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. I Who is Measuring Success?

[ D HL

Firm that combines advanced analytics, quantitative tools, and
consulting to help management and boards improve their mission
and financial performance

Dedicated to shifting the culture of independent schools from
anecdotal to data-driven decision making

We have worked with over 250 independent schools in financial
modeling, parent surveys, admission tracking, and benchmarking
tools and consulting

Try to avoid anecdotal opinions; root our conclusions in data
Offices in Cambridge, MA and Washington, DC

Founded in 2003; prior experience from McKinsey, Bain, Credit
Suisse, HBS, Kellogg, Yale, but based in not-for-profits

WWW.measuring-success.com
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Agenda for Today’s Plenary

DDII

Time ltem
9:15-9:20 Background
:> 9:20-9:30 Current hypotheses about what has changed: true or false?
Historical perspective from the Great Depression
9:30-9:50 Vicious and virtuous financial cycle
9:50-10:15 10 Financial factors to focus on
10:15-10:30 New financial models to consider
10:30-10:40 Open Q&A
10:40-10:45 Introduction to Today’s Sessions
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Which of these hypotheses do you think will turntdo
DD" be True or False?

Hypothesis % True/False
1. Attrition in full paying families are due to financial issues 25%
2. Keep tuition flat to avoid losing students 0%
4. Some private schools will have to close their doors 80%
5. Parents will “downshift” to cheaper options like public and charter  50%
schools
6. Financial aid percentages will increase drastically 50%
7. You will make up for financial aid increases and reductions in 0%
endowment income through annual fundraising
8. The gap between tuition and cost per student must grow 1%
9. You should widely encourage families to apply for financial aid 5%
10. Schools will need to make across-the-board cuts in costs 60%
11. Schools that merge some functions (backoffice, etc) will be more 5%

sustainable through this period
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D!I Perspective from a few schools during the decade
0

of the Great Depression 1929-1939
(from research by Rheua Stakely, Consultant, rheuadmail.com)

Enrollment went down between 3-8% in the years immediately after
the crash (1929)

But by 1934, enroliment was back to where it was before the crash
From 1934-1939, enrollment stayed steady

By 1950, enroliment grew between 3-6% over the 1939 levels

Endowment from 1929-1940, tripled
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Perspective from more recent, smaller recessions
UD“ (Source: “Financial Survivability,” NAIS)

5 recent recessions: 1969-1970, 1973-1975, 1980-1981, 1990-1991,
2001-2002

Enrollment Effects (measured as the year before to the year after
the recession period).

GREW In 3 of 5 recessions

FLAT In 2 of 5

DROPPED In 0 of 5
Fundraising Effects:

GREW in 2 of 5

FLAT in1of5

DROPPED In 2 of 5
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Using the Opportunity

DDEI

Grant me...
the strength to accept the things | cannot change
the power to change those | can

And the wisdom to know the difference

The economic crisis:
Is not your fault
Good financial decisions are still in your control

Focus on using transparency and data to frame the conversation and
keep the fault and emotion apart from the financial decisions
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I |deally, independent schools have pursued the vas cycle
DDI which improves value for all students
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DDEI

Day School Peer Yardstick Database

Data from ~175 Jewish private schools nationally over past 5 years
Consistent data, closely monitored

Only ask for crucial data where have clear hypotheses given current
economy

Links to NAIS data only where questions line up

Statistical analysis to identify those variables associated with enroliment
stability or financial stability

Only continue to collect data on statistically significant variables
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The Value-Trap: learnings from Jewish Day Schools

DD“ (JDS), many of whom have teetered on financial v
sustainability even in a strong economy

Though they aspire to be like strong independent sc hools, JDSs are
smaller on average, and also operate a dangerous fi  nancial model:

Approx. $
Disadvantage

Financial Factor
per Student

1. Tuition and fees are at 85% of independent schools $2,200

2. 16% of gross tuition provided as financial aid in JDS vs. 8.5% in independent $750
schools

3. Fundraising income from all sources including annual campaign, events, $600
endowment (few JDSs have), government, federation, drawdown on reserves

4. Surplus reinvested to reserves (JDSs rarely run surpluses) $600

Total Revenue disadvantages (not including auxiliar ~ y program revenues) $4,150

So how do JDSs make up for this disadvantage?

