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The unprecedented rush to the campuses and the building programs which
at some schools accommodated a doubling of enrollments are largely his-

tory. But the dust of the last decade's activity has not quite settled. Still,

near the commencing of each academic year, the telephone calls come
through from newspaper and magazine columnists inquiring about the new
programs and enrollment growth at the University.

Rice must be something of an enigma to many writers, and especially AOt*^P for
so this year. As we reported, the freshman class in 1977 is by our choice t i i

smaller than in previtius years, and Rice is boasting no new public service inUcpcnuCnCC
machinery; yet, life at 6100 South Main is good. The budget is balanced.

The residential colleges are full. The faculty is busy and more or less con-

tent. Students are studying. The Rice Annual Fund and Brown Challenge

are establishing new levels of achievement every year.

Such evidence, at Rice and elsewhere, suggests that predictions

about the future of privately-sponsored colleges and universities should

he reassessed.

The predictit)ns, you remember, were bleak. After pointing out that

publicly-sponsored education had displaced its independent counterpart

first at the elementary and then at the secondary level, prophets in the

sixties and seventies set the stage for the final act in the drama. In 1900, the

private sector's share of post-secondary enrollments was three-fourths; in

1950, it had dwindled to one-half; by 1975, it would be less than one-fourth.

The trend seemed obvious and natural. State colleges and universities,

because of their lower tuition charges, were growing mt)re attractive. A
resulting competition for students would likely cause a decline in stabil-

ity and a dilution of quality in the private sector. All factors appeared to

damage the private sector's position in the educational marketplace. How
could it compete.''

Now that the air (once as thick with this sort eif rhetoric as with the dust

of campus expansion programs) is clearing, we rediscover not only that the

private sector can "compete"—remaining viable and in the mainstream o{

educational processes—but that privately-sponsored colleges and univer-

sities continue to perform in stellar fashion. We are reminded that neither

growth in higher education nor competition for students is a clear and
present danger. Rather, the hazard remains that privately-supported col-

leges and universities might succumb to the temptation to mimic their

public counterparts, expanding and proliferating and tapping the public

treasury to do so; in short, that independent institutions might becimie

complacent about their independence.

There has in fact been no general dwindling of enrollments in the

private sector. According to information gathered by the Educational

Research Division of the Teachers Insurance and Annuity Association

College Retirement Equities Eund (TIAA-CREE), a growth rate of be-

tween 1 and 2 percent has been maintained since 1950. Decline in the

proportion of enrollments is a function of growth in the public sector

—

over 100 percent in the ten years 1966-75.

Niir has there been a measurable dilution of quality in the private sector.

At Rice, the contrar;^ is more likely true. Rice continues to attract talented

students in every academic discipline, and, according to some indices.

Rice shows evidence of increasing quality. The number of National Merit

! scholars at Rice, for example, is more than twice what it was a decade ago.

Private institutions such as Rice continue to account for the great

j

variety in higher education, so that students may elect to attend a large

!
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institutiim of technology; or a small, rural, liberal arts college; or an urban,

single-sex university. The options are virtually innumerable. They con-

tinue also to offer students the option of pursuing their education within

the context ot personal religious convictions.

The Cooperative Institutional Research Program (CIRP), a joint effort

of the American Council on Higher Education and the University of

California at Los Angeles, has recently reported that private ct)lleges and

universities are fostering a high level of academic achievement and in-

volvement, personal growth, and even self-esteem among students; that

students at private institutions are generally more satisfied with their in-

teraction with faculty and with the quality of instruction; and that they are

more likely, upon graduating, to implement career plans.

Further, the private sector continues to serve as the watchdog of aca-

demic freedom, setting standards for the public sector to match.

The record is impressive, as is the apparent stability in light of the eco-

nomic factors that gave rise to the bleak predictions. And underlying the

performance of this diverse group of educational institutions is the single

common characteristic: greater independence. Each enjoys the freedom to

select its ge)als, to base policy decisions on educational concerns, and to

I

develop educational programs consistent with those concerns.

' Independence permits selectivity— in program development, in Endounumi

[admissions, and in faculty selection and retention. With relatively few

constraints, the independent schcxil is able to match its resources with

those who stand to benefit most from them. That's good education, and

good business.

An appreciation of privately-sponsored colleges and universities as

"good business" is growing today. States have learned that educational

;
services are no cheaper to public institutions than to private, and that ex-

panding enrollments rarely lead to "economies of scale." The adage, "You

get what you pay for," is as true in the educational market as in most others.

We realize economies at Rice by concentrating on what Rice does or

can do very well, and by keeping to a minimum the number of programs of

peripheral importance to the education of those enrolled here. Rice does

this at the expense of some charisma, but it is not Rice's mission to be

charismatic. Rice's aim is to continue offering students of proved academic

abilities a high-quality educational experience within a broad (but limited)

disciplinary framewt)rk. Program and policy decisit)ns at Rice are made
only after they have been measured against that aim and have been proven

complementary to our efforts to achieve it.

This does not mean that Rice's exclusive posture is or ever should

be introspective. To the contrary, we will continue to strengthen Rice's

.ties to the citizens in Houston, in Texas, and in regions beyond—but in a

manner always consistent with our educational purpose. In this regard, the

most recent additions to the University, the Shepherd School of Music and

the Jesse H. Jones Graduate School of Administration, have done much
on Rice's behalf. Rice's music students and faculty regularly perform before

audiences on-campus and off, and the Shepherd Quartet completed its

.first European tour as the 1976-77 year came to a close.

