable and other 
purposes is based upon the theory that government is compensated for the loss of 
revenue by its relief from financial burden which would otherwise have to be met by 
appropriations from public funds and by the benefits resulting from promotion of the 
general welfare." 

Source: (Unfair Competition: The Profits of Non-profits, James T. Bennett, 
Thomas H. DiLorenzo, Hamilton Press, 1989, p. 26)   

 
The problem is, this policy has not been adequately codified by Congress or efficiently 
implemented by the IRS. The situation has become so pervasive that unfair government-
sponsored competition has been a top issue at every White House Conference on Small 
Business. 
 
In 1980, the first White House Conference on Small Business made unfair competition one 
of its highest-ranked issues. It said, “The Federal Government shall be required by statute 
to contract out to small business those supplies and services that the private sector can 
provide. The government should not compete with the private sector by accomplishing 
these efforts with its own or non-profit personnel and facilities.” 
 
In 1986, the second White House Conference made this one of its top three issues. It said, 
“Government at all levels has failed to protect small business from damaging levels of unfair 
competition. At the federal, state and local levels, therefore, laws, regulations and policies 
should ... prohibit direct, government created competition in which government 
organizations perform commercial services ... New laws at all levels, particularly at the 
federal level, should require strict government reliance on the private sector for performance 
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of commercial-type functions. When cost comparisons are necessary to accomplish 
conversion to private sector performance, laws must include provisions for fair and equal 
cost comparisons. Funds controlled by a government entity must not be used to establish or 
conduct a commercial activity on U.S. property.” 
 
And the 1995 White House Conference again made this a priority issue when its plank read, 
“Congress should enact legislation that would prohibit government agencies and tax-exempt 
and anti-trust exempt organizations from engaging in commercial activities in direct 
competition with small businesses.” That was among the top 15 vote getters at the 1995 
Conference and was number one among all the procurement-related issues in the final 
balloting. 
 
Non-profit organizations, including universities, unfairly compete with private, for-profit 
businesses by engaging in commercial activities, but not paying taxes. 
 
Billions of dollars in economic activity occurs each year that is untaxed. This results in lost 
revenue to Federal, as well as state and local government agencies. And it creates an 
unlevel playing field for the private sector, particularly small business.  When this occurs in 
universities, it unnecessarily drives up the cost of room, board, tuition and fees. 
 
The 2013 IRS Colleges and Universities Compliance Project studied the unrelated business 
income tax (UBIT) for which tax-exempt entities, such as most universities, are required to 
pay on any activities and revenue unrelated to their tax-exempt status. The April 25, 
2013 IRS report "found increases to unrelated business taxable income for 90 percent of 
the colleges and universities examined, totaling about $90 million. There were over 180 
changes to the amounts of unrelated business taxable income reported by colleges and 
universities on Form 990-T; and disallowance of more than $170 million in losses and net 
operating losses that could amount to more than $60 million in assessed taxes." 
 
Non-profit organizations are provided special tax status under section 501(c) of the Internal 
Revenue Code. These groups are required to pay an "unrelated business income tax" or 
UBIT on its commercial or "non-exempt" activities. The IRS report showed this is not 
occurring. 
 
The Federal Government first exempted charitable organizations from tax in 1913. In 1950, 
in response to outrageous examples of unfair competition, Congress changed the tax law 
by creating the UBIT. Under UBIT, revenues from sources unrelated to the non-profit’s tax-
exempt purpose are subject to taxation. 
 
Attempts by government to address the problem of unfair competition have been few and 
far between, and those few measures that have been taken have been largely ineffective. 
The UBIT which was intended to level the playing field by taxing the revenues of non-profits 
has, for example, proven difficult if not impossible to enforce. The courts have not been able 
to give a rigorous and consistent definition of just what constitutes an “unrelated” business 
activity by a non-profit. And because the UBIT tax was to apply only to “commercial activity 
which is not significantly related to the purposes for which the non-profit organization was 
established,” enforcement and collection by the IRS has been less than successful. For 
their part, non-profits, including universities, have taken an extremely expansive view of 
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what constitutes a related purpose, making the under-reporting or non-reporting of revenues 
commonplace.  
 
Unfair university competition impedes the development of small business by making it hard 
for them to enter markets and compete. This is significant because two-thirds of all new jobs 
are created by businesses with fewer than 20 employees. Because commercial enterprises 
run by non-profits, including universities, are exempted from taxes and receive other 
subsidies, taxpaying businesses must bear an extra burden by paying higher taxes than 
they would otherwise to make up for exemptions enjoyed by their “non-profit” competitors. 
Unfair competition ends up crowding out of the market precisely those firms which are the 
principal source of new jobs—ultimately reducing the rate of economic growth.  
 