JDSs spend on average ~$3,500 less per studentand d  on’t generate surpluses for
re-investment

Summing disadvantages and savings, net result is $0 difference — but this is
deceptively dangerous because it traps a JDS into a low cost, low value

strategic position.
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D“ Beware of falling into this vicious cycle, all suppted by
[
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DIII

Demand curve for tuition increases
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school fundraise annually
from wealthy families?
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‘Willingness to pay’ incorporates fimancial
ability, perceived value and commitment
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As in any Industry, 3 factors go into a pare's willingness
DD“ to pay (demand) for your school

Highest Willingness

General Economics of Demand Demand Function To Pay (center)

Every family in your school has a
different price they are willing to pay,
and point at which they will leave. This
Is a combination of:

Lowest Willingness
To Pay (perimeter)

(1) Financial ability
(2) Commitment to private education .

ial
ility

(3) Perceived quality of your school

to Private
Schooling

For example if you go shopping for a
new sweater, whether you buy the
sweater and how much you will spend is
a combination of:

(1) Your disposable income
(2) How badly you want a new sweater

(3) Perceived quality of the sweater: the
materials, style, and brand

Families who are high on all 3 factors have
the highest willingness to pay and most likely
to stay in your school

Families who are low on all 3 factors have the
lowest willingness to pay, and most likely to
leave in this economy

While you cannot affect financial ability, you
can influence a parent’s perceived quality of
your school and commitment to private
school, which makes them more likely to stay/
willing to pay
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DDII
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§ #: Indicator and key concept

DD!I

Explanation of indicator

Trend data and evidence from Day School Peer Yardstick
database:

Relevant example from room
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. I § 1: Keep Tuition in Line with Cost per Student

[ D HL

Tuition/Cost per Student (including depreciation/PPRRSM) ~= 100%
justifies tuition setting

Yardstick Benchmark Data:
Median JDS is at 85% tuition to cost
Median JDS is at 82% tuition to independent school peers

Did you know? Majority (~67%) of fundraising in JDS is not for financial
aid, but for the gap between cost and full tuition

Cross-subsidization problems
Example (from an anonymous school)
Cross-subsidization

Thought they were at 100%, but ES was at ~125%, MS was at ~50%
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I § 2: Do not keep tuition flat

Yardstick Benchmark Data: no evidence yet links tuition to
enrollment change, since 2000

There is no deflation yet in the economy

Fear currently in the field: tuition increases will negatively impact
enrollment

This decision is annual among the largest time investment for
boards, and probably the worst used time because decisions are
typically guided only by emotion and anecdote.

Relevant example drawn from the audience
What happened?

Work together to figure out how we might do it differently next time
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Raising tuition is a very difficult decision, yet:
DD!I recent bngitudinal analysis suggests no relationship beeme
tuition increase and enrollment change

Percent Change in Tuition vs. Percent Change in Indicator
Enroliment for each 1 year period from 2002-2007 type NONE
N= 325 for ES
+40% - Reading the Chart
. . The flat “best fit” line
o  t20% A 0 of the data suggests
S E © ety L . no relationship.
o= T ° % e, Taoc 0T ° - :
f=g= 0% For visual clarity, we
590 ’ trimmed a few
2o e il e . % . observations on the
82 500 A S 0, : extremes, however
O ° the trend was
ow ° unchanged.
-40% | . Can show as % or $
0% +5% +10%  +15%  +20% change

% Change in Tuition

For the first time we were able to conduct a longitudinal analysis on 1-year movements of
price vs. enroliment. The lack of relationship (for any school division) suggests again that
enrollment is more responsive to perceived value than to price.

We will continue to collect data in this area to see if there are any trend changes, especially in
the entry grades of each division.
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. I Psychology: What people say vs. what they do

[ D HL

la. What people say...

A: $30,000 car with high safety rating (measure of “quality”)

B: How much would you pay for same car but medium safety rating?
1b. What people do:

Choose between car A and car B

Should be 50%-50%

2. Losses are more painful to absorb than gains are pleasurable
$20,000 car with no options, add-on
$30,000 car loaded with options, remove

In which case did people spend more? Why?
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§ 3: Allow tuition assistance/ financial aid to grovibut

DDEI set limits

Metrics to watch:
Tuition assistance as a percent of gross (full) tuition charged
Percent full paying families
Not including: tuition remission or tuition subvention
Examine by: division and grade, not just full school

Yardstick Benchmark Data:

Tuition assistance as % of gross tuition: 16% median for ES, 32% median for HS
(double that of independent schools)

Larger schools have lower rates of tuition assistance as percent of gross tuition,
and higher rates of full paying families: opposite of commonly held beliefs

Relevant example drawn from the audience
What happened?