The Jones Schot)l, in its first year of operation, has attracted the atten-

;tion and participation of both local and regional businesses, many with an

i international scope of operation. The interaction of our respective com-

munities is mutually beneficial and enjoyable.

On a larger front, programs sponsored by the Association of Rice

Alumni, the Office of Continuing Studies, the Institute for the Arts,
3
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RiLc'i cduLMumal expenses
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various departments, and the colleges now attract thousands of people to

the campus annually, while many from the campus find time to address

off-campus groups interested in the academic pursuits of this community.

Each component, in its way, augments every other in the effort to broaden

Rice's base o\ support.

We cannot know all that the future holds for Rice, or for its sister in-

stitutions in the private sector. But of one thing we can he sure: Rice and1.1 1 1 1 -11 r ^- J 1 ^ Unrestricted and General Expenditures
Other independent schools will race continued, perhaps even greater, eco- Per student

nomic pressures. These abide with independence, and, to the greater ex-

tent, they are most easily relieved with a compromise of independence.

The compromise must be resisted. As states recognize that the private

sector is a good investment of tax dollars—reaping benefits both in the

shortand long terms— legislatures are more and more willing to assist

private institutions. But direct assistance from state governments, for all

its good intentions, is bad money. Rice and the private institutions across

the country must exercise the same discretion, the same selectii'it)i, in the

area of fund raising and the development of support that they exercise in

other policy areas.

State-sponsored financial assistance directed to the stioients in inde-

pendent colleges and universities—rather than to the institutions— is a ''-'^^ ^^'^'' ^'*'''' ^^'^^ ^'''"

different, and a much better, business, both for the state and the institu-

tions. State Tuition Equalization Grant programs are wise expenditures of

taxpayers' dollars, for there is no less expensive way for a state to see its

citizens through their years in higher education. Moreover, the grants

directly benefit many students who, were it not for the grant, would be

unable to pursue the specific educational programs they desire.

Voucher proposals have similar advantages. These reforms would have

the state issue to citizens wanting to pursue post-secondary education a

voucher in some portion ot the amount that the state would spend if that

citizen were enrolled in a state-supported scht)ol. Adoption t)f the proposal

would not necessarily relieve the heavy tax burden for education, but it

would give students a choice of the form in which they partake of the edu-

cational opportunities their state and nation provide. And the individual

who chooses to attend a privately-sponsored college or university would

not pay twice for that opportunity.

Independence is not maintained from a relaxed posture. A concern for

it should inform every act that a privately-sponsored college or university y/ff /?? /7
perftirms. Occasionally, even the sort of anxiety neurosis about indepen- "^ l^f^'''^''sa.^i^^-Ac^s.£^^^

dence that struck the private sector in the past decade can be constructive. Norman Hackerman
Consider some of the resulting occurrences: A stiffening tif budgetary ex- President

aminations. An increased emphasis on quality in all operations. A marked

improvement in alumni and public information efforts. In many cases, a

thorough reassessment of institutional goals and objectives, and of the

ways to their achievement. Increased selectivity.

The private sector, which operates so well in tandem with its public

counterpart, is probably the better for the scare. There is no healthier con-

cern than that for survival.

An independent university operation in a steady state does not prt)vide

especially good newspaper copy. But there is a certain satisfaction, year

after year, in replying to inquiries about new programs and growth by say-

ing, "Very little," or "None." Rice continues to be busy about the business

of being Rice. This lifted the University to the stature it enjoys today, and

it is this that will keep it secure in the future.
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The 1976-77 academic year is best characterized as one in which the pre-

pe)nderance oi energies were spent in activities very fundamental to uni-

versity and residential college life. Grades and preparation for graduate or

professional schools, jobs, and careers continued to be the conspicuous

concerns of students, both graduate and undergraduate. This year's Con-

vocation, during which Rice community members considered various op-

tions for Rice's future development, attracted only moderate participation.

Students past and present achieved some noteworthy distinctions.

Among the freshmen this year were a half-dozen White House scholars

and one of the natic)n's largest groups of National Merit and National

Achievement scholars. The recognition awarded to a few Rice people

exemplifies that given to many more: Brian Dunlevie, a sophomore from

Dallas, was awarded a junior year at Trinity College, Cambridge, under the

C. D. Broad Exchange Program. Lovie Smith, a third year music student

from Bryan, Texas, took first place awards for percussion performances at

the Music Teachers' Association Collegiate Artist Competition in Atlanta

and the Ima Hogg Young Artist Competition in Houston. James Hennessy,

a 1976 graduate and now an employee of Exxon, was selected to receive

an $11,000 Luce Foundation Scholarship to work and study for one year

in Indonesia.

Recognitum for Faculty Members

Several Rice faculty members earned special recognitietn during 1976-77

for scholarly and reaching accomplishments. The National Endowment
for the Humanities awarded study and research grants to three at Rice:

Professor Robert L. Patten and Assistant Professor Jane C.Nitzsche of the

English Department and Associate Professor Albert Van Helden of the

History Department.

Dean Robert R. Sterling of the Jones Graduate School ot Admin-
istration was chosen to act as a "distinguished faculty" member for the

American Accounting Association's doctoral consortium during the

year. The North Atlantic Treaty Organization bestowed a fellowship in

science on Associate Professor Larry V. Mclntire ot the Chemical Engi-

neering Department.

Professor G. King Walters of the Physics Department received a

Guggenheim Fellowship, and Professors Donald D. Clayton and Robert

C. Haymes ot the Space Physics and Astrt)nomy Department were given

senior scientific fellowships by the Alexander von Humboldt Foundation

this year.

