
Five-Year Financial Data Summary
In mil l ions 

For the fiscal  year (FY) ended June 30,     

Revenues $  $  $  $  $ 

Expenses     

Cash from Operations     

Capital Investments     

Building Debt Outstanding     

Unrestricted Reserves     

Endowment , , , , ,

Total Assets , , , , ,

Key Facts
    

MBA Program

Applications , , , , ,
Percent Admitted % % % % %
Yield % % % % %
Enrollment , , , , ,
Tuition $, $, $ , $ , $,
Average Fellowship Aid per Student $, $, $ , $ , $ ,

Doctoral Programs

Applications     
Percent Admitted % % % % %
Yield % % % % %
Enrollment     

Executive Education

Enrollment , , , , ,

Faculty

Faculty Positions (full-time equivalents)     
Teaching Materials Produced     
Research Articles Published     
Books Published     

Staff

Staff Positions (full-time equivalents) , , , , ,

Publishing

Cases Sold ,, ,, ,, ,, ,,
HBS Press Books Sold , ,, ,, ,, ,,
HBR Circulation , , , , ,
HBR Reprints Sold ,, ,, ,, ,, ,,

Campus

Buildings     
Square Feet ,, ,, ,, ,, ,,
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Total Revenues

Total revenues increased by  million,or . percent,
from last year to  million.Total revenues have grown
at a compound annual growth rate of . percent for the
past five years.

MBA Program Revenues

MBA Program revenues grew by  million,or . percent,
to  million due to normal increases in tuition and
fees, and increased enrollment in prematriculation
programs and new activity in Immersion programs.

Executive Education and HBS Publishing Revenues

Revenues from Executive Education and HBS Publishing
(HBSP) increased by a combined  million, or 
. percent, to  million. Executive Education saw
strong returns on a recent investment in corporate 
relations and marketing, and successfully transitioned
part of its Comprehensive Leadership Programs 
portfolio to new modular programs. HBSP completed
a reorganization from a product-oriented organization
to a market-oriented organization. HBSP revenue growth
was led by  million of increased press activity 
and strong performance across all products and 
customer segments.

Endowment Income

Endowment income distributed for operations rose 
by  million, or . percent, the result of higher-
than-usual increases in the endowment payout 
related to superior performance by the Harvard
Management Company. The increased distribution
was used primarily to fund financial aid awards and
faculty research.

Operating Expenses

Operating expenses increased by  million, or 
. percent, to  million, largely reflecting an
increase in variable costs due to increased activity in
Executive Education and HBSP, as well as a . percent
increase in total fellowship support.

Cash from Operations

Cash from operations increased by  million to 
 million. Gifts from prior years, available to be spent
pursuant to the donors’ specifications, added 
 million to the School’s cash flow, level with the
prior year. Cash before capital activities thus increased
by  million, from  million to  million.

Financial Highlights
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Revenue Components,  FY 2007Revenue

(Dollars in mil l ions)

$ $ $ $  MBA Tuition 
& Fees %

Endowment 
Distribution

& Current Use 
Gifts %

Executive Education Tuition %

Publishing %

Housing, Rents 
& Other %
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Capital  Expenses

Capital expenses for construction and renewal of campus
facilities decreased by  million to  million.The 
primary capital costs were renewal projects for the
McCollum classrooms and Wyss House, the large Aldrich
classroom, and upgrades to the Technology Operations
Center and HVAC systems. Additional funding came
from gift accounts for specific capital projects 
amounting to  million, as well as  million in new 
borrowings. The new debt primarily reflects debt 
funding for the McCollum and Aldrich work. The 
comparable fiscal  amounts were  million and
$ million, respectively.

Debt

Building debt outstanding at June , , was level
at  million, as new debt of  million was offset
by  million of principal repayments.

Reserves

Unrestricted reserves increased  million to  million
at the end of fiscal . In addition, HBS maintains
endowment reserves, with a June , , end-of-year
value of approximately  million, including a 
 million transfer performed in fiscal  (related
to the  million in “Other Activity”).

Endowment

The market value of the HBS endowment and current
use funds increased by nearly  percent to . billion
at June , , from . billion a year earlier,
reflecting both strong returns and new endowment gifts.
Total return on the endowment for fiscal  was 
+ percent.

Gifts

Alumni and friends continued to be generous in fiscal
.As the School’s capital campaign came to a close,
cash from gifts decreased to  million from the 
campaign’s peak of  million in fiscal , but
increased by  million over the pre-campaign total
of  million in fiscal .This generosity remained
vital in fiscal , as current use gifts and endowment
distribution together generated  percent of the
School’s revenues, up from  percent last year.
Approximately  percent of the School’s MBA alumni
made a gift to the School in fiscal .
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Supplies & 
Equipment %

Expense Components,  FY 2007Expenses

(Dollars in mil l ions)

Salaries & Benefits
%

Publishing &
Printing %

Debt Service %

University
Assessments %

Professional
Services %

Fellowships %

Other %

Space &
Occupancy %

$ $ $ $ 

     

 



30 Harvard Business School     

Faculty

(Full-t ime equivalents)

         

F          

From the Chief Financial Officer

Driven by continued growth in the global economy and strong demand for management education and research,
fiscal  proved to be an excellent financial and operational year for Harvard Business School (HBS).

Consolidated revenue increased by  million, or . percent, from  million in fiscal  to  million.
The School’s revenue has risen at a compound annual rate of . percent for the past five years, and fiscal  was
the second year in a row of double-digit revenue growth.

Executive Education and Harvard Business School Publishing (HBSP) together generated  million of the 
top-line growth this year. Publishing revenue grew by  million, driven by increased circulation and foreign-
edition royalties at Harvard Business Review; higher sales of cases, teaching materials, and HBS Press books; and 
continued expansion in HBSP’s eLearning business. Executive Education revenue was up by  million, reflecting
positive market response to programs introduced during the year.