Work together to figure out how we might do it differently next time
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Set financial aid at a sustainable percentage obgs
DD“ tuition (not absolute $) as tuition grows

N('05-'07)=95, N(same schools)=32 type

@ Financial Aid Awarded as a Percent of Gross Tuition Indicator
Growth

435 Reading the Chart

Higher
percentage is
linked with lower
coverage ratios,
which is in turn
associated to
smaller schools.

/04 /03
/03 /01
/01 /02

$ % ' 6003 6002"' &

Financial aid-to-gross tuition ratio shares equal weight with price-to-cost ratio as the key
component of coverage ratio (measure of sustainability) at ES level.

Independent elementary school median (501 %) for the same measure is only ~8%
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Make your school attractive to families able and/or

I]I willing to pay full tuition

@ Percent of Students Whose Families Pay Full Tuition — **
N('05-'07)=104, N(same schools)=63

/0: /04
/04 /03
/03/01

/01 /02

$ % ' 6003 6002"' &

*Aggregate Average, which includes all students fro m all schools

Indicator

type Growth

Reading the Chart

Note that a smaller
percentage of a bigger
school still can mean
more needy families
attending JDS.

**Considers families
receiving tuition
remission benefit as
“full payors” since not
true financial aid

Calculate the % of
families on financial
aid by taking 1-
percentage.

The hypothesis that bigger schools had a higher % of kids on aid appears the opposite again.

JDSs aspire to serve a diverse community, and cannot just serve the wealthy, but cannot survive without
them. Though JDSs have 2x as many kids on aid as independent schools (17% versus 32%), JDS must

remain sustainable — 40% or 50% of kids on aid may be impossible to sustain.

JDS have fewer students on tuition remission (faculty benefit) than independent schools, 3% vs. 4.4%
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§ 4. Cannot afford to have full paying or nearly ful
DDEI paying families leave the school

Yardstick Benchmark Data and Trends:

only 65% of families are full payers

Arguments from the margin: dangerous. Look at the aggregate picture.

Challenge to structure

Need families on aid to attract those parents that think private schools are too
elitist and not sufficiently diverse/in touch with reality

Without full payers, limited fundraising to pay for the students with financial
needs

Must encourage middle-income families to go on tuition assistance instead of
threatening to leave if tuition grows

Relevant example drawn from the audience

What happened?

Work together to figure out how we might do it differently next time
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. 8§ 5: Keep Coverage Ratio near 85% for all divisiams
“L grades to avoid overburdening development departmen

Coverage ratio = (tuition charged — tuition assistance) / total cost

Yardstick Benchmark Data:
Median JDS ES at 67%, median HS at 62%

Low coverage ratio means putting a heavy burden on fundraising

You have more control over tuition-setting and tuition assistance
awards (“hard income”) than over development dollars (“soft
Income”)

Development dollars likely to be hit harder in economic crisis

Many of you think about this in the aggregate, how about by division
or grade?

Relevant example drawn from the audience
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If your school decides to maintain a low coverag#io,
DHII

you must ensure your fundraising can keep pace withv
costs for quality education

@ Total Non-Tuition Dollars per Student Indicator
N('05-'06)=73, N(same schools)=34 type

NONE

Reading the Chart

Reports all non-
tuition dollars for
operations except
foundation grants
and capital
fundraising.
(Includes: Annual
campaign,
Federation, Events
. <60. Fundraising,
<9 <88, <84. Government

# | 125 Grants, Endowment
D= income, Drawdown
$ from Reserves)

<4112

w

/0: /04
/04 /03
/03 /01

Those schools and communities experimenting with subvention might use this strategy — but

then the funding source must be secure over time, and payouts scaled with the growing cost
of education, and growing kids in school.

For each new child in the school, it requires same additional contribution dollar per child.
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ﬂ' § 6: Coverage Ratio by Grade
|:||:| & I

Gross Contributable Earnings:

(Charged tuition — Financial Aid) / Direct Variable Costs (eg, Teacher
Salaries)

Majority of costs are direct

Allocation of overhead (administration, occupancy) by # kids, or sqft
occupied, or teachers, etc.