After balloting by Rice's junior and senior classes, the 1977 Nicholas

Salgo Distinguished Teacher Award went Ui Professor B. Frank Jones oi the

Mathematics Department.

Rice alumni elected Associate Professor Gilbert M. Cuthbertson ot the

Political Science Department to receive the 1977 George R. Brown Prize

for Excellency in Teaching. Six others received Brown Awards for Superior

Teaching: Professor Harry A. Deans of the Chemical Engineering Depart-

ment, Associate Professor J. Dennis Huston of the English Department,

Professor Neal E Lane of the Physics Department, Associate Professor

William C. Martin of the Sociology Department, and Associate Professor

Kathleen S. Matthews of the Biochemistry Department.

Faculty autht)rs produced a typical number of articles and texts during

the year, but some received quite unusual popular acceptance. Among
these are The Oranging of America and Other Stories, by Associate Prt^fessor

The AcademicYear
in Review
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Max Apple of the English Department, The Religion ofJimmy Carter, by

Professor Niels C. Nielsen, Jr. of the Religious Studies Department, and

Blackjack: The Life and Times ofJohn J. Pershing, by Professor Frank E.

Vandiver of the History Department.

Trustee, Governor Appointments

Continuity in Rice's management was assured in 1976-77 with appoint-

ments to the University's Board of Governors. Chosen as new trustees

were Ralph S. O'Connor, president of Highland Resources, Inc. and

Theodore N. Law, a director of Falcon Seabord, Inc.

Chosen as term members of the board were Wendel D. Ley, a director of

Houston Lighting and Power Co. ; E. Joe Shimek, investor and past vice-

president ofEG&G International, Inc.; John L. Cox, oilman in Midland,

Tex.; and Edward W. Kelley, Jr., president of Kelley Industries, Inc. of

Houston. Elected by alumni to a four-year term on the board was Karl C.

ten Brink, general manager of the Research and Technical Department in

Beacon, N.Y. , for Texaco, Inc.

The Board of Trustees selected Joseph Nalle, manager of the Univer-

sity's oil and gas properties since 1965, to succeed Leo S. Shamblin, who
retired, as treasurer of the University. Shamblin has continued to serve as a

consultant to the board.

Special Alumni Honors

The Association of Rice Alumni in 1976 selected James U. Teague, chair-

man of the Rice Board of Governors, to receive a Gold Medal for Distin-

guished Service. Teague accepted the medal at Homecoming ceremonies.

On the same occasion, the Association of Rice Alumni presented

L. Henry Gissel, Jr., immediate past president of the association, a Distin-

guished Service Award, and the Rice Engineering Alumni Association

gave an Outstanding Engineer Award to Walter P. Moore.

During May 1977 Commencement ceremonies, the University and the

Association of Rice Alumni honored author William Goyen ofNew York

and presented him a Rice University Distinguished Alumnus Award. This

was only the second occasion for the presentation of such an award.

External Relations

An essential Rice initiative to serve the community beyond its physical

boundaries and to invite the support of that community made significant

progress during 1976-77. Some of the impetus came through the Office of

Continuing Studies, which served more than 2,000 people during the year

It won unusual recognition for its "Interpreting America" program during

the Bicentennial.

The Association of Rice Alumni provided the University its support.

Especially noteworthy were the Alumni Institute programs of fall and

spring, which attracted more than 1,000 enrollments.

Rice carried its story to its friends and alumni in nineteen cities from

coast to coast through the Office of Development's "Rice Today" series.

Concerts by the Shepherd School faculty and students, art exhibits at

the Rice Museum and Sewall Gallery, departmental and university-wide

lectures, and public service by both faculty and students gave substance to

Rice's involvement with the broader community.

Educational Plant, Valut
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Research Activity

Research was carried on at Rice by most of the four hundred faculty

members, eight hundred graduate students in research degree programs,

nearly one hundred post-doctoral research fellows, and the professional

staffs. Funding involved more than $1.5 million of University investments

to cover graduate stipends and tuitions, and more than $6 million a year

from external research sponsors, both public and private.

Financial Aivards for Academic Programs

Among the significant examples of private support given Rice during

1976-77 were a $600,000 grant given by the Andrew W. Mellon Foun-

dation that Rice might make periodic junior faculty appointments in the

humanities, and a gift of property valued at $115,000, presented by Elva

Kalb Dumas, to support a lecture series in history.

Rice's interdisciplinary legal studies program won $186,000 in support

from the National Endowment for the Humanities. The implementation

of the curriculum involves cooperative efforts by faculty in six depart-

ments: Philosophy, History, Political Science, Sociology, Anthropology,

and Psychology.

The Brown Challenge

Due to the generous efforts of thousands of people in the Rice community,

Rice in 1976 met and exceeded the goals set for Year One of the ten-year

Brown Foundation Challenge. Over $1.8 million was given by the various

Rice constituencies to support current operations, thus earning over $1.35

million in matching funds for the University's endowment.

Di\'isional Majors of Rice Seniors

Library Collection Development
Institutiiinjl BudKct lorBiaiks,

Periodicals, Binding New Titles Added
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300 10
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Financial statistics for 1976-77 are encouraging. For the fifth consecutive

year, revenues have exceeded expenditures. This has been made possible

by increased private giving to the University, excellent management of

the endowment, and a careful control of expenditures.

Private giving for current operations totaled approximately $3.5 million,

thus accounting for over 12 percent of the educational and general operat-

ing budget. In addition, endowment gifts exceeded $5 million. Increased

private support has permitted Rice to maintain its traditional quality of

education without putting excessive tuition burdens on the students. The
Brown Foundation challenge grant has been a major factor in this increased

level of giving.