About  million of this year’s revenue growth came from increased distributions from the HBS endowment,which
continued its record of strong investment returns.For the first time in the School’s history,endowment distributions
exceeded MBA Program income.

An extraordinary increase in unrestricted giving accounted for  million in additional revenue in fiscal .
Unrestricted current use gifts are the School’s major source of funds for strategic innovation. Over the past
two years, unrestricted current use giving has more than doubled.

Of the remaining  million in incremental revenue that HBS realized in fiscal , the planned . percent increase
in MBA tuition and fees provided  million.The other  million was generated by growth in interest income.

Total operating expenses grew by  million, or . percent, in fiscal  to  million from  million in 
fiscal .As in the prior year, the increase in total expenses was primarily driven by spending designed to strengthen
product portfolios and marketing capabilities in Executive Education and HBSP. Growth in faculty compensation
and fellowships also contributed to the increase in operating expenses.

 



Annual Report 2007                 31

We continued our tight control over spending in non-revenue-generating functions in fiscal .As a result, we
again were successful in countering the impact of inflation on many of the School’s fixed costs, and cash from 
operations rose by  million year-over-year to  million.This increase resulted from a combination of expense
control and the larger endowment distribution and income from unrestricted current use gifts.

A five-year period of intensive construction activity on the HBS campus peaked in fiscal ,when capital expenses
reached  million. Fiscal  was a year of relatively modest construction activity, as we focused on developing
the comprehensive campus plan that will serve as the framework for the School’s future capital investments. As a 
result, capital expenses declined from  million in fiscal  to  million this year.

The decline in major building renewal activity meant that more than  percent of fiscal  capital spending 
was directed toward the School’s long-term program of baseline facilities maintenance. In addition to the usual 
multitude of small maintenance projects,we began upgrading the Technology Operations Center, and modernized
HVAC systems in many of the School’s buildings.These projects were financed by accessing reserves.

Thanks to continued strength in cash from operations, the School’s reserves balance at the end of fiscal  increased
by  million from last year to  million.This is comfortably within our long-term optimal range, and at a level
that should enable HBS to continue innovating academically, investing in strategic opportunities, and maintaining
the physical integrity of the campus.

A Look Ahead

The School’s fiscal  strategic investments position us for continued operational and financial strength in the year
ahead.Although the economic outlook is not as uniformly positive as it was  months ago,we have yet to see signs
of slowing demand for our programs and products.

HBS operates on a unique business model, which is described more fully in the following pages of this report. It
starts with a faculty close to practice.The faculty’s research brings them into contact with managers and leaders of
organizations around the world.HBSP and Executive Education transform the resulting ideas into new products and
programs.The income generated by this business activity is used to fund the faculty’s research, thus completing the
cycle and allowing it to begin anew.

Capital  Investment

(Dollars in mil l ions)

$ $ $ $ 
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HBSP and Executive Education began fiscal  with highly competitive product portfolios and strong 
momentum in corporate and academic markets worldwide. This bodes well for the School’s revenue 
performance, and the resulting availability of funding for education and research activity in the year ahead.
In addition, the University has announced significant endowment distribution increases for fiscal . These
increases reflect improved investment returns on the University endowment and adjustments to the payout policy.

We expect to leverage the income growth from these market-sensitive sources in ways that further strengthen
the teaching, learning, and knowledge creation that take place at HBS in the year ahead.The School’s fiscal
 operating budget projects an increase in total expenses of . percent to  million, from actual 
fiscal  spending of  million. In line with Dean Light’s priorities, the incremental spending will focus
on our long-term strategy to expand the HBS community’s global reach and impact.

The School’s publishing unit also will be focusing on global expansion in fiscal . Among HBSP’s 
targets for increased investment are initiatives related to new business development and partner support in China.
HBSP also plans to grow its direct and distribution channel sales capabilities in the U.K. and European 
markets, bring new global perspectives to its content portfolio, and integrate its product portfolio more 
effectively with Executive Education in both China and India.

Fiscal  will be another year of growth in MBA fellowship spending, which we expect to increase by 
 percent. Including awards for MBA students and Doctoral candidates, fellowship spending is budgeted to
grow by  million, or . percent, in fiscal  to  million.The School remains keenly committed to 
ensuring that growth in fellowship awards outpaces growth in tuition, thus lowering the net cost of attendance
for students who receive financial assistance.

The competition for outstanding business school faculty is becoming increasingly intense. Accomplishing 
the academic mission of HBS thus depends to a greater extent than ever on our ability to be progressive 
and aggressive in the compensation packages offered by the School to members of the faculty. Competing 
globally for top faculty talent also drives spending imperatives in related areas such as faculty development
and leave opportunities, international travel, and research support.

IT Investment

(Dollars in mil l ions)

$ $ $ $ 
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Fiscal  was an exceptionally successful year for faculty recruiting at the School. As a result, faculty FTEs
will grow from  this past year to  in fiscal , and we have budgeted a commensurate fiscal  increase
in compensation and faculty development expenses.The School did not see comparable growth in enrollment
in the Doctoral Programs in fiscal , as a result of lower admissions yield. Increasing the number of 
Doctoral candidates remains an important objective for HBS going forward.

HBS invested  million in fiscal  to support the faculty’s work in research and course development,
and spending in this area will continue to be a strategic pr ior ity in fiscal . In addition to 
providing faculty with the resources they need to remain close to practice on an increasingly global scale, these
investments will be designed to enhance research productivity across the School by further strengthening the
research infrastructure and support staff services available to faculty on campus.The School’s investment in
faculty research is budgeted to grow in excess of  percent in fiscal  to more than  million.