Unfair university competition takes many forms. It is universities venturing out of the 
classroom and into activities unrelated to their core and exempt education mission, such as 
hotels, mapping services, bicycle repair, golf courses, gym and fitness centers, cultural 
resource assessments, testing laboratories and others. A few examples were highlighted in 
BCFC’s 2013 and 2014 lists of the most egregious examples of unfair government 
competition as collected by media reports, include: 

• The University of Mary Washington’s Alumni Center in Fredericksburg, VA not only 
competed for similar events and opportunities as provided by a neighboring small 
business in the wedding, banquet, lodging and catering business, but it also was 
building a hotel less than a mile away that would further compete with the hotels, 
motels and other lodging destinations that are not tax-exempt. The only reason 
provided by lost clients for choosing the university was the lower price thanks to the 
tax differential. University hotels and conference centers are proliferating across the 
country; 

• George Mason University in Fairfax, Virginia announced in December 2013 it would 
close its hotel, the Mason Inn, after losing $11 million; 

• Towson University, a Maryland state University in the Baltimore suburbs, purchased 
air time on Washington, DC  radio stations advertising a nursery school program for 
children 2, 3, and 4 years of age and a summer camp programs for pre-teens; 

• "Bluffing" to win its first contract, St. Mary's University (MN) performed commercially 
available mapping services for the National Park Service and other clients; 

• The University of Houston operates the National Center for Airborne Laser Mapping 
(NCALM), mapping services utilizing aircraft equipped with Light Detection And 
Ranging (LIDAR), a technology commercialized by NASA in the 1990s.  Towson 
also runs a mapping program that has purchased television ads touting a software 
system that is otherwise commercially available; 

• Believing that bicycle repair is inherent to the success of higher education, Virginia 
Tech University opened its own shop and hired a mechanic to  pedal services to 
students in Blacksburg, VA in competition with local small business; 

• James Madison University in Harrisonburg, VA operates a variety of charter bus and 
transit options to not only university students, but also to the general public including 
local school systems thereby in direct competition and duplication of the local market 
as would be provided by the small business operators; and 

• Elon University in North Carolina started Live Oak Communications, a 
communications agency that provides public relations, advertising, special event 
marketing, viral marketing, media relations, website development, video creation and 
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graphic design services for businesses and not-for-profit organizations in the North 
Carolina region. 

 
The previously referenced 2013 IRS report listed the following activities as within its scope 
of UBIT research: Fitness, recreation centers and sports camps; advertising; facility rentals; 
arenas; and golf. 
 
Another form of university competition is in the schools’ bookstore. These on-campus, 
university-owned retail operations go far beyond selling essential textbooks to students, but 
compete with local, for-profit, tax-paying business in offering office supplies, clothes and 
apparel, computer equipment and goods under the blanket of the institution’s tax exempt 
status. Finally, universities historically competed with travel and tour companies by offering 
foreign trips that looked more like vacations rather than instructional endeavors. 
 
Schools of higher education are increasingly venturing away from their core missions of 
teaching and conducting basic research. Financial pressures, ranging from reduced 
government funding to pressures to limit tuition increases have led university presidents to 
transform academicians into entrepreneurs. Universities are generating revenues from 
commercial activities to supplement their budgets.  
 
University engagement in commercial activities could be called the “Gatorade Syndrome”.  
Ever since professors at the University of Florida invented the popular sports drink to 
hydrate football players practicing in the heat, academicians have been trying to find the 
next big discovery.  Most simply consume tax dollars, divert scarce resources including 
tuition, and fail to turn profits.  These university-sponsored enterprises have cost their 
schools millions, exacerbating an unaffordable tuition system that has made a college 
education a financial burden, if not impossibility, for most students and their parents. 
 
Universities enjoy significant advantages over for-profit companies. They are eligible for 
billions of dollars in grants from Federal and State governments. They often have the ability 
to secure non-competitive, sole source contracts with government agencies. They pay no 
taxes. Their overhead – buildings, electricity, even equipment, is already paid for and is 
provided for “free”. Their student labor force is either unpaid or compensated at well below 
prevailing market wages. They carry no professional liability insurance, do not have to pay 
unemployment compensation and in many cases are exempt from social security 
contributions. When universities enter into contracts to perform services, they usually insist 
on “best effort” clauses, which absolve them of ever completely finishing a project. They are 
also recipients of millions of dollars in free or discounted hardware and software, donated 
from vendor firms so that students will learn on their systems, be proficient in their use upon 
graduation and instill a consumer loyalty that will translate into sales once these students 
move up in the ranks of their private sector employers. The advantages universities bring to 
the market make it virtually impossible for private firms to compete. 
 
Private sector and for-profit colleges and universities face unfair competition from 
government institutions. In recent years, such private schools have been singled out for 
attack from a bevy of regulations proposed by the federal government that create an unfair 
and unlevel playing field. The latest effort comes in the form of a retooled “gainful 
employment” regulation by the Department of Education that is impacting private sector 
schools and largely leaving traditional public and non-profit schools untouched.  The “gainful 
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employment” regulation prevents students – often low-income, minorities, and veterans – 
from having access to thousands of programs at private sector higher education institutions.  
 
