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Apocalypse Later

January 10, 2013 - 3:00am

By Peter Stokes

“The best vision is peripheral vision.” — Nicholas Negroponte

Back when I was a carefree grad student, some 20 years ago, I decided to write a dissertation about
apocalyptic discourse. The millennium was then looming on the horizon like a Mayan baktun or a
disruptive innovation, threatening to bring about the end of the world as we knew it. In one corner stood
those who confidently predicted that a comprehensive desolation would be visited upon everything that
we’d once held sacred, and in the other corner stood those for whom the clanging bell of the millennium
would most certainly signal the restoration of a profound peace and a lasting illumination.

Who could resist stepping into a fight like that?

Not only did it sound like fun to tell them they were both wrong, but it also seemed fundamentally true.
[ felt pretty confident, for a start, that the world wouldn’t really end.

I feel much the same today when I confront yet another breathless news story about whatever latest
innovation (hint: it’s always a MOOC) is going to change higher education utterly, for better or worse,
tull stop. Except it doesn’t, and they never do — film didn’t change education utterly, television didn’t, the
computer didn’t, and the Internet hasn’t. After all, I write this to you from the cozy corner of a major
urban research university; the old ways are still very much with us, even as we make way for the new.

While I don’t want to lay the blame for all of this apocalyptic rhetoric at the doorstep of Clayton
Christensen, I would still like to have a word.

Don’t get me wrong, I’'m a longtime fan of online learning (as well as classroom learning; I've studied and
taught in both environments, and each has its strengths). I also like change as much as the next person —
whether it’s the sun coming out in December or a shiny new iPhone. All of these things have something
to recommend them. But do any of them portend the end of time? I don’t think so.

I read Christensen’s Innovator’s Dilemma with real interest back in 1997 when I was an I'T market analyst.
I even reviewed it for a trade newsletter. I think his theories of “sustaining innovation” and “disruptive
innovation” offer interesting tools for understanding how a variety of industries have evolved at particular
moments in the past.

Whether these theories can be used to predict the future, however — well, I'm not so convinced.

For example, I was surprised to read the following prediction from Christensen’s Disrupting Class in 2008:
“by 2019, about 50 percent of high school courses will be delivered online.” I already knew back then that
the penetration of online learning in higher education was nowhere near approaching that level, and I also
knew that higher education was far advanced in its experimentation with online learning relative to high
schools. While Christensen and his co-authors had some interesting mathematical models to draw upon to
support their prediction, common sense and recent history seemed to suggest that the revolution proba-
bly wouldn’t come as early as they’d anticipated. In fact, if the prediction turns out to be true in six years’
time, I'll eat this article.

My real beef, though, isn’t with Christensen. He’s a smart man, even if he’s still something short of a
prophet. My real problem is with the acolytes — and I urge any young readers out there considering a
dissertation of their own on apocalyptic discourse to keep an eye out for these types. Acolytes tend toward
reductivism, simplification, and speaking very loudly. And often they mangle the prophet’s core message in
the process, occasionally even inverting it.



Take disruptive innovation. Please.

In higher education, at least judging by the recent conferences I've attended, far too many people have come
away from Christensen’s work (or whatever second- and third-order echoes of it they’ve picked up from the
media) with the idea that, if we all try, we can simply disrupt ourselves. And that way, nobody has to lose a job
or a research grant or move back to the home office.

Among this strand of believers, “disruptive” innovation appears to be synonymous with “cool” innovation, or even
simply “change” — or even, more simply, “the status quo.”

What these believers forget, or perhaps never knew, is that Christensen uses the concept of disruptive innovation
as a means of describing how the giant company is so often killed by the little guy with the sling shot — a sling
shot that just happens to be cruder, easier to use, less expensive, and more attractive to a heretofore unengaged
set of new consumers than the giant’s weapon of choice. In other words, if genuinely disruptive innovation does
occur within higher education, traditional universities are much more likely to play the role of the giant than the
innovator.

And yet some of the more attentive readers of Christensen’s work have taken to heart his hopeful message that
the only way for incumbent leaders to survive these market disruptions is to create new and separate business
units of their own, free from profit pressures and growth strategies of the core business, and allow them to break
all the rules en route to coming up with “the new, new thing” that will prove to be the true category-killer. If any
institutions within higher education succeed at disrupting themselves, it may be the few that have adopted this
model. But for those institutions working desperately to preserve the rules and still somehow survive in a dynamic
market — the ending may not be the one they expect.

In the months ahead, I'd like to use this column to reframe and refocus the conversation about innovation in
higher education. All of this talk about disruption has become a distraction — an apocalyptic tick. It reminds me
of that great line from Tolstoy, “He in his madness prays for storms, and dreams that storms will bring him peace.”
Let’s leave that aside for the time being and look at productive change in higher education from a different
vantage point.

“The best vision,” Nicholas Negroponte likes to say, “is peripheral vision.” New ideas are out there — in the
margins, away from the main frames of reference. Their immediate effects may be small or local in scale, but they
can gradually introduce meaningful improvements to mainstream practices. In this column [ want to examine
some of the interesting experiments taking place in the margins of our field of vision — experiments that may
well inform how we refine our approach to delivering higher education going forward.

Along the way, I'd like to propose that we focus on a humbler but still worthwhile form of innovation — the kind
that isn’t dependent upon hype, gadgetry, a singular eureka moment, or the game-changing end of all that came
before it. I'd prefer to focus on the kind of innovation characterized by a planned and responsible approach to
strategy and management, the kind that continuously seeks to transform products and services in ways that are
more responsive to the evolving needs of the contemporary marketplace, and which, as a consequence, delivers
enhanced benefits to all participants, whether they be students, faculty, administrators, parents, governments, or the

public.

And let’s assume the world is still there with us, too.

Read more: http://www.insidehighered.com/views/2013/01/10/first-installment-peter-stokes-peripheral-vi-
sion-column-essay#ixzz2HaA0D695
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Business insights and trends for trustees and higher education administrators December 2011

Top 10 imperatives tacing higher
education institutions in 2012

Larry Ladd, Director, National Higher Education
Practice

Now more than ever, higher education
officials must think strategically about

the future of their institutions; today’s
economic and regulatory landscape is
changing rapidly. The professionals at
Grant Thornton LLP closely monitor
emerging trends that influence the financial
outlook at colleges and universities.
Following are what we believe to be the top
10 business imperatives in higher education.

10. Staying abreast of the changing
regulatory environment

Legal and regulatory requirements affecting
higher education institutions are constantly
in flux. Colleges and universities need to
have reliable and consistent processes in
place for identifying and complying with
applicable laws and regulations. Most audit
committees now see monitoring compliance
as a key responsibility. One way to stay
current is to read Grant Thornton’s
publications, especially our regulatory alerts
and accounting updates, which are delivered
electronically.

9. Anticipating demographic shifts
If colleges and universities are to attract
sufficient enrollment, they need to
anticipate the radical demographic
changes that are occurring now and will
accelerate over the next several decades.
Relying on the same locales and high
schools for student applications will result
in sharp drops in qualified applicants.
According to the College Board’s
Higher Education Landscape report,
the number of high school graduates
in the Northeast and South is expected
to increase only slightly in the coming
few decades; the number is actually
declining in some parts of the Northeast.
The number of high school graduates is
growing fastest in the Southwest, Midwest
and West.
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Top 10 imperatives facing higher education institutions in 2012 (continued)

The Higher Education Landscape
report notes that students of White, non-
Hispanic European descent will soon be
in the minority; in the last 10 years, their
enrollment has risen by only 12 percent.
By contrast, Hispanic enrollment grew by
70 percent, Black enrollment by 50 percent,
Asian enrollment by 40 percent and
American Indian enrollment by 31 percent.

To deal with these changes in a
positive manner, colleges must make their
cultures more welcoming and responsive
to prospective students in a wider
demographic — and must shift their
recruiting efforts accordingly.

8. Improving governance and
accountability

Originally sparked by the Sarbanes-
Oxley Act, the need to improve
governance and accountability remains a
high priority for colleges and universities.
Institutions must be prudent managers of
the assets entrusted to them by donors,
the government and students. While
colleges and universities have largely
adopted the formal rubrics of good
governance, such as conflict-of-interest
policies and codes of ethics, there is
often a gap between policy and behavior.
Boards of trustees and audit committees
are increasingly focused on embedding
good governance practices, especially
those involved in communicating
expectations, within the cultures of their
institutions. In addition, closer attention
is being paid to coordination among

the trustee committees (audit, finance,
investment, development) that address
resource management and the oversight
of internal controls.

While audit committees are continuing
to perform assessments of business
risk, we believe that enterprise risk
management, which involves looking at
the institution’s overall risk profile, will
become an increasingly common practice
among audit committees. Many audit
committees aren’t there yet, but we think
they will be soon.

7. Using assets strategically
Given today’s competitive environment,
colleges and universities need to think
about how their financial and physical
assets can best be aligned to achieve the
institution’s strategy. Institutions need
to integrate and align their management
of operations, capital investments, debt
and endowments to maintain appropriate
liquidity levels and mitigate risk.
Increasingly, colleges and universities
are looking at new budget models to
replace incremental budgeting, which
works in times of stability but not in
times of radical change. When overall
revenue is essentially flat, program
initiatives can no longer be funded from
new revenues but must be funded by
eliminating some other program or cost
that has a lower priority. Inside Higher
Ed’s recent survey of more than 600 chief
business officers showed that 9 percent
of institutions have shifted to zero-
based budgeting, 4 percent to revenue
center management and 7.4 percent to
performance-based budgeting.! Each of
these budgeting tools essentially creates a
budgeting by substitution model, which

is the likely future in higher education.

6. Decreasing governmental
commitment

Colleges and universities can no longer
rely on the partnership with government
that has characterized higher education
since the end of World War II. We are
experiencing a loss of confidence in
institutions that have played key roles
in the past half-century: government,
organized religion, unions and even
higher education.

At the state level, median
appropriations for higher education
declined from just above $10 to slightly
more than $6 (exclusive of federal
stimulus funds) per $1,000 of personal
income during the period from 1989-90
through 2009-10, according to the
College Board’s Trends in College
Pricing 2010.2 Public universities have
watched their state appropriations shrink
dramatically, and private colleges and
universities have seen state commitment
to student aid drop.

Among business officers surveyed
by Inside Higher Ed, potential cuts to
federal student aid programs were the
third most commonly cited financial issue
confronting institutions over the next
two to three years.? Indeed, in the current
negotiations over deficit reduction, both
federal student aid and the charitable
deduction are on the table, and it is likely
that these important subsidies to higher
education will be reduced.

continued >

1 Green, Kenneth C.; Jaschik, Scott; and Lederman, Doug. The 2011 Inside Higher Ed Survey of College & University Business Officers, p. 17, 2011.
2 Baum, Sandy; and Ma, Jennifer. Trends in College Pricing 2010 (College Board Advocacy & Policy Center), p. 19, 2010.
3 Green, Kenneth C.; Jaschik, Scott; and Lederman, Doug. The 2011 Inside Higher Ed Survey of College & University Business Officers, p. 22, 2011.
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Top 10 imperatives facing higher education institutions in 2012 (continued)

5. Going global

Higher education institutions are
continuing to go global, with an increased
presence outside the United States and
rising numbers of international students
and faculty on U.S. campuses. Many
colleges and universities that are currently
considered to be U.S. institutions will
become multinational in character.

Institutions are establishing branch
campuses on every continent, as well as
contracting with other nations to plan
and administer programs overseas. Much
of this activity is opportunistic at the
moment, but globalization is fast becoming
an integrated part of university strategy.

To continue attracting the very
best faculty and students, colleges and
universities must reach far beyond their
borders. Campuses will increasingly
become multicultural, with all the
governance and service challenges this
change represents.

In response to the need to manage
their programs internationally, rising
numbers of universities are establishing
a little “state department” to serve as a
central office for oversight of their more
far-flung programs.

4. Understanding and controlling costs
To stay competitive, universities are
prone to adding new programs, facilities
and services. Yet to avoid conflict,
institutions resist closing down existing
programs and services. And remarkably,
students continue to enroll at institutions
even as the price of attendance skyrockets
(see 2., at right).

Ibid., p. 5.
Ibid., p. 8.

Although most colleges and
universities haven’t focused on systematic
cost reduction, there is a growing
consensus that the cost spiral in higher
education isn’t sustainable; in order to
remain competitive, institutions will
need to reduce their internal costs. And
trustees, presidents and chief business
officers see that need: according to
Inside Higher Ed’s survey, 26 percent of
respondents at public institutions believed
that their institution was in fair or poor
financial health, while 37 percent of
those at private institutions felt that their
institution was in fair, poor or failing
(0.7 percent) health.* At the same time,
almost 40 percent of all respondents
said that their institution could make
additional budget cuts without hurting
quality.®

In response to cost concerns,
institutions are increasingly aligning their
strategy with their budget and adopting
metrics to gauge the success of the strategy.

Moody’s 2011 Outlook for U.S.
Higher Education says that institutions
with the best prospects have either the
strongest reputations or the lowest
costs.® We believe that an institution’s
reputation can be improved by lowering
costs selectively and reinvesting savings

strategically.

National Association of College and University Business Officers. 2010 Tuition Discounting Study Report, p. 8, 2010.

Ibid., p. 10.
Ibid.
10 Jbid,

4
5
6 Moody's Investors Service. 2011 Outlook for U.S. Higher Education, January 2011.
7
8
9

3. Sustaining adequate net tuition
revenue
For most colleges and universities, net
tuition is the primary source of revenue,
and sustaining that revenue is critical.
Higher education institutions continue
to worry about the discount rate, and
with good reason: according to the
National Association of College and
University Business Officers 2010 Tuition
Discounting Study Report, the average
discount percentage for entering freshmen
increased from 37.3 percent in 2000 to a
record high of 42.4 percent in 2010.” The
discount percentage for those receiving
institutional grants rose from 77.5 percent
to 87.5 percent during the same period.®
However, net tuition (tuition less
the discount rate) for entering freshmen
grew from $12,000 in 2000 to $17,000 in
2010, rising at an average annual rate of
4.3 percent until the recession hit.” Net
tuition increased by less than 2 percent in
2009 and by just under 3 percent in 2010.1°
While this trend isn’t good for affordability
(see 2., below), it demonstrates that even
with rising discount rates, colleges and
universities continue to see growth in
revenue per student.

2. Making education affordable
A college education is increasingly
unaffordable for many students and their
parents. The annual cost of a private college
has grown from under 80 percent of per
capita income to 112 percent since 1980,
and the cost of a public college has risen
from less than 40 percent to 49 percent.!!
Average student debt per borrower at a
private college was $22,300 in 1999-2000,
as compared with $26,100 in 2008-09
(the most recent academic year for which
statistics were available), according to the
Federal Reserve.

continued >

11 Ricketts, Lowell R. “Is a College Cap and Gown a Financial Ball and Chain?" Liber8® Economic Information Newsletter (Research Library of the Federal Reserve Bank of St. Louis), August 2011.
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Top 10 imperatives facing higher education institutions in 2012 (continued)

The federal government provides
the bulk of undergraduate student aid
through loans (43 percent), Pell grants
(18 percent), grant programs other than
Pell (8%), education and tax credits
(4 percent), and work-study (1 percent).
Of all undergraduate student aid,

6 percent comprises state grants.'? As
mentioned earlier, these aid programs
are prime targets in the deficit reduction
talks and are unlikely to survive at their
present levels, putting more pressure on
affordability.

Calls for government regulation of
educational costs have escalated over
the past decade, but we believe that
self-regulation of prices by colleges
themselves is the best solution (see 4., on
the previous page).

1. Going digital
The biggest changes in higher education
will be technological. Technology
continues to transform how students learn
and how institutions are managed. In 10
years, the university will be a dramatically
different place from the one it is now. In
fact, it may not really be a place — at least
not a physical place — atall.

Here are some ways in which we
believe the educational landscape will
change:

e Distance education will become
typical rather than supplemental.
Fewer students will see the need
to be in a physical classroom,
and universities will recognize
that they can deliver better and
cheaper education through online
and conference call pedagogies.
Current research shows that distance
education, if done right, can be just as
effective as, if not more effective than,
a traditional classroom education.

¢ Cloud-based computing will become
the norm for both academic and
administrative I'T functions. Cloud
technology has already been adopted
for email and other low-risk functions,
but as security improves and products
mature, universities will rely on the
cloud for enterprise resource planning
services, as well.

¢ Information will become more
accessible, especially on mobile
devices. “Open courseware,” by
which universities are putting course
content online and available to
anyone, will allow more students
to access the best faculty from any
location. Digital libraries will make
information more readily available.
Social media will mean that everyone
can be connected to everyone else.

Growth in higher education will rely
on colleges and universities reaching out
to students where they are located rather
than expecting students to reside on
campuses. And in order to survive and
thrive, higher education institutions will
need to understand and embrace the new
technologies.

Are we experiencing one of the really
big shifts in higher education?

There have been moments in the history
of higher education when seismic shifts
occurred in response to significant
demographic, economic and sometimes
religious changes. Colleges in what is
now the United States were started
almost immediately after European
immigrants arrived, looking to preserve
religious identity and institutions. At
that time, colleges prepared students

to enter the guilds of ministry and

teaching. The next shift came with the
Industrial Revolution, when universities
were created as engines of research to
provide the fundamental science and
engineering knowledge essential to the
economy. New universities emerged, and
then as now, most colleges that stayed
successful adapted radically and quickly.
The advent of the Cold War was the
third major shift, when massive federal
investment in research and student aid
transformed colleges and universities
into instruments of the national purpose.
Today, the information age brings with
it new opportunities and new challenges;
one commentator has pointed to the
newspaper industry’s struggles as a
precursor of what most colleges will go
through.”> Another commentator has
predicted disruptions in higher education
similar to those that are happening now in
the book and music industries.!* Do these
upheavals signal the beginning of the next
seismic shift, in which real-time access to
knowledge will become universal, fixed
locations will become irrelevant, and a
truly free market will lower prices?

For more information

e Association of Governing Boards of Universities and
Colleges. Statement on Board Responsibility for
Institutional Governance, Jan. 22, 2010.

e Cantor, Nancy; Howard, Muriel A.; Miles, David W.;
Woolsey, Suzanne H.; and Yudof, Mark G. “Responding
to Today's Challenges: Is Governance Up to the Task?”
Trusteeship, Volume 19, Number 4, July-August 2011.

e Green, Kenneth C. 2011 National Survey of Information
Technology in U.S. Higher Education (Campus Computing
Project), 2011.

e Hignite, Karla; Katz, Richard N.; and Yanosky, Ronald.
Shaping the Higher Education Cloud (EDUCAUSE/NACUBO
white paper), May 2010.

e Moody's Investors Service. Governance and
Management: The Underpinning of University Credit
Ratings, Nov. 18, 2010.

12 Baum, Sandy; Payea, Kathleen; and Cardenas-Elliott, Diane. Trends in Student Aid 2010 (College Board Advocacy & Policy Center), p. 11, 2010.
13 Carey, Kevin. “What Colleges Should Learn From Newspapers' Decline,” The Chronicle of Higher Education, April 3, 2009.
14 Keller, Bill. “The University of Wherever,” The New York Times, Oct. 2, 2011.
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Higher education board committee

best practices: Integrated

governance strategies

Michael J. Monahan, Managing Director,
National Not-for-Profit and Higher Education
Compensation and Benefits Practice Leader

Introduction

The evolving responsibilities of boards
of trustees within the higher education
community place a new onus on board
members to be educated about the
critical nature of their role in school
governance and institutional success. A
dynamic board engaged in the decision-
making process across all areas of
governance will help ensure positive
results for the school, its faculty, its
students and its many stakeholders.
This happens when members of the
board are well-versed in best practices
and regulatory requirements, and join
executive leadership as partners in the
success of the institution.

Below are some prudent action steps
that a higher education institution should
consider taking periodically as part of its
regular due diligence.

1. Completing an evaluation of board
committee structures (e.g., the
number of committees, the charter
for each committee, and composition
and membership requirements)
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2. Conducting an assessment of
committee reporting requirements
and board membership protocols
(e.g., the nominating and
appointment processes, trustee
development, and succession
planning for board and committee
leadership and membership)

3. Actively seeking opportunities for
integrated board committee
decision-making

4. Regularly assessing the skills
and interests of individual board
members, along with their
commitment to best practices in
governance

This article will outline specific
opportunities for facilitating integrated
decision-making among the different
committees of the board, with particular
emphasis on the audit, compensation
and finance committees. These concepts
can be applied across the many board
committees that may exist within an
entity. Atypical situations make the need
for integrated governance particularly
timely. Such situations can occur when an
organization comprises an institution of
higher education and a related health care
entity, and must therefore navigate the
ever-changing landscape of health care
reform from the standpoint of a provider
as well as an employer. This would be
coupled with the growing expectation
within the higher education community
that new vehicles must be sought for
learning and new revenue streams.

continued >




Higher education board committee best practices: Integrated governance strategies
(continued)

The board committee structure: Aligning
member roles with responsibilities

A clear and formal statement of purpose,
responsibility and authority is an
essential element of the decision-making
process for every board committee.
Draftsmanship aside, everyone in the
institution should understand the reality
of why a committee has been formed,
what responsibility it has in relation to
the success of the organization, and what
authority the committee and its members
have in order to make and implement
decisions and fulfill the organization’s
purpose.

Below is a sample formal statement
of purpose for a compensation/HR
committee.

continued >

A sample formal statement

The compensation/HR committee (the committee) of Prestigious University (Prestigious) is a critical component of the overall governance role that the board of trustees
has in relation to the ongoing leadership, decision-making and success of Prestigious. This committee will consist of five members of the board of trustees, each of
whom is experienced in supporting complex, effective and compliant compensation, benefits, HR and/or succession planning programs in higher education or a similar
environment. Each member receives a three-year appointment to the committee by the chairman of the board of trustees.

The committee is responsible for the oversight, administration and design of the various total compensation programs offered by Prestigious to its employee
constituencies; serves as an adviser and partners with senior HR leadership in developing optimal HR strategies; oversees the administration of performance management
programs; and evaluates, on at least an annual basis, the total compensation provided to the executive leadership team of Prestigious by comparing the institution’s total
compensation offerings with those of similar institutions in a manner that is consistent with federal regulations. In addition, the committee is responsible for administering
the performance evaluation process for the president of Prestigious and for establishing an effective succession planning program across the institution’s leadership.

The committee has the authority to hire advisers in relation to its responsibilities and is specifically charged with setting annual performance metrics for the president
and the other members of the institution’s leadership team. Those positions may vary from year to year and time to time, but the leadership team will typically include a
provost, a CFO, a general counsel, a chief investment officer, a chief technology officer, an athletic director, a dean of the medical school, a dean of the law school and
a dean of undergraduate studies. The committee will also have the authority to establish compensation levels, benefit offerings, and employment conditions (e.g., terms
of employment contracts, severance programs and deferred compensation arrangements) for the president and the other members of the leadership team on an annual
basis, subject to the ability of the full board to be informed of any decisions that are made regarding the conditions of employment and/or tenure of the president of
Prestigious.

The committee in its sole discretion may from time to time delegate its responsibilities to a subcommittee or special committee of the board, provided that authority for
decision-making remains with the full committee. Examples of subcommittees are a president’'s compensation committee, a physician compensation committee and a
faculty compensation committee.

Committee members should be familiar with the committee’s formal statement of purpose, or charter, but most importantly, the members of the committee should be

experienced enough to handle the issues that they will face during their tenure. This alignment of individual skills and talents with the stated purpose, role and mission of
the committee will provide for optimal performance.
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Higher education board committee best practices: Integrated governance strategies

(continued)

Integrated decision-making and
enhanced communication opportunities
across board committees

While the ability to segment roles

and responsibilities is important for
focusing board and committee members’
attention, stressing their individual
talents and optimizing their performance,
the evolving nature of committee
responsibilities calls for a transparent
communication style. For example,

audit committee members should be

able to discuss with the HR committee
any issues related to compensation risk,
and HR committee members should
have the ability to review with the

audit committee appropriate measures

of organizational success when those
measures pertain to the institution’s
financial operations.

As the roles and responsibilities of
board committees grow more and more
complex, the practice of overlapping
committee appointments may become
increasingly difficult to sustain;
therefore, a climate that encourages open
communication — whether through joint
meetings or through reports outlining
decisions with potentially broad
implications — will support the overall
mission of the institution.

One opportunity to optimize
communication and integrate
information sharing arises when
executive compensation levels are being
set. As the compensation/HR committee
goes through its process of developing an
effective compensation program based on
comparable market data, it may estimate
the total dollar amounts using a sample
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Form 990 Schedule J. This exercise helps
the committee predict the implications
of different scenarios and benefit design
options over the next five to seven years
(or some other time period) prior to
finalizing any compensation decisions.
Preparing sample disclosures before
making final decisions allows the
compensation/HR committee to
contemplate potential stakeholder
reactions to the programs being
developed or considered. Providing

the audit committee with these
projections will allow the members of
that committee to also discuss potential
stakeholder reactions.

Another excellent opportunity for
enhanced communication between
board committees might involve
the compensation/HR and finance
committees. If the compensation/HR
committee is thinking about offering
a nonqualified deferred compensation
arrangement for the leadership team and
1s contemplating various funding designs
(e.g., a rabbi trust versus an unfunded
liability versus a springing trust), this
committee may be in discussions with
legal counsel regarding technical design
issues. The committee may also be
talking with an external consultant about
compliance issues pertaining to executive

compensation practices, designs and levels
used in a comparable market. In any
event, if the compensation/HR committee
submits to the finance committee a notice
of potential cash flow or budgeting issues
prior to finalizing any decisions, the
outcome might improve, and the decision-
making process might be streamlined.
At the same time, the finance committee
should consider bringing concerns about
areas needing improvement (e.g., financial
performance measurement setting) to
the attention of the compensation/HR
committee. This two-way communication
could provide the opportunity for specific
compensation features to be integrated
into performance management processes,
incentive plans or total compensation
programs.

As one might imagine, there are
any number of opportunities for board
committees to share information in
addition to the reports or other updates
they provide at the annual board
meeting. While these reports are certainly
informative — and important to the
overall operations of a board — the
collaborative nature of a truly transparent
and integrated approach to fiduciary
communication involves more than just
annual updates. The goal is to streamline
decision-making and enhance outcomes.

continued >




Higher education board committee best practices: Integrated governance strategies

(continued)

The unique higher education-health
care model (the academic medical
center and beyond)
Turning our attention to the relatively
small yet integral community of academic
institutions that have a formal relationship
with a health care provider, we would like
to supplement our previous discussion
with a few additional observations.

The disparate cultures of these
organizations can often challenge a
board of trustees. The amount of market
variation that must be factored into the
cost of recruiting and retaining many
types of top talent (e.g., academic deans
versus physicians or physician assistants
versus faculty) presents substantial
difficulties for even the most experienced
HR team. Additionally, legal counsel will
often state that a separation of boards,
board members and board decision-
making practices is necessary to satisfy
legal concerns regarding risk mitigation.
However, we find that the need to recruit
and share talent among related legal
entities within this setting is becoming
ever more commonplace, whether as a cost
savings measure (e.g., physicians serving as
adjunct professors) or in response to health
care reform legislation (e.g., physicians
assisting with the development of revised
medical school curricula as part of meeting
new demands placed on primary care
physicians). Therefore, the organization
might consider making enhancements

to committee structures similar to the
changes discussed previously. For
example, a physician compensation
committee may be a subcommittee

of the compensation/HR committee.

In any event, having an integrated
communication strategy that permits the
full board of trustees to be knowledgeable
about the compensation/HR committee’s
philosophies, benefit offerings and formal
statement of purpose will allow related
entities to draw from collective experience
and avoid potential pitfalls.

Conclusion

These are challenging times, and the
ever-growing burdens being placed on
boards of trustees at higher education
institutions are creating a clear need for
targeted training, focused attention, real
transparency and optimal communication
practices. Having board committee
structures that reflect the need for
informed decision-making through
formal practices, processes and protocols
will assist organizations as they address
ongoing concerns, improve performance
by enhancing the decision-making process,
and mitigate issues related to potentially
noncompliant or risky outcomes. The
benefits of an integrated communication
strategy ultimately accrue not just to

the board of trustees, but to the entire
institution. ®

These are challenging times, and the ever-growing
burdens being placed on boards of trustees at higher
education institutions are creating a clear need for targeted
training, focused attention, real transparency and optimal

communication practices.
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Disruptive Adaptation
The New Market for Higher Education

By Jon McGee

He is the best who, when making his plans, fears and reflects on everything
that can happen to him, but in the moment of action is bold.

— Herodotus, ancient Greek storyteller and historian (5th C. BCE)

Transition points in history often

result from the confluence of multiple
seemingly unrelated events. And while in
retrospect the signals of change and their impact may
appear clear, our real-time experience of change often is
murkier and less certain. History most often does not
come neatly wrapped in a bow. The period of transition
from one historic period to the next—a liminal
moment—typically is jarring as we become unmoored
from the security of current context and practice and
move to a future that appears less certain and less
secure. Adaptation, innovation, and leadership become

premium values during transitional periods.

Disrupted by jarring economic change and long-
predicted demographic shifts, higher education today

finds itself in its own liminal moment.

The Great Recession of 2008 seamlessly morphed into
the Endless Slowdown. At the same time, significant
demographic changes in the traditional-age college

population have begun to take full effect. Assumptions
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colleges may have held as truths about their students,
their families, and themselves prior to 2008 have been
continuously and uncomfortably challenged in the years
since then. What we surely hoped or expected to be
temporary has instead resulted in something more
lasting. [t now appears that we are not simply biding
our time in a temporary interruption of an historic
trajectory. Instead, the economic, demographic, and
(likely) cultural and political trajectories have changed.
The new pathways have produced a continuing
disruption as both families and institutions struggle

to adapt to new and changing market conditions.

The disruption challenges assumptions and long-held,
often revered, practices and values. The signature
characteristic of the new trajectory, for colleges and
families alike, is scarcity. The battleground for what is
best described as disruptive adaptation will be defined
by economic choices. And colleges of all stripes will
be challenged in remarkably complex ways to find
new approaches to align their mission, market, and

management practices and aspirations.
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Forces of Disruption

What are the signature issues of the higher education
marketplace today? The economy, though better to be
sure, has not yet fully recovered and remains fragile. In
addition, the forces of demography, long-predicted, also
continue to evolve and exert pressure on our enrollment
practices and expectations. A review of five key forces of
disruption suggests that complex choices will remain the

norm for most colleges and families.

