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Abstract

There are thousands of colleges in the US, and hundreds that fit into the small,
private, non-profit, liberal arts focused market segment. The colleges in this market
segment have seen financial struggle in the past decade, (Martin 2009). The following
research analyzes this market segment by documenting business statistics and indicators
derived from various sources. These sources include the Integrated Postsecondary
Education Data System, Moody’s Investors Service, 990 tax forms released by
Guidestar’s non-profit database, and news articles from reputable journals.

Colleges that struggle tend to: 1) depend on tuition for a majority of their
revenues, 2) grant large institutional scholarships to a majority of students, 3) have a low
full time instructional staff percentage and 4) have negative core operating margins.

Data suggest additional potential risk factors of institutional failure and these will
be discussed in the scope of this paper.

The following analysis classifies colleges into three categories indicating status:
exemplary, at risk, and closed. Colleges that have been coded as at risk status may use the
produced list of potential risk factors as a benchmark of how to design a proper,

sustainable business model for their college.
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Background

The inspiration to research this topic came from my experience in higher
education. I spent my first year of undergraduate college at a small private nonprofit
institution. Forty minutes driving distance from any major city, there is not much to do
for the homogeneous population of 1500 or so students. Most of the small campus’
buildings are historical, but are run down with no recent updates, structural or furnishing-
wise. The food is of low quality and minimal variety from a large dining services
distributer. But the biggest downfall is its high tuition and fees.

There are valuable experiences and resources to be had at that type of institution.
But it is important to acknowledge the draw-backs. I experienced the inability of a
professor to be on campus to meet with their student, because of their part time status. |
interacted with a student population with low diversity, likely due to a poor admissions
yield and unevenly distributed financial aid. I saw first-hand the effects of poor decision
making on the administration’s part of where to spend their money; there were few on
campus activities to draw students in, the classrooms had desks and supplies older than
their students, and the cafeteria was being remodeled only to serve the same low quality
food as before.

Some small private institutions are absolutely thriving, some are closing their
doors, and others are in a fuzzy grey area that often has their administration turning a
blind eye. I have wondered if all of these factors are why similar schools in the United
States are closing. I have become fascinated with these phenomena and that is what
drives my research on the specific attributes of a school that make it more likely or not to

go out of business, or “fail”.
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Introduction

Rationale

Small, private liberal arts colleges in the US have gone through quite the market
cycle. Reaching peak demand in the 1990s, they are now seeing lower demand rates than
ever. In the last decade or so, the financial climate of this market segment has worsened.
More and more of these schools are closing. Over the last two decades many small
colleges and universities have closed due to financial distress. (Please see table 4 in
appendix B for a list of recently closed US colleges in this market segment.) This newly
discovered phenomena is being called the “Death Spiral” by researchers, (McDonald
2014). A Harvard Business School Professor Clayton Christensen has done his own
research on this matter and predicts that in the next 15 years, as many as half of the more
than 4,000 US colleges could fail if they keep up their existing habits, (Durden 2014).

Due to the financial stress, many small private liberal arts schools are

experiencing, there is a clear need for this market segment to be analyzed.

Hypothesis

The goal of this study is to determine which variables have an impact on an
institution’s financial strength, and whether specific combinations of variables can
predict the probability of institutional failure. This research gives other colleges in this
market segment the ability to classify themselves based on their relative financial
strength.

When it comes to the financial strength and long term viability of a higher

education institution, certain variables have a stronger impact than others. These



variables are tuition dependency rate, admissions yield percentage, ratio of full time to
adjunct faculty, and the average institutional grant amount that a majority of students

receive.



Literature Review

Understanding the Tiers of Colleges in this Market Segment

All colleges in the US are segmented by type, grouped together based on their
sports leagues, and ranked into various tiers, (CIC). Top tier universities and colleges are
given their rank by exceeding in academia athletics, supported by the longstanding age of
the institution, (Carnegie 2011).

Of course, in my research my goal was not to rank schools based on whether they
were qualitatively better than others overall, but rather to see if they were more
competitive financially, and therefore able to sustain themselves long term. So, it is very
helpful to see which schools are ranked high. As will be described, there are correlations

between schools that fail and schools that have certain financial ratios.
Forbes Research Article

In July of 2015 Forbes published a research article where they gave a grade of
financial health to over 900 colleges. The colleges in their research consisted of a broad
market segment of private non-profit US colleges. This research outlines a method of
analyzing key indicators of these institution’s financial health by examining particular
variables. Their grading system was based off each colleges measure of nine crucial
variables, (Schifrin 2015). The variables were derived from the balance sheet, operations,
and other areas and they are as follows:

e Endowment Assets per FTE

e Primary Reserve Ratio

e Viability Ratio

e Core Operating Margin

e Tuition as a Percentage of Core Revenues
e Return on Assets



e Admissions Yield
e Percentage of Freshmen getting Institutional Grants
e Instruction Expenses per FTE

Each variable makes up a certain percent of the overall grade that was given to the
colleges. The article served as a great method and was my basis for how I conducted my
research, which is described in greater detail in the following chapter. The definitions and
formulas for the variables used in this study are explained in the following chapter where

I describe my methodology.

Institutional Profiles: Recently Closed Schools

MARIAN COURT COLLEGE

Marian Court is a small commuter college of less than 300 students in the coastal

town of Swampscott, Massachusetts. As of 2014, tuition was just $16,200 and about 70%



of students were given an institutional grant of around $3,000. Retention and graduation
rates were very low in recent years at 60% and 50% respectively. Their enrollment was
dwindling in its most recent years. Add this to a nonexistent endowment, and no
donations, about 90% of revenue was derived from tuition and fees.

