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Financial Deter minants of Faculty Salariesat Private Master’s
Granting I nstitutions

Jeffrey H. Peterson, St. Bonaventure University
Giles Bootheway, St. Bonaventure University
Borko Tesic, St. Bonaventure University

Abstract

This research examines the relationship between faculty salaries and the financial
characteristics of the institutions that pay them. Faculty salaries of Assistant, Associate and
Full Professors at Master’ s granting private institutions are modeled as a function of net
revenue per student, endowment per students, enrollment and the existence of Division |
athletics. The three revenue factors, enrollment, endowment per student and net revenue per
student are positive and statistically significant for faculty of all three ranks. The average
salary of faculty at the Full Professor rank is found to be statistically significant and
positively related to the existence of Division | athletics at the institution. The model
achieves R-squared valuesin the .5 - .6 range. Suggestions for further research involve
including Bachelor and Doctoral Granting Institutions as well as expanding the model to
include other cost measures.

I ntroduction

Not surprisingly, faculty compensation is a matter of great interest to researchers, and
much attention has been given to matters of compensation within the academy. The labor
market for faculty has been characterized as national or alternatively one given to market
segmentation. Salary differentials across institutions are related to a variety of variables
including public/private ownership, mission, research focus, and student faculty ratio.
Indeed, much of the literature speaks to the willingness of institutions to compensate faculty
for various characteristics and activities. Often lost in this analysis are salary differentials
that arise in markets segmented by rank. If we accept that tenure imposes significant
switching costs to senior faculty, then the market for Assistant Professors may differ in
significant ways from the market for more senior faculty.

In this research we endeavor to examine the financial capacity of institutions to
compensate their faculty. We examine the major elements of institutional revenue that
provide means for faculty compensation. We also examine cross sectional differences by
rank, with an eye toward identifying the effect of tenure on explicit compensation. Moreover
we contribute to the on-going debate regarding increasing inequality in higher education
labor markets. Finally, we consider the impact of the institutional commitment to NCAA
Division | athletics on faculty salaries, in an effort to test the familiar hypothesis that
institutional spending on athleticsis a substitute for faculty compensation.

Literature
Increasing inequality in higher education has become a matter of concern to

researchers and policy makers. The 2006-2007 AAUP Report on the Economic Status of the
Profession: Financial Inequality in Higher Education identifies increasingly unequal



endowment values and waning public support for higher education as contributing to this
increasing trend. Ehrenberg (2003) reports evidence consistent with these observations.
Additional inequality is observed by Gardner (2007) who references the 2007 AAUP report
in noting the disproportionate effect of thisinequality on traditionally Hispanic institutions.

Earlier work by Monks (2003) again identifies increasing inequality among faculty
sadariesin the late 1980’ s to late 1990 s period. He attributes some of thisinequality to
ingtitutional earnings inequality, but argues that the majority of the inequality is attributable
to increasesin inequality in intra-institution earnings. He further notes that these intra-
institution differentials may be the result of either changing opportunity costs found within
the academy, or alternatively reflective of the “winner take all” phenomena discussed by
Frank and Cook (1995).

Fairweather (1995) examines faculty pay as areward for engaging in specific
activities, i.e. teaching vs. research. This allows for evaluation of the market segmentation
model of Garvin (1980) and Getz and Siegfried (1991), in which the most research oriented
faculty are recruited by doctoral granting institutions and engaged in knowledge generation,
while liberal arts colleges and comprehensive colleges employ faculty in the instruction of
undergraduates and professionals respectively This market segmentation model isin contrast
to the “ prestige” model in which all institutions value research most highly and compete for
research oriented faculty. Abundant supply and tepid demand in the faculty market of some
disciplines permit less prestigious institutions to recruit productive researchers (Fairweather
(1995)).

The Market for Faculty at Private Institutions

Prior research has predominantly focused on either the attributes of faculty
performance that influence compensation, or the classification of the institutions paying the
salaries. We depart from this approach by instead examining the financial characteristics of
the institutions paying the salaries. Our attempt is to measure the capacity of the private
institutions to compensate their faculty. One could also imagine significant differences
across faculty rank, as the declining risk of pay streams at the Associate Professor and Full
Professor level, combined with significantly larger switching costs associated with
abandonment of tenure leave senior faculty lessinclined to avail themselves of the external
market opportunities and their compensation more closely tied to the fortunes of their
ingtitution. Analogous to law firms, compensation at private colleges and universitiesis
dichotomous. Analogousto law associates, Assistant Professors must be hired in what is
effectively anational auction market, which results in a prevailing wage that must be paid to
attract candidates. The implication of not meeting market price is to accept either afailed
search or a sub-optimal substitute.