Our capital budget for fiscal  is  million—an increase of  million from capital expenses last year.
In addition to the facilities upkeep necessary to prevent the accumulation of deferred maintenance, about 
 million of the fiscal  capital budget is earmarked for the renovation of MBA residence space in 
Gallatin Hall. One of the School’s original McKim, Mead & White buildings, Gallatin has not been the focus
of significant renovation since its construction in the s.

Other large renewal projects planned for fiscal  include the second phase of executive program 
classroom modernization in McCollum Hall and renovations to Morris Hall, an MBA residence facility.
The fiscal  capital budget also includes the completion of the Technology Operations Center and 
HVAC system upgrades that began in fiscal ; ongoing replacement of IT equipment across the campus;
and more than  million in routine facilities maintenance.

Longer term, the School’s capital investment strategy will be shaped by the comprehensive campus plan under-
taken this past year.The plan establishes a development framework consistent with the School’s evolving and
emerging strategic priorities, including fostering an increasingly team-based and technology-infused MBA 
learning experience; environmental stewardship; and a desire to strengthen the integrity, quality, and residential
character of the School’s unique campus. The University’s Allston development strategy provides the long-
term backdrop for the HBS campus plan—and an unprecedented opportunity to advance the mission of the School.

We have translated the School’s strategic objectives into a capital investment plan for the next few years. Our
MBA Program priorities are residence hall construction and renovation, and the creation of new spaces 
for team-based learning. The plan also focuses on adding Executive Education housing and dining capacity. New 
office facilities will be required to accommodate growth in the size of the faculty. In addition, we are planning to
address the School’s chronic shortage of assembly spaces—from small seminar rooms to large auditoriums.

The expanding community of HBS alumni and friends continues its tradition of exceptional generosity,
providing the School with a strong financial foundation upon which to build. Our obligation is to be responsible
and effective stewards of this legacy, and we remain dedicated to fulfilling it.

Richard P. Melnick, MBA ’

Chief Financial Officer
September , 
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Financial Review 

Business Model

Harvard Business School’s core activities—educating students, conducting pathbreaking research, and 
communicating new ideas and insights worldwide—are funded with a unique mix of revenue sources.

More than  percent of the School’s revenue comes from Harvard Business School Publishing (HBSP) and
Executive Education, and thus originates in sales of products and services in markets that are highly competitive.
Gifts to HBS, through distributions from the endowment and revenue from unrestricted current use giving,account
for nearly a quarter of revenue. Nineteen percent of the School’s revenue comes from MBA tuition and fees.

Fiscal  was the first time in the School’s history that endowment distributions and current use gifts contributed
a larger percentage of revenue than MBA tuition. Reflecting the success of the School’s campaign earlier in this decade
and Harvard University’s extraordinary investment returns, the endowment has become a major source of funding
for the School’s operations. In addition, unrestricted giving by HBS alumni and friends has set new records in each
of the past two years. Unrestricted gifts provide flexible funding for new research and teaching initiatives.

Unlike other Harvard University schools, faculty at HBS do not seek grants from external sponsors such as 
government agencies, foundations, and corporations. Instead, their research is funded primarily by the School with
revenue from HBSP and Executive Education.This business model allows faculty to pursue the research opportu-
nities they believe have the greatest potential to create new knowledge and advance the practice of management.

In a self-sustaining cycle, Executive Education and HBSP disseminate the knowledge produced by the faculty 
through programs and through periodicals, books, cases, and eLearning products, respectively, enabling the School
to influence the practice of management on a global scale, while generating significant operating margins.These 
margins complete the cycle by providing vital funding for the faculty’s research.

Investment in Research

(Dollars in mil l ions)

$ $ $ $ 
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Revenues

In fiscal , the School’s total revenue increased by  million, or . percent, to  million from 
 million in fiscal . Consolidated revenue has risen at a compound annual rate of . percent for the past
five years.

Growth in HBSP sales and Executive Education tuition generated about half of the fiscal  revenue increase.
This continues a trend that began several years ago when the United States emerged from its last recession. As 
market-driven businesses,HBSP and Executive Education continued to benefit from favorable economic conditions.

Reflecting positive dynamics in the capital markets, coupled with strong investment returns, a larger distribution of
income from the School’s endowment contributed to the fiscal  revenue increase, as did exceptional growth in
unrestricted current use giving.As in prior years, MBA tuition and fees rose as well.

MBA Tuition and Fees

Tuition and fees revenue from the School’s core academic program rose to  million in fiscal  from 
 million last year, primarily due to the planned . percent increase in tuition.The School continues to
set tuition at levels that recover rising program delivery costs and investments in programs designed to enrich
the HBS educational experience.

First-year MBA tuition in fiscal  was ,—near the midpoint among the  comparable schools tracked
by the School—compared with , last year. MBA tuition and fees amounted to  percent of the School’s
total revenues in fiscal , compared with . percent a year earlier.

Executive Education 

Tuition revenue from executive programs grew by . percent to  million in fiscal , from  million
last year. Executive Education tuition represented . percent of total revenue, compared with  percent
in fiscal .

In fiscal , HBS reaped the benefits of large strategic investments made in the previous fiscal year in product
development, marketing, and corporate relations. Demand for the newly launched Comprehensive Leadership
Programs portfolio and expanded offerings in both the focused and custom program portfolios combined to
drive solid revenue growth.

The Executive Education unit continued to broaden its worldwide footprint in fiscal , strengthening its
presence in China and moving forward with plans to establish programs in India, Europe, and California in
concert with the established network of HBS regional research centers.

Applications to the School’s executive programs increased by . percent in fiscal  to more than ,.
Total enrollment was up by more than , to nearly ,, compared with enrollment growth of approx-
imately  in fiscal .