In the past year, $3,239,00 of new equipment and plant improvements

were added as part of the continuing program to modernize the physical

plant and improve its energy efficiency.

The accompanying graphs illustrate the major sources and applications

of funds required to educate the Rice student. These graphs, together with

the financial statements and their accompanying notes, present an image

of Rice's solid financial posture, yet reflect the pressure of continuing

inflation upon the University's sources.

Revenues Expenditures

The FinancialYear

in Review

Gifts and Private Grants

(Milli,ms"/D,*i.s)

10

I—Tuition (less Aid)20.0%

-Gifts &. Private Grants 12,(5%

-Other 1,1%

-Government Grants & Contracts 5-8%

-Endowment (net of transfers) 60.5%

_t_"Operation 6t

MaLHtenance' 13-2%

—Student Services 3 . 9%

- General Institutional 6- 1%

-General Administrative^ 10.9%

Lihrarv8,5°/

' Instruction 57-4%
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Balance Sheet

June 30, 1977, with Comparative Totals

at June 30, J 976

(Note I)

ASSETS Cash, Receivables, and Other Current Assets:

Cash
Accounts receivable

Loans, net allowance of $499,000 at respective dates

for loans doubtful of collection

Other current assets

Investments (Note 3):

Marketable securities, quoted market of $224,516,000 and

$211,600,000 at respective dates

Wholly owned corporations, at underlying equity (Note 4)

Mortgage and collateral loans

Oil and gas properties, less amortization of $28,419,000 and

$28,039,000 at respective dates

Real estate and leasehold improvements, less amortization of

$4,152,000 and $3,994,000 at respective dates

Undeveloped real estate and other

Intertund investments

—

Auxiliary and educational service facilities financed from

endowment (Note 5)

Other

Educational Plant, at cost (Note 5):

Land
Buildings and improvements

Equipment, furniture, and library books

Construction in progress

Current

Funds

$ 344,206

300,127

474,300:

1,118,633!

159,070:

6,075,303

6,234,373

Less—Allowance for depreciation on auxiliary

and educational service facilities

Total assets $7,353,006

LIABILITIES AND
FUND BALANCES

Liabilities:

Accounts payable

Deferred income and deposits

Deposits of collateral of securities loaned (Note 6)

Retirement funds (Note 7)

Commitments and contingencies (Note 10)

Total liabilities

Fund Balances:

U.S. Government and private grants refundable

University funds

—

Restricted (Note 1)

Reserved for commitments ($357,473 unrestricted and

$353,763 restricted in 1977)

Unrestricted

Unrestricted funds functioning as endowment
Net investment in plant

Total fund balances

Total liabilities and fund balances

See notes to financial statements.

$ 936,444

527,675

1,464,119

119,518

2,458,908

711,236

2,599,225

5,888,887 i

$7,353,006
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]une 30, 1977 June 30,

Endowment and

Similar Funds Plant Funds Loan Funds Touil

1976

Total

$ 158,985

479,988
$ - $ — $ 503,191

780,115
$ 1,499,017

1,074,490

139,364

— 3,979,579 3,979,579

613,664

5,876,549

176,661,182

949,963

2,730,109

3,809,071

407,687

778,337 — 3,979,579

17,570

6,790,265

175,669,702

949,963

2,730,109

814,840 166,256,447

920,281

4,348,335

352,703 — — 352,703 665,649

7,087,278

2,878,164

—
— 7,087,278

2,878,164

7,285,179

2,401,121

9,591,023

(6,331,942)

(9,591,023)

(129,845)

(8,906,028)

386,484

404,054

— —

192,927,000 190,659,399 181,877,012

— 340,525

58,313,559

24,916,770

432,295

84,003,149

— 340,525

58,313,559

24,916,770

432,295

84,003,149

340,525

56,219,544

24,599,004

913,214

— — 82,072,287

— 4,866,694

79,136,455

$70,230,427

4,866,694

79,136,455

$275,672,403

4,407,190

— — 77,665,097

$193,705,337 $4,383,633 $266,332,374

$ 781,365

393,000

1,417,472

$ - $ — $ 1,717,809

527,675

393,000

1,417,472

$ 2,437,939

1,107,078

2,981,600

1,517,886

2,591,837 — — 4,055,956

2,292,257

8,044,503

— — 2,172,739 2,751,719

54,703,434 684,995 646,319 58,493,656 53,814,555

74,082,459

62,327,607

69,545,432

70,230,427

1,564,575

711,236

78,246,259

62,327,607

69,545,432

271,616,447

612,579

75,417,505

57,799,820

67,891,693

191,113,500 4,383,633 258,287,871

$193,705,337 $70,230,427 $4,383,633 $275,672,403 $266,332,374
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Statement of Changes in Fund Balances

for the Year Ended June 30, 1977

(Note I) Current Funds

Unrestricted Restricted

Revenues and Other Additions:

Educational and general revenues (Note 2)

Auxiliary enterprises revenues (Note 9)

Gifts and bequests—restricted

Grants and contracts—restricted

Investment income—restricted

Oil and gas royalties

Realized gains on investments

Distributions from (to) wholly owned corporations (Note 4)

Distributions of income from assets held by

Rice Trust Inc. (Note 4)

Interest on loans receivable

U.S. Government advances

Expended for plant facilities (including $1,640,746

charged to current funds expenditures)

Increase in underlying equity of wholly owned
corporations (Note 4)

Total revenues and other additions

Expenditures and Other Deductions:

Educational and general expenditures

Auxiliary enterprises expenditures (Note 9)

Indirect costs recovered

Refunded to grantors

Loan cancellations

Administrative and collection costs

Expended for plant facilities

Retirement of plant assets (Note 5)

Total expenditures and other deductions

Transfers Among Funds—Additions/(Deductions):

Mandatory

—

Matching grants and gifts

Undesignated gifts (Note 1)

Provision for plant improvements (Note 8)

Funding of current unrestricted expenditures for

equipment (Note 8)

Provision for contingencies (Note 8)

Unrestricted gifts and investment income allocated

Other voluntary transfers, net

Total transfers

Cumulative Effect of Change in Accounting Principle (Note 2)
Net Increase /(Decrease) for the Year
Fund Balance at Beginning of Year

Fund Balance at End of Year

See notes to financial statements.

