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The “social compact” – between post-secondary

institutions of higher learning and the broader public
– that Northeastern University president Joseph Aoun
ZMKMV\TaZMINÅZUMLJMNWZMPQ[KWTTMIO]M[WV\PM+WTTMOM
Board is readily evoked in higher-educational circles
but rarely analyzed in any depth. The pollster Daniel
Yankelovich, writing in the Chronicle of Higher Education
last year, has highlighted how most college and university presidents have failed to grapple adequately with
“an impending crisis in this nation’s powerful, if unwritten, social contract.”2 Although it may go unwritten,
the social contract is premised on a tacit understanding
about mutual obligations between colleges and the public: that higher education is a public good underwritten
generously by taxpayers who rely upon colleges and
universities – whether public or private – to provide a
X]JTQK[MZ^QKMNWZ\PMJMVMÅ\WN [WKQM\aI[I_PWTM1\Q[
refreshing to see President Aoun challenging his peers
to rebuild higher education’s “social compact,” which
has been eroding in recent years, according to many
analysts.3
Few phenomena embody higher education’s social
contract with the public more concretely than annual
taxpayer support, through direct payments, grants,
and contracts and indirectly through tax incentives,
subsidies, and exemptions. Over the last half decade,
tax incentives for higher education have come under
heightened scrutiny, as the crisis of college affordabilQ\aPI[QV\MV[QÅMLIVL]VMUXTWaUMV\IUWVOKWTTMOM
graduates has more than doubled.4 The compounding
trends of recession, unemployment, federal and municipal budget shortfalls, continually increasing college
costs and staggering student debt loads have prompted
experts and politicians on the Left and Right alike to
ZMM`IUQVMX]JTQK[]J[QLQM[NWZXZQ^I\MVWVXZWÅ\KWTlege and universities. The public debate is unfolding on
several stages, from the opinion pages of the New York
<QUM[_PMZMMLQ\WZ[PI^MI[SML¹,W?MIT\Pa+WTTMOM[
,M[MZ^M<PMQZ<I`*ZMIS['º\WPMIZQVO[WV+IXQ\WT0QTT
where tax incentives for higher education have recently
been the subject of examination.5

At a recent Senate hearing, focused on higher-education tax incentives such as deductions for college
OQN\[IVLM`XMV[M[;MVI\WZ+PIZTM[/ZI[[TMa:1W_I
framed the question of tax incentives far more broadly
\PIV\PM+WUUQ\\MMPILIZO]QVO\PI\¹CIETTML]KI\QWV
related tax expenditures should be examined to ensure
that students and families, in addition to taxpayers, are
getting the most bang for their buck.”60MPQOPTQOP\ML
\PMWN\MV]VIKSVW_TMLOMLJMVMÅ\[\PI\KWTTMOM[ZMKMQ^M
from endowment investments that can grow without being subjected to capital-gains taxes and from their privileged access to low-interest debt through tax-exempt
bond markets, among others.
)\\PMTWKITTM^MTKWTTMOM[ITWVO_Q\PVWVXZWÅ\PW[XQ\IT[IZMIUWVO\PMTIZOM[\JMVMÅKQIZQM[WN XZWXMZ\a
\I`M`MUX\QWV+WV[MY]MV\TaKI[P[\ZIXXMLU]VQKQpalities have increasingly turned to colleges and other
UIRWZVWVXZWÅ\QV[\Q\]\QWV[\WUISM[WKITTML8IaUMV\[
QV4QM]WN <I`M[8147<[QVWZLMZ\WWNN[M\\PMTW[\
revenues associated with their exempt property. AcKWZLQVO\W\PM4QVKWTV1V[\Q\]\MWN 4IVL8WTQKa8147<[
have now been established in 154 jurisdictions across 27
[\I\M[IVLKWTTMOM[PI^MJMMVUIRWZWJRMK\[WN 8147<
programs in cities such as Boston, Massachusetts, PittsJ]ZOP8MVV[aT^IVQIIVL8ZW^QLMVKM:PWLM1[TIVL7
While many politicians and policymakers may be raising these issues as part of a wider quest for potential
[W]ZKM[WN ZM^MV]MQV\QUM[WN Å[KIT[\ZIQV\PMQ[[]MWN 
VWVXZWÅ\\I`M`MUX\QWVKTMIZTaOWM[\W\PMPMIZ\WN 
the nature of the social contract that colleges have with
the communities in which they operate and with the
broader tax-paying public that generously subsidizes
their operations and investments.
0W_M^MZQ\Q[[\ZQSQVOPW_TQ\\TM_MSVW_IJW]\\PMIKtual value of this public investment in higher education.
While the federal government tracks direct federal aid
and expenditures, the indirect support that colleges and
universities receive from tax exemption remains poorly
]VLMZ[\WWLIVLTIZOMTa]VY]IV\QÅML*MaWVLZW]OP
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estimates of sales-tax exemptions, few states commit the
resources needed to monitor the value of the state tax
exemptions that colleges receive. Similarly, with the exKMX\QWVWN U]VQKQXITQ\QM[LM^MTWXQVO8147<XZWOZIU[
NM_TWKITOW^MZVUMV\[M^MVJW\PMZ\WSMMXVWVXZWÅ\
college property valuations updated because there is
little incentive to conduct regular property assessments
that do not ultimately generate revenue. The result is
widespread underestimation of the value of colleges’
exempt property and the associated foregone revenues.

ever, as we discuss more fully below, Vedder’s estimates
for Princeton are rapid back-of-the-envelope calculations, relying upon underlying assumptions that are not
adequately explained. Vedder also includes approxima\QWV[WN \PMJMVMÅ\[\PI\LWVWZ[\W8ZQVKM\WVZMKMQ^M
from their charitable gifts to the university – an important tax incentive for higher education, but one that
accrues to the donor more than the institution itself.