1. Demography. The basic force driving enrollment,
demographic projections have for years indicated that
markets for traditional-age students across the country
would change in dramatic ways. The projections have
played out. Demographic change has

unfolded in three ways, each of which

change will continue to impact the competitive

environment for higher education.

e The U.S. population—particularly the young
population—is increasingly racially and ethnically
diverse. Between now and 2020, the only growth that
will occur in high school graduates nationally and
regionally will occur among young people of color. The
number of white graduates will fall by 7% between 2012
and 2020, while the number of graduates of color will
increase by 19%. It is important to pay attention not
just to the big numbers, but also to what is happening
among sub-populations. Most notable, the country
will continue to experience extraordinary growth in

the number of Hispanic high school

graduates over the next eight years

has significant and long-term

implications for colleges everywhere:

e After reaching its apex in 2008, the
number of high school graduates
nationally began a protracted
period of slow decline!. Though
not a particularly steep decline,
the change came on the heels of
already historically high college and families.

participation rates, which

A review of the five
key forces of disruption
suggests that complex

choices will remain the

(expected to rise by a whopping
35%). Hispanic students already
make up the largest share of graduates
of color—and their plurality will
widen to a majority share by 2020
and beyond (46% in 2012 to 52%

in 2020).

norm for most colleges

Changing demography presents new
opportunities but new challenges, as

well. New markets are not born

suggested, at a minimum, that the

higher education marketplace

would become more congested and more competitive.
And that has played out. Admission yield has become
increasingly difficult to predict and manage at colleges

and universities across the country.

e More significant for most colleges, demographic change
has occurred in different ways in different parts of the
country. While the number of high school graduates in
the South and the West has remained mostly stable, the
Midwest and East each have experienced significant
declines. Most students nationally travel less than 100
miles from home to college (and 80% travel less than
500 miles)—meaning that the vast majority of higher

education is local or regional. Local demographic
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overnight. Moreover, selectivity
notwithstanding, most colleges in the
country do not choose their market. The market chooses

(or doesn’t choose) them.

2. Unemployment. Persistently high unemployment
remains a nagging remnant of the Great Recession. While
job numbers have improved recently (unemployment in
March 2012 reached its lowest level in three years), hiring
remains slow. The number of unemployed, marginally
employed, and discouraged workers in the U.S. totals
nearly 23 million?. More significantly, those defined as
long-term unemployed (more than 27 weeks) comprise
more than 42% of all unemployed people—more than
twice historic averages and suggestive of a long-term

structural unemployment problem in America.
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Unemployment is a key statistic not just because of the
personal devastation it wreaks and the economic drag it
creates, but also because the statistic itself drives social
and political anxiety. It is as important perceptually as it is
in reality. Almost surely an overlooked statistic outside of
the financial aid office, colleges need to pay closer
attention to the changing employment situation both
broadly and among their own students. The employment
devastation wrought by the Great Recession touched
families of all types and continues to influence economic

behavior, including college choice.

3. Family income. In spite of significant economic growth
prior to the recession, Census Bureau data indicates that

real median income for families with
children declined by nearly 11%

2009, the median value of homes owned by couples with
children fell by nearly 18%. While other assets like stocks
have recovered most of their value over the past several
years, homes have not. Falling home prices and home
values have put many families at financial risk—many
holding mortgages worth far more than the value of their
homes. Combined with flat or falling income and high
unemployment, a large number of American families are
simply poorer than they were five years ago—which has
had and will continue to have extraordinary implications

for financial aid and college affordability.

5. Family debt and saving. Americans took on
extraordinary amounts of debt in the run-up to the
Great Recession. However, when

faced with the reality of unsustainable

between 2000 and 20103. Inflation-
adjusted median income is now
similar to what it was in 1996. Real
income has fallen for families of all
types—but colleges looking forward
need to pay closest attention to
families who do not yet have college-
age children. Real income for young
families (those headed by someone
aged 25 to 34) fell by nearly 13%
between 2000 and 2010. The picture

The question for most
colleges will not be
whether they survive,
but rather how they will
adapt to succeed in a

new marketplace.

debt addiction, they changed their
behavior. For reasons both self-
directed and externally imposed,
families have spent the better part
of the last three years reducing their
debt obligations (student loans being
a notable exception). Financial
obligations as a percentage of
disposable personal income dropped
sharply after the recession began as

families bought down or wrote down

is not encouraging and suggests that
financial aid expenditures will
continue their inexorable rise for the foreseeable future—

irrespective of changes in tuition price.

4. Home values. Homes are most families’ largest asset.
For generations, it was an unassailable American
presumption (though not an empirical truth) that home
prices and property values would always increase.
Unfortunately, many families learned the hard way that
they don’t. According to the S&P/Case-Shiller index of
home prices?, prices peaked in April 2006. The housing
bubble burst shortly thereafter and, since then, home
prices have plummeted by 34%, stabilizing in summer
2009 but ebbing downward again in 2011. Research by the
Federal Reserve Board® indicated that between 2007 and
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debt of all kinds. Between the

middle of 2007 and the end of 2011,
the average financial obligations ratio (which measures
the ratio of household debt of all types to disposable
personal income) fell by nearly 20% among
homeowners®. In addition, after reaching dismal lows
by 2005, personal saving rose sharply in the immediate
aftermath of the recession, reversing a long-term trend of
progressively lower savings rates’. Though savings rates
have declined since 2010, they remain higher than the
average for the five years prior to the Great Recession.
That’s good news from an overall financial health
standpoint. What remains to be seen is how families
will re-rank their spending priorities and whether they
will return to old habits if and when the opportunity

presents itself.
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Each of these indicators matters because they individually
and collectively shape college opportunity from the vantage
point of both families and institutions. Each represents a
long-term issue not easily subject to short-term change.

In a brute force way, the indicators direct colleges to think

long term and to better understand their markets.

Disruptive Adaptation:

Making Choices in a New Marketplace
The forces of disruption are everybody’s story and nobody’s
story. On the one hand, the challenges they present

will continue to influence and re-shape the broad market
for higher education. On the other hand, they impact
different institutions in vastly different ways. Which

is why in spite of the swirl of uncertainty around us,

two things are absolutely clear:

demand, and rising expectations for performance and
management. Innovation surely will play a significant role
in future planning and success. But I believe adaptation

will play an even larger role.

The crosscutting pressures of the marketplace mean that
some amount of adaptation to the disruptive forces of the
marketplace is required across the spectrum of college

operations. Adaptation will occur along three basic lines:

1. Market adaptation identifying new markets, new ways
to succeed in current markets, and new pricing practices.
Each of these options presents complex choices: new
markets typically take years to develop, new ways to
succeed in current markets requires a competitive leap

forward, and new pricing practices

e Colleges and universities
everywhere must have a deep
and clear-eyed understanding
of their own markets, their
own opportunities, and their

own constraints.

e Solutions that suggest one-size-will-
fit-all will not work. All solutions

Or responses must be contextual.

Due to the pressures

of the marketplace,
disruptive adaptation
will play a very large role
in the future planning

and success of colleges.

require a sophisticated financial

calculus.

2. Management adaptation involving
a combination of new pathways to
efficiency and new ways of delivering
and supporting the infrastructure of
higher education. The subject of
dozens of management practice texts,
management adaptation will require

a careful assessment of productivity.

This is not a time for dreamy future-gazing or stubborn
commitment to past practice. Nor is it a time to wallow in
a sea of gloomy news. Rather, the imperative is to address
the realities of our environment in a forward thinking,
grounded, and assertive way. In the end, our aspirational
ambitions must align with our operational realties. Models
projecting ruin come to fruition only if behavior does

not change. The question for most colleges will not be
whether they survive, but rather how they will adapt to

succeed in a new marketplace.

Most colleges will spend the better part of the next decade
(not just the next year) continuously working to align
their aspirations with their operations. They will do so in

an environment of increasingly scarce resources, intense
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3. Learning adaptation exploring new ways of imagining
and delivering the learning experience. This likely is the
most fertile ground for change. However, it also presents
the set of choices most burdened with the weight and

trajectory of institutional history and values.

None of these vectors of adaptation is independent;
choices in one influence choices in the others. Whether
generated internally or imposed externally, some amount
of change along all three lines is likely for the vast
majority of higher education. Institutional conditions

will (and should) determine the particular type and degree
of change required at any given college or university.

The question, then, is the framework by which we can

evaluate these independent issues.
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THE DECISION CUBE
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A Contextual Tool for Addressing Disruptive Adaptation: The Decision Cube

In the face of continuing disruption, it is more important
than ever for colleges to define their markets. Two

questions are paramount:
1. Should we make changes to accommodate our
current markets, adapting to the ways those

markets have changed?

2. Should we seek new markets in new ways in new places?
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Unfortunately, while each question likely yields an
interesting discussion, neither lends itself to an actionable
conclusion. Part of the problem rests with the term
“market.” It encompasses many variables, both dependent
and independent, inclusive of enrollment and learning
profile. The challenge is to dimensionalize those variables
in a way that makes their points of intersection—

and therefore the points of trade-off—clear.
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The universe of market-related choices is encompassed
along three distinct but related dimensions: enrollment
size, enrollment profile, and educational profile or identity.
Choices along any one dimension influence choices in

the other two—collectively forming a kind of strategic
decision cube (like a Rubik’s Cube, only not equal

sided). The decision cube provides a framework for
addressing disruptive adaptation and making choices

in turbulent times.

The three dimensions of the cube present
the following choice field:

¢ Enrollment Size. All institutions have three basic
enrollment choices—enroll more students, fewer

students, or the same number of

changing the enrollment profile because it often

is deeply rooted in history and sense of self, and
contextualized by any number of taxonomies and peer and
aspirant groupings. Nonetheless, it represents a real choice,

particularly during disruptive or transitional periods.

The decision cube demands simultaneous consideration
along all three dimensions for any discrete choice along
one dimension. For example, a decision to increase
enrollment also requires reflection on enrollment profile
and educational identity (e.g., What happens to our
profile when we increase enrollment? Is our current
educational identity sufficient to attract the additional
students we seek to enroll?). In other words, all market
choices related to size, profile, and identity are integrated.

Each choice along any one of the

students. An enrollment target is a
singularly consequential choice for
most colleges, particularly those
that are tuition dependent. It
involves consideration of both new
and returning students. Retention
strategy must be a key component

of enrollment decision-making.

Each choice along

any one of the three
dimensions requires
choices along the other

two dimensions.

three dimensions requires choices
along the other two dimensions.
Each collection of choices lands
an institution in one part of the

cube or another.

The size, profile, and identity
dimensions of the decision cube

define market and mission choices.

Enrollment Profile. Similar to the
size question, all institutions also
have three choices related to their student profile—
improve the profile (this can be specified in any
number of terms), lessen the profile (typically,

though not exclusively, expressed in terms of academic
characteristics), or maintain the current profile.

A decision to change the enrollment profile is complex
because few colleges actually own their profile
market—and in many cases, their profile market

owns them.

Educational Identity. Only two choices here—
maintain your current educational identity (e.g.
residential, full-time, undergraduate, traditional-age,
liberal arts, particular program mix, etc.) or change it to
something different (which must be defined). Changing

educational identity is even more complex than
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Those choice combinations clearly
have significant management or operational implications.
Consequently, in addition to making basic choices
about size, profile, and identity, each box in the cube—
irrespective of the degree of change in any of its particular
components—carries with it four management imperatives

that bring the market and mission dimensions together.

1. Financial requirements.

How do we create and allocate resources to ensure the
success of a particular choice? The consideration must
include a review of net tuition requirements, fundraising
requirements, and expense requirements. The net revenue
opportunities associated with any set of choices must at
least match its expense requirements—meaning any
choice must either yield revenue in excess of expenses

or be financed by a set of trade-offs that bring the revenue

and expense equation into balance.
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2. Program requirements. What program strategies are
required for success in either new or existing markets?
Program requirements include consideration of both
curricular and co-curricular programs and activities.

In the end, programs and activities provided by an
institution cannot be constructed independent of the

needs, interests, and demands of the institution’s market.

3. Recruitment requirements. How will we go to market
to ensure our success! Recruitment strategy must include
an assessment of current markets, capacity for market
development, and recruitment support. Well understood
in admissions offices everywhere, all enrollment goals
require the formulation and execution of clear tactical
strategies. Enrollment success rarely results from

hopes and wishes.

sustainable). If not, the decision cube model provides a

tool for consideration of adaptive (or innovative) change.

The objective in the end is to reach a kind of two-way
equilibrium. Colleges need to find a point of sustainable
economic equilibrium, a point at which revenues and
expenditures each are secure enough to create long-term
prospects for success and excellence. Put in the form

of a question, what decisions must we make to create
sustainable conditions for excellence in the context of a
shifting marketplace that requires continuous adaptation?
Students and families seek a similar point of equilibrium—
a point of balance between what they are able to pay

(an economic question) and what they are willing to

pay (a value question). Put in the language of economics,

for families, the marginal value

4. Brand communication
requirements. How must we position
the institution in the marketplace

to ensure success? Does that require
changing the way the college
currently is understood? The more
significant the change along any

of the three dimensions of the

The challenge for
institutions is to
determine whether their
current market position

is sustainable.

(or utility) of attending a particular
college must equal the marginal
financial effort required of the family.
Each point of equilibrium is the
product of a complex set of decisions
wholly owned by neither institutions
nor families. Colleges address market
issues from their own vantage

point. However, the cube framework

decision-making framework, the more

important brand communication becomes.

Every institution begins the cube exercise in the same
place: a current level of enrollment, a current enrollment
profile, and a current educational identity. That place
reflects a college’s summative marketplace identity. During
disruptive times, the challenge for institutions is to address
the four management imperatives to determine whether
their current market position is sustainable (or if they

are willing to make the trade-offs necessary to make it

© LAWLOR PERSPECTIVE

provides an opportunity for
institutions to simultaneously consider mission, market,

and management issues as they make decisions.

And in the End

Mission, market, and management choices ought not be
the product of benign neglect or drift. Few colleges today
can afford the cost and consequences of drift or neglect.
The challenge is to marry the three dimensions in a way
that is considered and capable of yielding a sustainable

and successful future.
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The financially sustainable university

A focused strategy can help colleges and universities reinvent
their industry and stop spending beyond their means
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Few industries in the United States have achieved
unquestioned global leadership as consistently and
effectively as our higher education system. US colleges
and universities are the cornerstone of our economic
prosperity and the key to realizing the American dream.
Thirty years of growth have confirmed the sector’s
leadership and vibrancy—the result of demographic
and economic factors combining to lift higher educa-
tion even higher.

Despite this success, talk of a higher education “bubble”
has reached a fever pitch in the last year. The numbers
are very familiar by now: Annual tuition increases several
times the rate of inflation have become commonplace.
The volume of student loan debt has surpassed $1 trillion
and is now greater than credit card debt. Most college and
university presidents, as well as their boards, executive
teams and faculty members, are well aware that a host of
factors have made innovation and change necessary.

Still, at the majority of institutions, the pace of change is
slower than it needs to be. Plenty of hurdles exist, includ-
ing the belief that things will return to the way they always
were. (Note: They won't.) But the biggest obstacle is more
fundamental: While leaders might have a sense of what
needs to be done, they may not know how to achieve the
required degree of change that will allow their institution
not just to survive, but also thrive with a focused strategy
and a sustainable financial base.

Leading change is challenging in any organization. But
in higher education, it's markedly more difficult. If the
stakes weren't so high, incremental improvements might
be enough. But they aren’t, and that's become abundantly
clear. Change is needed, and it's needed now. What
follows is a road map for college and university presidents
and boards of trustees, explaining the scope and depth
of the situation, the key actions required and—most im-
portant—what it will take to succeed in leading change.

The liquidity crisis facing higher education

If you are the president of a college or university that is
not among the elites and does not have an endowment
in the billions, chances are cash is becoming increasingly
scarce—unless you're among the most innovative.

The financially sustainable university

The reason is simple: Approximately one-third of all
colleges and universities have financial statements that
are significantly weaker than they were several years
ago (see Fiqure 7).

On the balance sheet side, the equity ratio (equity as a per-
centage of assets) is down—sometimes way down.’ On the
income statement side, the expense ratio (expenses as a
percentage of revenue) is significantly up.> And, to make
matters worse, endowments have taken a major hit and are
not likely to see the type of year-over-year growth they were
accustomed to seeing in the decade before the recession.

The translation: Institutions have more liabilities, higher
debt service and increasing expense without the revenue
or the cash reserves to back them up.

In the past, colleges and universities tackled this problem
by passing on additional costs to students and their
families, or by getting more support from state and
federal sources. Because those parties had the ability and
the willingness to pay, they did (<see Flgure 2). But the
recession has left families with stagnant incomes, sub-
stantially reduced home equity, smaller nest eggs and
anxiety about job security. Regardless of whether or not
families are willing to pay, they are no longer able to foot
the ever-increasing bill, and state and federal sources
can no longer make up the difference (<ee ‘F@M@ 2).

Financial fade

Which schools are spending more than they
can afford? Explore the data in our interactive
graphic at www.thesustainableuniversity.com

Financial Fade
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;@Me 7 : Change in equity vs. expense ratios for US colleges and universities
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Sources: Integrated Postsecondary Education Data System (IPEDS) 2006-2010; Bain & Company and Sterling Partners analysis

?@M@ 2.: Higher education inflation (2001-2010)
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;@Me 2 : Educational appropriations per FTE, US (fiscal 1985-2010)
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Which institutions are at risk?

Presidents who want to give their institution a stress test
can simply refer to the list of questions provided in the
box on page 7 (see tiolear). From a financial perspec-
tive, highly selective institutions don't need to worry
because they possess pricing power (although they may
be concerned that their mission will suffer if they must
make compromises to the need-blind admissions policy).
Well-endowed institutions or those with strong financial
statements through prudent financial management are
also fine, because they have ample resources to serve
as “shock absorbers.”

But what about the others? The data is clear: A growing
percentage of our colleges and universities are in real
financial trouble. And if the current trends continue, we
will see a higher education system that will no longer be
able to meet the diverse needs of the US student pop-
ulation in 20 years (<ee F@M@ 4).

The social and economic implications of that are staggering.

1997

1998
1999
2000
2001

2002
2003
2004
2005
2006
2007
2008
2009
2010

Reversing the “Law of More”

Much of the liquidity crisis facing higher education comes
from having succumbed to the “Law of More.” Many
institutions have operated on the assumption that the
more they build, spend, diversify and expand, the more
they will persist and prosper. But instead, the opposite has
happened: Institutions have become overleveraged. Their
long-term debt is increasing at an average rate of approx-
imately 12% per year, and their average annual interest
expense is growing at almost twice the rate of their
instruction-related expense (<ee ?@M@ ¢). In addition
to growing debt, administrative and student services
costs are growing faster than instructional costs. And
fixed costs and overhead consume a growing share of
the pie (<ee F@M@ é).

This cost growth is at odds with the concept of the expe-
rience curve, which holds true in almost every industry.
The experience curve indicates that as a company’s or an
industry’s cumulative output goes up, cost per unit of
production will go down. A prime example of this is
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?@M@ 4. : Projected tuition levels based on historical trends
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“Moore’s Law,” the principle that the number of transis-
tors on a computer chip will double approximately every
two years. The semiconductor industry has maintained
this pace for decades, leading to consistent increases in
computing power and cost reductions for the technology
that is at the heart of the digital revolution.

The natural question for higher education, then, is what in-
cremental value is being provided for the incremental cost?

To reverse the Law of More and create a more differen-
tiated and financially sustainable institution, innovative
college and university presidents are doing four things:

1. Developing a clear strategy, focused on the core
2. Reducing support and administrative costs
3. Freeing up capital in non-core assets

4. Strategically investing in innovative models

You might think you're doing many of those things
through your strategic planning process, but too often
that is not the case. Colleges and universities frequently
aspire to be the same thing, with a focus on moving up
to the next level and gaining greater prestige. It can be
far more about “me-too” as opposed to carving out a
unique strategic position. As a result, most of the stra-
tegic planning that happens in higher education is on
the margins and not focused on making the hard decisions
that will ultimately lead to success.

Focusing on the core

The healthiest organizations—from Fortune 500 com-
panies to start-ups to academic institutions—operate
with a discipline that allows them to stay true to their core
business. The core is where high-performing institutions
invest the most and generate the greatest returns. It is the
area where they are the clearest about the value they add.
It is the domain where they are the most differentiated
and the place from which they derive their identity. In
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Increase in key components of higher education cost base (CAGR 2002-2008)
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Sources: BLS; IPEDS; Bain & Company and Sterling Partners analysis

short, the core is the strategic anchor for the focused
company or the focused university.

In any industry, there are three primary paths to com-
petitive advantage: differentiation, low cost or structural
advantage. The trick in pursuing a differentiation strategy
is truly understanding your unique core and then focus-
ing resources on it. An implicit part of having a focused
strategy is not only defining what you are going to invest
in, but also clearly articulating what you are not going to
do. If institutions try to pursue too many areas of differ-
entiation, they're likely to invest too broadly and, thus,
reduce the return on investment for precious capital.

We recognize that focusing on the core is hard to do,
given the history and culture of universities—authority
is often diffuse and people don’t like to say “no,” espe-
cially in the absence of any definition of value. But the
worst-case scenario for an institution is to be relatively
expensive and completely undifferentiated. Who will pay
$40,000 per year to go to a school that is completely
undistinguished on any dimension?

Long-term debt

Interest expense

Unfortunately, many institutions seem to be headed down
that path. But by focusing on the characteristics that are
truly distinctive and channeling resources to them, in-
stitutions can positively improve their performance and
get on the path to long-term sustainability.

Reducing support and administrative costs

Boards of trustees and presidents need to put their
collective foot down on the growth of support and admin-
istrative costs. Those costs have grown faster than the
cost of instruction across most campuses. In no other
industry would overhead costs be allowed to grow at this
rate—executives would lose their jobs.

As colleges and universities look to areas where they can
make cuts and achieve efficiencies, they should start
farthest from the core of teaching and research. Cut
from the outside in, and build from the inside out.

Growth in programs and research, increasing faculty and
student demands, and increasingly cumbersome compli-
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F@M@ & Relative expenditures in US higher education (1995-2010)

Relative share of expenditures per FTE enrollment
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ance requirements have all contributed to the growth of
administrative costs. The reasons are often very legitimate.

But as new programs are added, old programs often are
not curtailed or closed down. The resulting breadth of
campus activities creates too much complexity for staff
to manage with any efficiencies of scale. Units don’t
trust one another or the center to provide services, and
incentives are not aligned across the campus. These is-
sues ultimately manifest themselves in multiple ways:

e  Fragmentation. Data center management is a good
example of fragmentation on campus. At the Uni-
versity of North Carolina at Chapel Hill (UNC), the
central IT group managed fewer than half of the
servers on campus in its data center. For the servers
located in the colleges, fewer than half were managed
by college IT groups—the rest were considered
“hidden” at the department or faculty level. Despite
the inherent data and security risk of having so many
unmanaged servers on campus, faculty members
were very skeptical about turning over control to the

Private research universities

university’s central IT department. In similar cases,
outsourcing data centers would be a good solution.
Third-party data centers, whether they are managed
or cloud-based, could provide more sophisticated
solutions, higher levels of security, greater flexibility
in capacity and lower cost than internal solutions—
all with greater accountability and less politics.

Redundancy. At the University of California at
Berkeley, as on many other campuses, procurement
was managed at the department level. There were no
product standards, and each department negotiated
its own vendor contracts. A sample of purchase
orders showed that the same item was being bought
for as much as 36% more in some departments
than in others. By centralizing and standardizing
more of its procurement going forward, Berkeley
expects to save more than $25 million per year.

Unneeded hierarchy. Most campuses have too many
middle managers. Before it reorganized, Berkeley
had average spans of control (the number of employ-
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You might be at risk if....

1. You are not a top-ranked institution

2. Your financial statements don’t look as good as they used to

3. You have had to take drastic measures

Your admissions yield has fallen and it's costing you more to attract students
Median salaries for your graduates have been flat over a number of years
Your endowment is in the millions not billions, and a large percentage is restricted

Your debt expense has been increasing far more rapidly than your instruction expense
Your property, plant and equipment (PP&E) asset is increasing faster than your revenue
You have seen a decline in net tuition revenue

Tuition represents an increasingly greater percentage of your revenue

Your bond rating has gone down

You are having trouble accessing the same level of government funding

You are consistently hiking tuition to the top end of the range
You have had to lower admissions standards

You have had to cut back on financial aid

You have reduced your faculty head count

ees reporting directly to a manager) of around four,
compared with more than six for average companies
and closer to 10 for best practice companies. Fixing
spans and layers, as well as better defining roles,
empowers an organization, reduces bureaucracy
and significantly boosts productivity.

Misaligned incentives. Unlike the corporate world,
where profit and share price (mixed with a pinch of
anxiety about pay and job security) ultimately help
create alignment, there are fewer mechanisms within
a university to improve alignment across the campus.
Universities tend to operate as a federation of colleges,
and colleges as a federation of departments. Budget
models are complex and the flow of funds convo-
luted. The people who manage budgets often have
limited options to influence the entities responsible
for consumption and, ultimately, costs (e.g., many
campuses don’t charge departments for electric power
based on consumption). Despite a culture of open-
ness, there is surprisingly little transparency because

data is poor, silos are strong and performance man-
agement is virtually nonexistent.

Complexity. Simply put, campuses engage in too
many activities that require too broad a skill set
to effectively deliver in-house. Take IT application
management, for example. Not only does it need
to support classroom and research needs across a
diverse set of disciplines (history, music, law, engi-
neering, biomedical sciences), it also has to cover
functions (finance, HR, research administration,
registrar, libraries, student services). If that weren't
enough, IT also has to serve industries beyond the
core academics, including bookstores, retail food,
debit cards, hotels, museums, stadiums, publishing
houses, veterinary hospitals and power plants. A
single IT group would have a hard time managing
all of that well, given the expertise required, leading
to either poor service delivery or fragmented, sub-
scale and costly delivery.
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Outsourcing more of the non-core activities would reduce
campus complexity and cost. Third-party providers typi-
cally have greater scale capability and skill because the
outsourced service is their core business, enabling them
to deliver the same or better service at a lower cost.

Ultimately, in order to reduce administrative costs without
diminishing service—and perhaps even enhancing it—
campuses will need to consolidate subscale operations
by creating shared services or outsourcing; improve pro-
cesses by eliminating low-value work and automating
more; refresh the organization by streamlining spans
and layers and improving performance management;
and strengthen controls by updating the budget model,
modifying policies and increasing transparency.

Freeing up capital in non-core assets

Another significant opportunity for institutions to
strengthen their cash position is to better manage their
assets. Whether it is real estate, physical assets or intel-
lectual property, colleges and universities are involved in
a number of activities where partnerships with third-
party providers would allow for financial relief and
improved performance.

Real estate

US colleges and universities collectively have more than
$250 billion worth of real estate assets on their balance
sheets. In other real estate—intensive industries, such as
lodging, restaurant and healthcare, organizations have
consistently found ways to turn a portion of these assets
into cash by selling and leasing back, without losing their
ability to use the real estate in the same way as before. At
some colleges and universities, real estate represents the
single largest asset on their balance sheet. The former
president of a large land grant institution in the Pacific
Northwest expressed one of his biggest frustrations dur-
ing his tenure: He had been sitting on $2 billion worth of
real estate assets, but he hadn’t had the opportunity to use
any of it to improve his university’s financial situation.
Converting even a small portion of an institution’s real
estate assets to cash could change its strategic trajectory.

Physical assets

Many institutions own other physical assets that could
also be converted to cash through sale and leaseback
arrangements or outsourced service contracts. In most
IT outsourcing deals, for example, the service provider
buys the client’s IT assets (infrastructure, equipment,
facilities and so on) up front and then provides service
on a long-term contract.

Hard assets like power plants and cogeneration facilities
offer campuses another opportunity to free up capital, as
commercial power companies may be interested in
acquiring those assets. There is also a growing class of
private equity investors looking to infrastructure invest-
ments to provide low-risk, stable cash flows to balance
out their portfolios. By selling these assets, campuses
could free up tens of millions of dollars in capital.

Intellectual property

Many college and university presidents feel that tech-
nology transfer offices are the custodians of some of
their institution’s most underleveraged assets. Indeed,
US colleges and universities spend some $92 billion
each year in R&D and realize approximately a $2 billion
annual return on those investments. Conversely, intel-
lectual property companies that manage the patent
portfolios of technology giants such as Microsoft typically
get returns of several times their clients’ original R&D
investment. Some of those companies are beginning
to look at the higher education sector as an area where
they can make a major impact and bring innovative
products to market. By partnering with intellectual
property companies in the private sector, colleges and
universities could tap into a lucrative new source of
revenue to strengthen their balance sheets and support
other mission-focused organizational activities.

Strategically investing in innovative models

College and university presidents are well aware of the
“disruptive innovations” that are changing the landscape
within higher education. According to a 2011 survey by
the Babson Survey Research Group in collaboration with
the College Board, online enrollment grew at a compound
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annual growth rate of more than 15% per year between
fall 2002 and fall 2010, increasing from less than 10% of
all higher education enrollments to just more than 30%
during that period. A recent Bain survey of 4,500 students
also indicates growing online enrollment: Approximately
45% of respondents had taken an online course.

The rapid growth of online education has changed the
game in a number of areas: value proposition (flexibility
for students), economics (higher fixed-cost percentage,
but lower fixed-cost dollars), marketing and recruiting
(increasing reach) and outcomes and assessment (better
tracking and measurement). Nearly two-thirds of the
college and university leaders at more than 2,500 insti-
tutions surveyed by the Babson Survey Research Group
said that an online strategy is critical to the long-term
success of their institution. Yet surprisingly, less than
50% of responding CEOs had included online programs
in their campus strategic plan.

There is no question that the online market is rich with
opportunity, but until you have defined your core strategy
and identified significant capital to invest in creating
academic value, you will not survive in the online arena.
For some institutions, rushing into the online space
too rapidly to grow enrollment and create new revenue
is another me-too strategy. There are already too many
entrenched players and new entrants with significant
capital in the market for an undifferentiated strategy
to succeed.

As online courses enter the market and employers begin
to accept “badges” and other credentials (further decreas-
ing demand for traditional degrees), the price students
will be willing to pay for undifferentiated brands will
continue to fall. While this won’t be a problem for elite
institutions like Harvard and MIT, it represents a sig-
nificant challenge for most colleges and universities.

Leading the change necessary to be successful

Creating change on campus is harder than creating
change in a corporate setting. In the corporate ecosystem,
power resides largely with the executive team and cas-
cades down. In academia, power usually emanates from
the faculty and works its way toward the central admin-

The financially sustainable university

istration. The concept of shared governance, combined
with academic autonomy and tenure, leads to an organi-
zation where broad change cannot be mandated. Instead,
change on a large scale can only be achieved by working
with the faculty to build a compelling case and a clear
path forward—one that supports the mission of the in-
stitution, but copes effectively with fiscal constraints.