$23,227,314

6,606,446

29,833,760

19,331,659

6,550,866

25,882,525

(554,558)

(1,214,185)

865,222

(607,093)

(898,647)

(4,119.290)

(6,528,551)

569,555

(2,007,761)

4,964,460

$ 2,956,699

$ 1,534,764

73,357

1,845,880

6,409,884

2,544,650

12,408,535

11,200,408

205,935

1,492,398

36,633

12,935,374

(11,059)

305,291

294,232

(232,607)

3,164,795

$ 2,932,188
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Endouiment and Similar Funds Plant Fur\ds

Income Income

Restricted Unrestricted

Functioning

as Endowment Unexpended
Investment

in Plant

Loan
Funds

$ - $ — $ — $ — $ — $ -
3.327,615 1.707,211 — — 152,326 19,500

612,793 —
— 1,056,450

325,884 190,555

(50,000) 1,279,003

160,649

44,012 ^^~ 9,206

4,216,292

112.116

29,682

4,262,901 160,649 156,128

2,925,481

3,077,80.7

898,138 386,597

1,424,068

61,270
120.622

210,598

36,557

4,390

— — 898,138

(250,000)

(360,078)

1,214.185

(865,222)

607,093

898,647

4,020,651

5,265,276

4,527.787

57,799,820

$62,327,607

386,597

(300,200)

(300,200)

(530.669)

1.215.664

$ 684,995

1,424,068 40,947

250,000

49,541

914,636

(35,806)

878,830

5,141,731

68,940.728

$74,082,459

11,059

79,813

299,541 — 90,872

4,515,833

50,187,601

$54,703,434

1.653.739

67,891,693

$69,545,432

260,523

4,123,110

$4,383,633
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Statement of Current Funds Revenues,

Expenditures, and Other Changes

for the Year Ended June 30, 1977,

with Comparative Totals for 1976

(Note 1)

Year Ended June 30, 1977

Unrestricted Restricted Total

Year Ended

June 30, 1976,

Total

Revenues:
Educational and general

—

Student tuition and fees

Government grants and contracts

Gifts and private grants (Note 2)

Endowment income (Note 3)

Sales and services of educational and

service departments

Other sources

Total educational

and general

Auxiliary enterprises (Note 9)

Total revenues

Expenditures and Mandatory Transfers:

Educational and general

—

Instruction and departmental research

Sponsored research

Other sponsored programs

Library

Student services

Operation and maintenance ot plant

General administration

General institutional

Student aid

Educational and

general expenditures

Mandatory transfers for

—

Provision for plant improvements (Note 8)

Loan fund matching grant

Undesignated gifts (Note 1)

Total educational

and general

Auxiliary enterprises (Note 9)

Total expenditures and
mandatory transfers

Revenues Over (Under) Expenditures

and Mandatory Transfers

Other Transfers and Additions (Deductions):

Excess of restricted receipts over (under)

transfers to revenues

Refunded to grantors

Funding ot current unrestricted expenditures for

equipment (Note 8)

Unrestricted gifts and investment income
allocated

Provision for contingencies (Note 8)

Other voluntary transfers, net

Net other transfers

and additions (deductitms)

Cumulative Effect of Change in Accounting
Principle (Note 2)

Net increase (decrease)

in fund balances

See notes to financial statements.

$ 7,759,850 $ 302,817 $ 8,062,667

1,303,418 4,392,296 5,695,714

1,763,210 2,756,800 4,520,010

12,141,853 2,544,650 14,686,503

96,813

162,170

1,141,053

193,979

1,237,866

356,149

23,227,314 11,331,595 34,558,909

6,606,446 74,749 6,681,195

29,833,760 11,406,344 41,240,104

27,651,268 11,417,402 39,068,670

2,182,492 (11,058) 2,171,434

(490,207)

(36,633)

865,222

(898,647)

(607,093)

(4,119,290)

(490,207)

(36,633)

865,222

— (898,647)
— (607,093)

305,291 (3,813,999)

(4,759,808) (221,549) (4,981,357)

569,555 569,555

$ 7,829,078

5,753,235

3,778,488

13,879,903

1,021,971

52,751

32,315,426
5,961,387

38,276,813

8,088,236 4,036,148 12,124,384 11,222,309— 4,743,238 4,743,238 4,708,050— 1,121,194 1,121,194 1,215,367

1,618,161 179,354 1,797,515 1,685,276

784,585 41,066 825,651 858,390

2,328,787 462,110 2,790,897 2,658,898

2,215,485 64,505 2,279,990 2,260,959

1,207,924 89,550 1,297,474 988,943

3,088,481 463,243 3,551,724 3,679,421

19,331,659 11,200,408 30,532,067 29,277,613

1,214,185 1,214,185 1,183,106— 11,059 11,059 5,601

554,558 — 554,558

32,311,869

—

21,100,402 11,211,467 30,466,320

6,550,866 205,935 6,756,801 5,992,593

36,458,913

1,817,900

1,964,703

(25,928)