With less than a month’s notice before the start of the Fall 2015 semester, Marian
Court’s administration announced to students, staff, and faculty it would be closing its
doors. This announcement left almost 200 students rushing to find another college to
finish their degree. Professors were also shocked to learn how bad things must have been

for the college financially, (Woodhouse 2015).

Marian Court employees knew of its financial struggles, but many were still with
the hope of things turning around. Marian Court is a unique college but has a story
common with many other colleges in this market segment. Abrupt closings are the way
things are going lately. Administration feels announcing a closure with too much notice
would damage moral and make the end of its last year even more drawn out and difficult.
Either way, it is never easy to tell so many people they have lost their job or their place of

education.



BURLINGTON COLLEGE

Burlington College was a quaint school in the suburbs of Burlington, Vermont.

The small population under 200 students learned in an alternative manner, where
professors acted as mentors rather than lecturers to students. Once a school for
nontraditional students such as veterans, single parents, and alternative higher education
learning, Burlington College is more recently remembered as a college for artists and
other humanities studies. Just days after the May 14" commencement, Burlington
College announced its closure on May 16™, 2016. Students scrambled to find schools to
transfer to last minute, and graduates rushed to save their thesis projects and artwork on
display. Faculty were searching for new jobs due to their sudden unemployment. The

administration had known about the closure during the graduation ceremony, which left



students feeling betrayed. But, this fractured community was in the spotlight for more
than one reason.

Known as a presidential candidate at the time, Bernie Sanders was busy during his
campaign. His wife Jane Sanders had to end her presidency of Burlington College 2 years
before her contract was up, to support him. Jane was president of Burlington College for
7 years, starting in 2004. She organized the $10 million purchase of 32 acres of lakefront
land in Burlington. The goal of this action was to increase student enrollment from 150 to
700, and increase revenue. Since both these efforts were a failure, the land purchase
turned out to be detrimental to the school in the form of high debt and crippling property
taxes. In April, the bank informed Burlington College they had lost their loan, forcing the
college to make fast decisions for how to organize and announce their closure, (Johnson
2016).

Tell-tale signs of Burlington College’s doomed fate can be found in the 2014 990
forms. The income statement shows a deficit for the current and previous years. The
balance sheet reported almost $1 million in restricted assets, and only $200,000 in
unrestricted net assets. The assets and liabilities each had net decreases. It is my inference
that there is more than just a correlation between these facts and the fact that Burlington

College closed.



Institutional Profiles: Schools likely to be at Risk of Closing

SWEET BRIAR INSTITUTE

Described as a utopia for the women who attend, Sweet Briar Institute, a college

of 561 undergraduate students, is in its namesake town in Virginia. The beautiful three
thousand some odd acre school has been through great troubles in recent years. In August
2015, the school decided to close its doors. This was greatly fought by students, alumnae,
faculty and staff who worked tirelessly to raise funds and spread the #savingsweetbriar
hashtag on social media to gain recognition. Everyone was hoping to save this school,
and for the better part of a year, the Sweet Briar nation was wondering if their efforts
would be enough, (Stolberg 2015).

But the real question lies in, why was this all happening in the first place? Where
did it all start? We will find telling hints by considering the college’s academics,
population data, and financial figures.

After much fundraising and campaigning, Sweet Briar is now open for the 2016-
2017 academic school year, (Financial 2015). Although a success story on the surface,

there is much to be done if the Sweet Briar nation wants to keep their beloved college in



business for the long run. The love these people have for their school is admirable, but
Sweet Briar would do best to change its business model to not rely so heavily on student
tuition, given their small student population.

Through an overwhelming amount of support to keep the college afloat, donations
to the college doubled in 2015 compared to 2014. In 2015, an astounding total of
$14,694,413 was donated in the form of contributions and grants. Investment income
nearly doubled as well, from $5 million to $10 million. Sadly, the support was met by a
dismal -$1.2 million in debt in 2015. It was still an improvement from the 2014 -$4.2
million in debt, (IPEDS).

The story of “Saving Sweet Briar” is a unique one, because the rest of the private
colleges that are facing closure are not able to recover as this one did. Its strong
community support kept it alive. Sweet Briar is not financially stable by any means, but
there have been promising improvements. If Sweet Briar can remain financially
competent, revamp its profit formula, and remain competitive, there is still a chance of it
surviving. The issue remains though, the macro environmental factors of the lessening

demand for this type of college.



WHEATON COLLEGE

 WNREATON-
COLLEG g

Wheaton College is located in Norton, Massachusetts. Its upper and lower campus
comprise the backdrop for the classic small liberal arts college experience. Wheaton was
founded as an all-women’s college in 1912. In the late 1980’s the school became co-
educational.

Boston Business Journal recently featured an article about Moody’s Investor
Services lowering their score for Wheaton College. The reasons were due to Wheaton’s
recent and projected operating losses as well as a significant drop in applicants and
enrollment. The college has been forced to decrease its admissions selectivity to improve
hopes of higher enrollment. Admissions selectivity rose from 62% in 2013 to 70% in
2014. Full time equivalent enrollment dropped 3% from 2011- 2015. The article cites

these as reasons for the college’s red flags, (Douglas 2016).