Based on the many conversations we've had with campus
leaders, it’s clear that they generally know what to do,
but really struggle with how to do it. To implement a
strategy that allows the organization to focus on the core,
reduce costs, outsource and monetize assets, and develop
online and lower-cost programs, institutional leaders
need to bring key stakeholders on board and be clear
about roles and accountability.

Bringing key stakeholders on board

One university chancellor told us, “20% are always
going to be on board with me and 20% are always going
to oppose, regardless of what the change is. The trick
is getting the 60% in the middle to first engage and
then buy into the change.”

By nature, faculty members tend to have a low tolerance
for business administration and change that disrupts
their routines. But most faculty members are also evi-
dence-based decision makers who care deeply about the
educational mission of the institution they serve, and
this is an area where the president and the faculty can
find common ground. There are a few truths that may
or may not be self-evident to faculty, but that the president
should have ample evidence to support. These truths are
1) there is no status quo; 2) effective change needs to be
institution-wide; and 3) budget doesn’t always correlate
with value.

There is no status quo

Too often, stakeholders believe that the current cash
crunch and need for change is a temporary phenomenon
that will subside as the economy continues to improve.
But those who see things this way probably haven’t been
exposed to the data presented here and in other reports
that show convincingly that this time is different. Faculty
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and other key stakeholders must be shown clear and
compelling facts to disprove the “return to the status
quo” notion and to clarify the corresponding negative
implications and consequences of inaction.

Change needs to be institution-wide

The magnitude of the challenges being addressed is too
great and the organization is too complex for changes to
be restricted to certain corners of the campus. Scale
matters when you are trying to minimize the cost of
administrative functions, and few departments or colleges
on a campus have enough scale to achieve real benefits.
The support of key stakeholders must be elicited across
the organization.

At UNC, the central facilities administration spear-
headed a clear example of what can be achieved by
working together. The project’s goal was to improve
classroom utilization in order to accommodate a growing
student body without the need to build new buildings
or renovate old ones. Based on an analysis of classroom
utilization, the current space could meet anticipated
demand, with a higher degree of coordination among
the departments, the faculty and central administration.
Many classrooms on campus had been scheduled and
managed at the department level in nonstandard blocks,
and some faculty had been starting their classes on the
half-hour on days when the format for other classes
started on the hour—effectively taking two time slots for
a single class. The administration offered an inducement:
In exchange for standardizing class schedules and allow-
ing nondepartmental usage of their classrooms, the
administration would pay for technology upgrades. It was
a win-win situation: The cost of the additional tech-
nology was significantly lower than the cost of building
new classrooms, and the departments got upgrades
they couldn’t have funded from their own budgets.
Beyond capital savings, the teamwork and standard-
ization saved the university $800,000 and gave it more
flexibility in negotiating its overhead rate with federal
grant-making agencies.

In other cases, it may be necessary to apply a set of
consequences in order to effect change. Given the scarcity
of resources and corresponding competition for those

10

resources, discretionary budget allocations are typically
the most effective tool. At one university, the provost
provided two budget alternatives to each dean and super-
visor. The first was to move forward with the changes
suggested by the administration’s “transformation team.”
The second offered a flat cut to all units if they did not
want to participate in the transformation program.
The flat cut in the second alternative was significantly
higher than the savings that would be achieved by par-
ticipating in the transformation. The logic behind this
was simple: If any unit abstained, savings would go down
for everyone. But by working together across the insti-
tution, more could be achieved with less pain.

Budget does not always correlate with value

But working together across the institution does not
mean that all campus activities have equal value. Part of a
president’s vision for change will need to address where
the institution will place priorities that are consistent with
its mission and differentiated strategy. For example, in an
organization that plans to reduce overall costs, it's quite
possible that some departmental budgets will increase,
while less strategic ones will be cut more significantly.

On the administrative side, budget cuts are always per-
ceived as service cuts. Given the way services have been
delivered—fragmented and subscale—that’s probably
true. But going for greater cost efficiency does not nec-
essarily mean that effectiveness has to decline. Poor
operations take longer to perform the same task, require
more people to get the work done and tend to have sig-
nificant quality issues, leading to rework and customer
frustration. By building scale operations with the right
expertise, process and tools, campuses can reduce cost
while actually improving service levels.

On the academic side, given how difficult it is to define
and measure value, the underlying rationale supporting
academic budgets is rarely called into question. In the
normal budgeting process, all departments typically
receive what they were awarded the year before, plus a
small increase for inflation. This is how one department
at a world-class university ended up with a faculty-to-
student ratio of greater than five to one, including majors
and doctoral students.
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Given the concentration of power and autonomy in the
individual departments, the tendency within many
colleges and universities is simply to assume that all
departments should cut equally from their budgets and
return those funds to central administration. While
this approach is politically defensible as being “fair”
and leaves autonomy with the units for deciding how to
achieve savings, it is not particularly strategic and creates
distorted incentives for managers. In this model, highly
effective managers who run lean operations are forced
to cut muscle while less effective managers simply trim
fat. This leads to a culture where people unnecessarily
hoard resources so that they have something to give
back when asked.

Another example of budget versus value can be found by
looking at Cornell University’s decision to consolidate
five different economics departments, which had been
spread across multiple schools within the university. All
departments were well regarded, but some were stronger
than others. When the decision was made to create one
top-ranked economics department, some of those depart-
ments were essentially eliminated, while others were
fortified in the transition. This change enabled Cornell
to further its mission and to better serve its students,
while also producing significant overall cost savings.

Being clear about roles and accountability

One of the biggest challenges in academia is the lack of
alignment and trust that frequently permeates campus
environments. There is a perception that departments
and units can't effectively collaborate because they don’t
understand one another’s objectives, priorities and needs.
The mistrust is compounded by a sense that outcomes
aren’t measured appropriately, which leads to a lack of
confidence in other departments. All of this contributes
to academic units desiring independence and adds to the
level of difficulty in driving coordinated institutional
change. But this can be corrected by taking needed steps
to clarify roles and create a culture of functional and
individual accountability.
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Role clarity

Several years ago, at one major research university, a
plan that made the organization more efficient and
saved it money was put in place. Then it was undone.
Countless hours and millions of dollars were lost due
to a lack of clarity about roles and responsibilities.

For some time, multiple departments at the university
had been managing their own unique contract with the
same learning management system (LMS) vendor. Each
unit had an independent software license, a different
software update version, its own server to run the appli-
cation and an independent employee to manage the
system. It was fragmented, redundant and inefficient,
but it allowed for independence. Then as part of a campus
change initiative, all the departments agreed to have
the central IT office manage a single university-wide
contract with the vendor. As part of the move, the central
office renegotiated a single license, put all units on the
same software version, had them share server space and
gave a single employee the task of managing the system.
The result was significant savings for the university and
better operability.

But then things broke down. What hadn’t been made
clear during the change was who had ultimate decision-
making authority over classroom technology within
individual departments. Approximately one year after
the change, when central IT informed the departments
that the university would be switching LMS vendors,
the departments were irate. Feeling that it wasn't central
IT’s call, the departments demanded their individual
contracts back—and got them. The savings were erased
and trust was eroded. However, if at the outset it had
been established which party was being given decision
rights over vendor selection, the collaboration would
have been much more likely to succeed.

Accountability

While faculty members have incredibly high standards
around teaching, research and publishing, which are
reinforced through peer review, grading and win rates
on grants, they tend not to apply those standards and
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rigor to the administration in their own departments.
Although many of them are quick to point out the flaws
of central service providers, they do not recognize the
same shortcomings within their own units.

Creating functional accountability is the best solution to
breaking down issues of alignment and trust so that
institution-wide solutions can be implemented. First, as
the LMS example highlighted, it is critical to articulate
roles and responsibilities, including decision rights, for
each functional unit. Once that is clear, service-level agree-
ments can be negotiated between the functional service
provider and the units. These agreements should clearly
spell out what level of performance is expected. Finally,
service quality dashboards can be created. These dash-
boards can be broadly published to create transparency
about actual operating performance versus agreed-upon
goals. This transparency can help overcome suspicion
and distrust about how decisions are being made.

Beyond functional accountability is individual account-
ability. Because of the decentralized nature of colleges
and universities, many roles cross functional boundaries.
Universities also tend to be culturally averse to providing
critical feedback to staff. At one university, of the more
than 6,000 performance reviews on file from the prior
couple of years, fewer than 10 were rated as not meeting

expectations. Based on subsequent interviews with cam-
pus managers, it was clear that there were more than 10
underperformers on campus! Colleges and universities
can put more rigor behind individual performance
management by developing metrics for evaluation that
everyone can understand and apply consistently.

Conclusion

The Law of More needs to be overturned. Universities
simply cannot afford to increase costs in nonstrategic
areas and take on more debt, if they want to survive.
It is imperative that universities become much more
focused on creating value from their core. That will re-
quire having a clear strategy, streamlined operations, a
strong financial foundation, trust and accountability, and
a willingness to invest only in innovations that truly
create value for the institution.

Higher education in the United States is at a tipping
point. In its time of need, the leaders of our colleges
and universities have a tremendous opportunity to re-
shape and reinvent an industry that is directly linked
to our economic prosperity and the hopes and dreams
of millions.

That time is now. @

Equity ratio = total net assets (assets — liabilities) divided by total assets

The asset ratio is calculated by dividing net assets by total assets and measures the strength of an organization’s balance sheet. Net assets is a term that indicates the remaining assets

on an organization’s balance sheet after removing liabilities. The expense ratio is calculated by dividing an organization’s expenses by its revenues and indicates the financial sustainability
of a business. Simply put, an organization’s expense ratio is an indication of its ability to cover the expenses endured by cash inflow.
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PREFACE

Improving productivity in higher education is essential to strengthening the nation and positioning it to
remain competitive in an increasingly global marketplace. Without sufficiently increasing student access,
enrollment, and attainment in our higher education institutions, the United States risks being surpassed by
other nations, becoming less competitive, and failing to tap the full potential of its citizenry. According to the
American Council on Education’s (ACE) Minorities in Higher Education 2010 Status Report, the tradition of
young adults in the United States attaining higher levels of education relative to prior generations has stalled
and for some racial and ethnic groups, the percentage of young adults with some type of postsecondary
degree has actually fallen.

ACE believes that postsecondary education institutions and systems must be open to the implementation

of cutting-edge strategies to enhance productivity, with the end goals of expanding capacity, improving
teaching and learning, and better serving an increasingly diverse 21st century student population. At the core
of significant and sustained progress in advancing productivity in U.S. colleges and universities are leaders
who understand the challenges and have the right tools to effect change and lead a new era of progress and
innovation on their campuses.

To this end, ACE and the Forum for the Future of Higher Education, with the support of Lumina Foundation
for Education, have launched Making Productivity Real, an initiative designed to foster a national conversation
around the topic of productivity. This paper, The Innovative University: Changing the DNA of Higher
Education, is the first in a series that seeks to provide campus leaders with the latest scholarship and
perspectives in this critical area. Authored by campus leader Henry J. Eyring and eminent scholar Clayton M.
Christensen, this essay is based on a plenary session delivered at the American Council on Education’s 93rd
Annual Meeting held in Washington, DC in March 2011.

For additional information on the Making Productivity Real series, please contact Diana Cordova, director,

American Council on Education’s Center for Advancement of Racial and Ethnic Equity, at Diana_Cordova@
ace.nche.edu or (202) 939-9481.
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THE INNOVATIVE UNIVERSITY:
CHANGING THE DNA OF HIGHER EDUCATION

Henry ]. Eyring and Clayton M. Christensen

The language of crisis is nothing new in higher education. In 1973 Clark Kerr, then Chairman of the
Carnegie Commission on Higher Education, spoke at the annual meeting of the American Council on
Education. Kerr cited recently published books on the state of the academy that included in their titles
these descriptors: anarchy, bankruptcy, blind[ness], chaos, confrontation, crisis, death, degradation,
destruction, embattle[ment], explo[sion], and fall. (He stopped after titles beginning with the letter “t”)
In the face of such extreme language, Kerr urged moderation and optimism:

To those who see only gloom and doom, we can say that much that is good is occurring. To those
who say that everything fails, we can say that much is, in fact, succeeding. To those who see only
problems, we can say that there are possibilities available for their alleviation.!

Today there is similar need for moderation and reason for optimism. Yet the current “crisis” is not the
same as past ones. For the first time, disruptive technologies are at work in higher education. For most
of their histories, traditional universities and colleges have had no serious competition except from
institutions with similar operating models. Now, though, there are disruptive competitors offering online
degrees. Many of these institutions operate as for-profit entities, emphasizing marketable degrees for
working adults. However, the innovative learning technologies they employ have significant potential to
serve young students as well, especially given these “digital natives” comfort with online communication.

Fortunately, America’s colleges and universities (hereafter called “traditional universities”) have unique
competitive advantages. They perform vital functions that other institutions do not. As Jonathan Cole
has pointed out in his book The Great American University, they are founts of discovery — including
many of the discoveries that make high-quality, low-cost online learning possible. Traditional
universities also preserve and refresh cultural memory, helping society build on the wisdom of the
past as it embraces new possibilities. Perhaps most importantly, they involve young students in these
processes of discovering and remembering, mentoring them in a special community of scholars.

Two unique assets facilitate traditional universities in the jobs of discovery, memory, and mentoring.
One is their physical campuses, built up over decades at great expense. The other distinctive asset is the
professoriate. The graduates of master’s and Ph.D. programs who enter academic life bring unusual skill
and commitment to their work. They choose the pursuit, preservation, and sharing of knowledge over
greater financial rewards to be had elsewhere. The learning environment they create in their face-to-face
classrooms, offices, and laboratories is uniquely valuable.

[T]ronically, and thankfully, the glorious abundance of the virtual has created an even
greater longing for the real?

—Mary Sue Coleman, President of the University of Michigan
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But the university learning environment is not invaluable in the strict sense of the word. There is a
price to be paid by students, state and federal governments, donors, sponsors of research — and by the
very employees whose sacrifice of higher pay elsewhere must be justified by the rewards of academic
life. Increasingly, many who pay those prices are judging them to be too high. Given new competitive
alternatives, that puts traditional universities at a grave risk, their unique physical and human assets
notwithstanding.

THE TENDENCY TO GET BIGGER AND BETTER

Responding to the risks facing traditional universities requires understanding not only their current
competitive environment but also their evolutionary behavior. Like most organizations, universities
resemble living organisms in an important way: they seek not just to survive, but to grow and improve
in scale, scope, and prestige. Once the typical organization has more than a few employees and has
experienced a degree of success, predictable genetic tendencies switch on. These tendencies start to
dominate planning and investment processes, driving the organization to make things bigger, better,
or both. Diminishing in size or quality violates the genetic code — it introduces a mutation unlikely to
survive the natural institutional response. Becoming bigger and better is “in the genes”

Members of the higher education community readily recognize this tendency. With few institutional
exceptions, universities continuously increase the quantity and quality of what they do. Courses become
more numerous and more specialized. New degree programs are created. New buildings are added

and older ones upgraded. The university seeks more-qualified faculty members and entry into more-
prestigious athletic conferences increases. Through a series of “sustaining innovations,” the university’s
quality and costs grow with time, as shown in Figure 1.

Figure 1: The Progress of Sustaining Innovations
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Performance trajectory of present technology
(driven by sustaining innovations)

Performance that
customers in the
mainstream market
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The university’s aversion to shrinking or simplifying is more than just a matter of personal preference;
it is driven by institutional decision-making systems, individual rewards, and culture. For example,

no risk-averse department chair can think seriously about cutting courses or degree programs. Even

if such a proposal could be pushed through the curriculum committee, the only reward to the chair
would be collegial ostracism. For similar reasons, no athletic director can view dropping a popular
sport or moving into a less-expensive conference as a good career move, nor can a university president
take lightly the risk of offending a major donor who envisions a new building. Through mutually
reinforcing formal and informal systems — the institutional DNA so to speak — the university demands
bigger and better.

Though the Carnegie classification system reinforces this tendencys it is by no means unique to higher
education. Most established organizations, including for-profit companies, readily adopt innovations that
show potential for enhancing their size and standing. However, they are much less likely to see the value
of innovations that would reduce the price a customer pays, especially when quality might be adversely
affected. As an illustration, the established makers of X-ray equipment, General Electric, Siemens, and
Phillips, quickly adopted CT, MRI, and PET imaging technologies as they were developed.? Each of these
new technologies allowed them to make enhanced, more expensive equipment that vaulted them ahead
of the competition and generated better profit margins.

However, for thirty years the industry-leading companies persistently overlooked the potential of
ultrasound technology, precisely because it was simpler and more affordable for customers. The
bigger-and-better tendencies built into these companies’ institutional DNA, through systems such as
profitability-based compensation for executives and salespeople, made ultrasound seem unattractive,
because initially the image quality was relatively low. Now, with technology performance enhancements
and with healthcare providers under pressure to reduce costs, the makers of advanced ultrasound
equipment have a competitive advantage over more-expensive imaging technologies, particularly in
outpatient clinics and other non-specialized care environments. The leaders in ultrasound are disrupting
the status quo in medical imaging.

THE RISK OF DISRUPTION

Because new entrants to an industry typically begin at the bottom of a market, selling simple, affordable
products to easily satisfied consumers, the bigger-and-better tendencies in established institutions can
blind them to disruptive technologies such as ultrasound. This tendency on the part of incumbents
gives innovative entrants time to operate out of harm’s way; they can perfect the new technology
without interference from resource-rich competitors. Thanks to this competitive grace period,
products that initially could be sold only to low-end customers of no interest to the incumbents steadily
improve in quality.

That is what is happening in higher education. Traditional universities have spent the past century
getting bigger and better, following standards set by the great research institutions, especially Harvard.
In the past, that strategy of emulation proved highly successful. As community and state colleges slowly
but steadily made themselves into universities in the twentieth century, they brought higher education to
the masses and contributed to the advance of knowledge and of social and economic welfare. Taxpayers
and donors willingly contributed to the cause, inspired by the institutional growth and the benefits that
flowed from it.

However, as the costs of this climb have grown so has the number of students for whom a college
education has become too expensive. Consequently, an increasing number of students are opting for
online degree programs. Though they might prefer the traditional campus experience, the convenience
of living at home, setting one’s own schedule, and potentially retaining a job makes the online option
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attractive. Online learning is a “disruptive innovation” that allows these students, who might not
otherwise be able to attend college, to earn a degree. (See Figure 2.)

Figure 2: Disruptive Innovation
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Though online learning initially appealed primarily to those unable to access traditional higher
education, it is becoming more attractive to mainstream students. As represented conceptually in Figure
2, sustaining innovations are gradually enhancing the online learning experience. These enhancements
include high-quality, low-cost videoconferencing that allows students to work in groups as though they
were face-to-face, as well as computer simulations through which they can enter virtual laboratories and
manage virtual companies.

In addition, new-generation learning management systems are customizing the curriculum in a way not
possible in the traditional classroom. For example, using algorithms similar to those of commercial web
sites that infer what an individual web-surfer is likely to buy, these systems infer the ways that a student
learns best, based on his or her learning performance and interactions with course materials. These
systems can offer remedial learning opportunities when a student is struggling. They can also make
recommendations to both students and instructors about the types of content and the instructional
strategies likely to work best. For example, a student who learns better from video than from text can be
offered more of that medium.

Historically, higher education has avoided competitive disruption. One reason for this past immunity
is the power of prestige in the higher education marketplace, where the quality of the product is hard
to measure. In the absence of comparable measures of what universities produce for their students,
the well-respected institutions have a natural advantage. A related stabilizing force is the barrier to
disruptive innovation created by the accreditation process, which in the past made conformance to
tradition the price of entry to the industry.
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Now, though, both accrediting bodies and state and federal governments are more focused on learning
outcomes. With the steady improvement of low-cost online learning technology, the prospect of
competitive disruption is real. Mere budget cutting will not be enough. For the vast majority of
institutions, fundamental change is essential.

When times are flush, we are apt to spread the wealth around like marmalade. [Now]
we must make real, strategic decisions about academic direction, about programs for

investment and disinvestment, and about how we meet todays enormous challenges. *
—Gordon Gee, President of Ohio State University

THE DNA OF THE GREAT AMERICAN UNIVERSITY

The challenge that traditional universities face is not a lack of uniquely valuable assets. Even with
the advent of fully online degree programs, there is a vital need for their physical campuses and
communities of scholars. The problem is that these assets are being deployed in ways that most
universities cannot afford. Understanding how that has happened and what to do about it requires
understanding the history of one of the world’s greatest universities, Harvard.

Between 1870 and the mid-1950s, Harvard established the main features of the American research
university. (See Figure 3, next page.) Until the middle of the nineteenth century, Harvard was essentially
a small liberal arts college with associated professional schools that students could enter without a
college degree. Other than the traditional summer break and a collection of small academic departments,
Harvard bore little resemblance to the modern research university. However, three towering presidents,
Charles Eliot, Lawrence Lowell, and James Conant, changed that by engineering the DNA of today’s
Harvard University and setting the pattern that many American institutions have emulated.

Eliot, who was impressed by the discoveries of the great research universities of Europe, sought to
emulate and improve upon their design. Beginning in the 1870s he created what became the Graduate
School of Arts and Sciences; it undertook the granting of Ph.D. degrees, and its faculty also took
responsibility for Harvard College. Eliot made a bachelor’s degree prerequisite to entry into both the
graduate school and the professional schools. In effect, he placed a European-style university atop the
English-style college that Harvard’s founders created in 1636.

In addition to placing graduate schools atop the College, Eliot broadened Harvard’s classical, lock-step
curriculum by creating what he called the “elective system,” which allowed students to choose from a
wide range of courses that grew increasingly numerous and specialized with time. Of the breadth of
Harvard’s disciplines, Eliot said, “We would have them all, and at their best”> He was also a champion

of faculty freedom, creating professional tenure and granting autonomy in curriculum development,
instruction, and research. He paid for the cost of the expanding course catalogue and research portfolio
largely through success in fundraising, increasing tuition only once in his forty-year term. In the spirit of
laissez faire, though not without remonstration, Eliot also stood by as Harvard’s alumni built the nation’s
largest football stadium (30,000 seats) and paid the team’s new head coach almost as much as Eliot made
after four decades at Harvard’s helm.

It is very improbable that a game which involves violent personal collision between

opposing players can ever be made a good intercollegiate game. °
—Charles Eliot
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Eliot’s successor in 1909, Lawrence Lowell, sought to order and focus the intellectual free market

that Eliot established; he intended to restore the discipline of the old “collegiate way of living” Lowell
introduced curricular “concentrations” (or majors) for undergraduate students, as well as the grading
curve and academic honors. Thanks to the philanthropy of a Standard Oil heir, he was able to build
Harvard houses in which students lived and studied with tutors, as in the days of the early College.

The innovations of Eliot and Lowell made Harvard bigger, better, and more expensive. However, it was
Lowell’s successor in 1933, James Conant, who introduced the institutional features that would make the
university unrivaled in its quality and cost. Before his selection as president, Conant was a world-class
research chemist. Concerned that Harvard’s scholarly reputation had slipped during Lowell’s time and
that many of the tutors hired for the houses held unjustified expectations of tenure, Conant raised the
bar: tenure became tied to scholarly productivity and was granted on an “up-or-out” basis. From that
time on, Harvard would hire and retain only “the best” scholars, those with potential to be world-leading
in their fields.

As in scholarship, Conant also brought excellence, or what became known as “meritocracy, to student
admissions. He advocated standardized testing to ensure that the rare privilege of a Harvard education
was granted only to the intellectually most-deserving. New financial aid packages allowed Harvard to be
“need-blind” in admissions.

While Conant was personally playing a leading role in the U.S. government’s World War II efforts,
facilitating among other things the Manhattan Project, he positioned Harvard to benefit from the rise
of government-funded research, another dominant feature of the research university’s DNA. He also
oversaw the development of Harvard’s first general education curriculum, an innovative attempt to
improve on Lowell’s distribution requirements.

Figure 3: The Traditional Traditional University Trait Harvard Era
University Model
o Face-to-face instruction Y;' ~ Harvard College
o Long summer recess %ﬁ 1636-1707

o Shared faculty for undergraduate
and graduate programs

Charles W. Eliot

« Comprehensive specialization, 1869-1909

departmentalization, and faculty
self-governance

Private fundraising

« Competitive athletics

Curricular distribution (GE) and
concentration (majors)

1909-1933

H Lawrence Lowell

« Academic honors

« Up-or-out tenure, with faculty rank

and salary distinctions James Conant
o Admissions selectivity 7 3 1933-1953

Externally funded research

The institutional traits established at Harvard were widely copied, especially after the 1970 creation of the
Carnegie Classification System, which placed the elite research universities at the top of what became
seen as a ladder to be climbed. Significantly, certain critical traits were not copied. One was the 1945 Ivy
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Group Agreement, which prohibited athletic scholarships first in football and later in all competitive
sports. Another was Harvard’s house system, which ensured a supportive collegiate living experience
even as the university increased its commitments to graduate programs and discovery research. A third
trait that didn’t transfer was Harvard College’s discipline in limiting the number of courses required by
its concentrations, or majors; that curricular self-restraint by the faculty facilitates a four-year graduation
rate of nearly one-hundred percent. The consequence of the Harvard emulators’ failure to replicate

these elements of its DNA is that they pay more for intercollegiate athletics, provide less support for
undergraduate students, and fail to graduate them as timely as Harvard does.

Even Harvard feels the weight of its expansive model. Having integrated vertically with the addition of
research to teaching and of doctorate degrees to master’s and bachelor’s degrees, it continued to expand
horizontally, adding subjects of study and corresponding faculty departments, programs, centers, and
institutes. As each of these sub-units sought to become bigger and better, the cumulative growth of the
institution and its budget was exponential. Conant’s successor, Nathan Pusey, who presided over Harvard
from 1953 to 1971, found the university all but impossible to manage and thus focused on funding it.

Thanks to Pusey’s fundraising success, Harvard has sustained its model. However, its prodigious
fundraising capability, which has produced a $27 billion endowment even after the disastrous $11
billion loss of 2008, is the most difficult trait of all to copy. Without financial might akin to Harvardss,
institutions that adopt its model struggle to attract “the best” students and scholars and to achieve
academic excellence in so many subjects, degree programs, and research initiatives.

THE NEED FOR ONLINE INNOVATION

The disruptive potential of online degree providers can be seen in their divergence from the Harvard
model, as shown in Figure 4. In addition to what they save by eschewing the research activities, summer
break, athletic teams, and campus infrastructure of the traditional university model, online degree
providers enjoy significant advantages in the delivery of instruction. Online courses are developed
centrally, allowing for a lower cost of development and more systematic focus on cognitive learning
outcomes. Through innovative learning systems, remedial assistance can be provided online at reduced
cost relative to face-to-face tutoring. Online learning is both low cost and of increasingly high quality. It
is a classic disruptive innovation.

Figure 4: Online University Divergence Traditional University Trait Online University Copied?
from the Traditional Model
o Face-to-face instruction No
» Long summer recess No
o Shared faculty for undergraduate No

and graduate programs

Comprehensive specialization, No
departmentalization, and faculty
self-governance

o Private fundraising No

» Competitive athletics No

« Curricular distribution (GE) and Focused offerings
concentration (majors)

» Academic honors No

« Up-or-out tenure, with faculty rank No
and salary distinctions

« Admissions selectivity No

« Externally funded research No
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Fortunately, traditional universities have natural advantages in delivering online learning. They have

all of the assets needed to compete effectively in the online environment. In fact, the subject-matter
expertise of their full-time faculty members and their existing campus computer systems give them

a potential quality and cost advantage in delivering online education. Whereas new online degree
providers must build their IT infrastructures from scratch and seek content experts on the open market,
universities can add online offerings at low “marginal cost,” benefitting from spare computer capacity
and faculty members who can temporarily trade teaching duties for course development.

The real advantage of the traditional universities, though, is their ability to blend online and face-to-
face learning experiences. Hybrid instruction has proven more effective than either of the pure modes.”
Traditional universities can deliver the best of both —low-cost, convenient online learning blended with
periodic classroom-based instruction. Moreover, the face-to-face learning at the traditional university
goes beyond the classroom; it includes the important informal learning that comes when students
interact with one another in social activities and with professors in research.

The combination of online technology and the campus experience has the potential to take innovative
traditional universities to new levels, allowing them not only to respond to disruptive competition but
also to serve many more students with their existing resources.® The risk of disruption is real: institutions
that fail to employ online learning technology will find it difficult to grow, and the less-prestigious ones
will lose students as the cost disparity between the traditional model and the technology-enabled one
increases. However, innovative institutions that marry the benefits of the on-campus experience and
online learning are likely to find growth opportunities beyond what they had imagined.

THE NEED FOR FOCUS

It won't be enough, though, to simply adopt online learning as a fundamental trait of the university.

In addition, most institutions need to focus their current activities to be less Harvard-like in their
aspirations. Online learning will allow for low-cost growth, but to compete in the new higher education
environment it is necessary to revisit the assumption that the traditional university can have, to
paraphrase Eliot, “everything at its best”

[1]f there are no trade-offs [institutions] will never achieve a sustainable advantage.
They will have to run faster and faster just to stay in place ... The essence of strategy is
choosing what not to do.

—Michael Porter, Harvard Business School Professor

Many universities, for example, need to narrow the range of students they attempt to serve. An
institution may see replacing undergraduate students with graduates as a profitable move both
financially and in terms of the Carnegie climb. But graduate programs that are under-enrolled and
lightly regarded hurt more than they help, on both counts. The cost of hiring better-credentialed faculty
and giving them more time for research is hard to offset with increased graduate tuition and research
funding, particularly when the range of graduate studies is broad. Many institutions need to reassess
their commitment to graduate programs that compete for resources with their undergraduate offerings.

Breadth of subject matter is another dimension of university choice that requires focus. For-profit
institutions derive a significant cost advantage over traditional universities by targeting majors and
graduate degrees that engender marketable skills and are thus highly enrolled. Traditional universities
have a quality advantage in the breadth of their offerings, especially when it comes to liberal education,
something that every college graduate should have. However, universities must be selective in choosing
which subjects to pursue in great depth. Course catalogues and department rosters should reflect the
choice to emphasize some fields more than others.

8 The Innovative University: Changing the DNA of Higher Education



Scholarship is another crucial dimension of choice, though in this case the focused university may
actually broaden the definition implicit in Harvard’s notion of “the best” Traditional discovery research
is becoming more expensive, both because of the growing cost of laboratories and field studies and also
because of competition from a growing body of international scholars pursuing the same prizes and
publications. Largely overlooked is the opportunity suggested by Ernest Boyer in 1990 and encouraged
by the new Carnegie Community Engagement Classification — to take seriously the scholarship of
integration, application, and especially instruction.'