Continuing the law firm analogy, law firm partners can be thought of as similar to Full
Professorsin that their personal fortunes are more explicitly tied to the well being of their
employer. Assistant Professors, like law firm associates, enjoy greater freedom to enter and
leave afluid labor market, while partners and Full Professors must endure very real costs to
enforce external market outcomes on their firms.

A Model of Faculty Compensation at Private I nstitutions

If we accept the notion that faculty compensation at private institutions is a function
not only of external markets, but also of institutional capacity, we may examine the el ements
of ingtitutional financial performance that provide the basis for compensation. With one
exception, we focus predominantly on the elements of institutional revenue. The three



principal determinants of institutional revenue are: enrollment, net revenue per student and
endowment per student. We offer then as a general form:

S=p, + BEnroll + f2NetREVENUE + S,Endow+ ¢

Where
e S=average saary by rank
e Enroll = Enrollment
e Net REVENUE = Net Revenue per student (Advertised Tuition — average
institutional financial aid award per student)
e Endow = Endowment per student
(End of Y ear Endowment value / Enrollment)

While our initial model examines only elements of institutional revenue, there is one
element of cost that is often a matter of considerable interest to faculty and more recently
policy makers. Institutional commitment to Division | athleticsis often a source of faculty
and political discussion. There exists widespread faculty suspicion that athletics expenditure
usurps institutional funds that would be better put to support of the academic mission
(including faculty compensation). Supporters of the significant financial commitment to
Division | athletics, point out the marketing benefits of institutional recognition,
improvements in alumni giving and enhancement of the student life experience associated
with the expenditure. Alternatively, some faculty may choose to view the expenditure as the
appropriation of resources better spent on academic pursuits, including faculty compensation.

To test this proposition, we add to equation 1, adummy variable that takes on the
value of oneif the institution supports NCAA Division | athletics, and zero otherwise. The
new formulation is:

S= B, + BEnroll + B2NetREVENUE + ,Endow+ B4ATH &

Where all variables are defined as before and ATH is adummy variable (1=Division
1, 0 otherwise).

Data

Salary datafor Assistant, Associate and Full Professors are recovered from the
2003/2004 AAUP salary survey for 124 Masters granting institutions. Enrollment, Net
revenue and endowment per student are gathered from the IPEDS data base. Net revenue per
student is reported as advertised tuition less average institutional financial aid award.
Division | athletics datais taken from the NCAA web site.

Results

Tables 1-3 reports results for regression equation 1. Note that for al three faculty
ranks the three regressors are significant at the .01 level. R-squared values range from .497
for Assistant Professors to .606 for Full Professors. Theses results provide support for the
hypothesis that senior faculty compensation is more dependent on institutional financial
performance. Analysis of the regression coefficients provides additiona insight into the
relative importance of the factors. We note that the t-statistic for each factor increases as we
move from Assistant to Associate and finally to Full Professor. This result is again consistent



with the notion that senior faculty compensation is more dependent on the financial
characteristics of the employing institution.

Tables 4-6 describe regression equation 2 results for the three ranks. R-sguared
valuesrise dlightly across all three ranks. We report a positive coefficient for al three ranks,
however p-values for Assistant (.1567) and Associate (.0633), do not allow usto claim
significance at the .05 level. However, the dummy for Division | athletics does report
positive and significant for Full Professors with a p-value of .0424, and a coefficient of
$4877.44. Thisisan unexpected result, as the zero-sum game posited by some faculty and
policy makers would predict a negative coefficient for the dummy variable. Our data does
not permit afinding supportive of the notion that support of Division | athletics lowers
faculty salaries at the Master’ s granting institutions in our sample. Indeed the evidence from
the full Professor sample is directly contrary that implied by the hypothesis, and almost
rejected at the Associate level aswell.

What is one to make of this positive coefficient for Full Professors? The usua
arguments in favor of athletics spending: increased alumni giving, improved student life,
enhanced institutional profile should aready be measured in the revenue variables. Our
result indicates that at least in the case of Full Professors, thereis a positive Division |
athletics effect that is independent of the revenue variables examined.