In addition, federal actions, including the “90/10 rule”, regulations dealing with state 
authorization, and the definition of a credit hour all threaten to punish private sector schools 
to the advantage of traditional public institutions. 
 
For too many years, the unfair government-sponsored competition issue has not been a top 
priority for Congress or Administrations of either party. The Small Business Administration’s 
Office conducted a series of hearings and issued a report, “Government Competition: A 
Threat to Small Business” (March 1980), and “Unfair Competition by Non-profit 
Organizations With Small Business: An Issue for the 1980s” (June, 1984). The last serious 
look at non-profits and the UBIT by the Ways and Means Committee was by Congressman 
J.J. Pickle (D-TX) in 1987-88. 
 
In February 2013, BCFC testified before this Committee including “unfair university 
competition” and UBIT within the hearing entitled, “Tax Reform and Charitable 
Contributions.” 
 
From April 18 through April 25, 1993, the Philadelphia Inquirer presented an exhaustive 
investigative exposition of the multibillion-dollar world of America's so-called non-profit 
industries, exposing, in several different contexts, the abuses of their unique tax-exempt 
status. Certainly, this sweeping indictment by the Philadelphia Inquirer encompasses the 
world of non-profit sometimes run amok. However, as you, Mr. Chairman, contemplate 
future oversight hearings and legislation to reform this multibillion-dollar, non-tax-paying 
competition for many of America's struggling small businesses, you will find valuable 
factual, albeit dated, information in the Inquirer series. 

Source: (Non-profits: America's Growth Industry They're Called Non-profit 
Businesses, But That Doesn't Mean They Can't Make Money. They Do - 
Billions Of Dollars. At The Same Time, Their Tax-exemptions Cost 
Government More Than $36 Billion A Year,” by Gilbert M. Gaul and Neill A. 
Borowski, The Philadelphia Inquirer April 18, 1993) 

 
In February 1987, a GAO report found: 
 

• The U.S. Department of Commerce estimates that $1.2 billion, or 1.3 percent, of the 
$91 billion gross national product (GNP) in 1930 could be attributed to non-profit 
institutions. This share grew to $131 billion, or 3.3 percent, of the $3,989 billion GNP 
by 1985; 

• A 1975 IRS Statistics of Income (SOI) study found that for tax-exempt organizations 
(religious, schools and colleges, cultural and historical, other instructional, health-
related services, scientific research, business and professional, farming and related, 
mutual organizations, employee or membership benefit, sports-athletic-recreational 
and social, youth, conservation and environmental, housing, inner city or community, 
civil rights, litigation and legal aid, legislative and political advocacy, other activities 
directed to individuals, other activities directed to organizations, other purposes and 
activities, no activity reported) on average, 39% of their total activity receipts were 
business receipts; and 
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• Complete data do not exist to quantify the nature, extent, and impact of competition 
between non-profits and the private sector. However, the limited data available 
indicate that taxable businesses and some tax-exempt organizations are 
increasingly competing to provide similar services. 
Source: (GAO Briefing Report to the Joint Committee on Taxation; “Tax 
Policy: Competition Between Taxable Businesses and Tax-Exempt 
Organizations”, February 27, 1987 – GGD-87-40BR) 

 
In March 1980, a report of the Small Business Administration (SBA) Advocacy Task Force 
Group on Government Competition with Small Business found: 

• The activities of foundations and universities were of particular concern to a number 
of witnesses; 

• In Fiscal Year 1978, the IRS audited approximately 17,000 of the 150,000 required 
filings by non-profits. Unrelated business income was discovered in 1,800 or 10.6 
percent of these 17,000 audited cases. Of the 1,800 audits where unrelated 
business income was discovered, 46 percent (828 cases) resulted in successful 
action by IRS to levy additional taxes, and a combined total of $10 million was 
recovered. On average, the IRS recovered additional taxes at the rate of $12,078 
per audited case where unrelated business income was discovered and recovery 
action succeeded; and 

• The small business community’s perception of the extent of abuse of the tax system 
by non-profits strongly suggests that a more extensive review of unrelated business 
income activities is warranted. 
Source: (“Government Competition: A Threat to Small Business” Report of 
the SBA Advocacy Task Force Group on Government Competition with Small 
Business, March 1980) 

 
This is a problem that is growing, not diminishing. From 1975 to 1990, the non-profit sector 
grew by 150 percent, while the gross domestic product grew about 50 percent.  
 