This was a strong year for the School’s custom programs, with  new corporate clients and  percent growth in
the number of participants.Enrollment in the School’s open-enrollment programs grew  percent. Revenue from
custom programs rose by  percent to  million, and open-enrollment revenue increased by 
. percent to  million.
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Publishing

Revenue from HBSP’s sales of periodicals, books, cases, and eLearning products increased by . percent in 
fiscal  to  million, from  million last year. The publishing operation generated . percent of the
School’s total revenue, compared with . percent in fiscal .

HBSP is strategically transforming its domestically focused publishing operation into a global, web-based digital
information business. Continued product innovation enabled HBSP to further improve its penetration of global
corporate and academic markets in fiscal .

Despite sharing in an industry-wide decline in advertising revenue, the School’s flagship publication, Harvard
Business Review (HBR), posted its third consecutive record year. HBR is expanding its portfolio of customized
product offerings to better satisfy the preferences of individual users worldwide. Broader circulation and higher
foreign-edition royalties in fiscal  drove revenues to  million, from  million a year earlier.

Reflecting continued solid demand in the academic market, HBS case and teaching materials’ revenue grew for
the sixth consecutive year in fiscal  to a record  million. Sales of HBS Press books grew  percent to
 million, fueled by strong sales of backlist titles in the individual/retail market.

Revenue from sales of HBSP eLearning products grew . percent to  million in fiscal . International
sales were strong, particularly in Western Europe and India. It was also a good year for growth in eLearning’s
base of large clients, as well as for customer retention.

HBSP continued investing in R&D in fiscal . Chief among its future products is a line of computer-based
simulations on pricing and leadership/team dynamics. HBSP also is developing a series of short cases comple-
mented by online tools.

Looking to secure its positioning for growth in the long term, HBSP established the Harvard Business Digital
unit to strengthen its web presence and advance its digital product road map.The publishing operation also 
continued to build the portfolio of international distribution relationships it leverages to market HBS-branded
products globally.

Gifts and Endowment

The annual distribution of income from the School’s endowment, together with revenue from unrestricted current
use gifts, accounted for  million in funding in fiscal , or . percent of the School’s total revenue.
This compares with  million in fiscal , or . percent of total revenue.

Publishing Revenues,  FY 2007

eLearning %

HBS Press %

Cases %

Harvard Business Review %

Newsletters %

Other %
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Endowment distributions increased by . percent to  million in fiscal  from  million last year.This 
growth was made possible by continued strength in the University’s investment returns and its  percent increase
in the annual endowment distribution rate. Endowment distributions have represented approximately  to 
 percent of the School’s total revenue in each of the past five years.

After the fiscal  distribution, the School’s endowment and current use funds totaled . billion at year-end,
up  million, or . percent, from June , .The increase in the market value of the endowment for 
fiscal  reflects  million in endowment gifts received by HBS during the year, as well as net appreciation in
endowment principal of  million. Total investment return was + percent in fiscal , net of all 
expenses and fees, compared with +. percent last year.

Unrestricted current use gifts are the School’s primary source of innovation funding. Encouraging this type of 
giving has been a key fundraising focus at HBS since the School’s campaign concluded in fiscal . Unrestricted
current use gifts rose by . percent in fiscal  to a new record of  million, from . million in fiscal 
. This extraordinary growth was largely the result of an increase in the number of MBA classes making 
unrestricted gifts. Over the past five years, unrestricted current use giving to HBS has generated more than 
$ million in revenue.

Total cash received from gifts grew to . million in fiscal , from  million a year earlier.HBS received gifts
from nearly , individual donors in fiscal , including alumni of the MBA, Doctoral, and Executive
Education programs. Nearly  percent of the School’s MBA alumni gave to HBS in fiscal —a participation
rate equal to those seen during the campaign years.

Expenses

Summary

In fiscal , the School’s total operating expenses increased by  million, or . percent, to  million,
from  million in fiscal .

In committing to the expansion of the School’s global activities, HBS has accepted the challenge of managing
a larger enterprise while continuing to generate positive cash flow. The School’s cash from operations is
largely reinvested in the campus, providing critical funding for facilities maintenance, infrastructure, and IT
upgrades, as well as debt service for building renewal projects.

Endowment Distribution

(Dollars in mil l ions)

$ $ $ $ 

Unrestricted %

Endowment Components,  FY 2007

Professorships %Financial Aid %

Building Operations %

Special Initiatives %

Other %

Research %
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The relatively high rate of inflation in the higher education sector heightens the budgetary challenge.While
spending and investing strategically to further the mission of the School, HBS has placed equal emphasis on
countering the impacts of inflation by tightly controlling operating costs. These efforts have produced 
excellent results. Although the School’s operational footprint has grown substantially since fiscal , total
expenses have grown at a compound annual rate of . percent.

HBSP and Executive Education consume a significant portion of the operating budget, as does faculty research.
Expenses in these areas cut across numerous line items in the School’s “Statement of Activity and Cash 
Flows.” Expenses include direct costs for staff compensation, specialized outside professional services in areas
such as Information Technology (IT) and marketing, and residence expenses for executive program participants.
These expenses have risen in line with growth in the HBSP and Executive Education product portfolios, and
in the physical scope of their operations. In recent years, this broadened base of activity has delivered 
substantial increases in revenue contributions to the School. By successfully controlling their fixed costs, both
HBSP and Executive Education have delivered margins on the incremental revenue.These margins have been
reinvested to fund the School’s research activities.

Faculty research expense includes a significant portion of faculty compensation, as well as direct costs for research
support staff, travel, and IT services. Also included in the cost of faculty research are allocated expenses for
Baker Library resources, as well as campus facilities, technology, and administration.When viewed in this way,
the School’s annual investment in faculty research has increased at a compound annual rate of . percent for
the past five years, rising from  million in fiscal  to  million in fiscal .