Wheaton’s administration is not concerned since they are still seen as a low risk

for creditors. Their focus is on other areas such as increasing the diversity of its students
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and handling their debt which is at a fixed interest rate. An operating loss is predicted to
continue in the next 2 years. Its number of part time staff has increased from 23% to
32%, which is not good for the stability of the academic programs at the college.
Wheaton’s endowment has fluctuated but remained in the upper one hundred thousands,
currently at $176 million. But the administration sees hope where its tuition dependency
ratio has dropped from about 75% to about 50%. They also see the new $50 million
Science Center as a way to entice applicants interested in pursuing the sciences in the

beautiful new facilities.
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Methods and Deliverables

Methodology

The data I analyzed was gathered from the Integrated Postsecondary Education
Data System and Carnegie Classifications of Institutions of Higher Education. These data
are in the form of 6 categories of variables hypothesized to be key in determining
financial health.

My model is based off a research project Forbes had published in 2015, that is
described in greater detail in the preceding chapter.

The market segment that fits my research includes small', private, non-profit
colleges, with a liberal arts focus. Within this market segment, I have selected 8 colleges
from varying tiers and separate geographic locations, which resulted in differing
statistics. This is intentional to ensure variability. This selection gave my small data set

variety so it is still representative of the story that this market segment has to share. The

colleges in my market segment were carefully chosen to represent three different statuses:

4 Exemplary colleges, 2 At Risk colleges, and 2 Closed colleges. The Exemplary statuses
were based off Forbes grading system where colleges with an A+ would fit this status.
The At Risk colleges were chosen due to recent articles published by credible sources
that indicated financial weakness and/ or a reasonable certainty the college is struggling.
The Closed colleges were discovered through various reliable media outlets and articles.
The eight colleges in my market segment are listed below, grouped by their color-

coded status:

" In this scenario, a small college is defined as one with around 3,000 full time equivalent students or less.
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Table 1: Colleges in Market Segment by Status

Bowdoin College
Williams College
Davidson College
Pomona College
Sweet Briar
Wheaton College
Burlington College
Marian Court

The variables in the model are listed in the following pages, along with their

meaning and formula if applicable:

Table 2.1

General Statistics

City Colleges chosen are located in a mix of small town/large town and rural/suburban

State Colleges chosen are located in states in various geographic regions such as
Northeast, Mid-Atlantic, Southeast, and along the Pacific Coast

Forbes Grade Grade given by Forbes article shows reasoning for each college’s “status” statistic.
This is a bench marking tool.

Status Exemplary, closed, or at risk [for closure]

Sector All colleges in this thesis project are private, non-profit, baccalaureate, liberal arts
focused, colleges

Table 2.2

Admissions Statistics

Admissions Selectivity | Percentage of students accepted.

Total # admitted / Total # applicants.

Speaks to the desires of the admissions team in terms of how broad or narrow
their spectrum of an ideal student is.

Admissions Yield Percentage of students accepted that attend.

Total # who commit / Total # admitted

This figure represents demand and showcases how effective the admissions
team was in drawing in their targeted type of student.

Required SAT score The higher the desired score, the more selective that colleges admissions team.

range for admission Some colleges do not factor in test scores to as high an extent as others do when
considering an applicant.

Retention Rate Percentage of students who are first-years in the Fall semester one year and
continue their education at the same institution the following Fall semester.

Graduation Rate Percentage of students who complete their degree within six years, at a four-

year institution.
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Table 2.3

Population Data

Enrollment

Total # of students enrolled at an institution.
The institutions chosen for this research are within a certain market that does
not include colleges with enrollments greater than 3,000.

Full Time Equivalent
Student Enrollment

Total # of students enrolled full time at an institution.

% FTE

Percentage of students enrolled full time

% Full Time Faculty Percentage of Faculty working full time
% Part Time/ Adjunct | Percentage of Faculty working part time
Faculty
Table 2.4
Tuition and Aid Data
Tuition and Fees The total amount an institution charges their students for tuition and fees
Charge annually, Fall and Spring semester. This does not include room and board

charges.

Percent increase in
Tuition from *10-"11
to ’13-14

Calculated average tuition increases over span of four years.

Average Tuition
Discount Rate

Average institutional grant amount / tuition and fees

Average Financial Aid
Package

Average aid in the form of institutional grants

Percent first-years
Getting Institutional
Grants

Percentage of first-years receiving the average amount of institutional grants.
This is done to entice enrollment in the form of discounting. Elite schools are
financially unaffected by giving large discounts. Outside of the elite group of
colleges, schools are experiencing enrollment challenges and compensating by
providing aid they cannot always afford.

Table 2.5

Asset and Liability Data

Endowment Asset per FTE Year- end endowment assets / # FTE

Primary Reserve Ratio

Represents how well the annual expenses are
covered by expendable assets, which consist of:
(unrestricted net assets + temporarily restricted net
assets + debt related to PP&E — PP&E net of
accumulated distribution)/ total annual expenses

Viability Ratio Measures the amount of expendable assets a college
has relative to its debt
ROA Measure of return on assets

(change in net assets over a year)/(assets at the
beginning of the year)

14



Table 2.6

Revenue and Expenditure Data

Average Salaries for Full time instructional staff
(’14-°15)

Salaries for full time instructional staff. This can
be indicative of the culture of the college in
decided how they value their faculty. This can also
indicate if a college is struggling to properly
compensate its faculty.

Instruction expenses per FTE

This represents how much money the college
devotes to the core mission of higher education.
Instruction expenses include professor salaries.

Core revenues from tuition per full time enrollment

Revenue from tuition / FTE

Tuition dependency ratio

Tuition/ total revenues

Represents how much an institution relies on
student tuition for their revenues. The more a
college depends on student tuition and fees for
revenues, the greater risk they are at for: budget
misses, layoffs, cutbacks, etc.