[W]e must justly prize those faculty who are truly gifted, magical teachers.... We will never
totally forsake recognition for publishing in the usual academic journals, but we must be
brave and wise enough to appreciate and reward other forms of scholarship as well. "

—Gordon Gee

CHALLENGING CONVERSATIONS

In tackling these challenges of innovating and focusing, the university community must put questions of
people ahead of questions of strategy. That may sound un-businesslike, but it is in fact a key conclusion
reached by business researcher Jim Collins in the study that led to his best-selling book Good to Great:
Why Some Companies Make the Leap...and Others Don’t. Likening a business organization to a bus and
its strategy to the destination of the bus, Collins says, “Leaders of companies that go from good to great
start not with ‘where’ but with ‘who””'* According to his research, the most successful businesses make
sure that they have the right people on the “bus” before they decide where the company is going. These
must be people who are both capable and committed to “A-plus effort”

Traditional universities benefit from having invested heavily in getting the right people on the
institutional bus. The tenure process assures intellectual capacity and work ethic, and the compensation
level means that most professors have put the love of discovery, memory, and mentoring ahead of
financial wealth. Though the organizational structures and systems of the university may promote
defensive and even self-serving behavior, the typical university has a team of remarkable capability and
commitment. Its potential for innovation is vast.

However, maintaining individual commitment while changing fundamental aspects of the university’s
DNA requires an equally high level of commitment from the institution. With tenured positions in many
fields at low ebb, faculty members cannot be expected to vote themselves “off the bus.” Innovation may
require them to alter their activities, but no meaningful discussion of change can be undertaken without
assurances that capable members of the community who commit to innovating can remain with it. That
principle guided Charles Eliot, who implemented tenure at Harvard as he undertook the innovations
that established the great American university. His innovations were premised on the guarantee that

the bus was big enough for its current riders. He believed that was true because of the growing need for
higher education, the large number of people who could not then access it, and innovations with the
potential to make it more accessible — all conditions that hold today.

Successful conversations about tradeofts also require new measures of success. The traditional university
not only prefers bigger to smaller and more-focused, it defines “better” in terms that matter more to
traditional scholars than to students or employers. Faculty members in particular need the assurance

of supportive success measures before they take the risk of moving to a new seat on the institutional
bus, such as by rerouting their scholarly efforts into questions of instruction or application. University
presidents will need to worry less about the success measures valued by the producers of rankings,
foundations, and elite bodies such as the Association of American Universities (another one of Charles
Eliot’s innovations).
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[Bly establishing new criteria for success, we are choosing not to participate in a race
that has already been lost.

— Michael Crow, President of Arizona State University

ROOTED, SELF-AWARE INNOVATION

We're cautiously optimistic about the future of traditional institutions of higher education. The

caution stems from Clayton’s research, which shows how difficult it is for established organizations to
respond to disruptive innovation of the kind occurring now. If traditional universities and colleges can
change their DNA quickly enough to avoid serious disruption, they will have defied a huge amount of
experience and data.

Our optimism, on the other hand, flows from personal experiences in higher education that can’t be
quantified but are powerfully felt. Universities — and especially university professors — have changed
our lives for the better. If anyone can beat the odds against being disrupted, it is our remarkably capable
and committed colleagues in higher education.

The online technology that threatens to disrupt the university also vastly expands the university’s
capacity. Eliot’s view of technology, as expressed in his 1869 inaugural address, suggests that he would
have jumped at the opportunity to use it:

The revolutions accomplished in other fields have a lesson for teachers... In education, there is a
great hungry multitude to be fed. [I]t is for this American generation to invent, or to accept from
abroad, better tools than the old; to devise or transplant ... prompter and more comprehensive
means than the prevailing, and to command more intelligent labor, in order to gather rapidly and
surely the best fruit ... and have time for other harvests.™4

At his inauguration Eliot also prophesied, “It will be generations before the best of American institutions
of education get growth enough to bear pruning”® Some five generations later, the time for pruning
has come. Even the strongest universities will do well to re-focus their activities. Most university
communities will need to go further, asking fundamental questions about what they can do well

and abandoning much of what they have undertaken in a spirit of emulation. Those that continue to
imperfectly imitate Harvard’s strategy will find their costs increasing and their market share shrinking,
whether they accept the metaphor of a higher education marketplace or not.

On the other hand, those university communities that commit to real innovation, to changing their
DNA from the inside out, may find extraordinary rewards. The key is to understand and build upon
past achievements while being forward-looking. Lawrence Lowell spoke of looking fifty years into the
future as he led Harvard.'® The universities that survive today’s disruptive challenges will be those that
recognize and honor their strengths while innovating with optimism.

Look to your roots, in order to reclaim your future.

—Ghanaian proverb, quoted by Mary Sue Coleman

Leaders of universities will do well to remember what Eliot, Lowell, and Conant knew. Harvard’s
strength doesn’t derive merely from its world-leading reputation and endowment, or even from
its extraordinarily gifted faculty. It certainly isn’t a product of clinging to tradition. Harvard’s most
persistent tradition, according to Lowell, is the tradition of change.18
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Harvard’s greatest strength is its sense of unique identity and its gift for innovating in the service

of that identity. Eliot, Lowell, and Conant always had a vision of making Harvard the world’s best
university. But their most important innovations, many of which have since become unquestioned
higher education traditions, were situational — inspired adaptations that Harvard needed at the time.
Conant’s up-or-out tenure, for example, addressed both the goal of assembling the world’s best scholars
and the peculiar problem of the large cadre of relatively undistinguished faculty members Lowell

hired to staff his new houses just as the Great Depression hit. Conant’s innovation allowed Harvard to
simultaneously raise the scholarship bar and right-size the university’s workforce and operating budget.
It was a practical course correction not unlike Eliot’s creation of the elective system, which addressed the
excessively rigid mid-nineteenth century classical curriculum. Lowell, in his turn, created the innovative
system of distribution and concentration, an innovative enhancement to Eliot’s elective system.

Harvard’s great strength, which can be the strength of every university, is a pattern of innovation that is
continuous and focused on the university’s unique mission, without undue concern for either tradition
or what other institutions are doing. Harvard steadily advances, heedless of any “ladder” or the crowd
of would-be competitors. Harvard pragmatically climbs its own mountain. On a higher education
landscape that needs institutions of many types, that is the one Harvard trait that all should emulate.
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Ten Trends for 2013

How Marketplace Conditions Will Influence
Private Higher Education Enrollment—And
How Colleges Can Respond

The Lawlor Group conducts extensive quantitative and qualitative research

for independent college and university clients throughout the United States.

Based on our recent findings, along with other primary and secondary research

available to the general public, we've identified 10 trends in the higher education

marketplace that we predict will have a significant impact on student recruitment

and enrollment efforts during the coming year. We've also included several

recommendations for how college enrollment and marketing administrators can

respond to the market trends.

TREND ONE

Money Woes

Many families are experiencing a
diminished ability to pay for a college
education. Compared to pre-recession levels,
median household income, home equity,

and net worth are all down. Meanwhile,
college tuition costs have continued to climb
steadily, even after financial aid is factored in.
The annual net price of tuition, fees, room,
and board at a private nonprofit institution
($23,840) now averages almost half of what
the median household earns in a year.

TREND TWO

Penny Pinching

Even more families are reevaluating
the price they are willing to pay for a
college education. The cost of a college
education is bumping up against the ceiling
of what families will consider paying.

Even students from upper-middle-income
families are experiencing higher levels

of student debt and factoring in the cost

of post-graduate study and the ROI of
majoring in certain fields.

TREND THREE

Public Perception

Media coverage and legislative
attention are shaping public opinion
about the value of a college degree.
While an overwhelming majority of the
public believes a college education is
necessary to get ahead, a “value gap” has
opened up in the polling because far fewer
people believe going to college at any price
will be worth the financial investment.
Government funders, as well, are looking
to make their appropriations contingent
upon institutional performance measures.

TREND FOUR

ROV is King

Families are seeking evidence of
successful results to justify their
college investment. Higher education
has become less an end in itself and
increasingly a means to an end—primarily
an economically viable career path. In
calculating a college’s value proposition,
families factor in outcomes as well as cost
and prestige. They expect proof of high
graduation rates and graduate employment
at acceptable salary levels.
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® Among all parents who have a
child between the ages of 12-17,
66% now say they use a social
networking site, up from 58% in
2011. (Pew Internet)

® 30% of Internet users age 14-17
record and upload video to the
Web, compared to 14% of adult

Internet users. (Pew Internet)

m 63% of all teens say they exchange
text messages every day with people
in their lives, while only 39% call
by cell phone and 6% email. (Pew
Internet)

m 52% of prospective college students
say the Web plays an “extremely
important” or “significant” role in
their college search. (Noel-Levitz)

m 72% of rising high school seniors in
2012 researched their prospective
colleges on a social media site.
(Inigral)

m 92% of consumers trust
recommendations from friends
and family above all other forms
of advertising, closely followed by
online consumer reviews at 70%.

(Nielsen)

Opportunities to Respond

These 10 trends have created a marketplace situation where higher

education administrators must think differently and evolve in a manner
that responds to the needs of individuals, families, and our society. Here

are a few recommendations for doing so.

Make Data-Based Decisions
Increase your use of metrics,
measurements, and data analytics

so you can track key performance
indicators and other data. Employ this
research to make informed decisions
and take calculated risks.

Change the Balance Sheet

With the tuition price ceiling reached,
institutions will need to generate
funds from other sources, including
contribution revenues (fundraising)
and ancillary operations. Expense
management is also essential,

perhaps via collaboration with other
institutions.

Translate the Liberal Arts
Communicate the worth of the type
of experience that is most common at
independent colleges and universities
to the many families (especially those
of first-generation students)—and
sometimes the high school counselors
advising them—who have no prior
context for understanding the value of
a liberal arts education.

Be Distinctive

Design and position your programs

to stand out against those of your
competitors. Otherwise, you will be
perceived as offering a commodity, in
which case (as Philip Kotler famously
put it) “price is everything and the
low-cost producer is the only winner.”

[AWLOR

INTELLIGENT MARKETING SOLUTIONS FOR EDUCATION

Provide Proof

Ensure that your institution’s entire
educational experience is relevant to
what the marketplace is seeking, then
offer evidence to support its relevance.
Demonstrate successful post-graduate
outcomes that point to positive return
on investment, as well.

Develop a Content Strategy

Aim for a “create once, publish
everywhere” (COPE) model in

which content is independent of
presentation, so that it can adapt
fluidly to multiple platforms and
channels. Consistent, cohesive,
compelling, and shareable content lets
you engage in “inbound marketing”
that pulls in an audience.

Engage Audiences of Your Audience
Connect with groups of influencers
who already have familiarity with and
favorability toward your institution—
such as alumni, parents, and friends.
These satisfied brand evangelists,
especially if they are active in online
social networks, can share your
messages with their own audiences.

Be “Edupreneurial”

Times of change can also present ideal
opportunities for innovative thinking.
Those who can abandon “we’ve
always done it this way” thinking

will be able to seize opportunities for
creative solutions.
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INTELLIGENT MARKETING
SOLUTIONS FOR EDUCATION

“Pursue a liberal arts
education. For most people,
it’s the best foundation for a

successful career.”

“The formula for businesses
trying to compete in today’s
economy is simple:
hire employees with the
mental agility, leadership,
and passion to navigate
constant change—in other
words, hire those who are

liberally educated.”

—A.G.LAFLEY

HAMILTON COLLEGE
GRADUATE,
RETIRED CHAIRMAN OF
PROCTER & GAMBLE

Translating the Liberal Arts

The new normal of our nation’s economic climate has brought about the rise of the prudent consumer who

is frugal, cautious, and seeks proof of value before making significant investments—including paying for a

college education. With the national unemployment rate hovering at its highest level in recent memory,

prospective students want to be assured that they’ll gain the career skills they need to land a well-paying

job upon graduation. Employers do indeed value the skills that a liberal arts education provides, but too few

families in the higher education marketplace seem to understand the value of the liberal arts.

WaAT FAMILIES THINK

47% of Americans say the main purpose of
college should be to acquire specific skills and
knowledge that can be used in the workplace,
while 39% say it should be to help an individual
grow personally and intellectually. (Pew
Research Center)

The most common response of first-year
students in 2010 when asked what reasons were
very important for going to college was “to

be able to get a better job,” cited by 84.7%; “to
get training for a specific career” was cited by

77.6%. (CIRP)

“This school’s graduates get good jobs” was cited
by 53.3% of first-year students in 2010 as a
reason for choosing their college, second only to
“this college has a very good academic
reputation” at 62%. (CIRP)

WaAT EMPLOYERS WANT

55% of hiring decision-makers believe most
students would be better served by a broad-
based education that helps them choose their
best career path, while 45% prefer an education
that specifically prepares them for the
workplace. (ACICS)

59% of executives think that graduates who
want to pursue advancement and long-term
career success at their organizations need both
a broad range of skills and knowledge that
apply to a range of fields and positions and in-
depth knowledge and skills that apply to a
specific field or position. (AACU)

The areas that employers feel colleges need to
focus on most include written and oral
communication (89%), critical thinking and
analytical reasoning (81%), the application
of knowledge and skills in real-world settings

(79%), complex problem solving and analysis
(75%), ethical decision-making (75%),
teamwork skills (71%), innovation and
creativity (70%), and concepts and
developments in science and technology (70%).

(AACU)

WHAT ALUMNI EXPERIENCE

76% of liberal arts college graduates rated their
college experience highly for preparing them for
their first job, compared to 66% who attended
public flagship universities. (Annapolis Group)

60% of liberal arts college graduates said they
felt “better prepared for life after college than
students who attended other colleges,” while
only 34% of graduates who attended public
flagship universities said so. (Annapolis Group)

Of people who majored in humanities and
liberal arts, 15% work in education services,
11% in professional services, 10% in financial
services, 9% in retail trade, and 9% in health
services. (Georgetown University Center on

Education and the Workforce)

Waat CoLLeGes CaN Do

Communicate via various marketing/brand
touchpoints about the value of the liberal arts.
Go beyond mastery of subject matter to focus on
skills learned.

Provide a better understanding of what
graduates can do with liberal arts majors.
Present evidence of post-graduation success and
engage alumni in showcasing it.

Develop an advising program and invest in
programming within the career center so that
both can cultivate a better understanding of the
relevance and outcomes of a liberal arts
education.

[AWLOR
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SOLUTIONS FOR EDUCATION
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Where Are They Now? Revisiting
Breneman’s Study of Liberal Arts
Colleges
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In 1990, David Breneman asked the provocative question, are we losing our
liberal arts colleges? More than twenty years later, it is time to ask Breneman’s
question again: in 2012, what is the position of liberal arts colleges in the
landscape of American higher education?

The liberal arts college, a distinctively American institution, has been a core
element of the US higher education system since the colonial era. Historically, its
defining attributes have included a curriculum based primarily in arts and science
fields; small classes and close student-faculty relationships; full-time study and
student residence on campus; and little emphasis on vocational preparation or
study in professional fields. At its best, the liberal arts college has provided a
distinct and highly valued model of undergraduate education. Pascarella and
Terenzini (1991, 596), for example, noted that the “supportive social-
psychological context” that promotes institutional impact on students is
characteristic of many liberal arts colleges. These attributes include “a strong
emphasis on teaching and student development, a common valuing of the life of
the mind, small size, a shared intellectual experience, high academic
expectations, and frequent interactions inside and outside the classroom between
students and faculty” (Pascarella et al. 2005, 12).

Other researchers have identified valuable attributes of liberal arts colleges. Astin
(2000) reported that liberal arts college students, as compared to peers in other
types of colleges and universities, reported higher satisfaction with teaching and
general education programs. Hu and Kuh (2002) learned that students in liberal
arts colleges tend to be more engaged in their college experience, as compared
to their counterparts in research universities and larger, more comprehensive
colleges. Collectively, this research evidence supports the belief that liberal arts
colleges provide a distinctive and highly beneficial form of undergraduate
education.

However, Breneman’s (1990) research showed that many liberal arts colleges
were gradually evolving into career-oriented “professional colleges” where a large
percentage of students major in professional fields (e.g., business, nursing, allied
health) rather than arts and science disciplines (e.g., English, history, chemistry).
The consequences of this academic evolution for the mission and intellectual
coherence of the liberal arts college were among Breneman'’s chief concerns.

The challenges for liberal arts colleges

Many powerful threats to the liberal arts college have been active in recent years.
These include the cost of residential education; competition from new education
providers, including online and for-profit educational programs; and a job market
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by vocationally oriented students who are more concerned about being well off
financially than with such common liberal arts goals as developing a meaningful
philosophy of life or helping promote tolerance and understanding among diverse
groups (Liu, Sharkness, and Pryor 2008). Many of these challenges are at work
throughout higher education, and responding effectively to them is a concern
across all types of colleges and universities. However, Breneman'’s (1990)
research indicated that liberal arts colleges may be disproportionately affected by
the changing educational environment, and indeed that the very existence of this
educational model may be at stake.

The diversity of US higher education is widely regarded as one of its strengths. At
the same time, the hierarchy of institutional prestige and the dominance of the
research university model plus growing competitive pressures push higher
education institutions to emulate the practices of more prestigious and more
vocationally oriented institutions. If liberal arts colleges move more closely to the
career-focused mission of comprehensive universities and community colleges or
closer to the research mission of elite universities, then the system may lose an
important educational option that historically has served many students and the
larger society very well. As a consequence, US higher education may become
less flexible and less able to meet the educational needs of an increasingly
pluralistic society.

Many liberal arts colleges (e.g., Antioch, Reed, Colorado, St. John’s) have been
sources of innovation in undergraduate education. Due to their small size,
emphasis on undergraduate education, and private control, they have been free
to experiment with alternative curricula and pedagogies, unencumbered by the
influence of powerful practitioner groups or the fixed requirements of professional
licensure. If the liberal arts college as an educational alternative dies out or
morphs into another type of higher education institution, an influential “test
kitchen” for innovation in undergraduate education will disappear or, perhaps,
become too peripheral to play a leadership role.

In recent years, many liberal arts colleges have worked to update their
educational strategies in order to remain competitive in an aggressive market for
new students. While continuing to value the traditional goals of a liberal arts
education, such as “breadth of awareness and appreciation, clarity and precision
of thought and communication, critical analysis, honing of moral and ethical
sensibilities” (Shoenberg 2009, 56), many liberal arts colleges have experimented
with ways to adapt their educational model and to connect it more directly with the
world beyond campus and with career opportunities. Freeland (2009) described a
challenge to the version of liberal education that is based predominantly in arts
and sciences fields, which has been the defining version for many educators and
college students since the early years of the twentieth century. More recently,
many liberal arts colleges have chosen to supplement traditional classroom
learning strategies and exclusively arts and sciences—based curricula with more
vocationally oriented fields and associated experiential learning opportunities.
Examples of these activities include off-campus work placements related to
students’ career interests, service learning, undergraduate research, and study
abroad aimed to broaden the educational experience (Freeland 2009) and
connect it more explicitly to life beyond campus.

Our review of relevant literature has revealed a historical trend toward more

professional education and less study of traditional liberal arts fields throughout
American higher education. Delucchi (1997, 414) reported that “the curricular
trend in higher education since about 1970 has been toward studies related to
work... Enrollment concerns in recent years have compelled many liberal arts
colleges to abandon or sharply scale back their arts and sciences curriculum in
order to accommodate student preoccupation with the immediate job market.” As
Breneman (1990) documented, many traditional liberal arts colleges have added
programs in professional fields in order to attract vocationally oriented students.
Delucchi araued that manv of these colleaes mav have passed the tippina point at



which they relinquish their liberal arts college roots and become a different type of
institution. While these transformed colleges may work to maintain the “liberal
arts” college myth, Delucchi contends, “the retention of a liberal arts claim in the
academic mission statement of these colleges becomes inconsistent with their
professional curriculum” (1997, 414—15). Consistent with the findings of Brint et
al. (2005) and Morphew and Hartley (2006), many colleges may seek to maintain
legitimacy with key constituents by emphasizing traditional liberal arts education
in their mission statements and some curricular offerings. In reality, however, they
may gradually be altering their curricular emphasis and institutional purpose.

In a time of transition, it is important to determine whether liberal arts institutions
have adapted their academic programs and pedagogies while preserving their
core educational mission. Alternatively, are they becoming a different type of
higher education institution altogether? Are we witnessing the gradual demise of
the liberal arts college? Or, are we merely seeing a normal evolutionary response
that may lead to new or perhaps alternative (e.g., hybrid) models of a liberal arts
college education?

Are we losing our liberal arts colleges? (2.0)

In order to understand the current state of the liberal arts college and the role it
now plays in American higher education, we replicated Breneman’s 1990 study.
We employed Breneman’s methodology for classifying liberal arts colleges. We
included Liberal Arts | (now Baccalaureate Arts and Sciences, as defined by the
Carnegie Foundation) and Liberal Arts Il (now Baccalaureate Diverse Fields, as
defined by Carnegie) institutions. Liberal Arts | institutions award more than half
their undergraduate degrees in the arts and sciences. Liberal Arts Il institutions
are less selective and award less than half of their degrees in arts and sciences,
but are too small to be categorized as comprehensive colleges as defined by the
Carnegie classification system that Breneman used. When categorizing
institutions as Liberal Arts | institutions, we removed any liberal arts college that
was a mini-university or a “liberal arts plus,” as described by Breneman (1990).
These institutions offer an array of graduate programs, sometimes including law
and even doctoral programs. When classifying Liberal Arts Il institutions, we used
Breneman’s 60 percent rule, meaning that any institution that awarded 60 percent
or more of its degrees in professional fields was removed from the list of liberal
arts colleges entirely.

We used data from the Integrated Post-Secondary Educational Survey to
calculate the percentage of professional degrees awarded. We used Breneman’s
(1990) published results as a baseline to assess changes among liberal arts
colleges over the past twenty years. We collected figures from the 2008-9
academic years for comparison with Breneman'’s data. For each of the 212
institutions Breneman classified as liberal arts colleges, we collected data on
degrees awarded—including first major, total degrees by category (bachelor’s,
master’s, and doctoral), and total degrees by discipline—in order to complete an
analysis of professional degrees awarded versus degrees awarded in traditional
liberal arts disciplines for each of the academic years noted above. Fields
considered “traditional liberal arts” include history, psychology, the sciences

(natural and social), foreign languages, religion, the arts, and English.
Professional fields include business/management, communications, education,
engineering, nursing, and computer sciences.

Based on our analysis, 130 institutions remain as “true liberal arts colleges” out of
the 212 Breneman identified in 1990. Of those 130 remaining liberal arts colleges,
ninety-one (70 percent) can be classified as Liberal Arts |, thirty-nine (30 percent)
as Liberal Arts Il. Nine institutions were originally Liberal Arts I, but are now
classified as Liberal Arts 1l based on either the 50 percent rule (awarded more
than 50 percent, but less than 60 percent, of their degrees in professional fields)
or the percentage of graduate degrees awarded.

What is the current status of the liberal arts college?



Our study focused on two primary questions: Have liberal arts colleges continued
the trend away from their historical emphasis on arts

and science disciplines? Are liberal arts colleges disappearing from the higher
education landscape, or are they redefining what it means to be a liberal arts
college in the twenty-first century? Our findings enabled us to answer the first
question quite definitively. However, the answer to the second key question is
less certain.

Based on the classification criteria that Breneman described over twenty years
ago, the answer to the first question is yes. As stated previously, Breneman
(1990, 1994) found that 212 institutions met the criteria for classification as true
liberal arts colleges. Our current findings show that only 130 institutions meet
Breneman'’s classification criteria. Although many one-time liberal arts colleges
cling to that historical identity in their mission statements and promotional
literature, our findings confirm a continuing drift away from the traditional arts and
sciences—based model of a liberal arts college education.

The answer to the second question is less clear. Our research revealed that,
while many colleges still meet Breneman'’s classification criteria, many others are
no longer categorized as liberal arts colleges. Moreover, within the latter group of
institutions, we saw three patterns that indicate continuing evolution. As expected,
we saw a number of institutions increase the number of degrees awarded in
professional fields. We also saw a smaller number of institutions experience no
change in the percentage of professional degrees awarded. However, our
research also revealed that, for a subset of institutions, the percentage of
professional degrees awarded actually decreased, which was unexpected.

Of the eighty-two institutions that are no longer classified as liberal arts colleges
today, we saw some noteworthy trends. We identified a handful of institutions that
were subsumed by other, larger institutions. Hawaii Loa College is now part of
Hawaii Pacific University, for example, and Barat College is now part of DePaul
University. This type of change was largely due to fiscal challenges and the threat
of closure. We also saw thirty-six institutions change their mission dramatically, a
phenomenon referred to as mission creep or upward drift, which is defined as “the
tendency of institutions to introduce higher-level programs” (Aldersley 1995, 51).
For example, Goddard College in Vermont and Mary Baldwin College in Virginia
are now classified as Master’s Universities. While the reasons for these changes
are not easily identified (e.g., via institutional websites), some former liberal arts
colleges obviously consider it desirable to move toward the model of a more
comprehensive institution offering a broader range of academic programs.

Research on curricular changes among liberal arts colleges has revealed “a
significant increase in [curricular] heterogeneity” (Kraatz and Zajac 1996, 83)
resulting in adjustments that compete with the “traditional” mission of the liberal

arts college. Our research confirms that these changes are still occurring. The
challenging conditions that are buffeting liberal arts colleges are leading to varied
responses, depending on each institution’s context and resource base (Kraatz
and Zajac 2001). Although we documented a strong general trend toward more
professional program offerings, there is also evidence that colleges are
developing ad hoc responses consistent with their unique circumstances.

Many liberal arts institutions are gradually transforming their mission and
programs but continue to define themselves as liberal arts colleges. They do this
in spite of the fact that the liberal arts label, as Morphew and Hartley (2006)
found, is less precise and meaningful than it once was. Given our research
findings and the questions concerning the status of liberal arts colleges that
remain unanswered, we hypothesize that there may no longer be one dominant
model of liberal arts college education. Instead, we may be seeing the emergence
of multiple ways to achieve a liberal arts college education that are driven by a
variety of factors, both external and internal to this sector of higher education. As
this evolution continues, an obscured liberal arts college identity may become
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Conclusion

The question of the current condition and future prospects of the liberal arts
college is complex and engenders vigorous debate among stakeholders who
represent different perspectives. Writing in an issue of Daedalus devoted
exclusively to the liberal arts college, Neely (1999) painted a worrisome scenario
according to which second-tier liberal arts colleges become more like small
comprehensive colleges and universities as they continue to add vocational
programs. In contrast, he envisioned the well-endowed elite liberal arts colleges
as potentially becoming an educational anachronism, centers of economic
privilege too few in number and too isolated to influence higher education in
general. Neely’s picture may be the worst-case scenario, but nonetheless it
describes a phenomenon that is well underway. On the other hand, Spellman
argues that liberal arts colleges have always adapted to the demands of their time
and continue to do so today. In his view, the essence of the liberal arts college “is
about small class size, close faculty-student interaction, an innovative and
interdisciplinary common core in the arts and sciences, undergraduate research
experiences, senior capstone projects, service learning and community
engagement, and a rich and diverse co-curricular life” (2009, 1). Spellman, who
has little concern about the growth of professional programs at liberal arts
colleges, may be describing a new paradigm of liberal arts college education that
is broader and more flexible than the old standard.

Throughout the history of American higher education, liberal arts colleges have
played an influential role. Breneman'’s research alerted the higher education
community to a major transformation that is underway in the liberal arts college
sector. For quite some time, a competitive market, students’ growing vocational
orientation, and precarious finances have been eroding the clear purpose of
liberal arts colleges (Neely 1999). Some liberal arts colleges have transformed
themselves into “research colleges” in order to attract students and faculty who
value the mission of the research university. Other colleges have become
“professional colleges,” implementing more academic programs in professional
fields in order to compete for students who see higher education primarily as a
path to a career and financial success. Some appear to have integrated liberal
and professional education intentionally and crafted a new model of liberal arts
college education. As this process has unfolded, the focused mission of the liberal
arts college has expanded and become more diffuse, which has led to less
consensus on what a liberal arts college is or what type of education it delivers.

The trend Breneman first pointed out more than twenty years ago is continuing.
Some liberal arts colleges are disappearing, while others are changing their
curricular focus and approach to undergraduate education. An increasingly
smaller number of these institutions have been able to maintain a dominant arts
and sciences emphasis in their curricula. Liberal arts colleges have played an
important role in US higher education in spite of their small size and the
percentage of students they enroll. The influence of this sector may be
diminishing, however, as their numbers decrease and their educational focus
becomes less clear.

American higher education will be diminished if the number of liberal arts colleges
continues to decline. We urge academic leaders, foundations officials, and public
policy makers to take note of the trend David Breneman brought to our attention
two decades ago. We encourage these leaders to take steps to renew and
reinvigorate these valuable institutions before liberal arts colleges disappear from
the higher education landscape or shrink to the status of a minor educational
enclave that serves only the academic and socioeconomic elite.
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More US Colleges Face Stagnating Enrollment
and Tuition Revenue, According to Moody's
Survey

Smaller, Highly Tuition-Dependent Colleges Have Greatest Need for New Revenue Strategies

Weakened pricing power and enrollment pressure are impeding top line revenue growth for
an increasing number of US colleges and universities, according to our fourth annual tuition
survey. The cumulative effects of years of depressed family income and net worth, as well as
uncertain job prospects for many recent graduates, are combining to soften student market
demand at current tuition prices. In addition to these economic challenges, tougher
governmental scrutiny of higher education costs and disclosure practices is adding regulatory
and political pressure that hinders tuition and revenue from rising at past rates. Federal
budget negotiations may result in further pressure on colleges if student aid and loan
programs are curtailed to any degree, as a rising share of students are dependent on these
funding sources.

For fiscal year (FY) 2013, 18% of private university and 15% of public university
respondents project a decline in net tuition revenue. A much larger share—a third of private
and public universities—project that net tuition revenue will grow by less than 2% or decline
for FY 2013, a level below the average rate of inflation. Such weak revenue growth often
means a college cannot afford salary increases or new program investments unless it cuts
spending on staff and existing programs. In FY 2008, before the global financial crisis, only
11% of privates and 9% of publics failed to grow net tuition revenue by at least 2%.

The survey also shows that nearly half of all universities are reporting lower enrollment for
fall 2012, which for most universities means FY 2013 net tuition revenue will be lower than
the previous year. Enrollment declines are concentrated in colleges with smaller enrollment
size, high tuition dependence, weak selectivity/yield rates, and soft regional demographics.
The survey indicates that market-leading, diversified colleges and universities rated Aaa or Aa
continue to fare better than the majority of the sector and are still seeing healthy student
demand.!

See Moody’s reports U.S. Higher Education Outlook Mixed in 2012, January 20, 2012, and U.S. Higher Education 2012 Mid-Year Outlook Remains Mixed,
July 26, 2012
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In the face of persistent challenges to the higher education business model, management teams are
exploring myriad ways to diversify and grow revenue as they more aggressively manage expenses.
Universities are exploiting long standing strategies to grow enrollment and revenue, such as
recruitment of higher-paying out-of-state students in the case of public universities or greater
investment in student retention, as well as newer strategies, such as launching new online education
classes or degrees.