Salaries and Benefits

Compensation for faculty and staff is the School’s largest expense. Amid increasing global competition for 
outstanding faculty, HBS recruits aggressively and seeks creative ways to generate appropriate long-term growth
in the size of the faculty, as measured in full-time equivalents (FTEs).The ability to offer highly attractive salary
and benefits packages is crucial to successful competition in the marketplace for academic talent.

While growing the faculty remains a priority at the School, the total number of faculty FTEs can increase or
decrease in any given year as a result of retirements, departures, and normal fluctuations in recruiting 
activity. The School’s fiscal  faculty compensation expense remained essentially level with the prior 
year, reflecting a decline in FTEs to  from  in fiscal .

Administrative staff levels remained carefully controlled in fiscal , growing by 32 FTEs to a total of ,,
from , FTEs at the end of fiscal .Although the operational scope of the School has expanded over
the past five years, HBS concluded fiscal  with essentially the same total number of administrative 
positions as in fiscal . The staff organization, however, has changed considerably since then, reflecting 
a continual process of new hiring and redeployment focused on strengthening the administrative functions 
critical to the School’s teaching and research mission.

Including both faculty and administrative staff, employee salaries and benefits expense has grown at a 
compound annual rate of . percent for the past five years. In fiscal , these costs rose by  million, or
. percent, from the prior year, to  million, and represented  percent of total operating expenses.The
major cost drivers were compensation and FTE increases in HBSP, faculty salary growth and retirement 
payments, and program costs in Executive Education. Salaries and benefits for faculty and their research 
associates represented more than  percent of the School’s employee compensation costs in fiscal , or
approximately  percent of total expenses.

 



40 Harvard Business School     

Fel lowships

HBS characterizes student fellowship spending as an expense. One of the School’s strategic objectives is to
increase support for MBA students in need of financial aid at a rate that exceeds the rise in tuition and fees.
The prospect of entering the workforce with high levels of debt can deter strong candidates from applying
to HBS and restrict their career choices upon graduation.This is particularly true for students with fewer years
in the workplace, those from outside the United States, and those whose early career paths have not enabled
them to reduce their undergraduate loans.

The generosity of the School’s alumni and friends has resulted in strong growth in endowed fellowship funds.
This has enabled HBS to increase fellowship awards for incoming MBA classes at a compound annual rate of
. percent for the past five years.Total fellowship expense, including those for Doctoral candidates and MBA
students, compounded annually, has risen . percent since fiscal .

Looking back at the past five fiscal years, the average two-year MBA fellowship award grew from , for
the Class of  to , for the Class of . Total fellowship spending for fiscal  increased by 
 million, or . percent, from last year to a record  million. Because of this growth, the average MBA
loan balance at graduation in fiscal  fell to ,, compared with , in fiscal . HBS
continues to seek ways to assist MBA students in alleviating this burden, and thus broaden their career 
opportunities in both the private and the public sectors.

Publishing and Printing

Publishing and printing expense includes HBSP production costs as well as a small amount of spending to 
produce the School’s other printed materials and publications. Increases in these expenses were modest from
fiscal  through fiscal , mainly due to lower costs for printing and paper, marketing, and author 
royalties at HBSP.

Reflecting the marketing investments and FTE growth at HBSP that have fueled the publishing unit’s recent
revenue growth, publishing and printing expenses have increased significantly in the past two fiscal years,
rising by  million to  million in fiscal . Approximately  million of this increase was related to 
market-driven HBSP spending, and the balance was caused by a shift in accounting for these costs from the
supplies and equipment line item.

MBA Fellowship Spending

(Dollars in mil l ions)

$. $. $. $. .

Total Fel lowship Spending

(Dollars in mil l ions)

$ $ $ $ 
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Space and Occupancy

HBS is responsible for managing its own campus; facilities maintenance and construction are not centralized
University responsibilities as they are at many other schools. The HBS campus currently includes 
 buildings encompassing more than . million square feet. Space and occupancy expense includes costs 
related to maintaining and operating these buildings and associated campus infrastructure.

In addition, facilities improvement and renovation costs that do not qualify as capital expenses are categorized
as space and occupancy costs. Also included are expenses related to dining facilities and other campus 
services, as well as costs associated with leased space that houses HBSP’s operations. Residence expenses for
executive program participants—equivalent to the cost of goods sold in Executive Education—also are
reported under space and occupancy.

HBS has constructed approximately , square feet of occupied space since fiscal , enlarging the size
of the campus by . percent, while renovating approximately , square feet of space. Reflecting this
facilities’ expansion and increased utilities and energy costs, in the past five years space and occupancy
expenses have risen at a compound annual rate of . percent.The increase in fiscal  was  million, or
. percent, slightly lower than the five-year average as a result of slower growth in expenses for utilities and energy.

Supplies and Equipment

The School tightly controls expenses for supplies and equipment, and the underlying cost level in this area
has remained stable for the past two years.As a result of the shift of some costs to HBSP in fiscal , sup-
plies and equipment expense, as reported, declined by approximately  million from a year earlier.

Professional Services

Professional services expenses increased to  million in fiscal , from  million in fiscal .The increase
mainly reflected greater use of outsourcing to supplement the School’s internal capabilities as HBSP deployed
new IT infrastructure in its migration toward a digital product platform.

University Assessments

Expenses for University assessments are calculated as a percent of the School’s total expenses on a two-year
lagged basis.These assessments cover essential services provided to HBS by the University, including payroll
and benefits administration, processing of accounts receivable and payable, and legal services. University 
assessments increased by  million in fiscal  to  million.

Debt Service

The School’s debt service, which consists of interest payments to the University on building and other University
debt, rose in fiscal  to  million from  million in fiscal . Debt service had remained essentially
level for several years prior to fiscal , as new borrowings for campus renewal and construction were 
offset by debt principal repayments made possible by alumni gifts. A general decline in the interest-rate 
paid by the School to the University also contributed to stable debt service levels.This rate is determined 
annually by the University, and is based on the University’s weighted average debt rate.