University competition is part of a larger problem of unfair government sponsored and tax-
subsidized competition with private enterprise including government (including the 
insourcing of contracts performed by tax-paying private sector firms out of the private sector 
for performance by Federal employees), non-profits, prison industries, etc. The Federal 
government and universities can lower costs and increase revenue by applying the “‘Yellow 
Pages’ Test”, a simple test that says if an activity is available from a private sector company 
found in the Yellow Pages, that activity should not be a responsibility of a college and 
university and, instead, should actually be performed by a tax-paying private sector firm. 
 
In December 2012, BCFC attempted to bridge the impasse in negotiations on the fiscal cliff 
and sequestration by providing President Obama and Congressional leaders budget 
savings of $795 billion by simply utilizing tax-paying private sector firms for commercially 
available goods and services currently performed by a government or tax-subsidized entity. 
The federal government can achieve $795 billion in savings simply by getting out of 
activities that duplicate or compete with the private sector, which subsidize unfair 
competition with private, for-profit companies, or by privatizing activities for which there are 
current or potential private sector providers. This includes: 

• Enforce UBIT on commercial activities revenue of non-profits - $36 Billion. 
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Institutions of higher education should not be able to use their tax-exempt status to avoid 
paying income taxes on what are essentially commercial activities. These tax-subsidized 
entities should not be making the same kind of profits on activities that are virtually identical 
to those of a for-profit, tax-paying business.  
 
The IRS should more vigorously enforce current rules governing the tax status of 
universities to assure that academic activities are indeed related to research and education, 
not commercial production. Here are five very specific recommendations.  
 
1. The Department of the Treasury should be required to provide an annual public estimate 
of revenues lost through avoidance of UBIT.  
 
2. The Treasury Department should provide an official public estimate of potential new 
revenues to the Treasury if the UBIT law were expanded to require all commercial 
operations of universities to pay their fair share of taxes.  
 
3. The law should be modified or new legislation introduced that lets the Treasury 
Department collect taxes that insures that all commercial activities of universities are 
taxable. The IRS has only one option today – that is to revoke an organization’s charter to 
do business. They simply can't administer the law the way it is.  
 
4. Congress should amend the Higher Education Act to focus universities on their core 
missions – education and basic research. Legislation should be passed to apply a 
“commerciality” test to all non-core university activities. Any university that receives direct 
federal funding, or indirect funding through tax-exempt or “non-profit” status, should be 
prohibited for using such institutions for the performance of commercial, tax generating 
activities otherwise available in the private sector. 
 
5. Universities entering a commercial undertaking should be required to form a for-profit 
subsidiary that must obey all the same laws and regulations that apply to for-profit 
enterprises. It is only when we move beyond hidden subsidies and the ineffectual 
regulations of UBIT that both consumers and producers, and all taxpayers, will be able to 
enjoy the benefits of even-handed competition. In forming a commercial subsidiary, this 
would help implement a “commerciality clause”, and thus implement the “‘Yellow Pages’ 
Test”. 
 
Unfair university competition with the private sector, and small business, is a public policy 
issue deserving of immediate attention and reform. This hearing will provide an important 
forum for the private sector to discuss the broader aspects of this issue. We commend your 
efforts to further explore private sector complaints in this area and advance the debate. The 
private sector seeks a competitive environment in which all participants play by the same 
rules. 
 
 

Business Coalition for Fair Competition (BCFC) 
1856 Old Reston Avenue, Suite 205, Reston, VA 20190, (703) 787-6665 

www.governmentcompetition.org 
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NEXUS	R	e	s	e	a	rc	h		&		P	o	l	i	c	y		C	e	n	t	e	r	
	
April	2015	
	

Rich	Schools,	Poor	Students:	
Tapping	Large	University	
Endowments	to	Improve	
Student	Outcomes	

	
Dr.	Jorge	Klor	de	Alva	
President,	Nexus	Research	and	Policy	Center	
3701	Sacramento	St.	297	
San	Francisco,	CA	94118	
602.684.5401	
jorge@nexusresearch.org	
	
Dr.	Mark	Schneider	
Senior	Research	Fellow,	Nexus	Research	and	Policy	Center	
President,	College	Measures	
Vice	President,	American	Institutes	for	Research	
1000	Thomas	Jefferson	Street,	NW	
Washington,	D.C.	20007	
Phone:	(202)	403-5000	
mschneider@air.org	
	
In	this	report,	available	at	www.nexusresearch.org,	we	show	that:	
	

• Not	all	private	universities	are	private.	Many	of	 the	richest	universities	 in	the	country,	
sitting	 on	 hundreds	 of	 millions	 if	 not	 billions	 of	 dollars	 in	 tax	 exempt	 endowments,	
receive	government	subsidies	through	tax	 laws	that	dwarf	the	appropriations	received	
by	public	universities	and	colleges.		

	
o For	example,	Princeton’s	tax	exempt	status	generates	over	$100,000	per	student	

each	year	in	taxpayer	subsidies,	compared	to	the	$12,000	per	student	taxpayer	
subsidy	 at	 Rutgers	 University,	 the	 state	 flagship,	 $4,700	 per	 student	 at	 the	
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regional	Montclair	State	University,	and	at	the	nearby	community	college,	Essex	
County	College,	$2,400	per	student	(see	Table	1	below).		