Core Operating Margin

Represents the amount of surplus of deficiency
that is left after:

Core Revenues - Core Expenditures

This number can give insight into the college’s
ability to pay its obligations with the income they
receive.

After each school’s data is compiled, the data will be analyzed to discover trends

in the data. These trends will indicate a probable key indicator of financial strength.

Benchmarks will be based off the different statuses of the colleges and their performance

for each variable. The status I assigned to each college was validated by the Forbes grade,

and those statuses will be confirmed after comparing the college’s variables to the

metrics in their descriptions when analyzing trends.

To efficiently review and understand the data, I viewed the data in small groups

of variables. The variables are in groups of five or so, based on the category they fall into.

When analyzing the trends for tuition and fees related data, the most effective way was to

group all the data related to that category and color code the data for each college based

on whether it met a good or bad metric. Comparing the data to the status I assigned that

15



college initially, (Closed, At Risk, or Exemplary Status) which gives an idea of what each

variable means for the school.
Deliverables

The model I am creating is only an intermediary component to my desired
deliverable, which is a list of potential key indicators of a college’s financial health and
for each indicator, benchmarks for colleges to measure their own statistics for each
indicator and then determine where they stand. These indicators and their benchmark
measurements would be unique to this market segment of small, private, non-profit, US
colleges.

With the aforementioned list of indicators, a college could potentially use this
model as a stress test to determine their position in this market segment. This could be of
great value to a college’s administration and board of directors when decisions need to be
made.

Given the financial distress colleges in this market segment are experiencing, a
consequential deliverable that may naturally arise from this list of indicators is a
recommended business model outline. Now it seems critical for this market segment to
revise its current business model. This would mean modifying their value proposition and
profit formula. The indicators could provide insight to a small, private, non-profit college

determining the criteria for a more idyllic business model.
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Results

Admissions Statistics Trends

Table 3.1: Admissions Statistics

Desired SAT

College Admissions Admissions ——— Retention = Graduation
Selectivity Yield o Rate Rate
admission
14.91% 48.65% 2065- 2305 98% 93%
78.39% 16% 1285- 1670 47% 45%
21.67% 41.66% 1850- 2150 95% 93%
- - - 60% 49%
12.19% 47.77% 2070-2320 98% 93%
99.86% 20.87% 895-1160* 75% 65%
19.32% 44.75% 2040-2340 98% 95%
Wheaton College 69.63% 15.01% 1640-1973 83% 77%

* Original Excel files can be produced upon request.

The exemplary status colleges all had low admissions selectivity percentages
meaning highly selective, and high admissions yield meaning those who were accepted
most likely would attend. Together, these two variables indicate a high selective and
highly sought after institution. The at risk status colleges the opposite situation, where
their selectivity rate was very high, accepting more than half of those who applied, and
very low yields of less than 25%, (see Table 3.1). Marian Court College did not publish
its admissions data, but Burlington College’s admissions figures were similar to those of
the at risk schools. As an applicant expects, their SAT scores are required to be in the up
1800- 2000s minimum to be accepted to the more elite brand of schools that hold the
exemplary status in this research. The colleges with retention and graduation rates lower
than 50% are the ones that have closed, and not surprisingly the at risk status colleges are
only at 75%. The exemplary colleges have percentages in the 90s. There is a known
correlation of highly selective, high yield rate, high SAT scores, high retention and high

graduation rates, all indicating an elite college. These colleges are competitive enough to



attract so many students that college can admit only the best of the best from around the
country or even the world.
Population Statistics Trends

Table 3.2: Population Statistics

Enrollment Full. Yime % Full Time gt A(?junct =
College (200<3000) Equivalent % FTE Faculty Contingent
Students Faculty

1805 1802 99.83% 85% 15%

224 176 78.57% 28% 72%

1770 1770 100.00% 89% 11%

207 145 52.35% 46% 54%

1650 1638 99.27% 91% 9%

320 314 98.00% 87% 13%
2126 2088 98.21% 80% 20%

Wheaton College 1587 1577 99.37% 69% 31%

The percent of full time equivalent students tends to be highest in colleges that
hold exemplary status. The same goes for the percent of full time faculty. Colleges with
the at risk status tend to have also high FTE rates and but they have moderate full time
faculty rates, between 50% and 90%. The colleges that have closed had full time faculty
rates of less than 50%. It is important for there to be more full time faculty to keep a

college’s instructional staff stable, financially and for their students.
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Tuition and Aid Data Trends

Table 3.3: Tuition and Aid Data

Percent A% Percent
Stated increase in Tuitiﬁn Ave Fin aid Freshman
College Tuition & Tuition Discount icka . Getting
Fees from 10-11 Rate P g Institutional
to 13-14 Grants
$ 48,212.00 9% 74% $ 35,572.00 48%
$ 24,246.00 6% 19% $ 4,502.00 83%
$ 46,966.00 14% 71% $ 33,308.00 60%
$ 16,200.00 - 19% $ 3,077.00 68%
$ 47,620.00 12% 78% $ 36,980.00 58%
Sweet Briar $ 34,935.00 10% 60% $21,114.00 99%
$ 50,070.00 11% 79% $ 39,507.00 49%
Wheaton College | $ 47,700.00 9% 48% $ 22,984.00 92%

The exemplary status colleges had higher tuition rates that were just less than or

equal to $50,000. Their tuitions increase the most, around 10% over the course of four

academic years. Their average tuition discount rate was also the highest by a large

margin, around 75%, because the average financial aid package from institutional grants

was around $35,000. This is a large sum of aid to give out to students, but it was given to

only about half of first year students. Not all students continue to receive the same aid

they did their first year. Even so, the aid helps to entice students to a college that we

know was in high demand, by examining at the admissions selectivity and yield.