Other Expenses

Other expenses rose to  million in fiscal , from  million last year. The School incurred higher 
costs in fiscal  as a result of the faculty’s increased international travel, as well as executive program 
enhancements. Other expenses in the prior year were reduced by a one-time credit to a reserve account.
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Debt service increased in fiscal  due to the accounting transfer of large amounts of debt from 
construction-in-progress to placed-in-service. This transfer reflected prior investment in three of the 
School’s largest recent capital projects: the renovation and restoration of Baker Library and the renovation of
Hamilton Hall and Aldrich Hall.

Cash from Operations

Cash from operations varies according to the health of the business cycle. Levels of revenue from HBSP and
Executive Education, income from investment returns on the endowment, and unrestricted giving all reflect
short-term economic trends. Nevertheless, HBS plans its operations on a long-term strategic basis—for 
example, adding faculty, broadening and deepening its research activity, and investing in its revenue-
generating businesses and campus infrastructure.The School’s expenses track this growth.As a result, cash from
operations can fluctuate widely from year to year.

Looking back to the beginning of this decade, cash from operations remained stable for several 
years following the recession in .The subsequent launch of  The Campaign for Harvard Business School 
coincided with the start of an economic recovery, producing strong growth in revenue from gifts, HBSP,
and Executive Education.

The School’s operating cash flow nearly doubled year-over-year in fiscal  to  million, and reached a
plateau of  million and  million in fiscal  and , respectively. Cash from operations increased
by  million, or . percent, in fiscal  to  million, primarily as a result of the larger endowment 
distribution and income from unrestricted current use gifts.

Use of Endowment Principal and Appreciation

HBS regularly funds key initiatives with principal and related capital appreciation of gifts made in prior years
intended for these purposes.These funds vary from year to year depending on the type of gifts available, the
purposes for which these gifts were given, the status of the School’s initiatives related to these purposes, and
the available appreciation. Amounting to  million in fiscal , use of endowment principal and 
appreciation has remained essentially level for the past three years.

Cash Available for Capital  Activit ies

HBS must generate sufficient cash flow to cover capital expenses and any related debt service over the long
term. Cash generated before capital activities closely tracks operating cash flow.After remaining stable from
fiscal  through fiscal , cash before capital activities grew to a  million plateau in fiscal  and
. Mirroring the increase in cash from operations, cash available for capital activities rose by  million 
in fiscal  to  million.

Cash flow exceeded net capital expenses in fiscal , reversing the trend of the past few years. The 
School anticipated the possibility of this reversal, given that fiscal  was planned as a comparatively soft
year for capital spending. Looking forward, HBS expects to see a return to the previous pattern of cash from
operations falling short of net capital expenses.As in the past, HBS will ensure through its financial planning
that sufficient resources are available to service the School’s debt and execute on its long-term capital plan.

Capital  Expenses

Marking the peak in a five-year period of significant investment in the HBS campus, capital expenses 
reached  million in fiscal . As the major projects initiated earlier in the decade reached and neared
completion, capital expenses declined to  million in fiscal , and declined further in fiscal  to 
 million. This past year’s  million decline reflected the completion of the Baker Library project, as 
well as the winding down of the renovation work on Aldrich Hall and Hamilton Hall.
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Large capital projects in fiscal  included the renewal of classroom space for executive programs in 
McCollum Hall, and the final stages of the Aldrich Hall and Wyss House renewal projects. The School’s 
investment in these projects totaled approximately . million—significantly less than the 
aggregate . million spent on renewal and maintenance of buildings, facilities, and IT infrastructure across
the campus.

In addition to the myriad small projects necessary to protect the long-term value of the School’s physical plant,
the major maintenance projects in fiscal  included an upgrading of the Technology Operations Center
and replacement of outdated and inefficient HVAC systems. In addition, HBS made the final payment in 
a multiyear commitment to support the School’s role in the earliest phases of the University’s development
in Allston.

The  million in fiscal  capital expenses was funded with  million in internally generated cash,
substantially all of the School’s $7 million in new borrowings, and  million in gifts for capital projects.
The new borrowings were used primarily to fund classroom renovations at McCollum Hall. In fiscal ,
sources of funding for capital expenditures included gift payments for specific capital projects 
totaling  million and new borrowings of  million, as well as internally generated cash.

Balance Sheet

Debt

HBS uses debt strategically as a means of optimizing its capital structure.The School borrows only on qualified 
capital projects,carefully considering the interest-rate environment and expectations for the performance of the Harvard
endowment. The School’s policy is to borrow when market conditions make accepting the incremental debt 
service obligation preferable to using endowment principal and appreciation.

In fiscal , HBS decided to increase borrowings on a multiyear basis to finance scheduled residence hall 
renovations and other major capital projects.This reflected the favorable interest-rate environment at the time, as 
well as anticipated returns from the School’s endowment. New borrowings increased to  million in fiscal ,
and building debt rose to  million.

Reflecting the modest level of capital investment this past year,new borrowings declined to  million in fiscal 2007,
and debt principal payments rose from  million for the prior year to  million.Building debt for fiscal  remained
level at  million.

Since fiscal , the School’s balance sheet has included other University debt,which primarily reflects repayment
obligations to the University for mortgage loans made by the School as a faculty recruiting incentive. In prior years,
these obligations were netted against receivables, loans, and other assets. Other University debt increased by 
 million in fiscal  to  million.

The University functions as a banker for HBS, as well as the other Harvard schools, allowing HBS to borrow
on a triple-A-rated tax-exempt basis. The School’s balance sheet remains modestly leveraged.Total debt has
averaged only . percent of total assets for the past five years. The interest portion of the School’s debt 
service amounted to . percent of total operating expenses in fiscal , compared with . percent in 
fiscal .At June , , the School’s building debt-to-asset ratio was . percent.