	
• Because	 these	 rich	 schools	 receive	 large	 tax-generated	 subsidies	 but	 enroll	 a	

disproportionately	 small	 share	 of	 low-income	 students,	 a	 perverse	 pattern	 results	
wherein	the	richer	the	school,	the	lower	the	percentage	of	needy	students	served	(see	
Figure	1	below).		

	
o This	 “welfare	 for	 the	 wealthy”	 results	 from	 a	 tax	 code	 that	 hides	 the	 flow	 of	

money	to	the	rich	while	public	schools	have	to	fight	for	appropriations	 in	state	
legislatures,	 where	 they	 must	 compete	 against	 other	 legitimate	 public	 policy	
needs.	

	
• Providing	free	community	college	tuition	by	taxing	rich	individuals	is	neither	politically	

feasible	nor	the	best	use	of	limited	resources.	On	its	own,	such	a	program	would	result	
primarily	in	driving	more	students	into	schools	that	are	already	having	difficulty	leading	
students	to	successful	academic	and	workplace	results.	Instead,	a	more	politically	viable	
approach	would	be	to	impose	a	low	excise	tax	on	private	universities	with	endowments	
of	over	$500	million	(see	Table	2	below)	and	investing	the	revenue	in	evidence-based	
student	support	services	proven	to	get	more	students	successfully	through	community	
colleges.		

	
This	tax	is	modest	and	similar	to	the	tax	rate	that	private	foundations	are	already	
subject	to.			
	

o In	 2014	 the	 95	 private	 colleges	 with	 such	 endowments	 educated	 less	 than	 5	
percent	of	total	higher	education	students.		

o Given	the	extremely	unequal	distribution	of	endowments,	over	84	percent	of	the	
over	$5	billion	 in	 revenues	would	 come	 from	only	20	 colleges,	which	 last	 year	
educated	fewer	than	2	percent	of	the	nation’s	college	students.	

o To	 help	 minimize	 the	 impact	 of	 the	 proposed	 tax,	 we	 recommend	 that	 the	
proposed	 tax	 be	 offset	 annually	 by	 the	 amount	 the	 school	 appropriates	 for	
financial	aid	to	low-income	Pell	eligible	students.	

	
• The	revenue	raised	from	the	excise	tax	would	be	for	the	benefit	of	students	attending	

community	colleges—institutions	that	are	seriously	under	resourced	yet	responsible	for	
training	much	of	the	nation’s	workforce.	We	believe	that	this	can	be	done	in	a	revenue	
neutral	manner	that	incentivizes	corporations	to	strengthen	their	support	of	local	
community	colleges.	To	do	so,	we	propose	that	a	new	charitable	tax	credit	be	
established	that	builds	on	the	tax	legislation	that	created	several	types	of	tax	credit	
bonds	under	the	Internal	Revenue	Code.		

	
o The	proposed	taxing	arrangement	is	revenue	neutral	because	the	revenue	from	

the	excise	tax	would	match	the	amount	offset	by	the	tax	credit	gained	by	



3	
	

participating	individuals	or	corporations.	In	effect,	if	a	taxpayer	gave,	say,	$1	
million	to	a	community	college	they	could	get	an	extra	percent	of	credit	against	
taxes	owed.	The	total	amount	of	extra	tax	credit	allowed	by	the	program	would	
offset	the	amount	of	revenue	raised	by	the	excise	tax	on	the	large	endowments.			

o In	turn,	the	value	of	the	tax	credits	would	match	the	annual	flow	of	money	to	be	
made	available	to	community	colleges	for	qualified	purposes.	A	competitive	
grant	process	would	be	used	to	assure	that	selected	community	colleges	applied	
the	funds	to	support	practices	proven	to	be	effective	in	promoting	student	
success.	

o As	was	the	case	with	the	previous	qualified	tax	credit	bonds,	administered	by	the	
Treasury	Department	and	used	to	support	a	variety	of	educational	and	energy	
initiatives,	these	charitable	tax	credits	can	provide	an	attractive	opportunity	for	
corporations	or	others	seeking	to	reduce	their	tax	burden	in	a	socially	
responsible	manner.		

o Similar	to	the	way	Treasury	issued	the	tax	credit	bonds	to	support	specific	
activities	that	met	criteria	set	by	rules,	regulations	or	legislation,	the	tax	credit	
would	not	be	available	to	all.	A	panel	of	experts	would	be	established	with	
responsibility	for	judging	the	applications	and	making	awards	based	on	the	
conformance	of	the	application	to	the	established	criteria.	

o The	proposed	tax	credits	can	build	on	these	past	procedures	to	support	the	
implementation	of	practices	that	are	proven	to	benefit	community	college	
students.		