875,670

(935,474)

(591,553)

(1,266,982)

20,436

$(2,007,761) $ (232,607) $(2,240,368) $1,838,336
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Notes to Financial Statements

]une 30, 1977

(1) Summary of significant accounting policies

—

Basis of accounting

—

The financial statements ot William Marsh Rice University

have been prepared substantially on the accrual basis of ac-

counting except for depreciation accounting explained in Note

5 helow. To the extent that current funds are used to finance

plant assets, the amounts so provided are accounted for as ex-

penditures. To the extent these expenditures are funded from

the reserve for plant improvements (Note 8), such amount is

transferred from endowment and similar ftinds. The statement

of current funds revenues, expenditures, and other changes is a

statement of financial activities of current funds related to the

current reporting period. It does not purport to present the re-

sults of operations or the net income or loss for the period as

would a statement of income or a statement of revenues and

expenses. The financial information shown for 1976 in the ac-

companying financial statements is included to provide a basis

for comparison with 1977 and presents summarized totals only.

Fund accounting—
To ensure observance of limitations and restrictions placed on

the use available resources, the accounts ot the University are

maintained in accordance with the principles of "fund account-

ing." Fund accounting is a procedure by which resources are

classified for accounting and reporting purposes into funds

that are in accordance with activities or objectives specified.

I

Although separate accounts are maintained for each fund, funds

that have similar characteristics have been combined into fund

groups and all financial transactions have been reported by

those fund groups in the acctimpanying financial statements.

Withm each fund group, fund balances restricted by outside

sources are so indicated and are distinguished from unrestricted

funds allocated to specific purposes by action of William Marsh
Rice University's Board of Governors. Externally restricted

funds may be utilized only in accordance with the purptises

established by the source of such funds.

Gains and losses arising from the sale, collection, or other

disposition of investments and other noncash assets are ac-

counted for in the fund which owned such assets. Ordinary In-

come derived from investments, receivables, and other assets Is

accounted for in the fund owning such assets, except for income
1 derived from investments owned by endowment funds, which

income is accounted for In the fund to which It is restricted or,

if unrestricted, as revenues In unrestricted current funds. Re-

stricted current funds receipts are reported as revenues and
expenditures when expended.

Current funds—
The unrestricted current fund Is used to account tor those

transactions related to the University's operating budget as

approved by the Board of Governors.

The restricted current fund is used to account for funds ex-

pended for operating purposes but restricted by donors or other

outside agencies as to the specific purpose for which they may be

expended, and is also used to account for resources which have

been designated for specific purposes by the University admlnls-

;
tration. The restricted current fund balance includes approxi-

mately $515,000 at June 30, 1977, and $645,000 at June 30,

1976, of administratively designated funds. Revenues and ex-

penditures of such funds during 1977 included In the statement

of current funds revenues, expenditures, and other changes,

were approximately $1,713,000.

Endowment and similar funds—
Endowment funds are generally subject to the restrictions of

gift Instruments requiring In perpetuity that the principal be

Invested and the inciime only be expended. While funds func-

tioning as endowment have been established by the Board of

Governors for the same purposes as endowment funds, any por-

tion of funds functioning as endowment may be expended at

the discretion of the Board of Governors.

Income restricted endowment funds generally represent gifts

and bequests received by the University for which the donors

have stipulated that the principal Is to be maintained Inviolate

and Income tesultlng ftom investment of the funds may be ex-

pended for specified purposes. To the extent that programs have

nt>t been established for the specified purposes, or If the Invest-

ment inccime exceeds the program expenditures, such Income
Is added to the endowment fund balances. In addition, certain

funds which are expendable but restricted by donors as to the

specific purpose for which they may be expended have been
designated by the Board of Governors to function as income
restricted endowment funds. The Income accumulated, to-

gether with funds designated to function as Income restricted

endowment funds, Included In the Income restricted endow-
ment fund balance at June 30, 1977, is approximately

$11,979,000. This portion of the funds may be expended, at

the discretion of the Board of Governors, to fulfill the funds'

restricted purposes.

Other endowment funds consist of income unrestricted

endowment funds. Including the founder's endowment, and

funds functioning as endowment. Income unrestricted funds

represent gifts and bequests, including those without any desig-

nated obligatory use which according to a legal Interpretation of

the University's charter are required to be added to endowment,

together ulth allocated realized capital gains and k)sses that are

maintained Inviolate. Income earned by Investment of these

funds may be expended tor unrestricted operations.

Loan funds

—

Lo.m funds include gifts and grants which are limited by

d(.)nors to the purpose of making loans to students or faculty and

funds of the University which have been designated by the

Board of Governors as loan funds. Also Included in these funds

is the National Direct Student Loan Program financed primarily

by the Federal government and administered by the University.

Plant funds

—

Plant funds consist of the total invested in the educational

plant together with unexpended gifts, grants, and reserves

which are held for acquisition, replacement, or construction of

physical properties.

Gifts-
It is the policy of the University to include gifts In revenues or

as additions to the appr(.)priate funds balances only when re-

ceived. Accordingly, pledges or assets held in trust are recorded

as gifts as they are received by the University. See Note 2 for the

effect of the change In accounting for annual fund drive gifts.