1VKWV\ZI[\\WPQOPMZML]KI\QWV\PM^IT]MWN \I`M`emption for hospitals has been subject to this sort of
-KWVWUQ[\[I\\PM+WVOZM[[QWVIT:M[MIZKP;MZ^QKMPI^M scrutiny for more than a decade, thanks to the work of
[KPWTIZ[[]KPI[6IVKa3IVMI\\PM0IZ^IZL;KPWWTWN 
made efforts to estimate the value of tax exemption for
8]JTQK0MIT\P=VTQSMKWTTMOM[VWVXZWÅ\PW[XQ\IT[IZM
\PMVWVXZWÅ\[MK\WZI[I_PWTMJ]\VW\NWZVWVXZWÅ\
ZMY]QZML\WKITK]TI\M\PMQZKWUU]VQ\aJMVMÅ\[I[IKWVhigher educational institutions in particular, at least
dition of receiving federal tax-exempt status, so estimatVW\QVIKWUXZMPMV[Q^M_Ia<PM2WQV\+WUUQ\\MMWV
ing the value of hospital tax exemptions allows for neat
Taxation has recently studied tax incentives for higher
KW[\JMVMÅ\IVITa[M[<PMM[\QUI\QWV\MKPVQY]M_M
ML]KI\QWVJ]\NWK][MLUWZMWV\PMJMVMÅ\[\PI\QVLQviduals and families receive, most notably for charitable use for colleges builds upon the methodological work
of Kane and William Wubbenhorst, adapting it to the
contributions to colleges and the deductibility of high[XMKQÅKQ\QM[WN PQOPMZML]KI\QWVITQV[\Q\]\QWV[7]ZIXer-education expenses, than those that colleges receive
proach is also informed by insights drawn from policy
from their federal, state and local tax exemptions. The
IVITa[\[WV+IXQ\WT0QTTIVLQVU]VQKQXITOW^MZV+WVOZM[[QWVIT*]LOM\7NÅKMPI[M[\QUI\ML\PM^IT]M
ment and from our own research on higher-education
associated with the so-called “indirect tax arbitrage”
ÅVIVKM
that colleges make by tapping low-interest, tax-exempt
debt while leaving their endowments fully invested in
Unfortunately, raising the specter of college tax exemphigher-yielding instruments.8
tion has been seen by many analysts as an attack on
What we lack is a clear, standardized approach to quan- XZQ^I\MVWVXZWÅ\PQOPMZML]KI\QWV1VZM[XWV[M\W
Richard Vedder’s critique of Princeton’s generous tax
\QNaQVO\PMJMVMÅ\[I[[WKQI\ML_Q\P\PM\I`M`MUX\QWV[
NZWU_PQKPIVaQVLQ^QL]ITKWTTMOMWZ]VQ^MZ[Q\aJMVMÅ\[ M`MUX\QWV[NWZM`IUXTM)V\PWVa+IZVM^ITMLQZMK\WZ
WN \PM/MWZOM\W_V=VQ^MZ[Q\a+MV\MZWV-L]KI\QWV
Understanding the full nature of the public investand the Workforce, defended college tax exemption by
ment in any individual school opens up opportunities
insisting that “the need for a special tax status for our
\WIOOZMOI\M[KPWWT[XMKQÅKLI\IQV\W_QLMZIVITa[M[
KWTTMOM[OWM[JMaWVLUMZMLWTTIZ[IVLKMV\[+WTTMOM
WN \PMXZQ^I\MVWVXZWÅ\PQOPMZML]KI\QWVIT[MK\WZI\
educations have become crucial to the social contract in
\PMTWKIT[\I\MZMOQWVITWZVI\QWVITTM^MT[1V[\MILWN 
democratic capitalism.”10
relying upon less precise sectoral estimates, analysts,
policymakers and stakeholders can build, institution by
1VWZLMZ\WPI^MIUWZM_MTTQVNWZUMLKWV^MZ[I\QWV
institution, a more accurate picture of the public investabout the social contract that higher education involves,
ment in higher education that tax exemptions provide.
we need a clearer understanding of the size of the
This paper aims to provide a working solution to the
X]JTQKQV^M[\UMV\QVVWVXZWÅ\KWTTMOM[IVL]VQ^MZ[Q\QM[
challenge of how to estimate the value of the numerous
1VLMML\I`M`MUX\QWVQ[IVQUXWZ\IV\MUJWLQUMV\WN 
tax exemptions that individual colleges and universities
the social contract that the taxpaying public has with
receive.
\PMVWVXZWÅ\XW[\[MKWVLIZaML]KI\QWVIT[MK\WZ9]IV\QNaQVO\PMJMVMÅ\\PI\[KPWWT[ZMKMQ^MNZWU\I`M`MUXAt the microeconomic level, it should be said that
tion helps us to understand more fully and transparMKWVWUQ[\:QKPIZL>MLLMZLQZMK\WZWN \PM+MV\MZNWZ
ently the scale of that public investment. Naturally, it
+WTTMOM)NNWZLIJQTQ\aIVL8ZWL]K\Q^Q\aIXZWNM[[WZWN 
would be wrong to reduce discussions of higher educaeconomics at Ohio University, and adjunct scholar at
\PM)UMZQKIV-V\MZXZQ[M1V[\Q\]\MPI[ZMKMV\TaM[\QUI\- \QWV¼[[WKQITKWV\ZIK\\WUMZMY]IV\QÅIJTMKW[\JMVMÅ\
analyses. The mutual obligations between colleges and
ed the value of tax exemption that a wealthy, private
the public involve many intangible civic, social and
university such as Princeton receives, and he found
K]T\]ZITJMVMÅ\[\PI\KIVVW\ZMILQTaJMY]IV\QÅML
that it far exceeds the public support for a neighboring
9
X]JTQK]VQ^MZ[Q\aTQSM\PM+WTTMOMWN 6M_2MZ[Ma 0W_2 TELLUS INSTITUTE