An unexpected finding was that the at risk status colleges were giving away

substantial institutional grants to nearly all students at the rate of a 50-60% discount.

These schools are charging mid-range to high prices for their tuition and fees.

The colleges that were closed were charging a much lower rate for tuition and

fees. Their tuition had not increased much at all in the past four years. The institutional



grants that were given to a majority of students only provided an average discount of
19%. Admitted students would not feel as enticed by this amount but since the tuition is
lower than the higher tier schools, and the admissions selectivity is low, students are still
attending. But the retention rate in the colleges that closed is shockingly low, with more
than 50% dropping out or transferring. This causes an abrupt change in revenues for the
school. Unexpected changes in revenues are disruptive and undoubtedly contributed to
the failure of these colleges.

When I compare at risk status and closed institutions to the exemplary status
colleges, I see where the latter two are faltering. The exemplary status colleges can afford
to give large institutional grants because they are only giving them to about half their
students, whereas the at risk status colleges are giving away a larger sum of money in
institutional grants because although each student is receiving a smaller amount, almost
all students are getting this type of aid. The act of giving institutional grants to 90%+ of
students that cover half of the tuition and fees charge is an unsustainable practice, (Bok
2003). The reason for giving this type of grant is to entice enrollment, which is a problem
that is more prevalent for colleges not in the top few tiers. Exemplary status colleges are
still enticing enrollment for the students admitted, but not at as a high a rate as the at risk
status colleges. This all serves as evidence that giving a high percentage of freshmen

institutional grants is a potential risk factor for institutional failure.
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Asset and Liability Data Trends

Table 3.4: Asset Liability Data

ERGwret Net of assets and
College Assets per FTE Endowment liabilities ROA
(FASB)
$574,151.00 $1,393,000,000 $1,402,502,000 11.3%
$176.00 - $1,182,331 -4.3%
$292,976.00 $682,500,000 $941,634,915 10.5%
$1,146,818.00 $2,101,000,000 $2,502,857,379  12.3%
$132,618.00 $84,000,000 $134209,452  1.9%
$888,422.00 $2,207,000,000 $2,437,738,247 11.0%
Wheaton College $107,486.00 $176,000,000 $296,988,646 4.5%

The trend that was most obvious was that the exemplary status colleges had the
highest endowments; two exceeding $2 billion, one with over $1 billion, and another with
almost $700 million. The two colleges in the study that were at risk status, had much
smaller endowments around $100 million. The data for Marian Court was not available
but Burlington College’s data showed net assets of just $1 million.

The exemplary status colleges had extremely high net of assets and liabilities,
which include their endowment, all assets, and all debt. Both at risk status colleges had
much smaller net assets, at $134 million and $296 million, which is a normal range for
this tier of colleges. Burlington College closed with only a $1 million net of assets and
liabiltiies, due to large amounts of debt and decreasing asset accounts, as told by its
negative 4.3% return on assets. The return on assets was highest for colleges with the

exemplary status. The at risk colleges tended to have a much lower rate of return.
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The endowment assets per full time equivalent student held a similar pattern to
the endowment, but was also able to tell us how the college was doing for its size. Any
amount over $100,000 is great, and all the open colleges passed that standard. But,
Wheaton College and Sweet Briar were barely making that cut. With a significantly low
dollar value for this abstract variable, was Burlington College with only a $176
endowment asset per FTE. The exemplary college’s value for this statistic ranged from
half a million to well over a million dollars. Clearly, the metrics were correct in that the
more exemplary schools will have a higher value for this variable, as well as for

endowment, net of assets and liabilities, and ROA.

Revenue and Expenditure Data Trends

Table 3.5: Revenue and Expenditure Data

Average salaries C
equated to 9 ore Core Operating
Instruction  Revenues Tuition  Margin (surplus or
month contracts gin (surp
College A Expenses per from tuition Dependency deficiency; net of
for full time . :
. 2 FTE per full time Ratio revenues and
instructional staff it expenses)
(14-15)
$ 100,656.00 $ 27,158.00 $ 28,543.00 17% $ 53,629,000.00
$ 31,437.00 $ 12,127.00  22,923.00 96% -$  475,080.00
$ 106,452.00 $ 19,228.00 $ 20,505.00 20% $ 45,822,765.00
$ 47916.00 $ 4,780.00 $ 11,115.00 90% -
$ 111,789.00 $ 37,082.00 $ 23,238.00 9% $ 86,026,220.00
$  64413.00 $ 21,942.00 $14,994.00  32%  -$  4231,176
$ 81,252.00 $ 39,712.00 $ 28,118.00 13% $ 95,686,525
Wheaton College | $ 106,785.00 $ 15,477.00 $ 23,672.00 52% -$  378,141.00

*See Appendix A for source data

The average salary given to full time instructional staff tended to be highest at the
top tier, exemplary status colleges. This came as no surprise, but was surprising was how

low the closed colleges had been paying their faculty. Burlington College was only
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providing $31,437 to their faculty, which is likely due to the fact that their full-time
faculty percentage was so low. About 75% of Burlington College’s professors were part
time, meaning their pay was very different than it would be if they were a full-time
professor. Marian Court, whose part time faculty was about 50%, was only paying its
faculty barely less than $50 thousand. Sweet Briar, who did close for one academic
school year, pays their instructional staff just over $60 thousand, which is a livable wage,
but again not at all a competitive one. Wheaton College as well as the exemplary status
colleges pay their professors over $100 thousand on average.