Conclusion

Our results provide strong support for the notion that institutional financial capacity is
principal determinant of faculty salaries. We aso provide support for the related hypothesis
that as seniority in rank increases, faculty salaries are more dependent on institutional
financial performance. We do not support the “zero sum game” hypothesis anecdotally
reported by some that suggest resources devoted to Division | athletics come at the expense
of faculty salaries. Instead we observe a statistically significant positive “athletics effect” of
$4877.44 in the average salaries of Full Professors at Division | schools.

We believe thereisfertile ground for additional inquiry in thisarea. Certainly, future
researchers could expand the sample set to explore differences between baccalaureate,
Masters and Doctoral granting institutions. Inclusion of additional cost variables may prove
useful in explaining even more of the cross sectional differencesin faculty salaries. While
the use of total compensation, as opposed to smply salary, could provide additional insight
into our results.

Finally, there is the nettlesome positive “athletics effect” found in the Full Professor
data. Satisfactory explanation of that result might go along way to resolving long running
campus debates.
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Appendix

Tablel

Results — Assistant Professor

Regression Statistics

Multiple R 0.705
R Square 0.497 F Significance F
Adjusted R Square 0.484 39.51029 7.84E-18
Standard Error 5869.453
Observations 124
Standard

Coefficients Error t Stat P-value
Intercept 28002.843 2573.579 10.881 1.33E-19
Enroliment 1.662 0.271 6.123 1.2E-08
Net Revenue 1.362 0.263 5.174  9.29E-07
Endowment per student 0.048 0.012 3.986 0.000116

Table?2

Results — Associate Professor

Regression Statistics

Multiple R 0.716
R Square 0.513 -
. F Significance F
Adjusted R Square 0.501
Standard Error 7671.569 42.08676 1.17E-18
Observations 124
Standard

Coefficients Error t Stat P-value
Intercept 30570.324 3363.753 9.088 2.5E-15
Enrollment 2.209 0.355 6.228 7.2E-09
Net Revenue 1.849 0.344 5.376 3.8E-07
Endowment per student 0.066 0.016 4.223 4.7E-05
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Table3

Results — Full Professor

Regression Statistics

Multiple R 0.779 Significance
R Square 0.606 F F
Adjusted R Square 0.596 61.56449097 3.6E-24
Standard Error 10734.463
Observations 124
Standard
Coefficients Error t Stat P-value
Intercept 31606.386  4706.739 6.715 6.628E-10
Enroliment 3.643 0.496 7.340 2.792E-11
Net Revenue 2.543 0.481 5.283 5.749E-07
Endowment per
student 0.149 0.022 6.841 3.540E-10
Table4

Results — Assistant with D1

Regression Statistics

Multiple R 0.711

R Square 0.505 F Significance F

Adjusted R Square 0.489

Standard Error 5844.388 30.39531554 2.01E-17

Observations 124

Standard
Coefficients Error t Stat P-value

Intercept 28603.96 2597.062 11.014  7.04083E-20
Enroliment 1.524925 0.286854 5.316  5.03132E-07
Net Revenue 1.30155 0.265363 4905  2.99488E-06
Endowment per student 0.045343 0.011971 3.788 0.000239743
Division | 1869.91 1311.931 1.425 0.156684726
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Table5

Results — Associate with D1

Multiple R 0.726
R Square 0.527
F Significance F
Adjusted R Square 0.511
Standard Error 7592.419 33.10538 1.52E-18
Observations 124
Standard

Coefficients Error t Stat P-value
Intercept 31597.526  3373.832 9.365 5.96E-16
Enroliment 1.975 0.372651 5.300 5.4E-07
Net Revenue 1.746 0.344731 5.066 1.51E-06
Endowment per student 0.062 0.015551 3.993 0.000113
Division | 3195.332 1704.323 1.875 0.063266

Table6

Results — Full with D1

Regression Statistics

Multiple R 0.787
R Square 0.620
Adjusted R Square 0.607 F Significance F
Standard Error 10593.829 48.4592 4E-24
Observations 124
Standard

Coefficients Error t Stat P-value
Intercept 33174.432  4707.564 7.047 1.28E-10
Enrollment 3.286 0.519966 6.319 4.74E-09
Net Revenue 2.386 0.481009 4.960 2.36E-06
Endowment per student 0.143 0.021699 6.612 1.13E-09
Division | 4877.741 2378.071 2.051 0.042449
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Personal Annuity Buyouts: Service or Disservice?