At the same time, it seems problematic to dismiss the
^MZaMNNWZ\WN IVITabQVO\PMX]JTQK¼[Å[KITQV^M[\UMV\
QVVWVXZWÅ\KWTTMOM[I[:QKPIZL,WPMZ\a\PMXZM[QLMV\WN \PM)[[WKQI\QWVWN 1VLMXMVLMV\+WTTMOM[IVL
Universities in Massachusetts, reportedly did in a recent
interview with the Boston Globe. According to the Globe,
,WPMZ\a¹[IQL\PMJMVMÅ\[WN PQOPMZML]KI\QWV[PW]TL
be so obvious as to render new, number-heavy analyses
unnecessary.”11 To the contrary, even if quantifying the
full cost of tax exemptions and the scale of public in^M[\UMV\QVXZQ^I\MKWTTMOM[UIaXZW^QLMIVQV[]NÅKQMV\
approximation of what such a social contract entails,
we believe data-driven analyses need to be part of a
much broader public debate about the public purpose
of higher education. For the many observers who have
noted the erosion of the social contract and the wider

crisis of stewardship plaguing higher education, it is far
NZWUWJ^QW][\PI\\PMJMVMÅ\[WN XZQ^I\MVWVXZWÅ\KWTlege are being delivered broadly to the public.
What we therefore offer in this paper is a bottom-up
methodology to estimate the public tax expenditure
ZM[]T\QVONZWUVWVXZWÅ\KWTTMOM[IVL]VQ^MZ[Q\QM[¼\I`
exemption. Our approach employs and expands on
methodologies developed through comparable research
WVPW[XQ\IT[IVL\PMVWVXZWÅ\[MK\WZUWZMJZWILTa
in order to arrive at a methodology appropriate for
estimating the public investment in individual private,
VWVXZWÅ\[KPWWT[6WZ\PMI[\MZV=VQ^MZ[Q\aXZW^QLM[I
demonstration case for developing the underlying estimation techniques, the application of which we present
at the federal, state, and local levels.

N

ortheastern University: A Publicly Supported Private University

Founded in 1898, Northeastern University is a private

research university “engaged with the world.” Although based in Boston, the university is expanding its
physical footprint to include regional graduate campusM[IKZW[[\PMKW]V\Za_Q\P+PIZTW\\M6WZ\P+IZWTQVI
IVL;MI\\TM?I[PQVO\WV[MZ^QVOI[\PMÅZ[\WN [M^MZIT
US cities where Northeastern will have a presence.
Through its long-standing co-op program, the university prides itself on being “a leader in worldwide experiential learning, urban engagement, and interdisciplinary research that meets global and societal needs.”12
Northeastern enrolls more than 20,000 full-time undergraduate and graduate students and an additional
10,000 part-time degree and non-degree students.
Average full-time tuition, fees, room and board for
undergraduates ran in excess of $53,000 per year during the most recent 2011-12 academic year, a nearly
XMZKMV\KW[\QVKZMI[M[QVKMÅ[KITaMIZ IKKWZLing to the Boston Business Journal. Of the nearly 2,350
faculty members and tenured administrators at the
university, more than half are part-time. The university
also counts more than 2,100 other staff among its employees. Northeastern’s endowment of $611 million, at
\PMMVLWN Å[KITaMIZPI[aM\\WZMKW^MZQ\[TW[[M[
NZWU\PMXMZQWLWN \PMÅVIVKQITKZQ[Q[WN !<PM
university also recently announced a new sale of more
than $50 million in bonds that would bring its comprehensive debt to more than $830 million.13

4QSMUIVaVWVXZWÅ\QV[\Q\]\QWV[WN PQOPMZML]KI\QWV
Northeastern, although a private university, is heavily
supported by public funding, both directly and through
the effective public subsidies that accompany its tax-exempt status. Although the university does not disclose
the amount of this effective public support, we have
estimated its value using publicly available data from
\PZMMXZQUIZa[W]ZKM["\PM=VQ^MZ[Q\a¼[+WV[WTQLI\ML
.QVIVKQIT;\I\MUMV\[NWZ.Q[KITAMIZQ\[1:;.WZU
!!NWZ.Q[KITAMIZ\PMUW[\ZMKMV\I^IQTIJTMI\
\PM\QUMWN W]ZIVITa[Q[IVLXZWXMZ\aQVNWZUI\QWV
NZWU\PM+Q\aWN *W[\WV)[[M[[QVO,MXIZ\UMV\1VILdition to our estimates of the value of its various forms
of local, state, and federal tax exemption, information
on direct public support is drawn from the federal OfÅKMWN 5IVIOMUMV\IVL*]LOM\¼[WVTQVMLI\IJI[MI\
USAspending.gov.
Because the publicly available data do not provide a
clear presentation of either the value of tax exemptions or the inputs needed to make these calculations,
the valuation we have developed should be seen as an
estimation tool that depends on simplifying assumptions. We explicitly highlight these assumptions and
describe persisting gaps that make our estimate, in the
ÅVITIVITa[Q[IKWV[MZ^I\Q^M]VLMZ[\I\MUMV\WN \PMN]TT
^IT]MWN \PMJMVMÅ\[WN \I`M`MUX\QWV\PI\\PM]VQ^MZsity receives. The approach that we take throughout this
analysis is to estimate the value of the effective public
Public Investment in Private Higher Education 3

[]J[QLa\PI\\PM[KPWWTZMKMQ^M[I[IÅ[KIT\ZIV[NMZWZI
“tax expenditure.” We do not attempt to re-engineer
6WZ\PMI[\MZV¼[ÅVIVKQIT[I[QN Q\_MZMI\I`IJTMKWZXWZI\QWV1N I[KPWWT_MZM\I`IJTMQ\_W]TLVI\]ZITTaIK\
QVI^MZaLQNNMZMV\UIVVMZ[MMSQVO\WUI`QUQbMXZWÅ\[
and shielding itself from all manner of tax liabilities.
5WLMTQVO\PW[MLQNNMZMVKM[QVÅVIVKQITJMPI^QWZ_W]TL
involve extensive conjecture, so our approach instead
estimates the current value of the university’s tax exemption based on its current activities using available
data.