Pledges outstanding, which are not recorded In the acct)m-

panylng financial statements, are as follows;

]une 30

1977 1976

Current funds

—

Unrestricted

Restricted

Total current funds

Plant and endowment funds

Total pledges

$ 152,000

749,000

901,000

4.758,000

$5,659,000

$ 120,000

1,232,000

1,352,000

5,685,000

$7,037,000
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Assets having a market value nf approximately $11,600,000,

consisting primarily of marketable securities, mortgage loans,

and real estate were held by trustees at June 30, 1977, and are

not recorded in the accompanying financial statements. Ap-

proximately $1,008,000 of this amount is pending distribution

from estates. The balance of $10,592,000 is administered by

Rice Trust Inc. , subject to the lite income interests of certain

beneficiaries, several of which are minors. The amount and

timing of the ultimate distribution to the University of its

remainder interest is therefore not determinable.

(2) Change in accounting for gifts

—

During l*-'??, the University changed its policy with respect

to recognition of gifts received in ctinnection with the annual

fund drive for unrestricted operating funds. It had been the

University's policy to deter reciignition of such gifts as revenues

until the academic year following the year received. As of July 1

,

1976, the policy was adopted to include these unrestricted an-

nual fund drive gifts as revenues when received. This change

had the effect of increasing 1977 current unrestricted revenues

by approximately $241,000. The cumulative effect ot the

change ($569,555 as ot July 1, 1976) is reflected as an increase

in fund balance of the current unrestricted fund. Had this

change in accounting policy been applied to the financial

statements for the year ended June 30, 1976, current unre-

stricted revenues would have been increased by approximately

$98,000.

(3) Investments

—

Investments are recorded at cost at date of acquisition or fair

market value at date of donation in the case of gifts, except for

investments in wholly owned corporations (Note 4) and certain

donated interests in undeveloped real estate which are recorded

at a nominal value plus costs incurred for taxes and mainte-

nance (approximately $214,000 in U)77 and $124,000 in 1976)

subsequent to the date of ac^iuisition.

Premiums or discounts applicable to nonconvertible bonds

are amortized over the life t)f the bonds. Realized gains and

losses on the sale of marketable securities are determined by the

average cost method.

Most income restricted endounient funds participate in a

common pocil which is operated on a market value basis. Those
income restricted funds which by the terms of the gift do not

permit participation in such a pool are maintained on a separate

investment basis.

Other endowment funds, together with interfund investment

amounts of other funds, are commingled for investment pur-

poses in the general investment pool. Interfund investments do
not share in the general investment pool's gains and losses but

are allowed interest.

Income from investments in marketable securities as a per-

cent of total investments in marketable securities and net gain

on sales is as follows (doll.irs in rhoiis.inds):

Markt'tiihlc Securities

ui ]unu iO

C(«t Market

YicU

(HI

Cost

Yield

on

Market

Realized

Gain on

Sales

1977

1976

fl76,66I $224,516

166,256 211,600

5.8%

5.3

4.6%
4.2

$679

302

Portions of investment income from oil and gas properties

and improved real estate held for investment are retained in the

endowment funds for the purpose of asset recovery. The portion

of real estate investment income retained in the endowment
funds is approximately equal to that percentage of net receipts

which will recover the cost of improvements over their esti-

mated lives. A corresponding amount is recorded as amor-

tization of real estate and real estate improvements in the

endowment funds until the cost of the improvements has been

fully recovered. Real estate investment income not retained

in the endowment funds is recognized as endowment income

in the current funds as described in Note 1.

Of the investment income from oil and gas properties, 27'/2

percent of the net receipts frcim properties acquired prior to July

I, 1972, and receipts in excess of an eight percent annual rate

of return on the unamortized cost of properties acquired sub-

sequent to July 1, 1972, are retained in the endowment funds.

Corresponding amounts are recorded as amortization of the sep-

arate property groups (properties acquired prior to July 1, 1972,

and properties acquired after that date) until the property

groups have been fully amortized, at which time 27'/2 percent of

the net receipts from the properties continues to be retained in

the endowment funds. Net teceipts not retained in the endow-

ment funds ($3, 140,490 in 1977 and $3,531,528 in 1976) are

recognized as endowment income in the current funds.

(4) Investments in wholly owned corpc>rations

—

The financial statements include all assets, liabilities, and

fund balances of the University except certain separately incor-

porated but related entities for which the University is fiscally

responsible. These corporations are included in the endowment
and similar funds balance sheet at underlying equity. In the

accompanying statement of changes in fund balances, distri-

butions to the current funds are included in educational and

general revenues. Condensed financial statements of these

corporations follow:

Condensed Statement of Financial Position

June 30, 1977 and 1976

J 977 J 976

Cash

Gils production payments

Marketable securities, quoted market

of$536,016 and $466,541 at

respective dates

Real estate and other assets, at ctist

or fair market value at date

ofdon.itinn

Total assets

Lon^-term debt, secured by gas

production payments

Other liabilities

Total liabilities

ln\'esrnient in wholly owned
corporations, at underlying equity

as included in the accompanying

balance sheet

Condensed Results of Operations

For the Years Ended June 30, 1977 and 1976

Revenues

Expenses

Income before distributions

Distributions to (from) the University

—

To current unrestricted revenues

To unrestricted endowment
Fn)m restricted endowment

increase (decrease) in underlying equity

I if wholly owned corporations as

included in the accompanying

statement of changes in fund

balances

f 281,967

13,742,369

539,363

391,694

14,955,393

13,742,369

263,061

14,005,430

$ 949,963

1977

f 126,729

20,434,258

503,532

378,493

21,443,012

20,434,258

88,473

20,522,731

$ 920,281

1976

$ 1,596,563

198,528

$ 1,105,362

171,610

1,398,035 933,752

139,351

1,279,002

(50,000)

94,042

874,005

1,368,353 968,047

$ 29,682 $ (34,295)
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(5) Educational plant—
The educational plant is stated at cost. No provision is made

for depreciation of educational buildings and equipment. Six

and two-thirds percent of capitalized equipment is charged oft

(retired) each year.