Instruction expenses are much higher with exemplary status colleges, in the range
of $20 thousand to $40 thousand. Marian Court was the lowest, with less than $5
thousand, which is the point when the college should realize its severe threat of closure,
which of course Marian Court did experience.

Tuition is a source of revenue for a college. But, it is important that it is not the
majority of revenue. The tuition dependency ratio represents how much of the college’s
revenues are from tuition and fees. The lower, the better because a lower dependency
means a more diversified portfolio of income. For example, the closed Burlington
College and Marian Court were collecting over 90% of their revenue from tuition,
whereas all the exemplary colleges depended on tuition for less than 20% of their
revenues. Wheaton College and Sweet Briar depend on tuition for 52% and 32% of their
income, respectively.

When viewing core operating margin values, it is easy to see who is struggling
with affording the daily operational aspects of running a college. Sweet Briar and

Wheaton College are in the red. Sweet Briar is over $4 million in debt in 2014, but that
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figure did improve in 2015, but is still in the red. Wheaton College is in a deficit by a
little less than $400 thousand, but is expected to remain in the red for at least two more
years, which is not promising. This is the main reason these two colleges are in the at risk

status.

List of Potential Risk Factors

The Forbes article included benchmark figures for determining a good or bad
variable value. The values for the variables were accurate in that it the exemplary status
colleges fit the benchmarks for “great” values, and the at risk status and closed colleges
fit the benchmarks for “good”/ “fair”/ “poor” values.

It is undesirable for a college’s statistics to be so closely correlated with a closed
college’s statistics. But that is what is currently happening when we compare the closed
Burlington College’s data with Wheaton College’s and Sweet Briar’s data. Although
Sweet Briar closed and successfully reopened, it is not out of the woods by a long shot.
There are many things Wheaton College and Sweet Briar and all of the other small,
private, non-profit colleges with comparable statistics need to do to save their schools
from institutional failure. The “death spiral” is reaching a point of no return for many
schools.

The closed status colleges’ statistics are used as a benchmark of potential risk
factors. The best thing for a college administration to do is to avoid ending up with
similar financial statistics as the colleges that have closed. The analysis I have presented
in this thesis can stand as a model for a college administration when planning their

college’s business model.
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The following is a list of potential risk factors that can lead to institutional failure:

(Please note: Not being a top or high tier college affects all the variables, and all these
variables affect if the college is in a top tier. There is a definite correlation but not a

proven causation for this complex, multi-institutional relationship.)

Admissions Related Potential Risk Factors

e Ifadmissions selectivity is higher than 50%
o Then the college is trying to increase enrollment

e Ifadmissions yield is lower than 25%
o Then the college is not in high demand

e Ifadmissions selectivity is higher than admissions yield

e If admissions require lower SAT scores (lower than 1600-1700 “super-score”)
o Then the college is probably in a lower tier

e Ifretention rate is lower than 85%

e If graduation rate is lower than 75%

Population and Human Resources Related Potential Risk Factors

e Ifenrollment under 1500
o Under 1500 is an unstable and unreliable group to rely on for enrollment
and revenues
e If'the percentage of FTE enrollment is under 95%
e If'the percentage of full time faculty is under 80%

Tuition and Aid Related Potential Risk Factors

e [ftuition and fees do not increase with inflation
e If'the average tuition discount rate is 60% or less
e If'the percent of freshmen receiving institutional grants is greater than 60%

o Then too many students are receiving an aid package which is lowering
the total revenues brought in by student tuition in return for a higher
enrollment; this enrollment population is unpredictable and may not
continue their enrollment past the first year)

Asset and Liability Related Potential Risk Factors

e Ifendowment assets per FTE are less than or equal to $100,000
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o colleges near this amount should be weary
e Ifendowment is less than 70% of net of assets and liabilities
e IfROA is less than 10%, the college is at a mild risk
e IfROA is less than 5%, the college is at a high risk

Revenue and Expenditure Related Potential Risk Factors

e Ifaverage full time instructional staff salaries are less than $80,000

e Ifinstruction expenses per FTE are less than $20,000, the college is at a mild risk

e Ifinstruction expenses per FTE are less than $5,000, the college is at a high risk

e If'tuition dependency is between 25% and 50%, the college is at a mild risk

e If'tuition dependency is greater than 50%, the college is at a high risk

o If the net of revenues and expenses, also called the core operating margin, is a
negative number, the college is at a high risk

e Iftotal expenses are more than half of endowment value
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Conclusion

The model created in this study can be applied to define a better business model
within higher education, specifically for this market segment. Colleges who find they fall
within the benchmarks that indicate at risk status can in fact transform and rebuild their
business model, (Martin 2009). Closed colleges have a lesson to teach the remaining
opening colleges. As found in this research, certain attributes represent warning signs and
other attributes signal financial health, (Lyken-Segosebe 2013). The ideality is to create a
business model that exceeds the needs of the students and to provide a substantial profit
annually, (Zemsky 2006). Schools with exemplary marks from Forbes should be held as
templates for assembling the ideal business model for a college, (Coleman 2011). The
exemplary status schools are the colleges with a low risk of institutional failure because
they exemplify the business goals of any higher education institution. Goals include:
being highly sought after by qualified applicants, holding a majority of full time faculty
and students, the ability to extend institutional grants to model students, a high ROA, a
low tuition dependency, and a sizeable revenue surplus to build up endowment and
expand to the college’s competitive needs. Colleges that fit the potential risk factors
benchmarks listed previously should considering altering their business model to escape

the fate of institutional failure.
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Appendices
Appendix A

Core Revenues & Expenditures Charts

The information on the following pages describes the revenues and expenses for
each college in broad categorical terms of the various income and spending categories.