The direct support Northeastern received consists of
$67 million in federal grants and contracts and nearly
$20 million in payments from the US Department of
-L]KI\QWV\PZW]OP[\]LMV\ÅVIVKQITIQLXZWOZIU[
including Pell grants, work-study, and supplemental
educational opportunity grants. Because direct support
is transparently disclosed, our focus here is primarily on
the undisclosed values of tax exemption, which require
M[\QUI\QWV/Q^MVPW_TIZOMI[PIZMWN \PMX]JTQKQVvestment in Northeastern stems from these undisclosed
tax exemptions, our analysis highlights the real need
NWZOZMI\MZ\ZIV[XIZMVKaIJW]\\PM^IT]MWN \PMJMVMÅ\[
Based on our analysis, we estimate that Northeastern
schools receive from tax exemption. Our effort here
University received $181.7 million in public support in
should therefore be understood as a contribution to
Å[KITaMIZ)T\PW]OP\PM]VQ^MZ[Q\aZMKMQ^ML  the development of a transparent, standardized methmillion in direct support, most of the taxpaying public’s WLWTWOaNWZ^IT]QVO\PM[M]VLWK]UMV\ML\I`JMVMÅ\[
QV^M[\UMV\QV\PM[KPWWT !UQTTQWVKIUM\PZW]OP
particularly at the state and federal levels. Each of the
three main levels of tax exemption is described more
largely undocumented subsidies provided by federal,
fully below.
state, and local tax exemptions, as Figure 1 highlights.

Figure 1. Total Public Support of Northeastern University
Direct Federal Support

($ in millions)

Grants and Contracts

$67.45

Direct Payments (Pell, Work-Study, FSEOG)

$19.88

Direct Support Subtotal

$87.33

Value of Tax Exemption
Federal Exemption

$32.84

State Exemption

$22.92

City Exemption

$38.64
Tax Exemption Subtotal

$94.40

Total Government Support

$181.73

L

ocal Tax Exemption

1n Northeastern’s case, the school’s largest public

subsidy comes from its local exemptions from property
\I`I\QWVOZIV\MLJa\PM+Q\aWN *W[\WV?MM[\QUI\M
\PI\\PM]VQ^MZ[Q\aJMVMÅ\[NZWU  UQTTQWVQVTWKIT
tax exemptions.
Property Tax
Our analysis of Northeastern’s property tax exemption
Q[JI[MLWV\PM+Q\aWN *W[\WV)[[M[[QVO,MXIZ\UMV\¼[
8147<LI\I*MKI][M*W[\WV¼[8147<XZWOZIUQ[
among the most comprehensive in the country, data
4 TELLUS INSTITUTE

needed to determine the foregone tax revenue associated with the university’s property tax exemption are
readily available. As Figure 2 presents, we estimate the
^IT]MWN 6WZ\PMI[\MZV¼[XZWXMZ\a\I`M`MUX\QWVJaÅZ[\
calculating the full tax liability the university would
have had on its $1.3 billion of exempt property if it
were taxable. With a 3.104 percent commercial property tax rate, the would-be property tax liability for the
university is nearly $40 million. We then subtract the
$31,000 payment-in-lieu-of-taxes the university made
QVÅ[KITaMIZIVL UQTTQWVQVILLQ\QWVIT\I`M[

Northeastern reportedly paid on exempt property out[QLMWN \PM8147<XZWOZIU)N\MZ\PM[MLML]K\QWV[
the value of Northeastern’s property tax exemption falls
to an estimated $38.6 million.

IUW]V\[=VLMZ\PMVM_XZWOZIU\PM+Q\aZMY]M[\[
\PI\MIKPVWVXZWÅ\UISMI8147<WN XMZKMV\WN 
its would-be property tax liability.14<PM+Q\aITTW_[I
credit of up to 50 percent of that 25 percent payment
NWZKMZ\IQVY]ITQNaQVOJMVMÅ\[\PI\\PMVWVXZWÅ\XZW*MKI][M6WZ\PMI[\MZVQ[XIZ\QKQXI\QVOQV\PM+Q\aWN 
vides to the Boston community, such as scholarships to
*W[\WV¼[VM_8147<XZWOZIU\PI\JMOIVQVÅ[KITaMIZ students from Boston and donated use of facilities to
2012, the university will gradually see its public subsidy KWUU]VQ\aOZW]X[<PMVM_8147<[IZMJMQVOXPI[ML
LQUQVQ[PI[Q\UISM[TIZOMZ8147<[1VQ\QI\MLJa5IaWZ in with incremental payment increases over the next
Thomas Menino, the program establishes a standardNW]ZaMIZ[<ISQVO\PMKWUU]VQ\aJMVMÅ\KZMLQ\QV\W
QbML[a[\MUNWZ*W[\WVVWVXZWÅ\[\WUISM^WT]V\IZa
IKKW]V\6WZ\PMI[\MZV¼[8147<Q[XZWRMK\ML\WZMIKP
8147<[_PQKPPILXZM^QW][TaJMMVVMOW\QI\MLWVI
IXXZW`QUI\MTa UQTTQWVQVÅ[KITaMIZ_PMV
case-by-case basis resulting in highly varied payment
the program is fully implemented.

Figure 2. Calculation of Northeastern University’s City Property Tax Exemption
($ in millions)
FY2011 Total Assessed Value of University’s Tax-Exempt Property

$1,285.48

x3.104%

City of Boston Commercial Property Tax Rate
Total Would-be Property Tax Liability

$39.90

FY2011 PILOT

-$0.03

FY2011 Additional Taxes Paid on Tax-Exempt Property

-$1.23

Value of Boston Property Tax Exemption

$38.64

S

tate Tax Exemption

We estimate the exemptions from state-related taxes,
including subsidies associated with tax-exempt debt,
are worth $22.9 million to the university, the smallest
subsidies that Northeastern receives.15