§ First,	Treasury	would	estimate	the	annual	yield	of	the	excise	tax	on	
endowments	over	$500	million.		

§ Second,	Treasury	would	fix	the	amount	to	be	offset	through	the	tax	
credits	to	equal	that	yield.		

§ Third,	the	U.S.	Department	of	Education	(USDOE)	would	establish	a	panel	
of	experts	to	determine	the	qualifying	criteria	and	evaluate	the	proposals	
from	community	colleges.		

§ Fourth,	USDOE	would	publicize	a	request	for	proposals	from	community	
colleges.	The	call	would	specify	that	only	activities	with	evidence	that	
they	are	associated	with	student	success—measured	by	indicators	such	
as	increased	student	progression,	retention,	completion,	or	job	
placement—would	qualify	for	financial	support.		

§ Fifth,	interested	community	colleges	would	help	identify	taxpayers	
interested	in	the	tax	credits.	This	effort	would	help	promote	links	
between	colleges	and	corporations	that	are	critical	to	resolving	the	
current	gaps	between	what	is	taught	and	the	workplace	skills	and	
competencies	needed	by	industries.		

§ Periodic	evaluation	of	the	effectiveness	of	the	program	would	assure	that	
it	would	be	continually	improved	for	continuous	success.		

	
In	summary,	access	without	success	is	not	opportunity.	And	welfare	to	the	wealthy	
through	hidden	subsidies	is	not	good	policy.	This	study	shines	light	on	the	latter	and	
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proposes	a	revenue	neutral	way	to	apply	money	generated	by	reforming	existing	tax	
policy	to	provide	real	opportunities	for	success	to	community	college	students.	
	

Table	1:	Total	Federal,	State	and	Local	Appropriations	and	Tax	Subsidies*	Per	FTE	Student,	
Endowment	Size,**	and	Institution	Type	

	
*	Does	not	include	subsidies	based	on	property	tax	exemptions.	

 

State	

Private	-	
High	

Endowment	

Private	-	
Midlevel	

Endowment	

Private	-	
Low	

Endowment	
Public	
Flagship	

Public	
Regional	

Community	
College	

CA	
Stanford	
University	

Biola	
University	

Holy	Names	
University	

U.	of	Calif.,	
Berkeley	

Cal	State	U.-	
Fullerton	

Fullerton	
College	

		 $63,100	 $1,300	 $700	 $10,500	 $4,000	 $8,100	

CT	
Yale	

University	
Connecticut	
College	

U.	of	St.	
Joseph	

University	of	
Connecticut	

Central	CT	
State	U.	

Tunxis	
Community	C.	

		 $69,000	 $5,700	 $900	 $23,300	 $6,700	 $6,200	

IL	
University	of	
Chicago	

North	
Central	
College	

Olivet	
Nazarene	
University	

U.	of	IL,	
Urbana-

Champaign	

Western	
Illinois	

University	
Waubonsee	
Community	C.	

		 $19,300	 $1,200	 $300	 $7,500	 $12,600	 $8,000	

IN	
Notre	Dame	
University	

Indiana	
Wesleyan	
University	

St.	Mary-of-
the-Woods	
College	

Indiana	U.,	
Bloomington	

Indiana	
State	U.	

Terre	Haute	
Ivy	Tech	

Community	C.	
		 $26,900	 $600	 $400	 $7,000	 $7,200	 $3,100	

MA	
Harvard	
University	

Bentley	
University	

Labouré	
College	

U.	MA,	
Amherst	

Bridgewater	
State	U.	

Massasoit	
Community	C.	

		 $48,000	 $2,200	 $200	 $9,900	 $4,600	 $4,100	

NC	
Duke	

University	
Guilford	
College	

High	Point	
University	

UNC,	Chapel	
Hill	

UNC,	
Charlotte	

Central	
Piedmont	C.C.	

		 $13,400	 $1,000	 $400	 $24,400	 $8,800	 $5,100	

NJ	
Princeton	
University	

Rider	
University	

Centenary	
College	

Rutgers	
University	

Montclair	
State	U.	

Essex	County	
College	

		 $105,000	 $500	 $900	 $12,300	 $4,700	 $2,400	

NY	
Columbia	
University	

Alfred	
University	

Keuka	
College	

Stony	Brook	
University	

CUNY,	
Queens	

Queensborough	
Community	C.	

		 $14,500	 $2,000	 $300	 $16,800	 $5,300	 $5,300	

PA	
University	of	
Pennsylvania	

Robert	
Morris	U.	

Keystone	
College	

Pennsylvania	
State	U.	

IN	U.	of	
Pennsylvania	

Westmoreland	
Co.	C.	C.	