Net Contributable Earnings (Coverage Ratio by Grade):
Net Tuition/ (Direct + Overhead Allocated Costs)

Examine grade-by-grade to control expenditures appropriately
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; § 7: “Right-size” your school
ol I

Right-size = setting enrollment by grade as a “step-function” to
maximize school cost efficiency

Key measures:

Student to teacher ratio (by division and grade):
NAIS school median is ~9:1

For MS and HS: number of course offerings (considers teacher
courseloads, teacher FT/PT, students, courses required per student)

Relevant example drawn from the audience
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§ 8: If you need to cut costs, do not do so acrdgssthoard
DD!I but rather selectively

Reinvest in core competencies so stand out against competition
Cannot afford to cut back your value

Yardstick Benchmark Data:

Fasters growing and larger JDSs spend more per student than smaller
or slower growing in past 5 years.

Relevant example drawn from the audience
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§ 9: Focus on value to recruit students from public
DDEI schools since private schools may be relativelg les
Impacted

Tax base reductions will drive kids per classroom up in public
schools

Cannot compete against “free” so can only compete on perceived
value over public schools

Perception of differentiating features critical

Small class sizes may be a red herring, so as stay relatively smaller
than local public schools

*This may not apply to private schools heavily dependent on
endowment income and where assets have dropped heavily.
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§ 10: Beware, sharing costs with other schools igaod
DD“ Idea, but it must generate more VALUE not just cost
savings

Two sick institutions merged do not produce a strong one

M&A experience

Relevant example drawn from the audience
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Which of these hypotheses do you think will turntao

DD" be True or False?

Hypothesis % True/False

1.

Attrition in full paying families are due to financial issues

. Keep tuition flat or reduce tuition

Some private schools will have to close their doors

2
4.
5

. Parents will “downshift” to cheaper options like public and charter

schools

(o))

. Financial aid percentages will increase drastically

. You will make up for financial aid increases and reductions in

endowment income through annual fundraising

8.

The gap between tuition and cost per student must grow

9.

You should widely encourage families to apply for financial aid

10. Schools will need to make across-the-board cuts in costs

11. Schools that merge some functions (backoffice, etc) will be more

sustainable through this period
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New Financial Models to Consider
(based on session with select NBOA schools, Noverabes)

1. Self-funded program (adapted Charter-school model)
Full activity based costing.
Set tuition to mission-based costs (*include financial aid as core*)

Differentiated programs with high costs (sports, etc) to survive need to be paid
for either in fees or fundraising, so market can tell you if it is worth it

2. Grow large (for-profit school model at Stratford, U. of Phoenix)

Economies of scale, massive schools

Give up some expensive features (small class size, intimate setting, may be a
red herring) and invest in others (strong academics, etc)

3. Shrink to survive (desert survival or boutique-small mode)

If classrooms are not full, reduce to # of sections per grade that ensure all are full

Create waiting list if necessary, be selective about managing mix of students for
sustainability

4. Vertical Integration (to maximize facility and admin utilization rates)

Small lesser-known liberal arts colleges or community colleges do not have a
viable financial model (high costs, low coverage ratios), struggling against public
universities: share campus space?

Early-childhood centers which can generate modest surplus (also helps secure

part of youy 1E}iepeline , _
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New Financial Models to Consider, continued

DDEI

5. Horizontal integration (other cost partners)

Find complementary institutions like nearby sports teams, hospitals, other
schools to share costs

Surpluses from overseas leveraging of brand name (getting foreign kids into US
colleges)

6. Longitudinal Financial View of Students

Maximize the Net Present Value

Tuition paid now versus tuition paid later (multi-year contracts discounted up
front, recovered later because of length of relationship like telecom companies)

Fundraising as alumni

7. Right-size faculty expenditures

Based on # kids, # courses kids must take, set schedule in a way to minimize #
of faculty needed.

Manage average years of teaching on the faculty so stays constant or drops.
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New Financial Models to Consider, continued

DD!I

8. Manage budget by forward fundraising

Use last year’s fundraising and put to use in next year’s budget so no more
surprises.

Same as do with tuition —do not use prepaid tuition to fund this year
9. Are class size a red herring?

Public schools’ will grow.

As long as stay relatively smaller than the public schools may be ok

Can keep costs down by adding student teachers from local college to improve
ratio without heavy costs
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