Income and Excise Tax
To estimate the value of Northeastern’s exemption
from Massachusetts’ state income and excise tax, we
IXXTa\PM+WUUWV_MIT\P¼[ XMZKMV\KWZXWZI\MQVcome tax rate to the university’s net operating revenue
LZI_VNZWUQ\[Å[KITaMIZÅVIVKQIT[\I\MUMV\[
Net operating revenue, alternatively termed increase
in net assets, represents the university’s revenues or
QVKWUMTM[[Q\[M`XMV[M[NWZ\PMÅ[KITaMIZ)[
such, net operating revenue serves as a proxy for taxable income throughout our analysis. We then apply
the Massachusetts 0.26 percent excise tax to the University’s net assets, a proxy for corporate net worth, and
as Figure 3 presents, arrive at a total of $10.6 million in
state income and excise tax exemptions.16

Figure 3. Calculation of Northeastern University’s
State Income and Excise Tax Exemption
($ in millions)
FY2011 Net Revenue

$97.54

MA corporate income tax rate

x8.25%

Value of MA Income Tax Exemption

$8.05

Northeastern Net Assets

$986.43

MA Excise Tax Rate on Net Worth

x0.26%

Value of MA Excise Tax on Net Worth Exemption

$2.56

Total Value of MA Income and Excise Tax Exemption $10.61

Sales Tax
We calculated the value of Northeastern’s state sales
tax exemption by applying the Massachusetts sales tax
rate of 6.25 percent to the university’s taxable expenses.
6WZ\PMI[\MZV¼[Å[KITaMIZ\I`ÅTQVO_Q\P\PM1:;
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Figure 4. Calculation of Northeastern University’s State Sales Tax Exemption18
($ in millions)
FY2010 Total Taxable Expenses

$48.91

% Change in CPI between 2010 and 2011

x3.2%

Total taxable expenses adjusted for FY2011

$50.48

x6.25%

MA Sales Tax Rate
Value of MA Sales Tax Exemption

\PM.WZU!!XZW^QLM[\PMUW[\ZMKMV\LQ[IOOZMOI\ML
expense data available, so we applied a 3.2 percent
+WV[]UMZ8ZQKM1VLM`QVÆI\WZ\W\PM^IT]M[
QVWZLMZ\WM[\QUI\MÅ[KITaMIZM`XMV[M[<PM
]VQ^MZ[Q\a¼[Å[KITaMIZ\I`IJTMM`XMV[M[QVKT]LML
X]ZKPI[M[WN WNÅKM[]XXTQM[JWWS[[]J[KZQX\QWV[IVL
equipment.17 As Figure 4 presents, we estimate Northeastern’s state sales tax exemptions were worth $3.2
million.
Tax-Exempt Bonds
Northeastern had more than $658 million in taxM`MUX\JWVL[W]\[\IVLQVOQVÅ[KITaMIZQ[[]ML
WV\PM[KPWWT¼[JMPITN Ja\PM5I[[IKP][M\\[0MIT\P
and Educational Facilities Authority.19 The Authority
VW_XIZ\WN 5I[[,M^MTWXUMV\Q[I[\I\MIOMVKa\PI\
among other things, issues bonds on behalf of public
and private institutions in the education and healthcare
sectors. To estimate the value that the tax-exempt status
of those bonds represents to Northeastern, we calculated the average for the reported range of interest-rate
spreads between the university’s taxable Series 2010B
JWVL[IVLQ\[M`MUX\;MZQM[)JWVL[!XMZKMV\<PM)IVL*JWVL[MZQM[IZMQLMV\QKIT
in terms of issue date and term; they only differ in tax
treatment, thus providing a straightforward demonstration of the effect of tax exemption on the university’s

$3.15

cost of capital. We then applied this average spread
to the university’s total outstanding exempt debt in
Å[KITaMIZ\WIZZQ^MI\I !UQTTQWVM[\QUI\MWN 
the total subsidy the university receives as a result of
its ability to issue tax-exempt municipal bonds.20 For
schools that have not issued taxable and tax-exempt
bonds simultaneously in this way, estimating the subsidy
of tax-exempt debt would require more challenging
simplifying assumptions about the spread between taxexempt bonds and equivalently graded taxable debt.
Applying the average interest rate spread for a single
set of bonds across all of Northeastern’s outstanding
exempt bonds is admittedly a somewhat coarse approach. To calculate the subsidy the school receives
from its exempt debt more precisely, it would be ideal
to use comparable spread data for each exempt bond in
the university’s debt portfolio since the spread between
each exempt bond and its theoretical taxable equivalent
could conceivably vary, based on such characteristics
as when the bond was issued, the university’s bond
rating at issuance, and the maturity of the debt. Lacking spread data for other bonds, we elected to make the
simplifying assumption that the spread we do observe
between the 2010 taxable and exempt bonds is comparable to the other spreads for the rest of the tax-exempt
bonds in the university’s portfolio.

Figure 5. Calculation of Northeastern University’s Tax Exemption
on State-Issued Bonds
($ in millions)
Total Tax Exempt Bonds Outstanding in FY2011
Interest Rate Spread Between Series 2010A and 2010B Bonds
Average Interest Rate Spread
Value of Exemption on State-issued Bonds
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$658.37
1.35% - 1.43%

x1.39%
$9.15

F

ederal Tax Exemption

We estimate Northeastern’s exemptions from federal

taxes to be worth $32.8 million, based on the comJQVMLJMVMÅ\[\PM[KPWWTZMKMQ^M[NWZQ\[M`MUX\QWV
from income tax on both its net operating revenues and
its investment income.21 Unlike property tax exemptions, the value of federal tax exemptions is much more
opaque and consequently is frequently overlooked.22
Income Tax on Operating Revenues
For federal tax exemption, we again use the university’s

Figure 6. Calculation of Northeastern University’s
Federal Income Tax Exemption
($ in millions)
FY2011 Net Revenue

$97.54

State Income Tax Deduction

-$10.61

City Property Tax Deduction

-$38.64

State Sales Tax Deduction

-$3.15

Would-be federal taxable income
Federal corporate income tax rate

$45.13
x35%

Value of Federal Income Tax Exemption

$15.80

Figure 7. Calculation of Northeastern University’s
Federal Investment Income Tax Exemption
($ in millions)
FY2011 Total Gains from Investments