		 $27,000	 $300	 $100	 $9,000	 $8,400	 $2,700	

TX	
Rice	

University	

U.	of	the	
Incarnate	
Word	

Texas	
College	

University	of	
Texas,	
Austin	

Texas	State	
U.,	San	
Marcos	

Austin	C.C.,	San	
Marcos		

		 $24,500	 $400	 $100	 $32,500	 $4,400	 $6,400	
AVERAGE	 $41,100	 $1,500	 $400	 $15,300	 $6,700	 $5,100	
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**Based	on	2013	endowments:	high	endowments	(HE)	average	$1,570	million,	medium	endowments	(ME)	$15	million,	low	
endowments	(LE)	$2	million.	
	

Figure	1:	Median	Percent	Federal	Pell	Grant	Participation	versus	Average	Taxpayer	Subsidy	by	
Institutional	Type,	2013	

	
	

	
Table	2:	Proposed	Annual	Excise	Tax	Rates,	Number	of	Colleges	Affected	and	Expected	Tax	Revenue	

Based	on	2014	Endowment	Size	

Size	of	
Endowment		

Number	of	
Private	
Colleges	
Affected	

Tax	Rate	 Total	Endowment	 Expected	Tax	Revenue	

>$3	Billion	 20	 2.0%	 $210,621,635,000	 $4,212,433,000	
>$2+	Billion	 8	 1.5%	 $18,057,573,000	 $270,864,000	
>$1	Billion	 28	 1.0%	 $39,003,557,000	 $390,036,000	
>$0.5	Billion	 39	 0.5%	 $27,816,551,000	 $139,083,000	
TOTAL	 95	 ~1.36%	 $295,499,316,000	 $5,012,416,000	

Source:	2014	NACUBO-Commonfund	Study	of	Endowments[1]	
	

 
	
	
	
	
	
	
	
	
	
	
																																																													
[1] NACUBO. (2015). U.S. and Canadian institutions listed by fiscal year (fy) 2014 endowment market value and change in 
endowment market value from fy2013 to fy2014. Retrieved from 
http://www.nacubo.org/Documents/EndowmentFiles/2014_Endowment_Market_Values_Revised.pdf.  
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Selected	media	discussing/referencing	the	content	of	the	report	Rich	Schools,	Poor	Students:	
	

1. 04/06/15 “Are Harvard, Yale, and Stanford really public universities?” 
http://www.washingtonpost.com/news/grade-point/wp/2015/04/06/are-harvard-yale-and-
stanford-really-public-universities/?postshare=6461428331337734   

2. 04/06/15  “Tax-Exempt Status of Large College Endowments Hurts Taxpayers, Report 
Argues” http://chronicle.com/blogs/ticker/tax-exempt-status-of-large-college-
endowments-hurts-taxpayers-report-
argues/96775?cid=pm&utm_source=pm&utm_medium=en   

3. 04/06/15 NAICU reporting on Nexus study 
http://www.naicu.edu/search/?q=Klor+de+Alva&x=9&y=7   

4. 04/07/15 “Report: Institutions With The Fewest Low-Income Students Get The Most 
Taxpayer Support” http://www.highereducationforall.com/fewest-low-income-most-
taxpayer-support/#.VSRvzIr3anN  

5. 04/09/15 “ARE HARVARD, YALE, AND STANFORD REALLY PUBLIC 
UNIVERSITIES?” See Thru EDU, Center for Higher Education, Texas Public Policy 
Foundation http://seethruedu.com/are-harvard-yale-and-stanford-really-public-
universities/  

6. 04/14/15 “’Belling the Cat’ of Investments in Higher Education” 
http://rethinkinghighered.blogspot.com/2015_04_01_archive.html   

7. 04/14/15 “Study examines U.’s tax-exempt status, proposes excise tax on U. endowment” 
http://dailyprincetonian.com/news/2015/04/study-examines-u-s-tax-exempt-status-
proposes-excise-tax-on-u-endowment/  

8. 04/22/15 “It’s time to target rich tax breaks for private colleges” 
http://www.sacbee.com/opinion/op-ed/soapbox/article19247469.html  

9.  04/22/15 “Study Proposes Excise Tax on Harvard’s Endowment” 
http://www.thecrimson.com/article/2015/4/22/study-harvard-excise-tax/  

10. 04/24/15 “The rich get richer in higher ed: 40 colleges hold two-thirds of the wealth, and 
growing” http://www.washingtonpost.com/news/grade-point/wp/2015/04/24/the-rich-get-
richer-in-higher-ed-40-colleges-hold-two-thirds-of-the-wealth-and-growing/  

11. 05/05/15 “A tax whose time has come” http://www.ccdaily.com/Pages/Funding/A-tax-
whose-time-has-come.aspx  

12. 05/15/15 “Rich Schools, Poor Students” A “Must Read” in CEO to CEO American 
Association of Community Colleges, Issue #038  