Depreciation charges ($556,800 and $504,000 in 1977 and

1976, respectively) have been made to educational service and
auxiliary operations for recovery ot the cost of facilities used in

these operations and which are not financed by gifts and grants.

These charges are based substantially on estimated useful lives

and are intended to reimburse endowment funds for amounts
advanced to fund auxiliary and educational service facilities. In

addition, interest ($447,138 and $359,000 in 1977 and 1976,

respectively) at rates, ranging up to the prime rate, on the un-

reimbursed amounts advanced has been charged to educational

service and auxiliary operations and is included in endowment
I income.

(6) Deposits of collateral for securities loaned

—

The University received $393,000 as collateral deposits for

certain securities temporarily loaned to brokers. As ofJune 30,

1977, the securities on loan amounted to $410,280 at cost

(market $348,000) and the collateral deposits were invested

in commercial paper

(7) Retirement plans—
During 1976, the University completed revision of its policies

relating to administration ot its retirement plans to comply with

the provisions of the Pension Reform Act of 1974. Substantially

all employees are eligible to participate in the Teachers Insur-

ance and Annuity Association—College Retirement Equities

Fund (TIAA-CREF) Retirement Plan for Faculty and Staff^

(a defined contribution plan). After amendment to the plan in

1976, substantially all benefits are vested and are administered

by TIAA-CREF Pension costs totaled $799,000 in 1977 and
$1,070,000 in 1976 and were recorded as current funds

expenditures.

Effective July 1, 1976, the University adopted the TIAA
Direct Payment Group Annuity Plan which provides for the

administration by TIAA of all minimum retirement benefits

and all past service benefits for eligible employees of the Univer-

sity and benefits accumulated for retired employees under a

predecessor plan. During 1976, the Board of Governors desig-

nated $880,000 of funds functioning as endowment to be added
to the retirement funds in order to recognize the actuarially

computed net present value of these benefits. The funds are

being paid to TIAA in nine annual installments subject to actu-

arial revaluation based on actual experience and funding by
TIAA.

(8) Provisions for plant improvements and contingencies

—

Transfers equal to five percent of unrestricted endowment in-

come, as a provision for contingencies, and 10 percent, as a

provision for plant improvements, have been made from current

unrestricted funds to funds functioning as endowment. Current
unrestricted expenditures for equipment ($865,223 in 1977) and
certain other plant additions ($898,138 in 1977) are funded by

charges against funds functioning as endowment.

(9) Rice Campus Store

—

Prior to July 1, 1976, the accounts of the Rice Campus Store

were reported as a separate legal entity pursuant to a trust

indenture dated May 31, 1938. By resolution of the Board of

Governors in February, 1977, the trust was terminated and the

properties of the trust became properties of the University.
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Accordingly, the accounts of the Rice Campus Store have been
included in the University's unrestricted current fund and
the comparative totals for 1976 have been restated to reflect

this change. The change had the effect of increasing auxiliary

enterprise revenues by $959,000 and $834,000 and auxiliary

enterprise expenditures by $880,000 and $830,000 for the years

ended June 30, 1977 and 1976, respectively

(10) Commitments and contingencies

—

At June 30, 1976, the Internal Revenue Service had reviewed
certain of the University's tax returns covering the periods

ended June 30, 1971 through 1974, and had assessed additional

taxes on certain items which it deemed to be "unrelated busi-

ness income." The amount of additional taxes assessed together
with estimated interest thereon at June 30, 1976, was approxi-

mately $1,100,000. The University contested these claims and
during 1977 these claims were decided in the University's favor.

There are several suits and claims pending against the Uni-
versity, the effect of which cannot be estimated at this time;

however, legal counsel for the University believes that the ulti-

mate liability, if any, will not be material to the University's

financial position.

The University was committed under contracts at June 30,

1977, for capital improvements of approximately $894,000 to be
financed primarily frtim funds functioning as endowment.

Auditors' Report

To the Board of Governors,

William Marsh Rice University:

We have examined the balance sheet of William Marsh Rice

University (a nonprofit Texas corporation) as of June 30, 1977,

and the related statements of changes in fund balances and
current funds revenues, expenditures, and other changes for the

year then ended. Our examination was made in accordance

with generally accepted auditing standards, and accordingly in-

cluded such tests of the accounting records and such other audit-

ing procedures as we considered necessary in the circumstances.

In our opinion, the accompanying financial statements pre-

sent fairly the financial position of William Marsh Rice Univer-

sity as of June 30, 1977, and the changes in fund balances and
the current funds revenues, expenditures, and other changes for

the year then ended, in conformity with generally accepted ac-

counting principles which, except for the change (with which
we concur) in accounting for annual fund drive gifts described

in Note 2, were applied on a basis consistent with that of the

preceding year.

ARTHUR ANDERSEN & CO.

Houston, Texas

September 28, 1977
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F. Fisher Reynolds
Mandrel Industries (Retired)

John D. Simpson
Chairman of Board,

Superior Dairies, Inc.

Harry K. Smith
Chairman ot Board,

Big Three Industries, Inc.

Milton R. Underwood
Vice Chairman cif Board,

Underwood, Neuhaus and

Company

Talbott Wilson
Partner, Wilson, Grain,

Anderson & Reynolds,

Architects

James O. Winston, Jr.

Former Director, Rowles,

Winston & Company

Benjamin N. Woodson
Chairman of Board,

American General

Companies
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