The statistics tell a story of financial stability. The colleges that receive revenue
from a more even spread of sources tend to be the exemplary colleges, and the ones that
derive a majority of income from Tuition and Fees are more at risk.

Other trends and implications are discussed in the report above, while greater

details about the core revenues and expenditures are below.
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Marian Court College
Graph 1: Marian Court College; Percent distribution of core revenues, by source: Fiscal year 2014

[90%) Tuition and fees ——__

[8%) Private gifts, grants, and contracts
(1%) Other core revenues

Table 4.1: Marian Court College Core revenues per FTE enrollment, by source: Fiscal year 2014

Tuition and fees $11,115

Government grants and contracts | SO

Private gifts, grants, and contracts | $1,014

Investment return S6

Other core revenues $173

Graph 1.2: Marian Court Percent distribution of core expenses, by function: Fiscal year 2014

[55%) Institutional support

[12%) Student services

[1%) Other core expenses

L .
T (32%) Instruction

Table 4.2: Marian Court Core expenses per FTE enrollment, by function: Fiscal year 2014

Instruction $4,780
Research SO
Public Service SO

Academic Support S0

Institutional Support | $8,287

Student Services $1,818

Other Core Expenses | $198




Burlington College

Graph 2.1: Burlington College Percent distribution of core revenues, by source: Fiscal year 2014

[96%) Tuition and fees —_

[1%) Government grants and contracts
[3%) Private gifts, grants, and contracts

Table 5.1: Burlington College Core revenues per FTE enrollment, by source: Fiscal year 2014

Tuition and Fees $22,923

Government grants and contracts | $208

Private gifts, grants, and contracts | $784

Investment $26

Other core revenues SO

Graph 2.2: Burlington College Percent distribution of core expenses, by function: Fiscal year 2014

[36%) Institutional support

[8%) Academic support

[10%) Student services

7
(47%) Instruction——___/

Table 5.2: Burlington College Core expenses per FTE enrollment, by function: Fiscal year 2014

Instruction $12,127
Research SO
Public Service SO

Academic Support $1,960

Institutional Support | $9,406

Student Services $2,484

Other Core Expenses | $0




Bowdoin College

Graph 3.1: Bowdoin College Percent distribution of core revenues, by source: Fiscal year 2014

[68%] Investment return

(1%) Other core revenues

[13%) Private gifts, grants, and conlracts—/ p- [17%) Tuition and fees

[1%) Government grants and contracts

Table 6.1: Bowdoin College Core revenues per FTE enrollment, by source: Fiscal year 2014

Tuition and Fees $28,543

Government grants and contracts | $1,862

Private gifts, grants, and contracts | $22,781

Investment return $114,686

Other core revenues $1,212

Graph 3.2: Bowdoin College Percent distribution of core expenses, by function: Fiscal year 2014

[19%) Institutional support

[15%) Academic support———— ™

[22%) Student services
[2%) Research

[42%) Instruction——"

Table 6.2: Bowdoin College Core expenses per FTE enrollment, by function: Fiscal year 2014

Instruction $27,158
Research $1,515
Public Service SO

Academic Support $9,911

Institutional Support | $12,148

Student Services $14,251

Other core revenues | $0
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Williams College

Graph 4.1: Williams College Percent distribution of core revenues, by source: Fiscal year 2014

[74%) Investment return

[13%) Private gifts, grants, and contracts

[1%) Other core revenues

__(13%) Tuition and fees

Table 7.1: Williams College Core revenues per FTE enrollment, by source: Fiscal year 2014

Tuition and Fees $28,118
Government grants and contracts | $595
Private gifts, grants, and contracts | $27,253
Investment return $160,691
Other core revenues $1,310

Graph 4.2: Williams College Percent distribution of core expenses, by function: Fiscal year 2014

[12%) Academic support

[49%) Instruction

[207%) Institutional support

[15%) Student services

(4%) Other core expenses

Table 7.2: Williams College Core expenses per FTE enroliment, by function: Fiscal year 2014

Instruction $39,712
Research SO
Public Service SO

Academic Support $9,306

Institutional Support | $16,576

Student Services $12,240

Other core revenues | $3,051
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Davidson College

Graph 5.1: Davidson College Percent distribution of core revenues, by source: Fiscal year 2014

(55%) Investment return

/

~
(23%) Private gifts, grants, and contracts”

\_(20%) Tuition and fees

[2%) Govemment grants and contracts

Table 8.1: Davidson College Core revenues per FTE enrollment, by source: Fiscal year 2014

Tuition and Fees $20,505
Government grants and contracts $1,988
Private gifts, grants, and contracts $22,986
Investment return $55,966
Other core revenues 103

Graph 5.2: Davidson College Percent distribution of core expenses, by function: Fiscal year 2014

[25%) Institutional support

[10%) Academic support
[23%) Student services

[2%) Public service ———
[2%) Research

[38%] Instruction———"

Table 8.2: Davidson College Core expenses per FTE enroliment, by function: Fiscal year 2014