The key findings from the survey results, which are discussed in more detail in the report, include:

»  Approximately 18% of private universities and 15% of public universities project net tuition
revenue declines for FY 2013, similar to FY 2012 projections in last year’s survey.

» A third of universities expect net tuition revenue growth below inflation for FY 2013. Net
tuition revenue growth fails to keep pace with inflation for a growing share of universities in FY
2013, with 33% of privates and 32% publics projecting net tuition revenue to grow less than 2%
or decline, up from 11% and 9% of privates and publics in FY 2008.

»  Smaller, tuition-dependent, lower-rated universities are most vulnerable to revenue and pricing
pressures experienced across the sector. Private universities project a 2.6% increase in net tuition
per student from FY 2012 to FY 2013 and public universities project a similar 2.7% increase. This
year’s increase for publics is much lower than net tuition per student increases over the past five
years, which averaged 6.7%, likely in response to families” sensitivity to rising higher education
costs.

»  Rated universities are moderately reliant on federal student loans as a share of operating
revenue, reporting a median of 20% of revenue funded by student loans in FY 2011. Some public
and lower-rated private universities, as well as for-profit universities, report higher rates of
dependence.

»  Nearly half of university respondents report enrollment declines for fall 2012, many weighed
down by falling graduate enrollment. Despite these declines, overall median full-time equivalent
(FTE) enrollment for the entire survey group in fall 2012 remained relatively flat compared to fall
2011. The survey results show there continues to be a flight to quality, with large, higher-rated
universities generally experiencing enrollment growth.

»  Online course enrollment is beginning to alter the business model of US higher education.
While Aaa and Aa-rated private universities are leading the publicized massive open online courses
(MOOCs) movement?, public universities and lower-rated private colleges report higher for-credit
online class enrollment. Public universities have the highest for-credit online enrollment, with a
median 22% of students taking at least one course. For-credit online courses still have low
penetration at private universities, with only a median 2% of students taking at least one course
online.

Moody's 2012 Survey Respondents

Moody’s received 165 responses from not-for-profit private universities, 58% of our rated portfolio,
and 127 responses from four-year public universities, 55% of our rated portfolio. The rating categories
range from Aaa to B2 for the private university respondents, and Aaa to Baal for public university
respondents. In several cases, borrowers did not supply responses to all of the questions and, in these
instances, we excluded them from the analysis for those particular questions.

2

See Moody’s report Shifting Ground: Technology Begins to Alter Centuries Old Business Model for Universities, September 11, 2012
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I. Heightened Pressure on Net Tuition Revenue Growth, Particularly for Small,
Tuition- Dependent Colleges

Pressure on net tuition revenue continues to mount for both private and public universities as
highlighted in Exhibit 1. While a majority of universities expect net tuition revenue growth in FY
2013, 18% of private university survey respondents project net tuition revenue declines in FY 2013,
above the 10% of respondents who estimate an actual decline for FY 2012. For public universities,
15% project net tuition revenue declines for FY 2013, up significantly from 4% of survey respondents
estimating an actual decline for FY 2012. Respondents in our prior three surveys tended to be
pessimistic in their projections compared to actual results, so projections for FY 2013 may also be
overly conservative.

EXHIBIT 1
More universities project lower net tuition revenues for FY 2013, with privates approaching FY 2010
peak

% Colleges/universities expecting lower Moody's calculated net tuition revenues

Public Private
25%
20%
15%
10% /\\
5% \\// \/\\. ______

0% r T T T T T T T T T T d
FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 Fy 2011 FY 2012* FY 2013**

FY 2004 to FY 2011 data are actuals. *FY 2012 estimated; **FY 2013 projected
Source: Moody's MFRA (FY 2003 - FY 2011) and Moody's 2012 Tuition Survey (FY 2012 and FY 2013)

Lack of growth in family income and depressed household net worth continue to drive price sensitivity
and demand for student financial aid, resulting in weaker pricing power for colleges. According to the
Federal Reserve Bank, from 2007 to 2010, the median value of real (adjusted for inflation) family
income before taxes fell 7.7%.%> Income growth in FY 2011 and FY 2012 is also estimated to remain
below average. Employment prospects for college graduates appear to be improving slightly in recent
months as the US unemployment rate continues to fall below 8%, but job growth remains well below
the levels prior to the 2008-09 financial crisis.

While a majority of universities continue to project net tuition revenue growth, a growing share is not
able to keep pace with inflation, as illustrated in Exhibit 2. Before the 2008-09 financial crisis,
approximately 90% of universities saw net tuition growth above the rate of inflation (assumed to be
2%), but in FY 2013, the percentage is projected to be significantly lower at 67% for private and
public universities. As a result, net revenue growth cannot keep pace with historical rates of
expenditure growth at many universities. This growing revenue challenge is forcing college leaders to
pursue more aggressive cost cutting measures and introduce innovative revenue strategies, such as those
discussed in section five of this publication.

> Changes in U.S. Family Finances from 2007 to 2010: Evidence from the Survey of Consumer Finances, Federal Reserve Bulletin, June 2012
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EXHIBIT 2

Fewer universities with net tuition growth above inflation compared to before 2008-2009

financial crisis

% of public and private colleges/universities respondents showing a difference in net tuition revenue

FY 2007 to FY 2008

Increasing
more than

FY 2012 to FY 2013

Increasing
more than

inflation
67%

inflation
90%

Decreasing
6%

\Increasing
less than
inflation Increasing ———— Decreasing
4% less than 7%

Source: Moody’s MFRA; Moody'’s 2012 Tuition Survey inflation
Note: Inflation estimated at 2%. 16%

Il. Moderate Net Tuition per Student Growth Projected for FY 2013; Publics
Expect Slowest Increase in Net Tuition Per Student for at Least Past Decade

Due to their lower price point than privates, public universities were able to grow net tuition per
student at a high average median rate of 6.7% over the past five years (FY 2007 to FY 2012) through
sticker price increases, most often imposed to offset state funding cuts. Increased recruitment of out-
of-state students also helped to grow net tuition per student since out-of-state students generally pay a
rate two to three times in-state tuition. However, as Exhibit 3 shows, public universities project a
lower 2.7% net tuition per student increase from FY 2012 to FY 2013, a rate similar to privates. This
year’s lower median increase is the result of reduced sticker price increases as publics become
increasingly sensitive to families’ ability to pay. Despite past years of strong net tuition per student
growth, public universities continue to have more pricing power than privates. Publics remain
relatively low cost compared to their private peers, with a median projected net tuition per student of
$8,107, especially when considering cost relative to the maximum Pell Grant of $5,550.

EXHIBIT 3
Growth in sticker price and net tuition per student projected to decline sharply in FY 2013 for publics
Median % change in undergraduate sticker price, net tuition per student

W% change in net tuition per student
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Source: Moody's MFRA, Moody's 2012 Tuition Survey
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Private universities, which have a higher sticker price than publics, have experienced slowing net
tuition per student growth since the 2008-2009 financial crisis due to lower sticker price increases and
financial aid growth in response to declining family incomes. As Exhibit 4 illustrates, increased use of
scholarships in FY 2013 means that net tuition per student growth is projected to lag sticker price
growth. The projected median increase in net tuition per student from FY 2012 to FY 2013 is 2.6%,
with a median projected net tuition per student of $20,996 in FY 2013. The undergraduate sticker
price increase from fall 2011 to fall 2012 was 4%, down from median increases of around 6% before
the 2008-2009 financial crisis. Seventy percent of private universities project an increase in the tuition
discount rate in FY 2013 compared to 58% before the 2008-2009 financial crisis. Even though more
privates increased their discount rate for FY 2013, the median increase was neatly flat at 0.55%,
reflecting private universities’ struggle to balance the competing interests of remaining affordable with
good fiscal stewardship and balanced operating performance.

EXHIBIT 4
Increased use of scholarships pressures net tuition per student growth at private universities
Median % change in undergraduate sticker price, net tuition per student

I % change in net tuition per student % change in undergraduate tuition sticker price

8%

7%

6%

5% \

4% —

3%

2%

-

0% ; ; . . . .

Fy 2007 FY 2008 FY 2009 FY 2010 Fy 201 Est. FY 2012 Proj. FY 2013

Source: Moody's MFRA, Moody's 2012 Tuition Survey

Tuition-dependent colleges with limited brand recognition (generally rated in the A category or below)
are the most vulnerable to market pricing resistance. These universities and colleges typically have smaller
enrollments, more regional student draw, thinner endowments supporting financial aid initiatives, and
strong competition from lower cost options. Exhibit 5 shows that 22% of private universities rated below
Aa project a decline in net tuition per student for FY 2013, up from an estimated 14% in FY 2012. While
31% of private universities rated Aa and above project a decrease in net tuition per student for FY 2013,
these highly-rated privates are generally funding much of their discount with endowment earnings so they
are generating revenue to cover the costs of their scholarships.
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EXHIBIT 5
Continued weak pricing power expected for privates rated below Aa
% Private colleges/universities rated A1 or below experiencing decline in net tuition per student

M Actual Results [ Survey Results/Projections

35%

25%

20%

15%

10%

- -
0% T
FY 2008 FY 2009 FY 2010 FY 201 Estimated FY 2012 Projected FY 2013
Source: Moody's MFRA (FY 2008 - FY 2011), survey results/estimates/projections from Moody's 2010, 2011 and 2012 Tuition Surveys

lll. Public and Lower-Rated Universities Have Highest Reliance on Federal Loans,
and are Most Vulnerable to Potential Program Changes

Federal student loans and Pell Grant revenue are an important source of funding for students to cover
tuition and auxiliary expenses. Given the existing pressure on tuition revenue, a disruption to this
funding could have a significant impact on enrollment levels and associated revenue from student
charges, particularly for public universities, graduate programs, and lower-rated universities that are
most reliant on federal financial aid. Public and lower-rated colleges and universities are the most
reliant on federal loans and grants as a percentage of tuition and auxiliary revenue since these
universities tend to serve a lower income population and, in the case of publics, a larger share of
tuition can be covered by federal grants and loans because the sticker price is lower.

There are multiple federal loan programs available to undergraduate and graduate students. In our
survey we requested that universities include all Title IV federal loans available to students and their
families (including subsidized and unsubsidized Stafford loans, Direct Loans, Perkins Loans and
PLUS/Grad PLUS loans). Each federal program has its own requirements for eligible expenses, but
students generally spend these funds on tuition, room and board (either paid to the university or a
private entity), books and, when feasible, other living expenses. Exhibits 6 and 7 show that private and
public universities are fairly dependent on federal loans as a percent of gross tuition and auxiliaries,
with the highest reliance at public and lower-rated private universities.
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EXHIBIT 6
Lower-rated private universities are more dependent on federal loans
Median federal loans (undergraduate and graduate) as a % of gross tuition and auxiliary revenue

MAaa MAa HA Baa & Below

30%
28% 26%

23% 23%

25%

20%

15%

10%

5%

0%
FY 2011 FY 2012*

*FY 2012 auxiliary revenue based on audit when available or calculated using inflation-adjusted FY 2011 data.
Source: Moody's 2012 Tuition Survey; includes all Title |V federal student loans for which the student or parent is designated borrower.

EXHIBIT 7
Loans comprise half of gross tuition and auxiliaries at A-rated public universities
Median federal loans (undergraduate and graduate) as a % of gross tuition and auxiliary revenue

HAaa WAa HA

60%
50% 50%

50%

40%

30%

20%

10%

0%
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*FY 2012 auxiliary revenue based on audit when available or calculated using inflation-adjusted FY 2011 data.
Source: Moody's 2012 Tuition Survey; includes all Title IV federal student loans for which the student or parent is designated borrower.

Federal loans represent a smaller share of total operating revenue, with the highest dependence in FY
2011 at publics rated A, with median at 30%, and privates rated Baa and below, at 31%. Alternatively,
federal loans as a share of total operating revenue are lowest at Aaa universities, at a median 3% for
privates and 9% for publics in FY 2011.

Since private universities generally have a higher tuition cost than public universities, students at private
universities graduate with a higher median average federal loan burden, as illustrated in Exhibit 8.
According to the tuition survey, the median average undergraduate student loan debt for a graduating
student in FY 2012 (July 2011 to June 2012) was $22,689 at a public university and $27,154 ata
private university. As a comparison, the national average for undergraduate borrowers who graduated in
2011 published by the Institute for College Access and Success (TICAS) in October 2012 was $26,600.
The TICAS figure also includes private loans, which are a small share (7% in FY 2011 according to the
College Board) of total student loans outstanding.*

4 Student Debt and the Class of 2011, The Institute on College Access and Success, October 2012.
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Graduate students have a significantly higher loan burden at graduation than undergraduates because
of the higher cost and low tuition discounting for graduate education. For FY 2012, the median
average federal loan burden for a graduate student graduating from a private university was $44,166
and $35,695 at a public university. The high cost of graduate education and associated loan burden
combined with the prolonged period of limited employment prospects are important drivers for recent
enrollment declines at graduate programs — discussed in more detail in the next section on enrollment
trends - as students question whether the payoff for a graduate education justifies the expense.

EXHIBIT 8
Student loan burden highest for students at private universities and graduate programs
Median average federal loan ($) burden for undergraduate and graduate borrowers at graduation

Undergraduate Graduate
MPrivate M Public

$50,000 $50,000
$45,000 $45,000
$40,000 $40,000
$35,000 $35,000
$30,000 $30,000
$25,000 $25,000
$20,000 $20,000
FY 2011 FY 2012 FY 2011 FY 2012

Source: Moody's 2012 Tuition Survey; includes all Title IV federal student loans for which the student or parent is designated borrower.
Note: FY's represent students that graduated in that fiscal year.

Given their high reliance on student loans as a percentage of gross tuition and auxiliary revenues, some
universities are exposed to risks associated with a potential change to these programs. These risks,
which are primarily linked to government regulation, are now elevated due to political and public
scrutiny of the cost of higher education and value of a degree combined with federal fiscal challenges.
A future decline in federal loan funding could have a significant impact on enrollment levels and
associated net tuition revenue, particularly for those most reliant on student loan revenue, such as low-
rated institutions and universities with significant graduate programs.

Pell Grant revenue is also an important source of revenue for public universities, though less so than
loans for the tuition survey participants, representing a projected 15% of gross tuition and auxiliaries
for A-rated publics, 7% for Aa-rated publics and 4.6% for Aaa-rated publics in FY 2012. Pell Grant
funding is a federal need-based program whereby low income students — typically undergraduates — are
eligible to receive up to $5,550 per year that does not have to be repaid.

The recent stagnation of Pell Grant funding exemplifies the impact of a federal policy change on
tuition revenue. As Exhibit 9 illustrates, Pell Grant revenue has been flat since FY 2011 primarily due
to the elimination of the summer semester grant (first introduced in FY 2010). Despite this change,
Pell Grant revenue has not declined over the past two years for our public university survey
respondents because more students are applying and qualifying for the grant.
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EXHIBIT 9
Pell Grant revenue stagnates after elimination of summer grant
Median Pell Grant revenue (left axis); Median % change in Pell Grant revenue (right axis)

I Median Pell Grant Revenue ($'000) Median % change in Pell Grant Revenue
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Source: National Center for Education Statistics (FY 2008 - FY 2011) and Moody's 2012 Tuition Survey (FY 2012 and FY 2013)

In addition to exposure to federal loan and grant programs, many universities enroll students reliant
on state funded grants and loan programs. Any reductions to these programs by state governments
would also negatively impact enrollment and tuition revenue.

IV. Highest Enrollment Declines for Fall 2012 at Graduate Programs, Small,
Lower-Rated Universities, and Publics in the Northeast and Midwest

Nearly half of universities project full-time equivalent (FTE) enrollment declines for fall 2012, as
illustrated in Exhibit 10. The greatest pressure is projected for graduate programs, small, lower-rated
universities, and public universities located in the Northeast and Midwest where high school
demographics are weakest. Even though a rising share of universities predict a decline in enrollment,
the median change is minimal and median fall 2012 enrollment is relatively flat compared to the prior
year. Undergraduate enrollment increased a median 0.5% from fall 2011 to fall 2012 and graduate
enrollment declined a median 0.4% across all universities.

EXHIBIT 10
Nearly half of universities project enrollment declines for fall 2012, a sharp increase since fall 2010
% of public and private colleges/universities respondents showing a decline in total FTE enrollment
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Source: Moody's MFRA; Moody's 2012 Tuition Survey
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Public universities project weaker median undergraduate and graduate enrollment trends than private
universities for fall 2012. For undergraduate FTE enrollment, privates project a 0.6% median increase
from fall 2011 to fall 2012 as compared to a 0.19% median increase at publics. For graduate FTE
enrollment, private universities project flat enrollment from fall 2011 to fall 2012 and publics report a
median 0.75% decline.

While lower graduate enrollment accounts for the majority of universities projecting a decline in FTE
enrollment for fall 2012, Exhibit11 shows that an increasing share of public universities expect
undergraduate FTE declines as compared to before the 2008-2009 financial crisis. About half of public
universities project undergraduate enrollment declines from fall 2011 to fall 2012, up significantly
from a third of institutions that experienced declines from fall 2006 to fall 2007. By comparison,
private universities project a similar level of undergraduate FTE enrollment declines for fall 2012 (at
around 40%) as was projected prior to the financial crisis.

We attribute the undergraduate enrollment declines at public universities to middle and lower income
students’ heightened scrutiny of the value of higher education after years of stagnating family income
and decline in net worth, as well as the cumulative tuition price increases at public universities over the
last decade. During the financial crisis, enrollment increased at many public four-year institutions
since students considered higher education to be a means of securing employment, but now students
are increasingly attending more affordable community colleges, studying part-time, or electing to enter
the workforce without the benefit of a college education.

EXHIBIT 11

More publics experience undergraduate enrollment declines than before the 2008-2009 financial
crisis

% of respondents in each change category

Fall 2006 to Fall 2007 Fall 2011 to Fall 2012
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% Change in undergraduate FTE enrollment
Source: Moody's MFRA; Moody'’s 2012 Tuition Survey

The survey shows that there remains a flight to quality as students seck the highest value education in
the face of declining family income and weak job prospects. As a result, small, lower-rated public and
private universities, as well as publics with small enrollment size, experienced the most enrollment
pressure in fall 2012.
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As Exhibits 12 and 13 show, enrollment growth is correlated with a universities’ rating category.
Private university median undergraduate FTE enrollment grew across all rating categories, but A-rated
public universities had a median 0.7% decline. Enrollment declines at graduate programs were more
pervasive, with only Aaa and Aa rated universities experiencing median enrollment increases, and a
median 3% decline for private universities rated Baa and below. During the 2008-2009 financial crisis,
graduate enrollment grew as individuals decided to return to school to retrain or augment their skills
in the face of high unemployment. After multiple years of high unemployment and underemployment
with limited job prospects, demand for graduate degrees is now lower.

EXHIBIT 12
Flight to quality: undergraduate enrollment growth correlated with ratings
Median percent change in undergraduate FTE, fall 2011 to fall 2012

rivate universities ublic universities
Privat t Publ t
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Source: Moody's 2012 Tuition Survey

EXHIBIT 13
Flight to quality: graduate enrollment declines at lower-rated universities
Median percent change in graduate FTE, fall 2011 to fall 2012

Private universities Public universities
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Source: Moody's 2012 Tuition Survey

For public universities, there continues to be a correlation between size and enrollment trends, with
the highest median enrollment growth experienced at large, programmatically diversified universities,
as illustrated in Exhibit 14. We note that size is not as strong of an indicator for private universities
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since many maintain their market position by offering a small, residential experience. All but the
smallest (fewer than 10,000 FTE enrollment) public universities saw median undergraduate FTE
enrollment increases. For graduate programs, which are experiencing broader enrollment pressure, the
only universities able to grow enrollment were the largest public universities.

EXHIBIT 14
Small, less programmatically diversified publics see enrollment declines
Median % change in undergraduate and graduate FTE enrollment at publics, fall 2011 to fall 2012
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Source: Moody's 2012 Tuition Survey

As applications continue to rise (because students apply to more colleges, not because there are more
students), the median yield declined for nearly all rating categories at both public and private
universities from fall 2009 to fall 2011, except for Aa universities that remained fairly flat. But as
Exhibit 15 shows, in fall 2012 Aaa and Aa rated universities have stable yields while lower-rated
universities continue to see declines, with a particularly sharp decline for those rated Baa and below.
This continuing decline in yield for lower-rated colleges points to the increased competition for the
best students and highlights the ongoing need for universities to differentiate themselves and carefully
manage their recruitment and pricing strategies.

EXHIBIT 15
Yield on admitted students continues to decline most sharply for lower-rated universities
Median matriculation rate, by rating category, for public and private colleges and universities
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Source: Moody's MFRA (Fall 2004 - 2011) and Moody's 2012 Tuition Survey (Fall 2012); *estimated

Lastly, the survey showed that location is an important variable affecting enrollment. Those
universities located in areas with a declining number of high school graduates — specifically publics in
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the Northeast and the Midwest of the US — experienced the most enrollment pressure, as illustrated in
Exhibit 16. For publics located in states with funding cuts, enrollment declines may also occur if the
university decides to limit or cut enrollment because tuition increases are not able to offset state
appropriation losses.

Given the strong high school demographics in the South and West, universities located in these areas
experienced the highest median FTE enrollment growth from fall 2011 to fall 2012. In addition,
many universities across the country recruit high school students from these areas to increase their
applicant pool. Large, programmatically diversified, and higher rated universities located in weak
demographic areas are typically not as affected by demographic trends because their student
enrollment is geographically diverse. In general, higher-rated public and private universities have a
higher percentage of out-of-state students, which helps mitigate potential demographic pressure in any
one area, diversify the student body, and bolster net tuition revenue. For fall 2012, Aaa private
universities project that nearly 90% of first-year students come from out-of-state, significantly higher
than the 35% projection for privates rated Baa and below. The comparison is similar for publics, with
Aaa and Aa rated universities projecting 23% of first-year students are from out-of-state for fall 2012
as compared to 11% at publics rated below Aa.

EXHIBIT 16
Enrollment growth highest in regions with growing high school graduates
Median growth in total FTE enrollment (left axis); Projected % change in high school graduates (right axis)
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Source: Moody's 2012 Tuition Survey; Western Interstate Commission for Higher Education (WICHE)

V. Strategies to Mitigate Enrollment and Tuition Pressure Include Increased
Retention and Out-of-State Recruitment, as well as Introduction of Online
Classes

In the face of enrollment and net tuition revenue pressure, universities are increasingly focused on
maximizing use of existing strategies as well as developing new ones to attract and retain students.
Universities use many strategies to mitigate pressure on enrollment and student revenues, such as
strategic use of financial aid, new partnerships with other colleges, or expense management. This year’s
survey highlights three particular initiatives: increasing student retention efforts, recruiting out-of-state
students, and introducing online courses.

Median retention (percentage of first-year students returning as second-year students) at public
universities has remained stable over the past five years at around 78%, but retention has improved
slightly at private universities over the past couple of years, from 87% in fall 2009 to 89% in fall 2012.
Improved retention is the easiest method for colleges to stabilize their tuition revenues in the face of
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market price pressures as it reduces the cost and need to recruit larger incoming freshmen classes to
maintain enrollment. Methods of improving retention include better student services, more
scholarships for existing students, and increased academic quality of admitted students, which reduces
the number of students who may leave due to poor academic performance.

Another strategy used to maintain enrollment and net tuition revenue is increased recruitment of out-
of-state students. Though many universities have long recruited students from diverse geographic
regions, they must continually shift their outreach depending on demographic changes in the US and
abroad. For public universities facing state appropriation cuts, out-of-state enrollment growth is
particularly important as a way to offset revenue losses since these students typically pay two to three
times the cost of in-state tuition. Some public universities, however, provide preferential tuition rates
to students from nearby states, and so the tuition price can be similar to the in-state rate for these
students. Exhibit 17 illustrates that recruitment of out-of-state students has increased over the past few
years as median reliance on state appropriations as a percentage of operating revenue has declined.

EXHIBIT 17
Publics enroll more high-paying out-of-state students to offset state appropriation declines
Median % state appropriations as percentage of operating revenue (left axis); Median % of out-of-state students (right axis)
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Source: Moody's MFRA; Moody's 2012 Tuition Survey

Note: For percentage of out-of-state matriculants, the year refers to the fall, such that 2017 is fall 2011. For the percentage of revenue from state
appropriations, the year refers to the fiscal year, such that 2011 refers to FY2011. In this way, the out-of-state matriculation increases are in response
to a decline in state support in the prior fiscal year. FY 2012 state appropriation as a percentage of revenue was estimated as a 1% decrease from FY
2011,

Online technology offers perhaps the most fundamental change in enrollment strategy for higher
education. There are a variety of different online course structures — entirely online, hybrid (with some
coursework online and some in the classroom) or non-credit courses, such as the recent emergence of
massive open online courses (MOOCs). MOOC:s are leading the online learning movement, with elite
universities offering courses to hundreds of thousands of students across the globe, currently at no
cost.” While elite universities with a global brand are more likely to offer MOOC:s or hybrid courses,
regional public universities and lower-rated universities are most likely to offer for-credit courses
entirely online. Our survey only requested information about fully online, for-credit courses.

Though the emergence of online technology in higher education is not new®, online enrollment
increased 10% from 2002 to 2010 (at both for-profit and not-for-profit institutions) according to the

See Moody’s Reports Shifting Ground: New Technology Begins to Alter Centuries Old Business Model for Universities, September 11, 2012 and US Higher Education
2012 Mid-Year Outlook Remains Mixed, July 26, 2012

For some universities, online education has long been an important part of their course offerings, such as Liberty University (rated Al/stable), University System of
Maryland (rated Al/stable) and Nova Southeastern University (rated Baa2/positive).
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2011 annual survey conducted by Babson Survey Research Group.” Given continued pressure to
maintain enrollment levels, offer convenient delivery methods to students, and achieve operating
efficiencies, we expect for-credit online offerings will continue to grow. We also expect to see more
market-leading universities join MOOC platforms such as Coursera, edX and Udacity to benefit from
the global branding and exposure offered by these networks.

Public universities report much higher enrollment in for-credit online courses than their private
counterparts because increasing accessibility at a lower cost aligns directly with their mission and they
are more likely to serve non-traditional students who would benefit from more flexible class schedules.
Lower-rated publics have the highest for-credit online enrollment, likely because they seek to capitalize
on operating efficiencies and attract more students by offering a variety of delivery models.

EXHIBIT 18
Higher penetration of for-credit online courses at publics and lower-rated universities
Median % of students (headcount enrollment) taking at least one course online for credit in fall 2012
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Source: Moody's 2012 Tuition Survey

Though many elite private universities are leaders in online MOOC:s, far fewer private universities
offer for-credit online courses. Private universities, particularly the highest rated, have low penetration
in for-credit online courses largely in an effort to protect their brand and residential experience that
differentiates them from the competition. Exhibit 19 illustrates that for-credit online enrollment is
more prevalent at private universities experiencing enrollment declines, perhaps because these
universities hope that the flexible online delivery method will help increase enrollment and improve
retention.

7

Going the Distance, Online Education in the United States, 2011, Babson Survey Research Group, November 2011
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EXHIBIT 19
Private Universities with enrollment declines more likely to offer online courses
Median % of students (headcount enrollment) taking at least one course online for credit, fall 2012
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Source: Moody's 2012 Tuition Survey
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A Liberal-Arts Consortium Experiments With Course Sharing

April 4, 2012, 4:55 am
By Jeff Selingo

In discussions about the future of higher education, there’s often plenty of hand-wringing over the precarious fate of the hundreds of small,
tuition-dependent private colleges scattered throughout the country. With many of them located in out-of-the-way places, their isolation
means that merging or even collaborating with other institutions to reduce costs is typically not an option.

But advances in technology can now link together institutions that are separated by thousands of miles. An experiment by a group of 16
liberal-arts colleges and universities in the South might serve as the blueprint for other small institutions looking for ways to maintain a
core of academic programs but offer enough variety to attract students.

The concept behind the group’s New Paradigm Initiative is simple: the 16 institutions of the Associated Colleges of the South, which
include Davidson College, the University of Richmond, and Rhodes College, join together to offer online and blended courses to students
on any of the campuses within the consortium, meaning students at one institution are no longer limited to the courses offered just at their
college.

Plenty of colleges these days allow students to take online courses from other institutions, of course. But the system designed by these 16
colleges works more like a traditional consortium: Students don’t have to worry about transferring credits between institutions and no
money is exchanged between the campuses, making the process seamless for students.

“In the past few years, we have looked for ways that the association could behave collectively to help all members that in separate ways we
couldn’t,” says Lewis Duncan, president of Rollins College. “For some things, having 3,000 faculty, 30,000 students, and 16 campuses is a
good idea.”

The initiative will get its start in the fall with a half dozen to a dozen courses at four institutions that have committed so far to the
classroom technology, which costs upwards of $250,000. In an effort to maintain the feel of small liberal-arts classes, professors on the
home campus of a course will teach in a classroom outfitted with conference capabilities and students on other campuses will take part in
real-time, synchronous discussions.

Carol Bresnahan, the provost at Rollins, says she became persuaded of the model last fall when she accompanied a group of faculty
members to a Cisco facility in Orlando to try out its TelePresence conference technology. “Our faculty are not interested in 24/7 online
education,” she says. “The faculty made clear to us that they like the intimacy of the Rollins classroom. Now the technology is finally
available to replicate that in real time from a distance.”

The first courses to be offered will be those that are available on only one or two of the association’s campuses. Languages are the likeliest
candidates, Bresnahan says. For example, only Davidson and Richmond offer Arabic. Other campuses have been closing language
departments, such as German, as the popularity of various languages has waned. This program could allow a small college to offer the wide
variety of languages typically available only at large research universities or elite liberal-arts colleges.

The colleges in the association already have some experience in collaboration from a distance, having offered classics courses
cooperatively for the last decade. A study of that program, financed by the Mellon Foundation, found that pedagogical practices employed
by faculty members spilled over into on-campus teaching and students reported high levels of learning.

Beyond building a collaboration model for other small colleges to follow, the New Paradigm Initiative could also potentially change
attitudes about online education at liberal-arts colleges and in other corners of traditional higher ed, where distance education gets very
little respect. That’s for “other people’s children.” To some in academe, the only education of quality is face-to-face.

Last year, when the Pew Research Center and The Chronicle asked college presidents for their opinions of online education, leaders of
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four-year, selective private colleges were much more likely than anyone else to say it doesn’t offer an equal experience to that of a
traditional classroom. Those colleges were also the least likely of any type of institution to offer online courses.