Liquid assets, consisting of cash and reserves, decreased to  million at June , , from  million a
year earlier. For the five-year period ending in fiscal , the School’s liquid assets were confined to a range 
of  million to  million, covering current liabilities an average of . times for the period.The increase 
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in fiscal  reflected stronger cash from operations, lower capital expenses, and the higher level of new 
borrowings determined as part of the School’s long-term financial plan.

The  million decrease in liquid assets in fiscal  was due to investments in HBSP.The ratio of liquid
assets to current liabilities was . for fiscal . As in prior years, however, the majority of the School’s 
operating expenses were paid, as incurred, out of current cash flow.

Endowment

The market value of the HBS endowment and current use funds grew to $. billion, or approximately  percent
of total University endowment assets, as of June , , from $. billion at the end of fiscal . The total return
on the endowment was + percent, net of all expenses and fees, following a +. percent return in fiscal .

Harvard Management Company, a wholly owned subsidiary of the University, continues to outperform the market.
As measured by the Trust Universe Comparison Service (TUCS),a universe of institutional funds with assets greater
than $ billion, the performance of the University’s endowment has exceeded its benchmark and the median return
of other large institutional funds in each of the past five years, placing Harvard in the top  percent of all 
institutional funds.

Unrestricted Reserves

HBS relies on unrestricted reserves as a resource for responding to unforeseen opportunities and—as part of the
mix with gifts, internally generated cash, and debt—to finance capital projects. With the decline in 
capital projects, in fiscal  the School’s year-end reserves balance grew by  million to  million.

In fiscal , HBS transferred  million of current use reserves to the unrestricted endowment reserve 
established several years ago in order to capture higher investment returns.Reflecting these additional funds and
the performance of the endowment, the market value of this reserve grew to . million at June , ,
from . million a year earlier.

Looking ahead to fiscal  and future years, HBS remains confident that its reserves are sufficient to provide
funding for future capital projects and to leverage emerging opportunities to deliver on the School’s mission of
educating leaders.

Building Debt Outstanding

(Dollars in mil l ions)

$ $ $ $ 

Unrestricted Reserves

(Dollars in mil l ions)

$ $ $ $ 
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Managing the School’s Gifts and Endowment

As with other Harvard University schools, HBS raises its own endowment and current use funds, and 
independently budgets the use of its endowment distributions to support operations, according to the terms
of each gift.

Reflecting both strong investment return and new endowment gifts, in fiscal  the combined market value of
the School’s endowment and current use funds grew by  million, or . percent, from . billion a year 
earlier to . billion at June , .This . billion represented  percent of the total University endowment.

The market value of the HBS endowment and current use funds has grown at a compound annual rate of
. percent for the past five years. Mirroring this growth, investment return on the endowment has become
an increasingly important source of operating income for the School.

Since fiscal , endowment distributions for operations, together with revenue from unrestricted current
use gifts, have risen at a compound annual rate of  percent—significantly faster than inflation in higher edu-
cation—from  million, or . percent of the School’s total revenue, to  million, or . percent of total
revenue, in fiscal .

The School’s endowment consists of more than , discrete funds established over the years by individual
donors, corporations, foundations, and reunion classes.The assets in these funds were intended to be preserved
for the benefit of many generations.Approximately  percent of the funds are designated, or “restricted,” by
the donors for specific uses, and must be spent according to each donor’s intent.

Most endowment gifts are made in perpetuity, allowing little or no access to principal. Some, however, allow
access to principal to provide the School flexibility in achieving the purposes for which they were designated.
HBS also uses the principal and capital appreciation associated with prior-year gifts in line with donor 
intentions to support key initiatives.

Approximately  percent of the HBS endowment has been earmarked by the donors to support 
professorships and faculty research, and  percent is in funds designated to provide income for MBA and 
Doctoral student fellowships. Another  percent is restricted to existing strategic initiatives, building 
operations, and other ongoing operations of the School.

Gifts Received

(Dollars in mil l ions)

$ 

Endowment $

Capital Projects $

Restricted Current Use $

Unrestricted Current Use $

Capital Projects $

Restricted Current Use $

Unrestricted Current Use $

Endowment $

  

 



46 Harvard Business School     

The remaining  percent of the HBS endowment is available for discretionary investment in new 
opportunities. For this reason, annual unrestricted gifts remain the School’s primary funding source for new
initiatives. In fiscal , income from unrestricted current use gifts totaled  million, or . percent of total
revenue.These funds are used to nurture and accelerate new programs that are not endowed, and to support
the School’s emerging initiatives in research and teaching.

The assets within the HBS endowment, along with the University’s other endowments, are managed by 
Harvard Management Company (HMC), a wholly owned subsidiary of the University. HMC was founded 
in  to manage the University’s endowment, pension assets, working capital, and deferred giving accounts.
The President and Fellows of Harvard College appoint a Board of Directors that governs HMC.

The HBS endowment works like a trust fund.The assets are managed to ensure that growth in the purchasing
power of the gift principal exceeds the long-term rate of inflation. This means that great care must be 
exercised in determining the amount that can safely be drawn from the endowment to spend in any given year.

Each year, the University determines the aggregate amount to be distributed from the endowment accord-
ing to a disciplined annual payout policy that reflects HMC’s projections of future endowment 
returns. The investment goals are to fund current initiatives while preserving principal, to protect the 
purchasing power of the endowment from erosion by inflation, and to build capital for the future by 
achieving superior risk-adjusted returns.

Given these goals, the University’s long-term target has been to distribute between . and  percent of the
endowment’s market value annually. Following the endowment’s strong investment returns from fiscal 

through , the University chose to embark on a long-term program of supplemental distribution increases
beginning in fiscal .The University may now authorize distributions up to a level of . percent in the
next several years.