Jerry Plummer, Austin Peay State University
Tommy Meadows, Austin Peay State University

Abstract

Much current media advertising touts the validity of selling a monthly injury
settlement for atotal of "at once" cash, indicating that this would be a great assistance to the
structured annuity holder. However, it is believed that thisis a great opportunity for firm
profit, due to deep discounting practices-leaving the annuity seller financially lost in a short
time.

The paper will investigate this practice, and attempt to determine existing buyout procedures.

Historical usage will be explored. It will then examine these practicesin an effort to
determine the validity of the claims made by advertising, and their overall impact on
individuals selling their annuities. An attempt will be made to locate and discuss actual
sellers, to determine their “after sale” experiences.

In the Beginning

“It'sjust the 16", and we're out of money”, lamented Thomas to his wife, Sarah, while
looking out the apartment window. “Since I've been injured and can't work for ayear now,
al we have beside my settlement payment and the Workmen's Comp money is your job at
Wal-Mart-and that ain't much. Our five kids need school clothes, and the car's radiator is
busted”, Thomas continued. “That $412 per month of settlement money don't go too far. |
just don't know what we're gonna do; I'm only 41 and probably can't work ever again, with
this pegleg they gave me after the accident.”

Sarah replied, “Maybe I've got the answer, Thomas. An ad just ran on the television
during Jerry Springer talking about a company that will get us our money right now-and not
have to wait every month for it! | wrote the phone number down. The man said we can “get
cash now!”! Maybe we ought to call them, en?’

Upon calling the number on the television screen, Thomas learned that instead of
waiting every month for the next twenty yearsto get his $412 monthly payment, he could get
alump sum now of $12,000 cash. All he had to do was sign a paper giving the Company the
ownership of his settlement monies. It seemed too good to be true; they could get the
$12,000 cash-fix the radiator, get the kids school clothes and take that Caribbean Cruise they
had always dreamed of. Thomas and Sarah decided to go for it. Six months later all the
money was gone, and they were being thrown out of the apartment.

A pipe dream horror story, right? Unfortunately, no. Thistype of scenario occurs
daily across America; afinancial firm purchasing a settlement annuity for pennies on the
dollar, with unsuspecting victims not realizing that once the lump sum is gone, the settlement
isgone, too. It would seem that firms offering this type of payout may be preying on
unsuspecting persons, unaware of the time value of money, or compound interest.

This paper will investigate the firms purchasing settlement annuities like this,
reviewing the profit potentials for the firm, and attempting to see the actual results of families
like Thomas and Sarah's. While a finance paper in its strictest sense (actually a present value



http://www.jgwentworth.com/Client/AnnuityPurchase/GetCashNow/Default.aspx

computation document), the paper will look at the moral issues involved in settlement
purchases of this nature, aswell astake alook at legal barriers (or lack thereof) to the
purchasing firm.

Structured settlements are often used in guardianship cases, workers compensation
cases, wrongful death cases and severe injury cases, among others. Research has indicated
that the more severe the injury, the more likely it will be that a structured settlement will be
used.? Thisisusually dueto the injured person’ s future earnings abilities are highly
restricted, and the structured income stream settlement is the major source of future revenue
for theinjured party.

Truly, structured settlements have become a major part of personal injury and
worker’s compensation claimsin the United States, according to the National Structured
Settlements Trade Association (NSSTA).? “Such a settlement can be very beneficial in cases
where the settlement will help to take the place of income, as the settlement provides a
regular payment, not unlike a paycheck, rather than one large windfall of cash which the
recipient may use up before they are able to gain meaningful employment again.”* This
underlies the basic assumption of a structured settlement income stream,; the type of
activity/injury incurred often severely limits future additional earnings on the part of the
holder of the settlement, and the settlement itself serves as a* paycheck replacement”.

M ethodol ogy

For this paper, we will be looking at present value of an annuity stream for periodsin
the future; a monthly stream for the future of a standard payment, with no ending “balloon”
amount. We will be looking at structured settlement annuities only, although other types of
annuities would be candidates, too.

While other methods, such as net present value, can be used, the authors decided to
use present value, since the company purchasing the annuity will be interested in the cash
flow received from the above stream versusits original payout. Thisisthelogic the
purchasing firm would use in determination of the profitability of buying (or not buying) the
structured annuity.