13. 05/15/15 “Malcolm Gladwell at the 95th Annual AACC Convention” speaks about 
Nexus report. A “Must Watch” in CEO to CEO American Association of Community 
Colleges, Issue #038  

14. 05/21/15 “Widening Wealth Gap” 
https://www.insidehighered.com/news/2015/05/21/rich-universities-get-richer-are-poor-
students-being-left-behind  

15. 05/22/15 “Financial gap growing in American higher ed” 
http://www.educationdive.com/news/financial-gap-growing-in-american-higher-
ed/399675/  
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16.  05/27/15 “Tax Harvard! President Barack Obama wants to make college more 
affordable. Here's a way to do it” http://www.politico.com/agenda/story/2015/05/obama-
tax-harvard-affordable-college-000028  

17. 05/28/15 “Addressing the Inequity Gap” 
https://www.insidehighered.com/news/2015/05/28/report-calls-extending-k-12-funding-
model-high-need-community-colleges#.VWb1afx-xiE.mailto   

18. 05/28/15 “How Higher Education Funding Shortchanges Community Colleges” 
http://www.tcf.org/blog/detail/how-higher-education-funding-shortchanges-community-
colleges  

19. 06/04/15 “Do community colleges deserve better funding?” 
http://www.cbsnews.com/news/do-community-colleges-deserve-better-
funding/#postComments   

20. 06/08/15 Ed Rogers, speaking about Hillary’s quandary of past acts versus what the 
Democratic base wants, asked “Will she work with Sen. Charles Grassley (R-Iowa) on 
reforming tax-free organizations? http://www.washingtonpost.com/blogs/post-
partisan/wp/2015/06/08/the-insiders-how-will-clinton-reconcile-her-past-with-her-
platform/   

21. O6/08/15 An article referencing our study while asking “Elite Colleges Have Public 
Funds For Low-Income Students, So Why Aren’t They Enrolling More Of Them?”  
http://genprogress.org/voices/2015/06/08/37013/elite-colleges-have-public-funds-for-
low-income-students-so-why-arent-they-enrolling-more-of-them/  

22. 06/08/15 “Elite Colleges Have Public Funds For Low-Income Students, So Why Aren’t 
They Enrolling More Of Them?” http://genprogress.org/voices/2015/06/08/37013/elite-
colleges-have-public-funds-for-low-income-students-so-why-arent-they-enrolling-more-
of-them/   

23. 06/09/15 The National Journal’s event on The Next America: Taking Stock 50 Years of 
the Higher Education Act, the moderator, Ronald Brownstein (Atlantic Media's Editorial 
Director for Strategic Partnerships, in charge of long-term editorial strategy), referencing 
the Nexus study, asked Ted Mitchell to respond to it (see 
https://www.youtube.com/watch?t=336&v=0ovSJREgrLA beginning at 1:02:18).  

24. 08/20/15 Malcolm Gladwell Tweet: A fascinating look at how taxpayer subsidies for 
higher Ed vary by institution. http://nexusresearch.org/wp-
content/uploads/2015/06/Rich_Schools_Poor_Students.pdf  See 
https://twitter.com/Gladwell/status/634434466484781056. 

25. 08/22/15 In Elite Schools' Vast Endowments, Malcolm Gladwell Sees 'Obscene' Inequity.  
http://www.npr.org/2015/08/22/433735934/in-elite-schools-vast-war-chests-malcolm-
gladwell-sees-obscene-inequity  

26. 08/25/15 Should College Endowments Be Taxed?   
http://www.forbes.com/sites/beltway/2015/08/25/should-college-endowments-be-taxed/  

27. 09/07/15 Is It Time to Tax Harvard’s Endowment?  
http://www.slate.com/articles/business/moneybox/2015/09/harvard_yale_stanford_endow
ments_is_it_time_to_tax_them.2.html 

28. 09/08/15 Should nonprofit Harvard's $36B endowment be taxed to pay for public 
colleges? 
http://www.nola.com/education/index.ssf/2015/09/taxing_harvards_endowment_univ.ht
ml  
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29. 09/08/15 Let's Consider Taxing Elite Colleges' Huge Endowments 
http://www.newser.com/story/212529/lets-consider-taxing-elite-colleges-huge-
endowments.html  

30. 09/09/15 Malcolm Gladwell has a huge problem with a government handout given to 
America's Ivy League 
http://www.businessinsider.com/elite-private-colleges-dont-have-to-pay-taxes-on-their-
endowments-2015-9  

31. 09/10/15 Yale, Harvard, and Princeton have billions in endowment money but still get a 
huge boost from the government 
http://www.businessinsider.com.au/elite-private-colleges-dont-have-to-pay-taxes-on-
their-endowments-2015-9  

32. 09/14/15 Should Stanford's Endowment Be Taxed? NPR’s “Forum with Michael Krasny”  
http://www.kqed.org/a/forum/R201509140930 Download audio (MP3)  
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