Instruction 19228
Research 776
Public Service 1047

Academic Support 5300

Institutional Support | 12852

Student Services 11554

Other core revenues | 0
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Pomona College
Graph 6.1: Pomona College Percent distribution of core revenues, by source: Fiscal year 2014

[82%) Investment return

—[9%) Tuition and fees

‘\ [1%) Govermnment grants and contracts

[8%) Private gifts, grants, and contracts

Table 9.1: Pomona College Core revenues per FTE enroliment, by source: Fiscal year 2014

Tuition and Fees $23,238

Government grants and contracts | $1,469

Private gifts, grants, and contracts | $21,266

Investment return $211,741

Other core revenues $957

Graph 6.2: Pomona College Percent distribution of core expenses, by function: Fiscal year 2014

[23%] Institutional support
[11%) Academic support

[1%) Public service ———__
[2%) Research

N

[15%) Student services

(47%) Instruction——— ./

Table 9.2: Pomona College Core expenses per FTE enrollment, by function: Fiscal year 2014

Instruction $37,082
Research $1,952
Public Service $767

Academic Support $8,808

Institutional Support | $18,034

Student Services $11,954

Other core revenues | $0
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Sweet Briar College Finances
Graph 7.1: Sweet Briar College Percent distribution of core revenues, by source: Fiscal year 2014

[41%) Investment return

[18%) Private gifts, grants, and contracts —

(4%) Government grants and contracts (5%) Other core revenues

"~(32%) Tuition and fees

Table 10.1: Sweet Briar College Core revenues per FTE enrollment, by source: Fiscal year 2014

Tuition and fees $14,994

Government grants and contracts | $2,056

Private gifts, grants, and contracts | $8,505

Investment return $18,999

Other core revenues $2,128

Graph 7.2: Sweet Briar College Percent distribution of core expenses, by function: Fiscal year 2014

[11%) Academic support
[2%) Research

[21%]) Institutional support

[14%) Student services

(52%) Instruction———"

Table 10.2: Sweet Briar College Core expenses per FTE enrollment, by function: Fiscal year 2014

Instruction $21,942
Research $722
Public Service SO

Academic Support $4,555

Institutional Support | $8,859

Student Services $6,091

Other Core Expenses | $0
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Wheaton College (MA)

Graph 8.1: Wheaton College Percent distribution of core revenues, by source: Fiscal year 2014

[15%) Private gifts, arants, and contracts

(1%) Govermnment grants and contracts [31%] Investment return

(1%) Other core revenues

(52%) Tuition and fees

Table 11.1: Wheaton College Core revenues per FTE enrollment, by source: Fiscal year 2014

Tuition and fees $23,672

Government grants and contracts | $307

Private gifts, grants, and contracts | $7,080

Investment return $14,296

Other core revenues $328

Graph 8.2: Wheaton College Percent distribution of core expenses, by function: Fiscal year 2014

(247%) Institutional support

[10%) Academic support

[23%) Student services

(43%) Instruction——

—

Table 11.2: Wheaton College Core expenses per FTE enroliment, by function: Fiscal year 2014

Instruction $15,477
Research SO
Public Service SO

Academic Support $3,469

Institutional Support | $8,612

Student Services $8,198

Other Core Expenses | $0




Appendix B

Table 4: List of Closed Colleges (Jacobs 2015) (N. 2016)

Andover College

Andover Junior College
Annhurst College

Aquinas College

Art Institute of Boston
Atlantic Union College
Bangor Theological Seminary
Barrington College

Belknap College

Bliss College
Boston Clerical School, Boston
Business School

Boston Conservatory
Boston State College

Bradford College
Bradford Durfee Technical
Institute

Briarwood College

Bryant and Stratton
Bryant- Mclntosh Junior
College

Burdett College
Burlington College
Calvin Coolidge College
Cambridge Junior College

Canaan College

Cardinal Cusing College
Castle College, Castle Junior
College

Central New England College
of Technology

Chamberlayne Junior College

Chandler School
Chester College of New
England

Clemens College

College of the Sacred Heart
Daniel Webster College

Franconia College

Franklin Pierce Law Center
Garland Junior College

Glen Cove Bible College
Grahm Junior College
Hartfod Graduate Center
Nathaniel Hawthorne College

Holliston Junior College

Hyannis State Teachers College
Longy School of Music
Lowell State College

Lowell Technological Institute

Lyme Academy College of Fine Arts
Marian Court College
Mark Hopkins College

Massachusetts College
Mclntosh College

Mount Alvernia College
Mount Saint Joseph College

Mount Saint Mary College
Mount Washington College, Hesser
College

Nasson College

New Bedford Institute of Technology
New England Institute for Medical
Research

New England Institute for Applied
Arts and Sciences

Newton College of the Sacred Heart

Newton Junior College

Northampton Junior College

Northern Conservatory of Music
Norte Dame College

Oblate College and Seminary

Paier College of Art

Perry Normal School

Portia Law School

Ricker College

Saint Alphonsus College

Saint Basil College

Saint Hyacinth College and Seminary

Saint Joseph Colege
Saint Stephen's College
Saint Thomas Seminary Junior College

School of Museum of Fine Arts

Seminary of Our Lady of Providence
Southeastern Massachusetts University

Southern New England School of Law

Stanley College

Stevens College

Swain School of Design
Trinity College of Vermont
UNH School of Law

Vermont College

Wang Institute of Graduate Studies
Westbrook College
White Pines College

Wilcox School of Nursing
Windham College

Worcester Junior College

Woodbury College
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