$83.03

Estimated Percent of Gains Realized

x46%

Estimated Realized Gains for FY2011 $38.19
FY2011 Yield on Investments

$10.50

Total Investment Income (Yield + Gains) $48.69
Federal corporate income tax rate

net operating revenues of $97.5 million as a proxy for
taxable income. Because state and local taxes are eligible
deductions for federal corporate income tax, we deduct
Northeastern’s estimated state income and excise tax as
well as its estimated city property tax liabilities from net
revenues to arrive at the university’s would-be federal
taxable income of $45.1 million. To this taxable income,
we then apply the 35 percent federal corporate tax rate,
arriving at a $15.8 million estimation of Northeastern’s
exemption from federal income tax.23
Investment Income Tax
Northeastern’s endowment and other net asset investments are an additional source of income for the
[KPWWT1VQ\[ÅVIVKQIT[\I\MUMV\[6WZ\PMI[\MZVZMXWZ\[
UQTTQWVI[Q\[aQMTLNZWUQV^M[\UMV\[QVÅ[KITaMIZ
2011, which would be taxable at the 35 percent corporate tax rate, as with other income. Although the
university reports over $83 million in investment gains
NWZ\PM[IUMÅ[KITaMIZ6WZ\PMI[\MZVLWM[VW\ZMXWZ\
how much of these capital gains were realized from
Q\[QV^M[\UMV\[7VTaZMITQbMLKIXQ\ITOIQV[_W]TLJM
[]JRMK\\W\I`I\QWV<WM[\QUI\M\PMXZWXWZ\QWVWN ZMITized gains, we therefore rely upon a simplifying assumption about the ratio between realized and unrealized
gains based on an historical analysis of capital gains by
MKWVWUQ[\[I\\PM+WVOZM[[QWVIT:M[MIZKP;MZ^QKM_PW
estimate that 46 percent of investment gains are realized on average each year.24 We consequently calculate
$38 million in estimated realized capital gains that
would be subject to investment income tax, as Figure 7
shows. We then apply the 35 percent corporate income
tax rate to the university’s estimated total combined
investment income of $48.7 million to arrive at a $17
million estimate for Northeastern’s total exemption
from tax on its investment income.25

x35%

Value of Investment Income Tax Exemption $17.04

Public Investment in Private Higher Education 7

P

ublic Support and Community Benefit

As Figure 8 makes clear, Northeastern University’s

exemption from Boston property tax is the most valuable exemption the school received in 2011. Though
the University is escalating its payments-in-lieu-of-taxes
\W\PM+Q\aM^MVIN\MZ\PMVM_8147<[IZMQVN]TTMNNMK\
Northeastern’s property tax exemption will continue
to represent a large, if not the largest, portion of the
university’s tax exemptions, highlighting the considerable subsidy provided by taxpayers in the surrounding
KWUU]VQ\a1VZM\]ZVNWZ\PM[MJMVMÅ\[\PM]VQ^MZ[Q\a
XZW^QLM[KWUU]VQ\aJMVMÅ\[\W\PM+Q\aWN *W[\WV1VLMMLI[XIZ\WN \PM+Q\aWN *W[\WV¼[8147<XZWOZIU
the university must quantify the value of the commuVQ\aJMVMÅ\[\PI\Q\LMTQ^MZ[·IVIUW]V\\PI\[MZ^M[I[
IXIZ\QITKZMLQ\\W\PM]VQ^MZ[Q\a¼[8147<

mission and priorities,” including partnerships with
public schools or public health initiatives.27+WV[MY]MV\Ta\PM+Q\aWN *W[\WVLQ[Y]ITQÅML\PMW^MZ_PMTUQVOUIRWZQ\aWN \PMM[\QUI\MLJMVMÅ\[\PI\6WZ\PMI[\MZV
had tried to claim.

Dollars In Millions

1VIUWZMZMKMV\ZMXWZ\NWZ\PM8147<XZWOZIU
6WZ\PMI[\MZVZM^Q[ML\PMÅO]ZMNWZ\PMKWUU]VQ\aJMVMÅ\[\PI\Q\LMTQ^MZMLQVÅ[KITaMIZQVKT]LQVO
only those expenses that qualify as community services
]VLMZ\PM+Q\a¼[8147<XZWOZIU<PMZM^Q[ML[\I\MUMV\WN JMVMÅ\[\W\PM*W[\WVKWUU]VQ\a\W\IT[ ! 
million, drastically lower than the initial 2008 estimate,
by more than an order of magnitude, and notably less
\PIV\PM^IT]MWN XZWXMZ\a\I`M`MUX\QWV\PM+Q\a
continues to grant the university. That the university’s
spokesman would leave the impression with the Globe
1VIZMKMV\IZ\QKTMQV\PMBoston Globe, Northeastern
\PI\6WZ\PMI[\MZV¼[LI\MLIVLQVÆI\MLZMOQWVITMKW[\I\ML\PI\Q\XZW^QLM[QVKWUU]VQ\aJMVMÅ\[MIKP
nomic impact estimates of more than $340 million
year “at least twice” the $181.7 million in total public
ZMUIQV[aVWVaUW][_Q\P\PMX]JTQKJMVMÅ\[Q\LMTQ^MZ[
support that we estimate the university receives both
despite the substantial downward revisions the school
directly from federal funding and indirectly through
26
tax exemptions. 6WZ\PMI[\MZVÅZ[\ÆWI\ML\PQ[  has been forced to make in the value of its claimed
UQTTQWVÅO]ZMI[IVM[\QUI\MNWZ\PMKWUU]VQ\aJMVMÅ\[ KWUU]VQ\aJMVMÅ\[PQOPTQOP\[R][\PW_JILTaPQOPMZ
Q\XZW^QLM[\W\PM*W[\WVZMOQWVQVQ\[ +WUU]VQ\a education’s social compact needs to be rebuilt.
;MZ^QKM[:MXWZ\\W\PM+Q\aWN *W[\WV¼[8147<<I[S
.WZKM0W_M^MZ\PM+Q\a
ultimately rejected this
Figure 8. Northeastern University FY2011 Federal, State, City Tax
QVÆI\MLÅO]ZMJMKI][M
Exemption Summary
Northeastern had tried to
claim credit not only for
$100
X]JTQK[MZ^QKMJMVMÅ\[Q\
provided to Boston resi$90
dents but also for its local
business expenses such as
$80
$32.84
payroll for Boston-resident
Federal
MUXTWaMM[ UQTTQWV
$70
and institutional purchases
NZWU*W[\WVJI[MLÅZU[
$60
 UQTTQWV<PM[M
$22.92
kinds of economic impacts
$50
State
are simply not the same as
KWUU]VQ\aJMVMÅ\[_PQKP
$40
\PM+Q\aLMÅVM[I[IK\Q^Q$30
\QM[\PI\¹LQZMK\TaJMVMÅ\
+Q\aWN *W[\WVZM[QLMV\[º
$38.64
$20
IVL¹[]XXWZ\\PM+Q\a¼[