As Ilistened to Duncan, Bresnahan, and Wayne Anderson, president of the Associated Colleges of the South, describe the New Paradigm
Initiative, I wondered just how far the model could expand on their campuses in the future. For example, could a student enroll at Rollins
but take the majority of his classes at one of the other 16 campuses and still get a Rollins degree? Would all the institutions pare back their
departments and course offerings so there would be no overlap between campuses?

Duncan, Bresnahan, and Anderson aren’t quite ready to go there yet. For instance, students can’t major in something not offered by their
home campus. Students can’t take courses on other campuses simply for the sake of convenience. And for now, the program will include
only upper-level courses.

“We have already have concern that this is more of a bold and ambitious future than some of the more conservative faculty are comfortable
with,” Duncan says. “But in reality, this might become part of a sustainable business model for small campuses.”

Under such a model, each campus in the consortium could put most of its academic resources toward making a few academic programs
distinctive and leave the rest to the partner institutions. At a time when lower-level courses on many campuses are quickly becoming
commodities, such a strategy allows colleges to differentiate themselves.

It also raises some questions, namely, what’s the value of a degree from a specific institution if many of the courses were taken elsewhere?
But with one-third of students transferring colleges before earning a degree these days, that reality already exists on many campuses. With
concerns about the rigor of courses and value of credits coming from other places, forming a consortium as these 16 colleges have done
might help put some reasonable quality controls on that student swirl.

This entry was posted in Uncategorized. Bookmark the permalink.
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joelcairo 9 months ago

Just curious: Are courses capped? That is, if the enrollment cap is 30 and 30 students from the
home campus enroll, will the course then be closed to enrollment from other campuses? If not, how
does grading work? If the cap increases, won't the professor have more grading to do?

Like

jselingo 9 months ago in reply to joelcairo

Yes, the courses are capped so they wouldn't be any larger as a group then they would have
been on an individual campus.

Like

cbres 9 months ago in reply to joelcairo

This is Carol Bresnahan - it's essential to cap the courses if we want to retain the small-college
feel.

Like
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mark_at_caep 9 months ago

Small colleges also often have solitary faculty members providing service courses, but no major in
their discipline. Collaborations like the one described here could allow such individuals to
participate with colleagues across a consortium in teaching a wider range of courses, etc.

4 people liked this. | Like

jennoh2 9 months ago

Our liberal arts institution just began talks on offering online courses. Thus far it does not seem to
be embraced by faculty members. I think a good solution for small institututions that want to get
their "feet wet" in online education is to join a consortium of institututions offering language and
upper level classes. I see it more of a safer bet that will experience less resistance.

Like

cmorrissey 9 months ago

Cost reductions leading to lower tuition?--the shared courses will not solve the resolve "the
precarious fate" of these instituions. Current four year programs can be easily delivered in three
years as a starter.

Like

chronanon 9 months ago in reply to cmorrissey

"Current four year programs can be easily delivered in three years"

That's great news! You will, of course, give us the details on *how* we can easily do that,
right?

4 people liked this. | Like

chronanon 9 months ago

Rhodes has taught Arabic since at least 1987.

Like

darccity 9 months ago

The big test is if colleges can succeed in dropping entire programs in favor another consortium
member's clearly superior department. Traditionally, good programs heavily subsidize bad ones.
That's because programs with weak, arrogant, boring, lazy, or behind-the-times faculty drive away
students from their classes.

The low enrollments eventually result via faculty attrition, but that may take decades. In the
meantime, incentives from this perverse cross-subsidization business model force the hi-demand
and strong teaching programs to carry the tiny classes of weak programs. This phenomenon is akin
to a nation with protect import barriers. With the equivalent of free trade, bad faculty will have to
clean up their act to compete for students against quality programs elsewhere in the consortium or
else be exposed as the freeloaders they are.
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barbarawright 9 months ago

This sounds like a great idea. But rigor and quality control? I was sorry not to see any discussion of
cross-institutional learning outcomes, standard setting, and assessment.

Like

kyushumntsphil 9 months ago in reply to barbarawright

Yes, Barbara -- and here's one quality control: the obligation that profs and students quote
more.

Students evaluations, once shed of their current consumer-satisfaction conceits, can ask all to
cite profs who best model course-content-related references -- to actual students in the course,
to parallel examples in other parts of home campuses, and to wider cultural sources.

Students who enthuse most about profs and peers who best model breadth and depth of

connection will automatically show this one burgeoning quality: literacy, with all its newly-
infused humanity.

Like

mwilson1382 7 months ago

The use of technology is important for the success of a university, however to keep pace with the
ever growing demands of technology is also a need. But the bringing together of multiple
universities will help to bring about meet these needs and demands.

Like

Aaron W. Dobbs 5 months ago

This sounds a bit like what the Tennessee Board of Regents(1) schools are doing with the Regents
Online Degree program(2). TBR has 6 universities and 13 community colleges participating in this
collaboration, each student has a home institution and can take any classes they can get into via
RODP.

For more information:

(Dhttp://en.wikipedia.org/wiki/T...
(2)http://www.rodp.org/
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Concordia U. Saint Paul Will Slash Tuition by One-
Third

The Minnesota university spent years planning the move, which it hopes will
increase retention and draw new students

By Beckie Supiano

Concordia University Saint Paul will reduce the sticker price of its
tuition and fees by $10,000, or about 33 percent, for the 2013-14
academic year, the Minnesota university plans to announce on
Wednesday. Tuition and fees for all new and returning students in
the traditional undergraduate program will drop to $19,700 next
year from $29,700 this year, while the price of room and board will
not change.

The university spent years working toward this announcement, and
administrators are excited. "For us," says the Rev. Thomas K. Ries,
the president, "it represents one of these once-in-a-generation
decisions."

With this move, Concordia joins a small group of institutions that
have lowered their prices in recent years, including the university of the
South, known as Sewanee, and Seton Hall University. And in some ways, tuition
cuts make sense: They respond to the chorus of warnings that
higher education's high-price, high-aid model is broken, and to
families' concerns about college affordability.

Still, experts often regard tuition cuts skeptically. Sometimes a cut is
more about marketing than real change, they say. A college can
reduce its price and its aid at the same time and not substantially
change the net price, the actual amount each student pays after
grant aid.

But Concordia's leaders say they are doing something different.
Next year, they expect, all students will pay a lower net price than
they would have without the tuition cut. And most of them will pay
less than they did the year before, according to university officials.

That's not to say the move has nothing to do with marketing. After
all, Concordia, a Lutheran institution, wants to be considered by
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more potential students who may be worried about affordability and
turned off by the university's current price. "Many people aren't
pursuing private because private owns the word 'expensive," says
John T. Lawlor, whose marketing firm, the Lawlor Group, is
working with Concordia to promote the price change.

‘Overwhelmingly Good'

A lot of that communication, however, will be with the university's
existing community. Concordia is making a big push to let its
current students know what the "tuition reset" means for them. "We
want to be very transparent and very real about our pricing," says
Kristin M. Vogel, director of undergraduate admissions.

This year's freshmen, sophomores, and juniors will each receive a
personal letter that shows what they are paying out of pocket right
now, what they would have paid next year, and what they will most
likely now owe, under the new pricing structure (the precise amount
mightl change if students' financial need does). Seniors will get a
letter explaining that although the price cut won't help them
financially, administrators hope the attention Concordia gets for the
move will heighten the value of its degrees.

Jay Weiler, for one, is happy with the change. "It's overwhelmingly
good," says Mr. Weiler, one of three undergraduates who got an
early look at the plan so they could serve as "student ambassadors"
in explaining it to their peers.

Even though Mr. Weiler is now in his fourth year at Concordia, he
stands to benefit from the price cut, as he's taking more than four
years to finish a double major in percussion performance and
professional writing. But the difference for his bottom line wasn't
immediately clear. A tuition cut, he understands, is generally
coupled with a decrease in aid. When he saw his letter, it estimated
that Mr. Weiler would owe about $1,400 less next year than he
would have with a normal 4-percent tuition increase. The projected
total is about $1,300 less than he's paying this year.

Even before the early look, Mr. Weiler had a sense that a change was
coming. As a resident adviser, he sat in on a faculty meeting in
which Concordia's president discussed efforts to make the
university more affordable. Mr. Weiler thought he might be hinting
at a multiple-year tuition freeze.

Private-College Prices

In fact, Concordia had been moving toward a tuition cut even before
Mr. Weiler was a student. Back in the 2005-6 academic year, the
university asked the enrollment-management consulting firm Noel-



Levitz to study its pricing. That research found a gap between what
families in Concordia's market expected a private-college education
to cost and what the university was charging. At the time, though,
administrators didn't see a way to deal with that discrepancy.

Then, years later, Concordia had Noel-Levitz do another study, in
more depth. The study, completed this past spring, found that the
gap had grown. And there was a new element, says Scott E. Bodfish,
vice president for market research at Noel-Levitz. The study
examined the decision making not only of families whose children
had been admitted to Concordia, but also of a broader pool of
families who may not have considered private colleges.

The report—combined with research commissioned by the
Minnesota Private College Council finding that some families in the
state were ruling out a private higher education based on sticker
prices—changed the equation for Concordia. Top administrators
started to plan a substantial tuition cut.

When Mr. Ries took office, in 2011, he was excited about reducing
tuition. Mr. Ries had worked at the university earlier in his career
and knew the administrators who were advocating the change. After
taking a little time to settle in, he approached the Board of Regents
—whose members had heard of the idea but hadn't seen a serious
proposal—for their approval. The message, Mr. Ries says, was: "This
is not a drill anymore. This is going to be real." The board agreed to
the cut.

Fairness and Retention

Now Mr. Ries is glad to be at the helm for the drop. Concordia
officials hope the tuition cut will encourage families who would have
dismissed the university out of hand based on sticker price to take a
closer look.

Administrators felt it was equally important that the cut apply to all
students, not just new ones. That conclusion was based on fairness,
as well as concerns about retention among students who were
struggling to pay. Officials expect to see an increase in retention, as
well as growth in new students.

Concordia's capacity to expand its undergraduate population—the
university enrolls about 1,200 now and would like to go up to 1,500
—is one reason the tuition cut seems viable. Colleges that cut their
price typically expect to bring in less money per student, but make
that up in higher enrollment. According to Concordia's calculations,
an additional 20 or so new students and 30 or so more



upperclassmen retained would bring in enough tuition revenue to
make up for the reduced price. Any more students would mean a
financial gain. (In addition, the university hopes its move will
resonate with donors.)

Concordia is a tightly run ship, officials there say, and the university
has been carefully preparing for the pricing change for years.
Officials think the university is well placed to make, and benefit
from, the change. In future years, they plan very small tuition
increases. And beyond the traditional undergraduate program,
Concordia has already expanded its programs for graduate students
and adults, which makes the move a bit less risky.

Still, measuring the effect of a tuition cut may not be as easy as it
seems. Even if a college sees enrollment growth after a tuition cut, it
doesn't necessarily come from the new price, says David W. Strauss,
principal with the Art & Science Group, a consulting firm. Such
announcements draw attention, he says, and some students may be
attracted just by the buzz.

Officials at Concordia and their consultants are convinced the cut is
the right move for the university. Colleges of all stripes may struggle
to attract the students they want, for many different reasons, says
Mr. Bodfish, of Noel-Levitz. For Concordia, all the research
suggested that sticker price was the real hurdle for families. That
doesn't mean every college should cut tuition, Mr. Bodfish says: "It's
not a one-size-fits-all solution."
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happyprof 3 months ago

Concordia has my profound admiration for this move. My college is a classic high sticker price,
high financial aid institution, and it is at risk of running aground. The whole system asks more of
alumni to pay for more aid, which does little to actually change the college, and when that is not
forthcoming, other program budgets get poached to cover shortfalls. It is disastrous.

I only hope that many others follow suit.
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betterschool 3 months ago

The headline should have read, "Faith-based college losing enrollments due to outrageously high
tuition, lowers tuition to ridiculously high, hoping to avoid disaster."

Annual tuition of $19,700 is still substantially too high and is necessitated only by deep organic
inefficiencies that have no positive impact on quality. While public attention has been forced on for-
profits (average tuition $13,500) and public colleges (average tuition half that of the for-profits),
independents have quietly crept above $20,000, even to $30,000. In most cases, the benefits do
not begin to justify this kind of cost.
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arlee 3 months ago

The President of Concordia, interviewed this morning on Minnesota Public Radio, explained that
this is little more than a marketing move and that the financial savings for the majority

of Concordia's continuing and future students will be minimal. A figure of a $500 savings was
mentioned as the result for many. I don't think we have seen enough yet to know if this is a real
policy decision regarding the cost of higher education at Concordia (or can be a model for others) or
if it is old wine in new bottles.

Like

robertkase51 3 months ago

Hardly any undergraduates pay the full amount. Even at the $29,700 price the average
undergraduate ends up paying around $12 - $14,000, which is comparable to many Minnesota
State schools. There has always been talk about eliminating the discounts and publishing the
actually tuition, but the questions has been, "who's first?" Those that tried it in the past found that
it backfired and were perceived as not being as strong academically since they don't cost as much. I
know it sounds

silly . Those from State schools can't even imagine this game. So they lower their tuition but
reduced the discount. Old wine in new bottles. It is all a shell game, but a risky one. Those few that
don't get the discount because price doesn't matter may look elsewhere.
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FINANCIAL AID PRIMER

This report is a tutorial on the use of tuition discounting as a pricing mechanism in higher education. It was adapted
from a general report prepared by Topher Small of George Dehne & Associates, Inc., as an introduction to tuition
discounting he prepared for new college presidents who had not had previous experience in higher education.
Permission for content duplicated in this report was granted by Mr. Small.

It is important to point out that financial aid and tuition discounting are the most confusing, misunderstood aspects
of enrollment management. This report is not designed to be a comprehensive assessment, nor will it describe a
specific plan for the strategic use of aid in the future. Instead, it is an attempt to familiarize readers with the significant
issues that must be taken into account when planning an aid strategy, so that all interested stakeholders can be
contributing partners in the developing plans for the future.

| have elected to frame the subject around a few basic areas. | apologize in advance for the somewhat curt outline
format, but it seems to be the more efficient way to deal with the subject in the time available. The headings are as
follows:

1. No one size fits all. One has to understand where one’s institution falls in the competitive marketplace
in order to understand what aid strategy is appropriate.

2. Definitions are important. There are a lot of apples and oranges in this business, so it is important to
have consistent definitions and understand that comparisons among different institutions are always
dangerous.

3. Four approaches to budgeting financial aid

1. No one size fits all.

It is important for purposes of this discussion to separate public colleges and universities from private colleges.
While public colleges and universities have begun to use financial aid strategically to meet enrollment goals, they
are operating in an entirely different price theater, which makes them virtually impossible to compete with based on
cost. There are cases where large merit awards offered by a private college might make them cost-competitive with
a public institution, and it certainly is a fact that many private colleges do much more for high-need Pell-eligible
students than their public counterparts. However, in both of these cases, the amount of these awards is too great for
large-scale practice. Therefore it should not be part of a private college’s strategy to use or “leverage” financial aid
to meet enrollment goals.

Unfortunately, the primary focus of a private college aid strategy is other private competitors. Therefore, it is important
to understand how the aid strategies among private colleges differ. Every independent college in the country struggles to
one degree or another with the issues of financial aid. The magnitude of the problem, relative to the long-term health
of a college, varies considerably depending on the extent to which the institution needs financial aid as a pricing
mechanism to influence student choice and achieve enrollment goals. In this regard, colleges fall into four distinct groups.

Group |-The “rare air” includes those colleges and universities that could fill their classes with high-quality students
without using any financial aid. More than 50 percent of the applicants to these institutions do not even consider
applying for aid, and the vast majority of these “full-payers” are at or above the academic mean of the entire applicant
pool. Institutions in this category use financial aid to “finesse” the make-up of their student bodies. Most of the aid
resources are used to support diversity and make it possible for some academic superstars without financial means
to enroll. Although things are always changing, this group generally does little or nothing with merit scholarships.
They do not have to “buy” students from affluent families because these families can afford the steep price tag, and
they usually are willing to pay for the prestige.

Historically, these institutions have had a commitment to meet 100 percent of financial need for those who apply for
aid. They are often need-blind in admission, and make use of their considerable institutional financial resources to
engage in aggressive differential aid packaging within need. In recent years, these colleges have been touted for the
elimination of loans from need-based aid awards in an effort to broaden their socio-economic diversity (most have
backed off of this strategy as they are wrestling with the issue of generating new revenues). These institutions operate
in a sphere and tier above most colleges in the U.S. and are very tough to beat when they want to enroll a strong
student with modest family resources.

There are perhaps 50 to 75 of these colleges and universities nationwide. The vast majority are in the Northeast,
where there is a higher premium placed on the value of private higher education, and considerably less prestige
associated with the flagship public universities. All but a few of them are in or close to larger urban environments.

The average tuition discount rate for Group | institutions typically is somewhere between 30-35 percent, but it is on
the increase because of significant tuition increases in a steady-state federal and state aid environment, and because
of their loan elimination policies. When a college wants to continue to meet full need and outside resources do not



increase, all of the increased need caused by a tuition increase has to be covered with institutional resources. The
discounts at these colleges and universities are rarely pure “tuition” discounts, because a large amount of the
financial aid resources comes from endowed funds (funded financial aid) rather than a pure discount of unrestricted
tuition revenue (forfeited tuition). Regional examples of these colleges include Washington University, the University
of Chicago and Northwestern University.

Group lI-"Financially strong, typically well-endowed” is made up of a number of private institutions that use financial
aid to help fill out the class. These institutions see need-based aid as a way to expand their available market, and
recognize that they would not be able to recruit a class with the numbers, quality and diversity they would like without
spending some institutional resources on aid. They must expand the available market because only 10 percent of the
families of college-bound students can afford $30,000 or more for college. Some at the top of Group Il could probably
come close to filling the class with full-paying students, but it would be at great sacrifice to both quality and diversity.
Their applicant pools have a smaller number of top-quality students who can afford the comprehensive fee than
Group | institutions, and the aid program is the only way that many of their accepted students can consider a private
college.

Many of the full-paying students who apply to these schools are using them as back-ups to Group | colleges. In addition
to providing access to a portion of the pool, an increasing number of institutions in this category also use no-need
merit scholarships as an ego-stroking mechanism to influence the decisions of those who are able to pay, but would
otherwise go to colleges ranked higher. While the majority of their resources are used to meet need, in recent years
the balance of need-based and merit-based aid has shifted increasingly toward merit as these colleges look for ways
to leverage decisions of upper-middle-class families and increase quality in a very competitive market.

There has been more pressure on colleges to shift back to a focus on need over merit, because of the belief that the

merit programs are limiting access to the best colleges due to the decrease in need-based commitments. Some try

to do both, and the combined pressure of merit and need are driving up the discount rates at these colleges at a rate
much faster than they had been.

It is difficult to estimate exactly how many private colleges and universities fall into Group I, but it is probably no more
than 50. Of course, these institutions cover a wide spectrum between the first and third categories. Again many of these
colleges are in the northeast, but many colleges perceived to be the best in the Midwest also fall into this category,
including colleges like Oberlin, Kenyon, Denison, St. Olaf, Carleton, Macalester and DePauw. Grinnell College certainly
is in this category, but has recently discussed abandoning its “need-blind” admissions policy; Macalester College and
Carleton College, two excellent liberal arts colleges in Minnesota, have dropped their need-blind policies in recent years.

The discount rate for these institutions is generally between 35 and 45 percent, but among the wealthier schools, much
of this investment once again comes from endowed funds (funded financial aid) that are not a true tuition discount
(forfeiture of tuition). The institutions with the greatest resources in this category are advancing their competitive
academic position among their peers with large no-need merit awards and aggressive need-based financial aid
packaging that meets 100 percent of need. This is very expensive and hard to beat.

Group lllI-"many of the rest of us” is made up of the institutions that use aid to expand the available market and as a
discounting mechanism to influence student choice. In short, it would be difficult for these colleges to survive without
a sizeable discount in tuition through the strategic use of financial aid—merit-, talent-, and need-based. Typically,
these colleges are located outside of major urban areas, have lower visibility and national prestige, and, unfortunately,
attract very few students from families who can and choose to pay full cost. The families who can afford them will only
choose these colleges if their child is not admitted to a Group | or Il college, or because they are motivated by a merit
scholarship that compensates for the lack of prestige.

Many institutions in this category get into serious financial trouble by aspiring to a higher level than their market
position will support. They have to pay too much to attract the stronger students, which does not leave enough to
leverage the rest of the class. As a result, they do not meet bottom line enrollment goals, they fall short in net revenue,
and they have to make budget cuts to make ends meet. This further reduces the quality of the experience and the
competitiveness of the college, and places it in an even more difficult position for the following year. The apparent
discount rate at these places generally covers a wide range, between 30 and 60 percent or more. Often the real
discount rate is even greater, because tuition is kept artificially low to maintain any hope of competing in the market.

This category describes most small private liberal arts colleges. In order to compete among themselves, as well as
with regional and flagship state universities, the vast majority have to discount more than they can afford with both
merit- and need-based awards. Augustana is among this group, as are institutions like Gustavus Adolphus, Luther,
Knox, Beloit and Cornell College. Increasingly, institutions like Illinois Wesleyan, Lawrence, Lake Forest, Wooster,
Kalamazoo and Earlham also are in this group, as they've started to feel the impacts of demographic change and
shrinking wealth.

Group IV is a relatively small but diverse group of institutions, located primarily in urban or suburban areas, with large
part-time commuting and adult populations, as well as money-making professional schools and graduate programs.
These places draw heavily from their immediate geographic areas and have many students who are able to pay for
their tuition by working, going to school part-time, and using government loans to supplement their own disposable
income. Students who attend these institutions are doing so because they are convenient and/or the academic pro-
gram of study is directly aligned with their goals. These places are offering more and more online courses and flexible
scheduling to keep people coming in the door. The students generally are not liberal arts majors, and do not place

a great deal of emphasis on prestige in the selection of their college. Instead, they are choosing a college based on
career advancement and convenience.



Typically, the colleges and universities in this group have tuition discounts of 20-30 percent. They can get away with
spending at this level because they do not have to compete for high-quality students on the national stage, and they
do not have to support a lot of financially needy students living on campus. There are perhaps between 50 and 100 of
these colleges/universities nationwide.

Group IV institutions are becoming increasingly problematic for Group Ill, because of their vocational focus and
greater flexibility. More and more middle-class students are staying closer to home, forgoing the four-year residential
experience, and saving money by enrolling at them. With the exception of some of the small, urban Catholic women’s
colleges that fit into this category, | am not aware of many Group IV institutions suffering enrollment problems in the
current recession. DePaul, Marquette, Loyola, Butler and Drake are good examples of Group IV colleges in the
Midwest. This group also includes institutions like St. Ambrose and Augsburg, which have successfully leveraged
graduate programs, continuing education and degree-completion to shore up finances and continue to discount
heavily for traditional student enrollment.

It is very important for colleges to understand where they fit in the “pecking order” of this model, and to build their aid
strategy with that understanding in mind in order to avoid spending inordinate sums of aid resources with little return.

2. Definitions are important.

Financial aid is loaded with strange-sounding names and difficult-to-remember acronyms, which some believe were
created by the aid profession to make itself indispensible. While that may be a stretch, let me outline a few key defini-
tions that need to be understood when developing an aid strategy.

Financial Need: This is determined by a formula developed by the federal government based on data provided on
the FAFSA (Free Application for Federal Student Aid). It is the difference between what a family is expected to pay
for college (EFC - Expected Family Contribution) from disposable income and personal assets, and the total cost
(frequently called “cost of attendance”), which includes tuition, fees, room, board, books, travel and incidentals.

Meeting Need: Need is met with three basic forms of financial aid: 1.] gift aid from federal, state, institutional and
private outside sources; 2.) low-interest loans from federal, state and private sources; and 3.] on-campus employment
from the Federal Work Study program or institutional operating budgets. The loan and work part of an aid package is
called “self-help.” The more gift aid there is in a package (and the less self-help), the more attractive and marketable
the package.

With the exception of the Group | and Il institutions described above, very few colleges are meeting full need. A few
more are meeting need based on billable costs as opposed to cost of attendance, but most colleges are “gapping” the
majority of their students. In other words, the total aid award plus the EFC does not equal billable costs, much less
total costs or cost of attendance.

In addition, most colleges, including Augustana, include loans within the financial aid package in an effort to meet
financial need. A college has to have a very strong value proposition if it is going to attract students who are borrowing
more than $6,000 per year. However, debt and debt awareness are becoming more of a concern, because there are an
increasing number of other low-cost alternatives, including for-profits.

Many Group Il colleges are living off high-need, educationally unsophisticated, first-generation college students who
are anxious to attend college but do not fully understand the extent of their loan obligations. When they find out, and/
or the value proposition is not equal to their projected debt level, they withdraw. While this is not a great problem for
Augustana today, there are signs that this is occurring more frequently. Colleges that do not meet full need and/or
have large loans as part of their aid awards tend to have much higher attrition rates.

Gift Aid: As just mentioned, gift aid comes in many forms and from many sources; however, it falls into one of two
categories: merit (which includes talent and other automatic discounts based on something other than financial need)
or need. For both categories, the common defining characteristic is that it does not have to be paid back. Merit schol-
arships are used to reward talent—primarily academic, but music, religious affiliation and legacy status frequently are
deemed meritorious. One does not have to file the FAFSA to qualify for any of these.

Need-based gift aid typically is called grant aid and also comes from a number of sources, but it is used as part of an
aid package put together to meet need. A college may use all the federal, state and private outside grants for which a
student may be eligible and then add in some need-based grant of its own, to go along with loan and work-study.

For most Group Il institutions, much of the merit-based scholarship aid actually goes toward meeting need as well as
rewarding merit, because the majority of the applicants are from middle-class families and have needs as great as or
greater than the amount of their merit award. This is the case for Augustana. Typically, up to 80 percent of our merit
scholarships go toward meeting financial need that exists. The merit scholarship has provided a “psychological” boost
historically, although most would receive the vast majority of the award even if they applied only for need-based aid.

When one looks at all the possible combinations of need- and merit-based awards for which a student may be eli-
gible, it is easy to see how colleges can get carried away with aid spending. To control this, they develop a “gift aid
matrix” with an academic-quality axis and a need-level axis, which govern the amount of gift aid for which students in
each cell of the matrix may qualify. Augustana has such a matrix, which historically has been effective in controlling
aid spending and maximizing net tuition revenue. Our model identifies “proportion of financial need met with gift” as
a key component to help us leverage aid to generate revenue and stabilize the discount rate. However, the matrix is
beginning to show signs of weakening in maximizing net revenue.



Leveraging Institutional Aid Dollars: Given the small number of potential full payers in virtually all Group Il applicant
pools, the key to meeting institutional enrollment and tuition revenue goals is to use smaller amounts of institutional
gift aid to leverage admissions decisions. Colleges in this category generally understand that because of their position
in the pecking order, they have to spend more to attract the brightest students to shape their profile; and, as mentioned
earlier, it is easier to attract unsophisticated, less affluent students because they are not familiar with what to expect
from their aid package.

The key is to develop an aid matrix that shifts the weight of the gift aid resources to the less expensive, less accom-
plished students. In other words, it is better to enroll three average students at $10,000 each than it is to enroll one
strong student at $30,000. Using similar reasoning, it makes sense to meet or even exceed the need of low-need
students who cost you much less than trying to meet the need of a student who will cost $25,000-$30,000. This is
what we've been trying to do since eliminating the full-tuition award and slowing the growth of our largest non-need-
based awards. However, within a merit scholarship system, it is difficult to justify larger non-need-based financial
awards being awarded to average students, which is becoming increasingly problematic for Augustana as our average
institutional award throughout the matrix has compacted.

An important caveat to all of this is that students can only be leveraged if they are in the applicant pool. If there are
not enough candidates in the low-cost cells of the matrix, there is no way enrollment goals can be achieved through
leveraging. Furthermore, awards need to be generous enough to influence behavior if a college is able to attract a
sufficient number of students in these low-cost/high-revenue cells. This is the area where we've struggled most in
recent years.

3. Four approaches to budgeting financial aid

Typically, aid spending is the first or second largest “expense” on the overall operating budget of a Group Il college.
It also is far and away the most difficult to control because it requires that people in positions of authority predict the
actions of the hundreds of adolescents in the accepted applicant pool who have dozens of choices. It is both an art
and an imperfect science.

Fixed Budget: In this model, the admissions and aid offices are told what they have to spend on aid, and they admit
the class with that goal in mind. It is seldom perfectly achieved for the reasons just stated, but the more selective
places get close by first admitting all the non-aid applicants and then filling in with those that will fit within the

aid parameters. The less selective a college, the more difficult it is to meet enrollment goals using this approach.
Colleges in Groups I, Il and Il have tried to operate with fixed-aid budgets for years, but as costs and competition
have increased, it has become harder and harder to remain viable with an inflexible aid budget. This is the checkbook
model, which very few colleges are able to support any longer.

Floating Budget Based on Needs: Most Group | and some Group Il colleges are need-blind in their admission decisions
and meet 100 percent of need so their budgets simply float with the needs of the accepted applicant pool. This is
obviously expensive, but they are able to do it because in most cases more than 50 percent of their accepted applicant
pools are not applying for aid. As a result, the aid discount is applied to less than half of the class, and they have
substantial endowment resources from which to draw. Being need-blind in admission and meeting 100 percent of
need would appear to be risky, given the potential for large shifts in the socio-economic make-up of the class, but
these colleges’ applicant pools are amazingly consistent over time, and they generally have been able to estimate how
things will turn out based on past experience. The whole process was quite a gamble during the recent recession and
we are beginning to see colleges turn away from being need-blind; the highest profile college is Wesleyan University
(CT), and Grinnell is likely to announce abandonment, too. This appears to be unsustainable for all but the most

affluent colleges. This is part of the reason so many Group | and Il colleges have been experiencing significant financial
problems over the past two years, despite their considerable resources.

Fixed Discount: Most Group Il and some more selective Group Il colleges operate with a fixed tuition discount aid
model. This simply says we are going to discount for financial aid at X percent regardless of the impact on enrollment.
The discount is set on the basis of estimates that are predicated on past experience.

First, the college estimates what the percentage of students on aid will be; then it determines what discount will be
required in order to meet quality, diversity and revenue enrollment goals; then it calculates the average institutional
gift aid, and awards to that average. They know that students who receive more gift aid are more likely to enroll than
those who receive less, so the average gift goal they award to is less than the discount goal. They track this closely
during the aid award process to make sure that spending is not getting out of line.