We will use the basic, straightforward formula:

Where

C = isthe Cash flow per period of the annuity

i =istheinterest rate that the firm internally determinesit needs for future
profitability

n = the total number of payments in the annuity stream®

In our case, we are using 6% as the “profitability” interest rate; an arbitrary figure that
should be sufficient to alow for acceptable profit to the purchasing firm. The table below
indicates rates of varying natures-but still shows that a lesser rate will still yield effectively,
since the profit comesin two forms: the initial profit from purchasing the heavily discounted
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annuity as well asthe interest profit. These amounts tend to take substantially |ess time than
the length of the income stream, thereby yielding 100% profit after the payout amount is
recovered viathe monthly collection of the stream payment.

Why isthere No Literature Review?

As one would suspect, there islittle literature, particularly in an academic sense, for
purchasers of structured settlement annuities. The firmsinvolved in this business are purely
for-profit, privately held firms with no reason to divulge profit margins, generally speaking-
with good marketing/advertising experience, such as.

Our Mission: "Helping you get the money you néeed and deserve without the hassles or the
wait;

or

“We will pay you a Large Lump Sum of CASH NOW, rather than receiving smaller monthly
payments for the remainder of the contract. You may use the money for education,
investments, to buy a new home, settle an estate or for ANY reason you desire.” 7

There are millennia of this type of approach, and the firms utilize media outlets, such
astelevision and radio, aswell as print mediato get their point across.

There are Federal Laws to control (to some degree) the annuity purchasers, like:

“ Over the years, many people have been compensated by corporations for injuries or
damages sustained in an accident. Traditionally, payment for such injuries was made in the
form of a one time, lump-sum amount. In 1982, Congress enacted a change in Federal law
that made it easier for the paying party to offer restitution in the form of a structured
settlement.” ®

and
“To ensure that you will not be taken advantage of in this delicate process, the government
introduced a new federal law in 2002 that requires you to seek court approval when you sell
your structured settlement. This law works in conjunction with state laws to direct how the
transaction will be completed.” ®

and

“ ...recently enacted federal law imposes a heavy tax on anyone who buys a settlement payout
without a court's advance approval.” *°

Thisis because of H.R.2884, SEC. 5891:

gy R e e R e T e e - - s - = = = 1
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“ STRUCTURED SETTLEMENT FACTORING TRANSACTIONS

(a) IMPOS TION OF TAX- Thereis hereby imposed on any person who acquires directly or
indirectly structured settlement payment rightsin a structured settlement factoring
transaction a tax equal to 40 percent of the factoring discount as determined under
subsection (c)(4) with respect to such factoring transaction.” *

However, thisis atoothless law, since it merely requires court approval of the
purchase:

(1) IN GENERAL- The tax under subsection (a) shall not apply in the case of a structured
settlement factoring transaction in which the transfer of structured settlement payment rights
isapproved in advance in a qualified order.

(2) QUALIFIED ORDER- For purposes of this section, the term “qualified order' means a
final order, judgment, or decree which--

(A) finds that the transfer described in paragraph (1)--

(i) does not contravene any Federal or State statute or the order of any court or responsible
administrative authority, and

(i) isin the best interest of the payee, taking into account the welfare and support of the
payee's dependents, and

(B) isissued--*?

What we see, generally, is Federal law descriptions and a mass of advertisements. As
noted, these are privately held firms, with no reason for divulging specific income data
derived from the purchase of these annuities from individuals. The advertising mix aimsto
the holder of the structured annuity, with graphic representations of vacations, new cars and
homes and the “good life”.

An Example of Profit Taking in Annuity Settlement Purchases

Given the example of Tom and Sarah beginning this paper, let’s see the potential
profit from a purchase of his structured annuity. Originally $412 per month for twenty years,
thisisatotal payout of $98,880 over the entire stream. Using the above Present value
formula, we can see the present value(s) given varied discount rates:

Discount rate Present value
.010 $89,558.80
.035 $71,039.42
.045 $65,122.96
.060 $55,259.50

2ibid.
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In thisinstance, Tom and Sarah sell the structured annuity for $12,000 cash money
now, leaving a net profit (given present values above) of anywhere from $53 to $77k for the
annuity purchaser. Thisistruly a profitable undertaking, even given that the purchasing firm
must wait for the income stream to come in monthly. Generally, less than three years stream
will repay the firm’sinvestment in full, leaving about seventeen years of pure profit cash
flow.