City

$10
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C

onclusion

1n the case of Northeastern University examined here,

_MÅVL\PI\UWZMWN \PMX]JTQK¼[QV^M[\UMV\QV\PM
school derives from largely undisclosed subsidies associated with the school’s many tax exemptions than from
the direct federal support paid to the school in more
transparent ways.
One key conclusion to be drawn from our research is
that far more investigation and analysis need to be unLMZ\ISMVWV\PM^IT]MWN \I`M`MUX\QWV[\PI\VWVXZWÅ\
colleges and universities receive. Much of the current
literature on valuing tax exemption focuses on hospitals,
but we found the methodological techniques developed
with hospitals in mind to be less comprehensive than
the approach we develop here because we include the
public subsidies associated with the lower cost of capital
from issuing tax-exempt municipal bonds and with
tax exemption for income derived from contributions.
)T\PW]OP\PM+WVOZM[[QWVIT:M[MIZKP;MZ^QKMQVQ\[
attempts to quantify the value of tax-exemption na\QWV_QLMPI[ZM^QM_ML\PMVWVXZWÅ\[MK\WZI[I_PWTM
its use of broad simplifying assumptions does not
necessarily pertain to the analysis of individual higher
education institutions. We have therefore constructed a
new, straightforward bottom-up methodology that aims

to provide as comprehensive an estimation as possible
of the value of tax exemptions received by any single
university.
Nevertheless, given the lack of transparency in existing,
publicly available data sources about numerous issues
ZMTI\ML\W[XMKQÅKIZMI[WN M`MUX\QWVW]ZM[\QUI\QWV
still understates the full value of public support the
university receives, as we describe repeatedly above.
Better disclosure and transparency of the data needed
to make these calculations would enable more accurate
and precise analysis along these lines.
Ultimately, higher education is about much more
\PIV_PI\IVaY]IV\Q\I\Q^MKW[\JMVMÅ\IVITa[Q[UQOP\
ZM^MIT0QOPMZML]KI\QWV¼[¹[WKQITKWV\ZIK\ºQV^WT^M[
deeper obligations than what the monetary value of tax
expenditures may imply. Yet without a clear sense of
the scale of the public taxpayer support that colleges reKMQ^MQ\ZMUIQV[LQNÅK]T\\WPI^MI_MTTQVNWZUMLLMJI\M
about our policy priorities, the value of higher education, and the nature of the social contract that not only
strengthens the dynamics of “democratic capitalism”
but also binds colleges to their students, stakeholders,
and communities, and to the public at large.
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This estimate does not include potential sales tax liability on Northeastern’s $16.1 million meal plan and food expense because the
=VQ^MZ[Q\a¼[UMITXTIVXZW^QLMZQ[INWZXZWÅ\KWZXWZI\QWV1\Q[XW[[QJTM\PI\\PM=VQ^MZ[Q\aUIaJMVMÅ\NZWUQ\[M`MUX\QWVQV\PM
purchase of prepared foods through a pass-through arrangement with its meal plan provider, but the terms of the University’s meal
plan contract are not public.
18

)TTKITK]TI\QWV[_MZMUILMQV\PW][IVL[WN LWTTIZ[\PM]VQ\WN UMI[]ZM][MLQV6WZ\PMI[\MZV¼[.A.QVIVKQIT;\I\MUMV\[J]\
ÅO]ZM[IZMXZM[MV\ML\PZW]OPW]\\PMZMXWZ\QVUQTTQWV[NWZOZMI\MZKTIZQ\a1V\PQ[\IJTM\PM 5QV[ITM[\I`Q[IXZM[MZ^I\QWVWN \PM
integrity of the calculation in thousands, rather than the rounded $3.16.
19

6WZ\PMI[\MZV=VQ^MZ[Q\a+WV[WTQLI\ML.QVIVKQIT;\I\MUMV\[2]VMI^IQTIJTMI\http://www.northeastern.edu/neuhome/
XLN[ÅVIVKQIT[.AXLN IKKM[[ML)]O][\
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1\[PW]TLJMVW\ML\PI\QV\PMQZ[\]LaWN PW[XQ\IT\I`M`MUX\QWV6IVKa3IVMIVL?QTTQIU0?]JJMVPWZ[\LQ[ZMOIZL\I`M`MUX\
debt for what remain unclear reasons to us; however, they acknowledge that in doing so, they are clearly understating the value of taxM`MUX\QWV\PI\IVWVXZWÅ\ZMKMQ^M[NZWUQ\[IJQTQ\a\WQ[[]M\I`M`MUX\LMJ\I\U]VQJWVLZI\M[3IVMIVL?]JJMVPWZ[\¹)T\MZVI\Q^M
.]VLQVO8WTQKQM[NWZ\PM=VQV[]ZML"-`XTWZQVO\PM>IT]MWN 0W[XQ\IT<I`-`MUX\QWVºMilbank Quarterly VW2]VM" ·
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7]ZIVITa[Q[WN NMLMZIT\I`[]J[QLQM[LWM[VW\QVKT]LM\PMJMVMÅ\[\PI\6WZ\PMI[\MZVZMKMQ^M[I[\PMZMKQXQMV\WN KPIZQ\IJTMOQN\[_PQKP
KIVJMLML]K\MLNZWULWVWZ[¼\I`IJTMQVKWUM1V\PQ[[MV[M_M\WW]VLMZ[\I\MKMZ\IQVJMVMÅ\[6WZ\PMI[\MZVLMZQ^M[NZWUVWVXZWÅ\
Å[KITXWTQKaJ]\Q\Q[\PMLWVWZZI\PMZ\PIV\PM]VQ^MZ[Q\a\PI\UW[\JMVMÅ\[NZWU\PQ[\I`QVKMV\Q^M:QKPIZL>MLLMZZMKMV\TaQVKT]LML
M[\QUI\M[WN \PQ[JMVMÅ\WN KPIZQ\IJTMOQ^QVOQVPQ[IVITa[Q[WN 8ZQVKM\WV=VQ^MZ[Q\aJ]\PMLQLVW\XZW^QLMIKTMIZM`XTIVI\QWVNWZPQ[
]VLMZTaQVOI[[]UX\QWV[;MM>MLLMZ¹8ZQVKM\WV:MIX[<I`*ZMIS[I[;\I\M+WTTMOM[*MOº
22