Fixed discount colleges vary in their use of leveraging based on a combination of the affluence and size of their
applicant pools. They are more likely to leverage for quality and diversity than for net tuition revenue. Colleges with
large applicant pools are better able to do this because they typically can fill in the class at the end of the cycle with
students from a waiting list, and don’t have to worry about “buying” students to meet head count goals. As one moves
down the selectivity pecking order, it becomes increasingly difficult to do this because there are fewer and fewer
no-need and low-need students, or an absence of a real wait list. Further complicating this is the reality that the
recession and demographic changes have resulted in more and more high-need students; all of this within an
environment of increasing prices to cover costs. The more high-need students a college accepts, which often is done
with the intent of managing yield and “making the class,” the harder it is to stay at the fixed discount. It does not take
long for a few large gift aid awards to inflate an ambitious discount goal.



Net Tuition Revenue: Most Group Il colleges use a net tuition revenue aid budgeting model. This approach looks at
the amount spent on aid as tuition not collected rather than as a budgeted operational expense. The theory is that as
long as there is excess capacity in residence halls and classrooms it is better to attract some revenue by discounting more
than it is to get nothing. This approach brings marginal revenue, and it also gives a college a psychological boost by
having more students and the feeling of greater prosperity, even if the revenue is not as great as it once was at that
enrollment level.

It probably makes more sense to call this a “floating discount” model, to suggest that this kind of spending has to
have some controls, but applying too much control can and frequently does result in enrollment fluctuation or declines.
Every additional student has a marginal cost attached, and there is nothing to be gained by giving everything away.

On the other hand, when there is excess capacity and a lower cost structure to maintain, many colleges with whom
Augustana competes have used this strategy very effectively, and thereby eat into our enrollment by offering much
steeper discounts than we offer. These colleges recognize it makes no sense to experience shrinking enrollments and
revenue while holding to a fixed discount everyone can only wish was possible to maintain.

Enrollment officers keep track of the award process in the same way as described in the previous section, but they
are more sensitive to what prospective students are telling them during the recruitment process about the importance
of aid in their final decision and, therefore, are more flexible with individual awards. If an additional $2,000 will make
the difference and the amount of the student’s gift aid award is average or less, it makes sense to increase the award.
It makes much less sense to do the same thing with a student who is already projected to get a large gift aid award.
The approach is a balance of art and science.

Frequently, net tuition revenue colleges push the envelope on discounting to maximize revenue at the expense of
quality and diversity. In other words, quality, diversity and other strategy goals are not as important. In the early
1990s, Augustana utilized this model very effectively as the college worked to leverage the MAP grant and focused 90
percent of recruitment efforts on Illinois students. While effective from a business point of view, Augustana did not
grow demand, become more selective and increase diversity—as many of its competitors did during the same time
period.

This is not to suggest that these important objectives can be thrown to the wind. Rather, in life-threatening financial
circumstances, tough decisions have to be made, and it is better to enroll three or four average students than one
very bright student; the same is the case for low- versus high-need students. This doesn’t mean you have to open the
gates to admit and award aid to anyone who can breathe, or that you don't give a large aid award to a few special
students who will add significantly to the campus environment. It means that the aid award matrix should be designed
to attract the greatest number of students for the smallest average cost, and that as long as there is excess capacity,
the amount that is awarded in most cells is increased to improve the chances of enrolling the students.

All of these aid budgeting models require a close working relationship between admissions and financial aid, but it

is particularly important in the net tuition model. Admissions recruiters have to know their students well enough to
understand the importance of aid in their decisions, and they have to communicate this to the aid office. At the same
time, they must promote the college based on value, not price. The more the admissions office leads with the great
aid opportunities that are available, the greater the pressure placed on the discount. Conversely, the aid office has to
recognize the importance of aid as a factor in student choice and be willing to push the aid award envelope when the
admissions counselor has good evidence to suggest it will work. The point is that there has to be good communication
and understanding between both offices.

| hope this overview provides some needed background to foster a robust conversation about price and cost in the
coming years.
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A PERIODIC REPORT FROM ART & SCIENCE GROUP

The Risks of Tuition
Freezes and Locks

A number of public and private institutions have recently

implemented or are considering tuition freezes (freezing this

year's price at last year’s rates) and locks (securing tuition for new students at a set
price for all four years). In the case of many public institutions, state governments
impose such freezes and locks.

Based on our extensive research on price sensitivity as well as price packaging and
communications, we have found that tuition locks and freezes often carry substantial
risks for many institutions, including lost net tuition revenue, negligible enrollment
impact, lower bond ratings, and minimal marketing benefit. Here's what institutions
need to consider:

¢ Most experiments with tuition freezes fail to produce any substantial enroll-
ment, marketing, or political benefit. Freezes are often implemented in the hope
that they will produce favorable public and political attention that will result in
higher demand and greater political support. Most often they simply result in lost
revenue.

® An increase of the magnitude required for the first year of a four-year tuition
lock may have serious enrollment and retention consequences. To make the
tuition revenue gains from a four-year lock financially rewarding, the increase
imposed on new freshmen in a single year may be so large that it can push price
over a threshold that will adversely affect enrollment.

¢ A lock often does not produce the net tuition revenue effects anticipated. For
example, the increases in financial aid necessary to offset the “sticker-shock”
effects of the large first-year increase in a four-year lock can dramatically reduce
net tuition revenue. Only the most wildly optimistic budget calculations would
assume that most of an increase would be returned in tuition revenue without sub-
stantial raises in scholarships and need-based aid.

¢ A four-year lock does not diminish campus and market concerns over high
tuition. By placing the full burden of each increase on entering freshmen, a four-
year lock only changes the method of the increase by front-loading increases that
would have been spread over four years.

® The bump up in tuition that would occur for students who don’t graduate in
four years might discourage many from pursuing beneficial educational experi-
ences. Administrators might hope that a price lock would encourage more stu-
dents to graduate in four years. However, it is unrealistic for many students today,
particularly those who must work significant hours to pay for college, to finish in
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Tuition locks and freezes
often carry substantial risks
for many institutions,
including lost net tuition
revenue, negligible
enrollment impact, lower
bond ratings, and minimal

marketing benefit.
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We strongly advise against four years. And students who pursue study abroad, double majors, and other
educational enrichments often take more than eight semesters to graduate.
These students would be unfairly penalized for taking additional time to com-
plete their education.

single-year tuition freezes
as well as four-year tuition

locks, unless a reliable study ¢ Retention rates might be adversely affected by a four-year lock. With the cost

indicates your institution is burdens of college front-loaded in the first several years, retention of lower-
one of the few where it income students may fall as they feel increased financial pressures during the

most critical, early years of their college experience.
could work. vy ge &p

¢ A four-year lock would make it far more difficult for an institution to raise
tuition in response to unforeseen budget crises. If, for example, the regional
or national economy faced an unexpected downturn and state and/or federal
support was reduced, having promised a lock on tuition, an institution would
face even greater resistance if it were forced to break the lock (or even greater
problems if it were forced to slash budgets).

¢ Institutional bond ratings might be hurt, making borrowing more expensive.
For example, Moody’s has warned that state-mandated limits on tuition increas-
es would limit the ability of public universities to offset cuts in state funding and
philanthropic support, financial constraints that could adversely affect their
bond ratings.

¢ Other ways to structure tuition increases might be more successful in
addressing market and community concerns while lowering the risks of
enrollment declines. For example, if political or other pressures require some
sort of limits, the size of annual increases could be capped for the next five
years, setting the caps at levels that hopefully will provide the necessary addi-
tional tuition revenue but spread the impact over a longer time period and
establish predictability for students and their families.

For these reasons, we strongly advise against single-year tuition freezes as well as
four-year tuition locks, unless a reliable study indicates your institution is one of
the few where it could work. A S
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The A&S Difference

Art & Science Group, LLC, specializes in market-informed strategy for colleges
and universities and the non-profit sector. Our work is a synthesis of intellectual
ingenuity and empirical rigor — art and science — providing incisive analysis and
inventive ideas to advance each client’s strategic interests. We are highly regarded
for the intelligence of our analysis and solutions.

We work in every arena that depends on market intelligence:
e Market-informed strategic planning

e Enrollment management and student recruitment

¢ Development and alumni relations

e Tuition pricing and financial aid

e Enrollment growth analysis and planning

Several distinctions set Art & Science apart from other consulting firms serving
higher education:

ORIGINAL: Ingenious approaches to our clients’ circumstances and challenges.
We have no canned, cut and paste, off the shelf solutions.

DATA-DRIVEN: A rock-solid empirical basis for each client’s most urgent deci-
sions and investments. Art & Science Group has pioneered and steadily advanced
research innovations that provide the most reliable evidence possible for the criti-
cal marketing decisions and investments facing every institution.

ACTION-ORIENTED: Carefully drawn strategic and tactical roadmaps to achieve
our clients” institutional goals. We work very closely with each client to ensure
our recommendations are feasible and effective.

COLLABORATIVE: Our clients’ leaders, faculty, staff, and students are partners
in our work. The best advice cannot guarantee success unless a campus communi-
ty is fully invested in research and recommendations.

Our work often leads to transformational results — institutional change of real
consequence. We help institutions make the profound and often difficult decisions
important to their future.

Visit our web site www.artsci.com
for more information on our services,
experience, and clients.

VOLUME 1 - ISSUE 2

Since its first pricing study in
1994, Art & Science Group has
led the nation in the develop-
ment of research and planning
tools that can measure and
predict the actual enrollment
and net tuition revenue con-
sequences of alternative tuition
pricing and financial aid strate-
gies. We have helped dozens of
public and private institutions
across the nation make sound
pricing decisions by knowing in
advance the precise enrollment
and revenue outcomes those

decisions will produce.

For more information,

please feel free to contact:

Rick Hesel

Principal

(410) 377-7880 ext. 12
hesel@artsci.com

David Strauss
Principal

(410) 377-7880 ext. 15
strauss@artsci.com
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GROUP LLC ANDNONPROFITS
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Thinking about Reducing
Your Institution’s Price?

< Back to the Resource Room

Five Insights for Considering the Possibility

A number of institutional leaders have asked us what they should consider as they (and their boards)
debate the merits of significantly reducing their top-line price. The premise seems simple: instead of
awarding so much institutionally based aid through scholarships (“discounting”), why not just reduce the
institution’s overall price? The institutional discount rate would decrease and the revenue would remain
constant, right?

The math might make sense on paper; however there is considerable downside risk with this approach. If
not managed very, very carefully, an abrupt and significant price reduction could result in millions in lost
revenue and a black eye to an institution’s reputation. Here, we offer recommendations to college and
university leaders who are either considering a reduction in their institutions’ top-line price or have
already decided to reduce their price for the upcoming year.

#1. Ask the right questions.

What does the University hope to gain from the price reduction? Goodwill? A decrease in discount rate?
Increase in enrollment? National press coverage? All of the above? It is of critical importance that
decision-makers are all aware of — and agree upon — the motivations behind substantial price reductions
and the specific outcomes they expect in doing so.

Why is your institution considering a significant price reduction at this time? Has this issue been on the
table for some time, or has it recently come to the forefront because of political pressures, media
coverage or a particularly assertive board member? In other words, is this major, far-reaching decision
being made for the right long-term, strategic reasons?

How is the reduction in price going to affect the bottom line for the entire institution (undergraduate and
graduate) one year out, four years out, and ten years out?

Who is the institution trying to attract through the reduction in price? This is an especially critical question
to answer. Is your institution prepared to attract, enroll and retain more students who have demonstrated
need? Is your institution equipped to handle an increase in enrollment?

#2. Understand the intersection between your institution’s price and its perceived value.

For institutions that have a stable cohort of students who pay the full price, a price reduction will be
beneficial for them. For example, if an institution reduces its price by 20 percent, the full-payers will get a
20 percent price reduction and the institution will derive 20 percent less revenue from this group of
students. For those receiving institutionally funded scholarships, their bottom line remains the same as it
was in the simplest model, before the price reduction. They simply receive smaller institutionally funded
scholarships. This is generalizable across institutions, both public and private.

This means that for most institutions there could be a meaningful percentage of students that will not be
affected by a price reduction. They will continue to pay the same out-of-pocket and/or through loans
(after state, federal, and institutionally funded aid is taken into account). In other words, if an institution
seeks to increase yield by reducing top-line price, there will be a number of students unaffected by the
change no matter how dramatic the price reduction.

At this point, we must also address the issue of perceived institutional value among prospective parents
and students. In general, if an institution’s relative value is strong when compared with head-to-head
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competitors in its market, then a price reduction is less of a risk. Yield is generally stable among well-
known, well-regarded colleges and universities. On the other hand, if an institution does not have a very
good value proposition relative to competitors, reducing price carries with it significantly more risk in
terms of both revenue and reputation.

#3. Research your market.

Do you know how your undergraduate market might respond to a price reduction? Or is everyone around
the table just relying on intuition and hoping for the best? We strongly urge institutional leaders to engage
in high-quality market research if they are seriously considering a price reduction. At the very least, the
following questions should be answered:

e What segments of your market will be most affected by a reduction in price?

e What percentage reduction is insignificant? About right? Too much (will result in a threat to
reputation)?

e What percentage reduction will yield more students who were accepted to competitor institutions?

e What are the top concerns among students and parents when they hear that a college or university
might be decreasing its price, substantially or marginally?

The dynamics of your specific market should inform all of your decisions. While there is a cost associated
with high-quality market research, it pales in comparison to the costs accumulated by an institution that
makes an uninformed decision that ultimately backfires.

#4. Accept that it’s not just about price anymore.

Our research consistently show that students and families make enrollment decisions for a variety of
reasons, not just price. Typically, over half the students we survey tell us that no amount of money could
change their mind in either direction once they decide upon the college or university they wish to attend.
This is because the college decision is an investment and values decision, not just a pricing decision. Your
prospective students and parents consider what your institution will give them in the context of the price
they pay. Their enrollment decision is not solely a financial one; it’s a practical choice with many variables
at play.

Our research has also shown that the “feel-good factor” that results from receiving a larger scholarship to
a higher-priced institution is significant. In other words, the $20,000 scholarship to a $40,000 institution
makes more of an impression than a $10,000 scholarship to a $30,000 institution, even though the net
cost to the family will be the same. It is imperative that college and university leaders understand the
emotive consumer reaction in today’s post-recession economy. It’s no wonder, therefore, why behavioral
economics is becoming central to an understanding of enrollment decisions these days.

A word to the wise: If you are considering a price reduction, do not look back in time and calculate the
same yields when your institution’s top-line price was lower. We need only look to our clients’ admission
offices for proof that the higher education market has changed considerably since 2008. How families
make decisions has changed significantly in just a few years and consistent yields are not simply a
foregone conclusion anymore.

#5. Examine your institution’s net cost.

When considering a reduction in price it is easy to forget that students and families make their enrollment
decisions based on net cost, after all grant aid is taken into account. In other words, families consider how
much they will have to pay out of pocket and through loans. How does your institution’s net cost compare
with competitors for admitted students in various subgroups?

Another way to ask the same question: Is your institutional topline price the real issue, or could it be that
your institutionally funded scholarships are not optimized?

Before making a decision to reduce topline price, we urge all institutional leaders to do a thorough review
of institutional aid awarding practices. It very well could be that a recalibration of financial aid could
accomplish the same goal of making college more affordable without all the risk associated with reducing
topline price.

Keep in mind that holding tuition constant for three or four years will accomplish virtually the same goal as



an immediate topline price reduction, albeit incrementally. This approach carries with it much less risk
than does a dramatic decrease from one year to the next. Also, don’t assume there’s a linear relationship
between reducing your institution’s price and lowering your institution’s discount rate. Often the discount
rate can go up if an institution wishes to award mostly need-based aid and maintain the same enrollment
and quality.

Final Thoughts and Recommendations:

e  The decision to reduce price should be a thoughtful, deliberate one driven and governed by
your strategic plan. We recommend that institutional leaders think in terms of a two-year
timeline for planning a publicized price reduction. In our experience, the proper work cannot
be completed and considered if it is undertaken too quickly and without answering the
questions raised here.

e If you do decide to decrease your topline price, don’t lower your price more than your lowest
institutionally funded financial aid award given during the prior year. For example, if your
lowest scholarship amount last year was $5000, you should not plan on discounting your
topline price by more than $5000. This is a way to protect your bottom line.

e Immediately begin to build a marketing and communications plan to address potential market
fears. You want your prospective students and parents to understand that reducing your
topline price is not an act of desperation that suggests your institution is not doing well. You
also want them to get the message that you are not cutting student services, faculty numbers,
or the quality of your course offerings. In short, your institution must be prepared to control
the message well before your decision to reduce price goes public.

e Take alook at all of your scholarship promises in print and online media and be prepared to
adjust the amounts, if necessary.

e We recommend that institutions hold the loan portion of the financial aid package consistent,
even when reducing topline institutional price. In other words, if the percentage of loan
offered to students significantly increases, yield may well decrease. Beware the temptation to
implement linear reductions.

If you are considering reducing your institution’s price or want to take a look at your financial aid situation,
we are here to help. Just give us a call at (978) 371-1775 or email Sarah Parrott at
sparrott@maguireassoc.com.
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Like it or not, if charitable, academic, and religious organizations are to be successful in achieving their missions, they need to become
skilled fundraisers.

Fundraising is the lifeblood of the nonprofit world. With competition for dollars always fierce—and more intense now than ever before,
given the nation's continuing economic doldrums—nonprofits know that they must do everything in their power to give themselves an edge.

Whether it's employing aggressive public relations and social media efforts to raise awareness and interest or hiring savvy fundraising
professionals to strategize methodologies for attracting large corporate and foundation gifts, most nonprofit executives know that these
tactics can mean the difference between success and failure. Depending solely on the goodwill of others is, for most, no longer an option.

The emphasis on fundraising, however, may mean that many nonprofits are forgetting about the need to also successfully build an
endowment. It's easy to understand why. Fundraising, after all, is all about the here and now. Fundraising is tied to balancing the
organization's budget, growing the services they offer and the number of people they serve, and accomplishing certain goals set by the board
of directors and trustees.

From a more practical standpoint, fundraising also means enabling the organization to keep good employees by offering them pay increases,
bonuses, and other perks. Senior executives of these organizations often have their own bonuses tied to annual fundraising objectives. Boards
of directors and trustees certainly are sincere in wanting to accomplish specific goals and objectives, but they also feel a personal obligation
to donors and constituents to do so.

Add to this the fact that there are various nonprofit certifications and standards, all of which tend to focus on annual fundraising, capital
campaigns, board participation, and donor designations. An organization's bylaws may even establish funding expectations.

All of these fundraising goals inevitably conflict with building endowments. Endowments represent a long-term commitment for an
organization. Endowments take time to build with donations and earnings. And bottom line, executives, board members, supporters, donors,
and other constituents all tend to be impatient. They typically are more interested in seeing tangible results here and now than in slowly
building for the future.

This is particularly true in the current economy, as many nonprofits are trying to balance a slowdown in corporate and individual giving with
increased demands for services. In such an environment, it's often tempting to use endowment income or principal to meet current operating
needs. Doing so, however, clearly inhibits growth and delays the endowment from providing its ultimate goals.

Take, for example, the case of a private high school that wants to create an endowment providing 4 $2,500 scholarships each year to needy
children in each grade. To make that happen, Year One would require $10,000 per annum, Year Two $20,000 per annum (8 total
scholarships), and so on, until there are $40,000 per year of scholarships being awarded, 4 for each grade. Assuming that the endowment
earns 5 percent a year, the endowment would require $800,000 to be able to support these 16 scholarships.

That seems fairly clear cut, but every year the school has budget shortfalls. The teacher's 401(k) plan is chronically underfunded. To address
this issue, the school's trustees vote to use 1.5 percent of the earnings from the endowment, or $12,000, to fund the 401(k). That decision,
however, leaves the school facing a number of difficult choices—it can make aggressive and risky investment decisions in its endowment
portfolio, eliminate the scholarships, or use endowment principal. The last choice impacts future earnings, as there is less principal invested.
Besides, these decisions may be contrary to the intent of the donors who funded the endowment.

This example clearly illustrates the dilemma many nonprofit organizations face in trying to build an endowment while keeping up with
current economic demands. Quite simply, the long-term nature of endowments is contrary to our collective natures. Directors, trustees,
constituents, and donors want to see results. Too often, that means opting to fund a summer camp next year rather than deferring that camp
for 10 years so that it can be funded every year thereafter.

Capital campaigns also conflict with endowment building. Capital campaigns have very specific goals—construct a new building, renovate
existing facilities, acquire more land. They have very defined beginnings and, if successful, endings. Unfortunately, that specificity
sometimes means that when capital campaigns fall a little short of their financial goals, other sources —most prominently, endowments —are
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"raided" to make up the deficit.

To get past the inherent conflict that inevitably exists between fundraising and building an endowment, nonprofits should consider adopting
the following guidelines:

1. Set specific endowment goals, with particular attention to the amount of principal required before funding programs, the use of
income and principal, the investment policy, the protections from operating budget demands, and protections to a donor's intent.

2. Separate endowment fundraising campaigns from annual and capital fundraising efforts, which will help to ensure that endowment
gifts do not compromise other gifts from the same donors. (Endowment campaigns, in fact, are often directed to a small sub-set of
the overall donor pool.)

3. Understand the basics of estate planning and taxes, and be willing to meet with a donor's financial, legal, and accounting advisors.
4. Study potential donors and understand their charitable motives.

With respect to charitable motives, it's important to recognize that people make donations for a variety of reasons. Some sincerely care about
the organization's mission. Sometimes, an individual has suffered from a disease or illness, and his or her family and friends make
contributions to organizations that provide support, research, and care to others who have the disease. Some donors wish to thank a nonprofit
that has enriched their lives. Still others are motivated by recognition. There are donors (or their families) who take great pride in seeing their
family name on a building.

Rare is the donor who cares solely about taxes or recognition. Most endowment decisions are affected by all of these issues. What makes this
difficult for the organization is that each endowment donor is unique. As a result, endowment gift planning has to be done in small groups or
with individuals, and it has to be personalized. This time commitment is a huge challenge for most nonprofit organizations—but it can be
made easier if these guidelines for building an endowment are carefully followed.

James A. List
© 2012, James A. List

James A. List is founding partner of The Law Offices of James A. List, LLC, a Mid-Atlantic law firm that serves business owners and
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DASHBOARD OF INDICATORS ACADEMIC YEAR 2012/2013 — FALL

Student Body - As of the 10th day of the Fall Term: 2008/09 2009/10 2010/11 2011/12 20012/13
Full-Time FTE 2,531 2,455 2,529 2,506 2,538
1st - 2nd Year Retention Rate 86.9% 82.3% 87.8% 87.6% 84.4%
4-Year Graduation Rate 70.6% 69.8% 73.1% 73.6% 70.0%
Racial Diversity 10.5% 10.9% *11.9% *13.8% 16.8%
Percent Male 42.9% 43.4% 42.3% 42.6% 42.6%
Percent lllinois 87.6% 87.7% 86.7% 85.6% 83.5%
Countries 11 15 16 18 16
Admissions (First-Year Cohort)
Applicant Pool 3,412 3,636 4,069 4,609 4,232
Selectivity (Acc. Rate) 68.5% 72.8% 65.9% 61.6% 68.7%
Yield (% Acc. Enrolled) 27.5% 23.3% 28.1% 24.9% 22.7%
Enrolled First-Year 639 616 752 708 658
Mean ACT 254 25.6 25.5 25.5 254
Top 10% 30.0% 35.4% 30.0% 28.0% 29.5%
Top 20% 53.0% 56.6% 55.0% 49.0% 49.9%
Enrolled New Transfers (overall) 62 31 52 48 54
Estimated
Student Financial Assistance - End of Fiscal Year: 2008/09 2009/10 2010/11 2011/12 2012/13
Total Discount 39.4% 41.9% 45.7% 47.4% 50.0%
Unfunded Discount Rates 34.3% 37.2% 41.3% 43.5% 46.7%
Average Total Loans for Aided Graduates 17,100 22,230 22,900 24,496
Gap between Expected & Actual Family Contribution 5,656 6,347 6,542 6,937 7,205
Est. 2012/13 or
Finance - End of Fiscal Year: 2008/09 2009/10 2010/11 2011/12  as of Last Qtr.
Plant Reinvestment Rate 7.2% 0.8% 3.5% 1.6%
Endowment Market Value (000s) 88,245 99,310 118,922 115,912
Endowment Investment Return -21.2% 11.7% 22.6% -2.2%
Principal Amount of Endowment (000s) 82,285 88,778 91,435 93,454
Annual Operating Margin 6.5% 8.4% 5.4% 1.8%
Change in Net Assets -7.4% 11.5% 24.2% 4.4%
Total Assets 219,978,301 237,476,104 274,621,519 279,462,251
Net Assets 143,607,168 160,105,372 198,862,734 207,571,386
Total Liabilities 76,371,133 77,370,732 75,758,785 71,890,865
Unrestricted Net Assets 67,477,345 69,054,956 95,613,317 102,002,716
Unrestricted Net Assets/Total Debt 1.119 1.181 1.690 1.851
Total Revenue 49,711,097 82,571,886 106,000,981 78,062,318
Expenditures per Student FTE 27,050 27,054 26,469 27,71
Moody's Bond Rating Baa1 Baa1 Baa1 Baa1 Baa1
Tuition Revenue Reliance 90.1% 88.3% 87.5% 89.1%
Net Tuition Revenue per First Year Student 16,661 16,377 14,771 15,752 15,606
Net Tuition Revenue per All Students (FTE) 16,377 17,329 17,028 17,301 17,011
Net Comp. Fee Revenue per 1st Year Res. Student 24,331 24,327 22,952 24,218 24,390
Total Net Tuition and Fees Revenue 43,858,960 43,063,562 43,152,317 43,781,068 43,340,584
Total Unrestricted Financial Resources 67,477,345 76,418,219 95,603,317 102,002,716
Faculty Salaries - AAUP 1IB Percentile 56 59 57 64 /54 /44~
Est. 2012/13 or
Advancement - End of Fiscal Year: 2008/09 2009/10 2010/11 2011/12 _ as of Last Qtr.
Total Gifts & Grants 9,125,024 11,239,199 15,698,118 14,625,969
Unrestricted Gifts & Grants 1,400,218 1,530,096 1,628,896 1,759,718
Alumni Donors 5,474 4,709 4,881 4,642
% donating 28.6% 30.4% 32.0% 28.0%
Instruction and Experience - Academic Year: 2008/09 2009/10 2010/11 2011/12 20012/13
Student/Faculty Ratio 11.4 11.4 10.9 11.5 11.86
% of Classes with < 20 Students 55.0% 60.0% 68.0% 64.0% 60.0%
% of Classes with = 50 Students 1.2% 1.1% 1.9% 0.04% 0.01%
% of Graduates who Studied Abroad 41.8% 37.0% 45.7% 53%
% of Graduates with an Internship Experience 44.0% 44.0% 51.4% 53%
% of Graduates who worked on Faculty Research 18.0% 16.0% 23.6% 15%
% of seniors who would choose Augustana again "" 81%
% of seniors who feel that their post-grad plans are a good fit ™" 7%
% of seniors who felt a strong sense of belonging on campus """ 74%
% of seniors who felt faculty helped prepare them to achieve their post grad plans ™" 73%
% of seniors said courses we available in the order needed " 59%
% of seniors said 1-on-1 interactions influenced their intellectual growth ™" 91%
[US News Ranking [ 88 | 97 | 88 | 86 | 96|
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PRESIDENT'S GOALS FOR 2012 - 2013

Steve Bahls
Augustana College

Strategic Imperative One: Prepare our students to stand out

1. Prepare for the 2015-2016 accreditation review of the Higher Learning Commission. Dean’s
Office is underway in working with faculty to prepare.

2. Work with faculty and the dean’s office to strengthen student advising and mentoring, with
a report due to the board in January of 2013. Dean’s office working with faculty to improve
advising, with assessment of strengths and weakness of first year advising completed. Full
report by May board meeting

3. Explore cross -listing more courses to foster interdisciplinarity. Cross listing complete in
German and Scandinavian languages and in the developing Public Health major.

4. Facilitate experimentation by faculty with using technology to enhance student learning,
within the context of the traditional classroom, within the context of blended learning or
with a combination of on-line with live learning. Establish a pool of grants for interested
faculty, as well as designating a faculty member to administer and coordinate the grants.
Consider a center for appropriate use of technology in the classroom within the Center for
Teaching Learning. A report will be prepared by January, 2013. Grant program established.
Discussions underway to repurpose the Center for Teaching and Learning to focus on
assisting faculty with the appropriate use of technology.

5. Share, by January 2013, data concerning student learning outcomes by area and develop
plans to improve those areas that are weaker than others. Faculty have proposed and
approved intended student learning outcomes. Departments in the process of mapping their
learning outcome.

6. Address concerns with trimester system, within the trimester system (difficulty in
transferring in, awkward start and stop dates, costs of three registrations, “dead campus”
during key recruiting periods, possible financial aid ineligibility of students who drop one
course, difficulty in sharing classes with other colleges, freshmen having difficulty recovering
after a slow start in their courses). More progress needed.

7. In preparation for the next strategic planning process, work with faculty to ask what an
Augustana education means and what student learning outcomes we expect. Discussions
underway as part of the strategic planning process.

8. Develop a staffing plan to meet today’s student demand for courses and majors (and
anticipated demand over next five years). Develop an implementation plan to staff
appropriately and move faculty lines, if necessary, when positions come open. Identify,
within our means, a targeted student-faculty ratio, in light of the current economic realities.
Progress underway as to next year’s budget and discussions underway as part of the
strategic planning process

9. Complete administrative review of the art museum, using external reviewers. Review
completed strategies to address deficiencies underway.
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10. Assess whether we are providing students with the needed range of mental health services.
Increased hours of mental health counseling available to students.

11. With addition of the new campus co-chaplain, assess our campus ministry programming and
how to strengthen the program over the next three years. Underway, with report expect in
May

Strategic Imperative Two: Innovative recruitment and retention

1. Recruit and enroll a well-credentialed class of 680 for the fall of 2013, together with 60
transfer students, with an increase in net tuition revenue per students of $400, plus an
additional $300 increase per residential student. Underway.

2. Increase the number of degree seeking international students in the first year by 7 to 2.5%
of the student body. International student recruitment efforts increased pursuant to an
action plan.

3. Open a Chicago recruiting office by August 2012. Completed
Completely revise viewbook by August 2012, with associated revisions in the website by
September of 2012. Completed

5. Assess the adequacy of student support services for special populations including
international students, non-traditional students and transfer students. Plans underway to
better support international students by adding a position within our Student Success Center.

Strategic Imperative Three: Enhance our campus

Complete renovation of Old Main by the end of summer of 2013. On time and on budget.

2. Complete renovation of the library and construction of the Center for Student Life by the
end of the summer of 2013. On time, though costs of an additional 51 million are expected

3. Complete newly constructed football stadium by September 2013. On time, with budget
revised upward pursuant to an agreement with Knowlton Foundation.

Complete plans to place sprinklers in residence halls as required by state codes. Completed.