These additional funds are designed to support increased spending on the highest strategic priorities at each
of the Harvard schools.The supplemental distribution available to HBS for fiscal  grew to approximately
. million, from  million last year.As in fiscal , the School used these incremental funds to provide
additional fellowship awards.

$ $ $ $  $. $. $. $. .

Cash Received from Gifts

(Dollars in mil l ions)

Endowment Growth

(Dollars in bi l l ions)

 * * *        

* Years coincide with The Campaign for 

Harvard Business School.

 



Endowment Returns

. . . -. -. . . . . .

. . . -. -. . . . . .%  Harvard Endowment
(-year: .% / -year: .%)

% TUCS
(-year: .% / -year: .%)
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After including all gifts received, netted against annual distributions, at the end of fiscal  the University
endowment was valued at . billion, compared with . billion at June , .The University’s total
investment return for fiscal  amounted to + percent, net of all expenses and fees. The absolute 
return this year exceeded the average annual returns the endowment achieved over the past five and ten 
years of . percent and  percent, respectively.

Fiscal  was also a strong year for the University endowment in terms of relative performance, which is
measured against other institutional funds and benchmarks in  relevant non-cash asset classes. As compared 
with the average institutional fund, the Harvard endowment outperformed by . percentage points the total
return achieved by the median of  institutional funds with assets of more than  billion tracked by the
Trust Universe Comparison Service (TUCS).The University endowment’s fiscal  investment return also
exceeded the . percent that marked the top-five percentile for this sample.

HMC maintained its record of delivering long-term value added across the asset classes in which the
University invests. Consistent with global economic developments, the main drivers of absolute return in 
fiscal  included the endowment’s exposures in the emerging market, international, and domestic equity
classes. Emerging market bonds also performed well, as did the absolute return/special opportunities and real
estate classes, which provided diversification during a period of market volatility.

The total investment return on the University endowment outperformed HMC’s policy portfolio 
aggregate benchmark by  basis points.This translates into more than . billion of additional value for 
the endowment.

The absolute return earned in fiscal  was greater than . times the long-term expected return set by
the University for HMC.This expected return is determined in order to maintain the long-term purchasing
power of the endowment after distribution and the impact of inflation. As a result, in fiscal , the
University’s schools, including HBS, will see endowment distr ibutions r ising from approximately 
 million this past year to . billion, or more than three times the level of  years ago.
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Statement of Activity and Cash Flows
In mil l ions 

For the fiscal  year ended June 30,   

Revenues

MBA Tuition and Fees $  $  $ 

Executive Education Tuition   

Publishing   

Endowment Distribution   

Unrestricted Current Use Gifts   

Housing, Rents, and Other   

Interest Income   

Total Revenues $ $  $ 

Expenses

Salaries and Benefits $  $  $ 

Publishing and Printing   

Space and Occupancy   

Supplies and Equipment   

Professional Services   

Fellowships   

University Assessments   

Debt Service   

Other Expense   

Total Expenses $  $ $

Cash from Operations $  $  $ 

Use of Endowment Gifts or Appreciation   

Cash Before Capital  Activit ies $  $  $ 

Capital Expenses $ () $ () $ ()
Use of Gifts for Capital Projects   

Net Capital  Expenses $ () $ () $ ()

New Borrowings $  $  $ 

Debt Principal Payments () () ()
Other Activity () () ()
Net Debt and Other $ () $    8 $ () 

Change in Unrestricted Reserves $ 5 $    8 $ () 
Beginning Balance, Unrestricted Reserves $  $  $ 

Ending Balance, Unrestricted Reserves $  $  $ 

* This statement presents a managerial view of Harvard Business School operations focused primarily on cash available for use. It is not intended to present the financial

results in accordance with generally accepted accounting principles (GAAP).A presentation in accordance with GAAP would report higher operating revenues for

gifts and endowment distribution and would include depreciation expense, yielding income from operations of $ million in fiscal . Cash flows, however, would

be equivalent under GAAP.

*
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Consolidated Balance Sheet
In mil l ions 

For the fiscal  year ended June 30,   

Assets

Cash $  $  $ 

Unrestricted Reserves   

Receivables, Loans, and Other Assets   

Invested Funds:
Endowment Investments , , ,

Current Fund Investments   

Interest in Trusts Held by Others   

Facilities, Net of Accumulated Depreciation   

Total Assets $, $ , $ ,

Liabil it ies

Deposits,Advances, and Other $  $  $ 

Deferred Revenue   

Other Debt Owed to University  25 – 
Building Debt   

Total Liabil it ies $  $  $ 

Composition of Net Assets

Unrestricted Reserves $  $  $ 

Undistributed Income and Other   

Pledge Balances   

Student Loan Funds   

Investment in Facilities   

Endowment and Other Invested Funds , , 2,

Total Assets Net of Liabil it ies $ , $ , $ ,
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Harvard Business School
Soldiers Field
Boston, MA 

This document is intended to provide insight into the way Harvard Business School manages its resources
and plans strategically for its future. Further information about the School can be found at www.hbs.edu.

This report can be viewed and downloaded online at www.hbs.edu/annualreport.

Harvard Business School is led by the Dean of the Faculty in conjunction with various advisory and 
oversight groups comprising faculty, staff, alumni, academics, and business practitioners. Harvard University
appoints a Visiting Committee to review Harvard Business School’s strategic goals and objectives and to
provide advice and input to the Dean.The group meets annually and reports to Harvard University’s Board
of Overseers.

We welcome questions and comments from our readers. Please direct correspondence to Richard
Melnick, Chief Financial Officer: rmelnick@hbs.edu or to the Office of the Dean: officedean@hbs.edu.
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