<PM2WQV\+WUUQ\\MMWV<I`I\QWV¼[ZMKMV\ZMXWZ\¹*IKSOZW]VLIVL8ZM[MV\4I_:MTI\QVO\W<I`*MVMÅ\[NWZ-L]KI\QWVºXZMXIZML
NWZ\PMZMKMV\=;;MVI\M+WUUQ\\MMWV.QVIVKMPMIZQVOWV2]TaKWUXTM\MTaWUQ\\ML]VQ^MZ[Q\QM[¼NMLMZITQVKWUM\I`
exemption from its estimates of total federal tax expenditures on education. Economist Richard Vedder’s analysis of public support
received by Princeton University included an estimate of the value of the school’s investment income tax exemption, but did not
analyze other forms of federal income tax exemption.
23

Note that Nancy Kane and William Wubbenhorst, in their estimation of hospital tax exemptions, also deduct contributions from
VM\ZM^MV]M[J]\\PQ[\MKPVQY]MQ[JI[MLWVIVI[[]UX\QWV\PI\_MÅVLXZWJTMUI\QKVIUMTa\PI\I\I`IJTMMV\Q\a_W]TLVW\ZMKMQ^M
KWV\ZQJ]\QWV[5IVaWZOIVQbI\QWV[KIVIVLLWZMKMQ^MKWV\ZQJ]\QWV[ZMOIZLTM[[WN \PMQZ\I`[\I\][+WV[QLMZNWZM`IUXTM\PMSQVL[
WN VWV\I`LML]K\QJTMKWV\ZQJ]\QWV[\PI\\ZILMOZW]X[WZ[]XMZ8)+[ZMKMQ^M\W[]XXWZ\TWJJaQVOWZXWTQ\QKITIK\Q^Q\aWZOW^MZVUMV\
KWV\ZQJ]\QWV[\PI\NWZXZWÅ\KWUXIVQM[ZMKMQ^MI[QVKMV\Q^M[\WLWJ][QVM[[QVKMZ\IQVR]ZQ[LQK\QWV[<PMZMNWZM_MM[\QUI\M\PM^IT]M
of Northeastern’s tax exemption, based on its actual revenues. Simply put, contributions are major sources of revenue, so we include
\PMUQVW]ZIVITa[Q[NWTTW_QVOW]ZJZWILMZIQUWN Y]IV\QNaQVO\PMMNNMK\Q^MX]JTQK[]J[QLa\PI\\PM[KPWWTZMKMQ^M[+N3IVMIVL
Wubbenhorst, “Alternative Funding Policies for the Uninsured,” 185–212.
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;MM2IVM/ZI^MTTM¹4QUQ\[\W+IXQ\IT/IQV[.MMLJIKS-NNMK\[º+WVOZM[[QWVIT:M[MIZKP;MZ^QKM5IZKP!!1\[PW]TLJMVW\ML
\PI\/ZI^MTTM¼[M[\QUI\QWV\MKPVQY]MZMTQM[WV.TW_WN .]VL[)KKW]V\[IVLKIXQ\ITOIQV[ZMITQbI\QWV[LI\INZWU!!! /ZI^MTTM
IVL5WTTa;PMZTWKS¼[UWZMZMKMV\XIXMZ[_Q\P\PM+WVOZM[[QWVIT:M[MIZKP;MZ^QKMWV\I`JMVMÅ\[ZMKMQ^MLJaVWVXZWÅ\[QVKT]LQVO¹)V
7^MZ^QM_WN \PM6WVXZWÅ\IVL+PIZQ\IJTM;MK\WZºQV!IVL¹<I`1[[]M[:MTI\QVO\W+PIZQ\IJTM+WV\ZQJ]\QWV[IVL7ZOIVQbI\QWV[º
QVIZMJI[MLWV/ZI^MTTM¼[!!ZM[MIZKPJ]\][MIZW]VLML M[\QUI\MWN ZMITQbMLOIQV[7]ZIVITa[Q[]\QTQbM[\PMWZQOQVIT 
M[\QUI\MNZWU\PM!!XIXMZ1LMITTa\PQ[M[\QUI\M_W]TLJM]XLI\ML_Q\PUWZMZMKMV\LI\ILZI_V[XMKQÅKITTaNZWU\PMSQVLWN QTTQY]QL
high-risk, high-return investments college endowments have increasingly made over the last two decades.
25

)T\MZVI\Q^MTaWVMUQOP\][M6WZ\PMI[\MZV¼[ZMITQbMLKIXQ\ITOIQV[[\I\MLQV\PMQZ.A1:;.WZU!!IVLIXXTaI+WV[]UMZ8ZQKM
1VLM`QVÆI\WZ\WIZZQ^MI\IVM[\QUI\MWN \PM=VQ^MZ[Q\a¼[.AZMITQbMLOIQV[?MJMTQM^M\PQ[UM\PWL_W]TL^I[\Ta]VLMZ[\I\M\PM
university’s capital gains in 2011.
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