5. Fully fund depreciation for third year in a row, with a budget surplus (to hedge against
contingencies) of 1%. Budgeted — we expect to meet budget

6. Develop philosophy of prioritizing resources (financial and human) for reduction of deferred
maintenance and enhancement of our campus. Plan developed awaiting approval from the
Cabinet.

7. Develop a plan for our residential properties by May of 2013 as well as an assessment of
investment needed in our residence halls over the next three years. Consultants selected for
interviews.

8. Assess environmental health and safety issues at Augustana, with a report due by December
31, 2012. Completed.

9. Assess whether the college has sufficient policies to protect the safety of minors on campus.
Assessment nearly completed for athletics and starting for non-athletic programs (e.g. one-
on-one music lessons.
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Strategic Imperative Four: Optimize, support and diversify our workforce

1. Determine the most efficient size and structure of our workforce (faculty, staff and
administration) to balance educational goals with financial resources (including a potential 5%
reduction in revenues of the college). Establish a plan to get to optimal size and structure
within three years, taking advantage of open positions and retraining opportunities. As needs
arise for new positions, determine how to fund those positions in an era. More progress
needed.

2. Develop a written employee engagement philosophy. More progress needed.

Implement meaningful employee evaluations for all administrative and staff employees. Plans
adopted, to be implement this Spring

4. Assess best structure of our benefits, given our resources, in a budget neutral way; with a
particular focus on assessing the feasibility of a post-retirement (pre-age 65) health plan and
creating incentives for employees to contribute to enhancing their retirement benefits. Plans
developed, awaiting approval from cabinet and the board.

5. Create larger wellness incentives in conjunction with our health plan. Plans implemented.
Evaluate and update diversity action plan and support Quad City Diversity Initiative. More
progress need.

7. Develop and implement a plan to ensure consistent and full compliance with OSHA
requirements. Safety review underway with the hiring of a consultant and a new Safety
Director.

Strategic Imperative Five: Strengthen shared governance, leadership and communication

1. Use the platform of the president’s office to emphasize that shared governance means shared
responsibility for the quality and sustainability of the academic and student life programs at
Augustana. Establish a culture that advances the positive buzz at Augustana. Encourage those
in the community to celebrate the accomplishments of others and of the college. Encourage
faculty and staff to address difficult issues face-to-face, and not use students or others as their
proxies. Continued discussions of shared governance planned. Created in-house publication to
better celebrate our accomplishments. Culture change needed for all to participate in face-to-
face conversations.

2. Utilizing shared governance, establish a list of issues to be considered and explored as part of
our next strategic plan. Underway

3. Work with the board in assessing best practices for the board and board committees. More
progress need.

4. Review the governing documents (constitution, by-laws and special charter) of the college,
making amendments to reflect current governance realities. Changes drafted, first reading has
taken place with final approval expect in May.

5. Discuss an assessment of board performance. Discussions underway.
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6. Assess combining Augienet and website to become more cost efficient and ease in navigation,
reduce confusion and eliminate dated materials. Report due to the administration by January
31. The roles of each of been clarified with plans to reduce confusions and eliminate dated
material, as well as more timely updates. The recommendation of not combining the two was
accepted by the Cabinet, assuming both can be made timelier.

7. Review student disciplinary policies against best practices for private colleges. Review underway
by legal counsel

Strategic Imperative Six: Celebrate and strengthen our surroundings

1. Better celebrate, as a community, the accomplishments of members of the Augustana
community. In house publication developed to do so.

2. Complete the review of the Strengthening our Community Task Force. First partnership with
Renaissance Rock Island Underway

3. Solidify Rock Island Business Roundtable. Completed.

Strategic Imperative Seven: Improve our financial viability

1. Develop contingency plan to respond to possible reductions in revenues at the level of 5% (with
a plan to execute in place for the 2013-2014 year, with a contingency plan to reduce by 10%).
Exercise underway.

Orient new CFO. Develop three year plan for offices reporting to the CFO. Underway
Increase the dollars raised for the annual fund by $200,000. Underway

4. Implement robust internal audit procedures to ensure compliance with college policies.
Underway.

5. Continue to develop post-campaign major gifts strategies, including strategies to increase our
endowment. Implemented

6. Achieve break even for WVIK; complete WVIK capital campaign. Nearly achieved, with great
progress being made.

7. Develop 25 new donors, who have not given a large gift, with a potential of donating $100,000
or more within 5 years. Implemented

Strategic Imperative Eight: Advance Augustana’s reputation
1. Develop a comprehensive plan to market Augustana’s four strategic differences (Augie Choice,
value for cost, Academic All-Americans, location). Plans developed and underway.

2. Better market, nationally, the accomplishments of Augustana, its students and our faculty. More
progress needed, but initial steps taken in Chicago.
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STUDENT LEARNING OUTCOMES STATEMENT

Student Learning Outcomes clearly articulate the outcomes of an Augustana education. These
outcomes should provide us with a common vocabulary for communicating what we intend to
accomplish should permeate what we do and how we do it. The determining our Student
Learning Outcomes the Assessment Committee drew upon the theory of student development
called self-authorship to provide a framework for organizing the outcomes and showing how
they overlap with each other and combine to produce graduates with "a sense of personal
direction, and the knowledge and abilities to work effectively with others in understanding and
resolving complex issues and problems." These outcomes were adopted by Augustana Faculty
at their November 12, 2012 full faculty meeting. The outcomes have also been correlated with
the statements of values and vision from the faculty retreat as part of our Academic Planning
efforts related to the next strategic plan (see Values and Vision document).
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VALUES AND VISION-COLLEGE OUTCOMES

To provide and environment that fosters intellectual curiosity, develops critical thinking and intellectual
sophistication, and instills an enduring love of learning. Our students are self-aware and socially
conscious, engaged in the larger community and can adapt to a changing world without compromising

their values.

Values: Votes
A. Integrity/Ethical 60
B. Reflective/Self-aware 52
C. Socially conscious 45
D. Rigorous 34
E. Open minded/Adaptable 33
F. Student Centered 28
G. Sustainable 24
H. Curious 23
I. Inclusive/ Diverse 23
J.  Engaged in the Community 23

Vision/Goals for Students:

K. Critical Thinkers/Intellectual Sophistication 58
L. Engaged in the Larger Community 53
M. Intellectually Curious 51
N. Life-long Learners 35

Mabp of Values and Vision/Goals to Learning Outcomes

Understand D K

Analyze DK
Interpret DK
Lead JL

Relate EJL

Communicate

Create
Act ABCG
Wonder HIMN
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LEARNING OUTCOMES VENN DIAGRAM

INTELLECTUAL SOPHISTICATION
“How do I know?”

“Cognitive development is centered on one’s knowledge
and understanding of what is true and important to
know. Itincludes viewing knowledge and knowing with
greater complexity; no longer relying on external authorities
to have absolute truth; moving from absolute certainty to
relativism when making judgments and
commitments within the context of uncertainty.”

INTRAPERSONAL CONVICTION
“Who am I?”

INTERPERSONAL MATURITY
“How do I relate to others?”

“Intrapersonal development focuses on
one becoming more aware of and
integrating one’s personal values and self-
identity into one’s personhood. The end
of this journey on this dimension is a
sense of self-direction and purpose in
one’s life, becoming more self aware of
one’s strengths, values, and personal
characteristics and sense of self, and
viewing one’s development in terms of
one’s self-identity.”

“Interpersonal development is centered
on one’s willingness to interact with
persons with different social norms and
cultural backgrounds, acceptance of
others, and being comfortable when
relating to others. It includes being able
to view others differently; seeing one’s
own uniqueness; and relating to others
moving from dependency to
independence to interdependence,
which is a paradoxical merger.”

Drawn from :

Baxter Magolda, M.B. (2004). Learning Partnerships Model: A framework promoting self-authorship. In Learning Partnerships:
Theory and models of practice to educate for self-authorship, eds. M.B. Baxter Magolda and P.M King, 37-62. Sterling, VA: Stylus.

Braskamp, L.A., Braskamp, D.C. & Merrill, K.C. (2008). Interpretative Guide and Institutional Report for Global Perspectives

Inventory. www.gpinv.org.
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AUGIE CHOICE | ACADEMIC ALL-AMERICANS | THE QUAD CITIES LOCATION ADVANTAGE | THE FOUR-YEAR GRADUATION AGREEMENT

Augustana’s 2011 strategic plan, Authentically Augustana-Part 2: Affirm our Mission, Assure our
Future and Assess our Results, presents a responsive and realistic direction for the college. It also
extends from progress of the college’s 2005 strategic plan, Authentically Augustana: A Strategic
Plan for a Premier Liberal Arts College.

The goals of the 2005 Authentically Augustana strategic plan required the college to communicate
its distinctive attributes more effectively than ever before. This challenge was led by the Office

of Communication and Marketing and addressed through integrated marketing communication,
a marketing concept grounded in research and characterized by its emphasis on transmitting
strategically important messages through all institutional communications.

The integrated marketing communications plan (IMCP) in support of the 2005 strategic plan provided
a base from which college communicators began to tell Augustana’s story more effectively and
strategically. Successful integrated marketing communication at Augustana continues to rely
upon cooperation across all levels of the college—individual, departmental and institutional.

The six goals of the 2005 Authentically Augustana strategic plan impacted areas ranging from the
academic program to recruitment and retention, student services, campus infrastructure, financial
and human resources, and college relations. These areas also relate to the eight goals of the 2011
plan, Affirm, Assure and Assess, called “strategic imperatives” for their direct response to explicit
contemporary challenges to higher education in general, or to Augustana in particular.

Recruitment and retention are still primary among our strategic goals, as are financial viability,
reputation, shared governance and communication. Overall, the driving force behind Affirm,
Assure and Assess is to advance the excellence of our academic program and prepare our students
to stand out as they represent and articulate that excellence.

While the 2005 strategic plan was more traditional, foundational and visionary, the 2011 plan is
more streamlined and direct—in part because it extends from the 2005 plan, but also because it
responds to new risks. The strategic marketing plan developed by the Office of Communication
and Marketing in support of Affirm, Assure and Assess continues the success and momentum of
the 2005 plan, with a specific focus on Imperative 8: Advance our reputation as a premier college of
the liberal arts and sciences.

Some accomplishments of the IMCP in support of Authentically Augustana, and
bridges to the new strategic marketing plan in support of Affirm, Assure and Assess

Implementation recommendations of the IMCP in support of the 2005 strategic plan included
foundational strategies and tactics, as well as recommendations to support specific strategic
goals. Like the strategic plan itself, the IMCP was extensive, layered and detailed.

To provide a useful background for the college’s more direct and shorter-term strategic marketing
plan in support of Affirm, Assure and Assess, here is a summary of some primary accomplishments
related to the work of the Office of Communication and Marketing under the 2005 plan, as well
as objectives that bridge both plans.
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1. DEVELOP A COMPREHENSIVE BRAND SYSTEM FOR THE COLLEGE TO DEPICT ITS
ESSENTIAL CHARACTER, MISSION AND VALUE

In 2005, the Augustana College Board of Trustees recognized the need to do what many colleges
and universities across the nation already were doing by that time: adopt a distinctive brand
system. The board and many college constituencies recognized an institutional brand as a
fundamental way to ensure the cohesive, consistent communication through which audiences
can assess the quality of an institution.

After conducting the market research that laid the foundation for the 2005 integrated marketing
communication plan, the college began to incorporate an institutional brand that included a
verbal and visual identity led by the Augustana College brand mark and athletics” AC. Today, the
Augustana brand is cohesive and widely recognized in promotional materials and advertising
ranging from billboards, banners and brochures to the college website, athletics and arts media,
admissions and advancement materials, and bookstore merchandise.

The new athletics identity of the Augustana Viking was created in-house by the Office of
Communication and Marketing and was unveiled in September 2011.

2. CREATE A SUSTAINABLE REPOSITORY OF POSITIONING EVIDENCE TO BE USED IN
DEVELOPING MARKETING COMMUNICATION MESSAGES AND CONTENT FOR PUBLICATION

The Office of Communication and Marketing began to enlist the broader Augustana community

to help provide evidence to be used in developing marketing communication materials and to tell
the Augustana story. The office continues to add to its repository of testimonials, stories, data and
endorsements, which together exemplify the claims of our positioning and bring the Augustana
experience to life.

Advances since 2005 include a “Sharenews” email method of collecting evidence and stories for
content; and a group of writers, editors and photographers who meet weekly to discuss stories
and placement venues ranging from the Augustana Magazine to the website to media releases and
national media. Some specific examples of new communications include the web-based Stats &
Stories that serve to position outstanding elements of the Augustana experience by combining

a good story with relevant outcomes data. More Than | Imagined is a website feature of faculty

and graduating senior students’ testimonials. Augie News and Acknowledge are bi-monthly and
monthly electronic newsletters targeted at internal audiences, and in the case of the former,
alumni, friends and trustee subscribers. Print pieces, including the annual president’s report and
the points of pride brochure, are used for strategic outreach.

New ideas for positioning Augustana messages include regular video features on student life
and “Augie Minute,” with faculty providing short clips relating to their areas of expertise. Primary
messaging currently focuses on Augustana’s four distinctions to clearly position the college in a
complex landscape: Augie Choice: $2,000 to support study abroad, research with a professor or
an internship; the college’s strong tradition of Academic All-Americans; the Quad Cities location
as an advantage for students seeking internships, employment, field studies, cultural events,
research and service-learning opportunities; and our new four-year graduation agreement.
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3. EMPHASIZE POSITIONING-BASED MESSAGES AND COMMUNICATION STYLE BASED ON
STAGES IN THE ENROLLMENT FUNNEL

Communication and marketing has worked closely with admissions representatives over the past
several years, with liaisons versed in writing, design and web meeting regularly with admissions
representatives to craft communications essential to students at specific stages in the enrollment
funnel. As communication media and even the funnel stages change over time, the admissions/
communication team has watched for trends and engaged new ideas.

In February 2011, communication and marketing launched a new admissions media production
initiative by conducting focus group research with college-bound juniors and seniors in Chicago
and Denver. This research, combined with survey research conducted by admissions, led to the
creation of a new suite of admissions media and a revised communication flow strategy that
launched in August 2012.

In response to the changing and more immediate challenges of the current higher education
landscape, Augustana’s primary messaging has shifted from a focus on the mission and positioning
to the college’s four distinctions. The “foundational” messages of one-on-one attention and a
balance of challenge and support, from the first-year liberal studies sequence to Senior Inquiry,
still are important to recruitment communications.

As a thought leader in enrollment management, Kent Barnds has worked and continues to work
closely with the Office of Communication and Marketing to contribute to professional journals,
blogs and feature articles.

4. DEVELOP A PROMOTION PLAN TO SUPPORT THE AUTHENTICALLY AUGUSTANA CAMPAIGN

Communication and marketing produced multiple layers of campaign promotions, ranging from
a “quiet phase” booklet to a high-impact brochure to video testimonials to a campaign newsletter
series. The office continued to support the work of the Office of Advancement as our colleagues
held events and met with donors during the ensuing years. The layers and levels of communication
and relationship building eventually led to a successful capital campaign that far surpassed its
original goal of $100 million, ending in 2012 at $152 million.

5. DEVELOP PUBLICITY MODELS TO PROMOTE AUGUSTANA'S COMMUNITY CITIZENSHIP

Augustana’s value as an institutional citizen regularly has been highlighted through stories of
faculty and student engagement, and through events such as: the Guinness Record-Breaking and
Whitey’s ice cream event that drew 2,694 people to Ericson Field in 2010; the hometown celebration
for the sesquicentennial anniversary; and community-building events such as the recent Augustana
Day at Modern Woodmen Park.

Aside from the specific promotion plan to support the Authentically Augustana capital campaign,
these goals will continue into the future, with new milestones set and reached. By nature they
also connect to the 2011 Affirm, Assure and Assess plan, viewed as a “bridge” plan to focus the
college during the next couple of years.

Other strategies and goals that overlap both plans include ongoing efforts to: increase national
visibility and reputation commensurate with Augustana’s quality; champion faculty expertise;
recognize student achievement; update and innovate recruitment messaging; and develop a
communication plan to support an athletics strategic plan.
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The 2012-13 strategic marketing plan for the Office of Communication
and Marketing

In the fall of 2010, Augustana College President Steven Bahls challenged the strategic planning
task force with developing a new and contemporary strategic plan—specifically a plan that shed
the lexicon of the typical strategic plan. This new plan, Affirm, Assure and Assess, is designed to
address real risks the college faces following a tumultuous first decade of the 21st century.

The charge to the task force was to develop a plan that affirms our mission, assures our future and
assesses our results. The plan is built around eight identified “strategic imperatives” deemed
critical to ensuring the future of Augustana College. Augustana College will:

1. Prepare students to stand out

2. Adopt innovative practices for recruitment and retention
3. Enhance our college campus

4. Diversify, optimize and better support our employee base

5. Strengthen leadership and improve communication through more effective
shared governance

6. Enhance and celebrate our ties to the area around the college
7. Improve the college’s financial viability

8. Advance our reputation as a premier college of liberal arts and sciences

This 2012-2013 strategic marketing plan contains five initiatives intended to
affirm, assure and assess the advancement of the college’s reputation.

1. Market our expertise
2. Position our four distinctions
a. Augie Choice
b. Academic All-Americans
c. The Quad Cities location advantage
d. The four-year graduation agreement
3. Celebrate our achievements
4. Describe our student experience

5. Expand our media and marketplace presence
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GOAL #1 | MARKET OUR EXPERTISE

REVAMP FACULTY PROFILES ON THE WEB (Add areas of spe
Secure Academic Affairs partnership

ciali to stories, p

Establish key elements we want in all profiles

Create profile template and programming to allow
for search and tagged content

C&M staff work with department heads to expand o | o | miDMD
profiles as necessary i
Secure new photos and profile info o | o |m|II[L

Share with faculty progress towards completion

Launch online profiles/experts web feature

Post bi-weekly Augie Minute videos featuring faculty,
staff and administrator commentaries

EMPLOY FACULTY PROFILES/EXPERTS LIST IN MEDIA OUTREACH

Deliver links to profiles and profile groupings as
part of media outreach efforts

DEVELOP AT LEAST ONE NEW FACULTY-LED OUTREACH PR
Create list of up to five possible faculty program leads

VAVArAr4l 1 BE B BR ]

OGRAM PER YEAR

Cultivate faculty commitment

Create program and event plans in collaboration
with faculty leads

Announce first new program/event*

m TARGET FOR COMPLETION
* IN PROGRESS

- PROGRESS DELAYED

~ COMPLETED

X CANCELLED

*NOTE: Plan to promote both January Symposium and
April Undergradute Research Conference
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GOAL #2 | POSITION OUR FOUR AUGUSTANA DISTINCTIONS

AUGIE CHOICE (AC)

Advertising-Promote AC via print and display advertising on and off campus
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Advertising-Radio spots on public radio stations to position our distinctions

Web-Develop AC web presentation for new Augustana Distinctions web page parallel
to new viewbook

Web-Launch new AC web feature that offers at least one new AC student profile
bi-monthly

Web-Include AC stories on revamped majors pages o | m[II[ID
Direct-Revamp and employ AC brochure, AC website in admissions mailings v/
Direct-Create AC feature as element in new viewbook and mini viewbook V4

PR-Create AC student speakers bureau (ACSSB)

Recruit students to serve who can speak about study abroad, internship or
research experiences

Provide media relations training for speakers bureau students

Position ACSSB students as media contacts as appropriate

Integrate ACSSB students in recruiting events, trips and interviews as appropriate

Position ACSSB students as ambassadors to help underclassmen craft their
AC experience

PR-Pitch at least one AC-related story each term to local, regional and/or
national media

PR-Generate at least one hometown news release per term in support of AC stories

PR/Event-Promote undergraduate research-focused high-impact learning conference
led by Ellen Hay and CEC (possibly merge with Celebration of Learning])

ACADEMIC ALL-AMERICANS (AAA)

Advertising-Post display/billboard ads on and off campus

Direct-Employ AAA messaging in athletics recruiting materials

Direct-Create AAA feature as element in new viewbook and mini viewbook

Web-Develop AAA web presentation for new Augustana Distinctions web page parallel
to new viewbook

PR-Generate hometown news releases in support of AAA achievements

PR/Event-Pitch media coverage of AAA recruitment dinner
QUAD CITIES ADVANTAGE
Web-Develop QC advantage web presentation for new Augustana Distinctions

web page parallel to new viewbook = X

Direct-Create AC advantage feature as element in new viewbook and mini viewbook v

PR/Event-Promote the announcement of a new Upper Mississippi River Studies Center

(UMRSC) and first director "/

PR/Event-Promote first UMSC event o |m mm

FOUR-YEAR GUARANTEE (FYG)

Web-Develop FYG web presentation for new Augustana Distinctions web page parallel
to new viewbook

o | m X

Direct-Create FYG feature as element in new viewbook and mini viewbook

v

B TARGET FOR COMPLETION
* IN PROGRESS

- PROGRESS DELAYED

« COMPLETED

X CANCELLED
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GOAL # 3 | CELEBRATE OUR ACHIEVEMENTS

CELEBRATE ALUMNI ACHIEVEMENT

PR-Establish C&M staff beats with divisons/departments to identify
achievement-related story opportunities

2012 PAK]

AUG

SEPT

NOV
DEC
JAN

FEB

MAR

JUN

JuL

PR-Include at least one alumni success story per month in Augie News

PR-Include at least one alumni success story in each bi-monthly alumni newsletter

Web-Develop new alumni and parents web presence as part of new
alumni & friends website

CELEBRATE STUDENT & FACULTY ACHIEVEMENT

PR-Establish C&M staff beats with divisions/departments to identify

achievement-related story opportunities v

Web-Produce Augie Minute videos in support of student and faculty achievements ars VIi/|e|e]|e oo e
PR-Publicize progress on the Fulbright initiative through first cycle

(Oct, Dec, Jan, May-Jun) i M L "
Web-Post abstracts and links to stories on faculty achievement to faculty profile pages e m 10 0j00

B TARGET FOR COMPLETION
* IN PROGRESS

- PROGRESS DELAYED

« COMPLETED
X CANCELLED
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GOAL # 4 | DESCRIBE OUR STUDENT EXPERIENCE

BUILD BUZZ FOR THE CSL

Web-Create CSL landing page as one-stop shop for construction news, updates,
photo and video galleries, and user guides

2012 PAK]

AUG

SEPT

NOV
DEC
JAN

FEB

MAR

MAY

JUN

JUL

PR-Promote October Homecoming beam-signing ceremony

PR-Promote Winter 2013 placement of time capsule

Direct-Distribute CSL and OM-centered special edition of Augustana Magazine
in August 2013

PROMOTE THE RESIDENTIAL STUDENT EXPERIENCE

Web-Produce bi-weekly student life videos

v

4

v

v

v

Direct-Create and distribute new residential life brochure as part of admissions
communication flow

4

H TARGET FOR COMPLETION

* IN PROGRESS
- PROGRESS DELAYED

« COMPLETED
X CANCELLED
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GOAL #5 | EXPAND OUR MEDIA AND MARKETPLACE PRESENCE

2012 PAK]

ol |l-|zlolzlalz|lel=|z|a
2|8 |8|2|8|3|¥|F]|%|2|3)3
IMPROVE LOCAL, REGIONAL AND NATIONAL EARNED MEDIA PLACEMENT RATE BY 25% OVER LAST YEAR
PR-Develop and employ a new one-year Augustana events and milestones calendar v
PR-Identify four new media outlets and develop at least one professional relationship elolelm
at each outlet
PR-Employ our new experts list in our media pitch enterprise (start with release ol 00 000
announcing its availabilty) e
PR-Invest in training and networking to advance the effectiveness of pitch-writing o|lo|o|o|o|e|m
DEVELOP A MEDIA PLACEMENT IMPACT/RETURN ON INVESTMENT MEASUREMENT SYSTEM
Establish conversion metrics to evaluate number of pitches, releases and news tips olo|o|m
necessary to secure a placement

B TARGET FOR COMPLETION
¢ IN PROGRESS

- PROGRESS DELAYED

« COMPLETED

X CANCELLED



AUGIE CHOICE | ACADEMIC ALL-AMERICANS | THE QUAD CITIES LOCATION ADVANTAGE | THE FOUR-YEAR GRADUATION AGREEMENT

These three designs celebrate two of our key distinctions, and these will be on billboards in the Quad Cities and on campus
signage this academic year in support of Goal #3 of this plan.

$2,000

to support your internship,
research or study abroad.

™=*AUGIE CHOICE

Augustana College

Rock Island, Illinols

Augustana College

ACADEMIC
ALL-AMERICANS

#1 IN OUR CONFERENCE #2 IN DIVISION HlI IN THE NCAA

ﬂugustana College

ALLAMERICANS

Erik Westerberg, Elmhurst, IL and Maggie Hoscheit, St. Charles, IL
.

IN DIVISION Il # WP IN THE NCAA

IN THE CCIW #






PERFORMANCE AND GOALS OF ADMISSIONS
AND FINANCIAL ASSISTANCE

For your information, I would like to take time to offer some analysis of this past year related to the

benchmarks/dashboard indicators set by the Augustana College Board of Trustees. I hope this information

will provide you with a greater understanding of the performance and goals of the Offices of Admissions and
" Financial Assistance.

Dashboard Indicators Analysis

The Board of Trustees has established several “dashboard indicators” by which we are measured annually, as
well as benchmark targets. I have included, where applicable, previous historic high and low data points. I
also have included the benchmarks set by the board, when available. You may notice in several areas we have
some progress to make in meeting those benchmarks This year I also have added some information related
to test-optional applicants. -

Below you will find a graph for each of these areas along with a brief explanation where necessary. I hope you
will find this information useful.

Dashboard 1: First-year Student Applicant Pool

The size of the applicant pool is a very important indicator in measuring our “demand” within the
marketplace. This indicator is important not only to the board and to us in admissions, but also is a useful
measure for the college’s bond raters. For the fall of 2012 we attracted the second largest applicant pool in
the college’s history and exceeded 4,200 applicants. Below is a chart measuring our performance in this area.

First-year Applicant Pool
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Dashboard 2: Selectivity

Selectivity is measured by the percentage of applicants to whom we offer admission. Lower is better.

Augustana College
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Dashboard 3: Yield

Our yield dipped once again, which signals that what once was a very good predictor of enrollment no longer
is. We’'ve increased the events and activities focused on conversion, but have struggled to increase this
measure.

Yield is the percentage of students admitted who ultimately choose to attend the college—many think of this
as a measure of conversion. Higher conversion is better in this area.
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Dashboard 4: Enrolled First-Year Students

First-year student enrollment represents nearly 30% of our total enrollment in most years and drives many of
our financial and staffing decisions. The size of the first-year class is critical to the overall enrollment picture
and is a significant measure of admissions and financial assistance success. It is this benchmark that becomes
the focal point of Augustana during the spring months.

First-Year Cohort
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Dashboard 5: Quality Indicators (Top 10% RIC, Top 20% RIC and mean ACT)

Top 10% Class Rank
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Top 20% Class Rank

70% |
§ 60.00%
60% 55-50%54.30%
49% 49% 49.00%
50% -
40% - . -
30% -
20% — =
Fall Fall Fall Fall Fall Fall Fall Fall High Low
2012 2011 2010 2009 2008 2007 2006 2005
ACT Mean
1 7 PR
28
28 = = e
27.5 1% S -
27t e
%5+ e
26 . < 2 5 6 = 2_5_.7 e
25.5 255 255 254 254 254 25.
25.5 - - o
24.5 . J N e —
24 : : . . . :
S & S &F & &
R i N
o > Q’b Qﬁ Q’b (“b




Dashboard 6: Enrolled Transfer Students

A benchmark of 85 transfer students was established several years ago. Since the introduction of AGES and
the LS sequence we have not had as much success with transfer student enrollment, and as a result the Board
of Trustees has adopted instead a benchmark of 50 to 60 transfer students.

Transfer Student Fall Cohort

%
¢
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Other Measures of Significance:
ACT Range Comparisons
I also thought it might be interesting to share some comparative data related to ACT test scores in specific

ranges. Below you will find a comparative graph of the number of students in each range. In 2008 we
introduced test-optional admissions, accounting for loss in volume in some bands.

ACT Composite Band Comparison
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First-year students of color

We had a very good year this year in the area of multicultural recruitment. The chart below represents the
number of first-year students of color (data for 2011, 2010, 2009, 2008, 2007, 2006 and 2005 is for 10* day of

the fall term).
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Fall 2011 Test-optional applicants

79

4,617

Fall 2012 Test-optional applicants
69

4,232

Fall 2011 Test-optional acceptances
56

2,837

Fall 2012 Test-optional acceptances
48

2,907

Fall 2011 Test-optional TD's

i3

Fall 2012 Test-optional TD's
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Family Income, Comp Fee, EFC and Ave Financial
Need 2002-2012

4= Ave Family Income ——Comprehensive Fee —#&—Average EFC == Ave Financial Need (all)
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On-campus campus visit program for 2012-2013

September 29, 2012 Fall Visit Day

October 20, 2012 Fall Visit Day

January 25, 2013 Academic All American Event

January 26, 2013 Departmental Open House and Scholarship Competition
March 10, 2013 - Scholarship Reception

March 24 - 25, 2013 Experience Augustana

March 26, 2013 Spring Preview Day

March 28, 2013 Spring Preview Day

April 11 - 12, 2013 Experience Augustana

April 16, 2013 Spring Preview Day

If you would like more information about these events, please contact me and I can provide in-depth
descriptions of each of these opportunities to inform and engage prospective students.

Finally, I encourage you to view the Class of 2016 Profile (the other attachment). This profile was developed
using data available in early August, so some data will be slightly different from that discussed in this
memorandum.



I would like to offer my thanks to the Augustana community. We do our best and experience our best success
when we work as a team. This team includes so many in our community including: the members of the
enrollment team (admissions and financial assistance) for their continued belief in the strategic and
recruitment plans, extraordinary work ethic and exceptional service to our prospective students; the faculty
who generously give of their time to write, call and meet with prospective students, host them in classes and .
participate in on-campus visit programs; the dining and catering staff who scoop Whitey’s ice cream and
ensure that all of our events run seamlessly; the facilities and grounds crews who, through their day-to-day
care for our campus, make sure every visitor enjoys the stunning beauty of Augustana College; each member
of the athletic department who spends countless hours encouraging student-athletes to consider our
programs; those who highlight the benefits of involvement in our music, theatre and debate programs; and
the many members of our community—students, staff and alumni—who go to the special effort of
introducing the college in their high schools, hometowns, churches and places of work. I also would like
thank ITS for their technology support and support of on-campus programming. Finally, thanks to
communication and marketing and web services for their support and innovative approach to telling
Augustana’s story to the rest of the world.

Everyone in our community is part of a successful recruitment program, and I hope you continue to take
Lped: P prog
pride in the role you play in Augustana’s success.
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