Even if the purchasing firm avoids the federal Courts (as noted in the 2002 law
above), the 40% penalty can still yield a substantial profit to the purchasing firm, given the
deep discounting. Thisimplies that the purchasing firm would be willing top avoid the
Court, offer a heavily discounted payout, bite the 40% bullet to the Court and yield a
handsome profit.

Why the Concern for Structured Buyouts?

Much has been said about the bulk of Americabeing “two paychecks from
bankruptcy” ,** and with recent bankruptcy law changes (making it much harder to declare a
Chapter Seven bankruptcy-as well as not being able to discharge credit card debt),* the
structured annuity holder has a higher degree of risk, if he/she sells the annuity and wastes
the monies from the proceeds. Generally, it is not agood ideato sell a structured annuity
settlement stream,™ due to these and other reasons, mostly related to the individual’s ability
to manage his/her future financial responsibilities.'® Asan example, Legal Practitionerstold
Minnesota Lawyer that clients generally lose 30 percent to 40 percent of the value of their
settlement when they sell off their structured payments.*’

Although difficult to prove, it is believed that many structured annuity holders are of a
lower median income nature, certainly not Finance Professors, and are more likely to fall
victim to a heavily discounted “at once” payment-with the carrot before the horse of the
immediate cash. Firmsissuing structured annuity settlements of varying lengths, much prefer
income stream payouts as opposed to lump sum payments,*® citing “By structuring the
payments of an injury award over time, the insurance company is providing long-term
support for the injured party, thereby keeping them off of welfare”*® It isfurther believed
that this group will be more likely to inefficiently allocate the new cash resources, resulting in
down the road financial hardships, given that the income stream is no longer existent.

This means a heavier burden on the bankruptcy courts, varied forms of welfare and
indigent services. With the “greying of America’ rapidly approaching, and with the varied
services noted above under agreater strain (as well as Socia Security itself), additional
requestent members for these services due to inefficient allocations of the cash settlement
resources means a generally stronger overall request for government services for the indigent.

This says nothing of the moral dilemmas facing these folk who sell their structured
annuity, and the (additional) financial hardships placed upon them. The above example of
profit for the purchasing firm adds another view to the entire purchase process.

As noted above, apurchasing firm can totally avoid Federal Court review if itis
willing to suffer the 40% penalty for not involving the Court. The way to do thisisto
discount the overall stream so greatly that the 40% penalty still yields agood profit for the
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purchasing firm-and it has effectively avoided the bad graces of the Court by paying the
penalty. Whileit is unknown what percentage of structured annuity purchases are of this
nature, one can estimate that the practice does exist.

Summary Notes

The practice of purchasing structured annuity settlements can be financially rewarding
to the purchasing firm, via deep discounting and sometimes avoiding the Federal Court.

Even if the Courts are involved, good profits are available, albeit a bit slower to complete.
Watchdog groups are aware of the practices of some firmsinvolved in the deeper

discounting: “While selling your structured settlement payment rights is permitted under
Federal and state law (subject to certain rules), advocates for consumers and the disabled
have publicly called attention to the practices of some firms (factoring companies) engaged in
the purchase of structured settlement payment rights.”

Even with Federal legal enactments to protect the holder of the annuity from bad
business practices and firms (and from themselves), the ability to sell the income stream is
fairly ssmple and straightforward, with deep discounting leading to sizable profits for the
purchasing firm-and a great chance of financial peril on the part of the seller of the structured
annuity. Asnoted above, alarge part of these types of settlements are from injury related
cases or Worker’s Comp cases, where future earnings potentials on the part of theinjured
party are quite limited. Selling the structured annuity in this case for alump sum payout will
often lead the injured party to afinancially bleak future.

While no oneis sure of the entire scope of the sale process, and while we were unable
to locate “live” individuals who have sold structured annuities, we know that they exist, and
that thisis asizable market. Future research involves attempts at determining specific
settlement payouts, and determination of the recipient’s usage of the funds, as well as their
life ayear or more after accepting the payout. Future research should attempt to secure
specific financial data regarding the total activity of thistype, aswell as purchasing firm’s
profit positions from deep discount purchases of the structured settlement annuity.
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Effect of Small Business Size on Preferencesregarding | SP
Features
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Abstract

Small businesses aso need access to the internet in today’ s global economy. Their
spending on internet usage and I T related activities has been on the rise and they have many
internet service providers (ISPs) to choose from. These small and very small businesses will
likely choose a provider whose service is designed to meet their needs. Thisresearch
examined what internet service features and benefits are important to the small businesses
when choosing their ISP and whether small business size affects the preferences. A
guestionnaire was designed to collect data. Analysis showed that “Business Size” affects the
perceived importance of certain features of the Internet Service.

I ntroduction

There are many small Businessesin the U.S. and they represent an important part of
the US economy. According to In-Stat/MDR (“Small Biz, Small Growth”, 2002) the small
business market grew from 2.2 million in 2001 to 2.3 million by the end of 2002,
representing more than one-fifth of U.S. businesses. In-Stat forecasted a small but steady
increase in the number of organizations with 5 to 99 employees for the next few years,
growing as high as 2.7 million by 2006, and employing approximately 42 million workers—
up from roughly 38 million in 2001.

According to research firm AMI Partners, businesses with fewer than 100 employees
spend more than $12 billion on network and telecom equipment in 2004. Furthermore, small
businesses were expected to account for 24% of al IT hardware and software spending in
2005 (Hochmuth, 2005). CEO of “Vendio” Mr. Rodrigo Sales said, “We are entering a new
erain e-commerce—one increasingly driven by smaller businesses and merchants.” (Kooser,
2003). Indeed, the Web hosting industry iswaking up to small business needs. Y et, to our
surprise, there have not been many studies on | SPs and the needs of small businesses.
Realizing this gap, this study attempts to explore what the small business market’ s needs are
with regard to the services provided by ISPs. The paper focuses on what features of ISPs are
important to small businesses and to ascertain whether these preferences are somehow
dependent on certain characteristics of small businesses. Specifically, the paper looks for
some insights to the two aspects of theissue: (1) Do different small businesses have different
preferences for various features provided by SPs? (2) Does the size of small business affect
these preferences?

Mar ket Background

Before we can explore the small business market, we need to assess a few important
indicators of this market. Our focus will be on the following questions. |sthere aneed for

20



I SPs among small businesses? If so, what are some of the applications that small businesses
areusing? How much do these small businesses spend on IT?

Let usfirst examine briefly the computing and web access needs of small businesses.
According to Dun & Bradstreet's 20th Annual Small Business Survey (2001) on computer
and Internet usage, eighty percent of U.S. small businesses have at least one computer on site
used for business purposes, and in some sectors computer usage has almost reached
saturation,. The survey, which measures attitudes, behaviors and trends in the U.S. small
business market, also found out that two-thirds of all small businesses and approximately 85
percent of small business computer owners have Internet access, more than half of those have
aWeb site and the number isrising. However, only 27 percent of those with a Web site sell
on the Internet and average less than three Web-based orders per month. This survey shows
that the need for the internet access and web presence is strong regardless of the different
characteristics among many disparate companies.

Regarding the type of transactions that small businesses do, a study conducted by
Celent stated that small businesses infrequently use the Internet for basic transactions such as
online banking. Only two percent of businesses indicated that they regularly paid bills online.
Despite the fact that small businesses do not currently utilize the Internet for banking
transactions, the study found that the majority of small businesses would like more services
automated online, suggesting that the propensity of small businesses to use online servicesis
high, but small businesses are either unaware of what is currently available online or
frustrated by the lack of robust solutions. (Moore et al., 2001)

With respect to the amount of I'T spending by small businesses, it isinteresting to
observe a gap between the commercial small businesses vs. the home office small businesses.
The COMDEX Small Business Survey by Key3Media Group, Inc. found that home office
small businesses have very different IT needs than commercial office small businessesin
regardsto I T investment priorities, I T budgets and preferred purchasing channels. Nineteen
percent of home office businesses consider computer systems to be the most important
technology investment, while 23 percent of commercial office businesses are most concerned
with investing in Web products or services. This difference, as might be expected, is reflected
in small business IT budgets. Commercial office small businesses have an average annual I T
budget more than twice the size of home office small businesses - $1.3 million vs. $622,000
(Greenspan, 2002). Regardless, small-business spending on information technology and
other such functional support areasis going to be significant according to an estimate from
the Kelsey Group that the spending was expected to grow from just over $300 billion to
nearly a haf-trillion dollar by 2005 according.

Like a