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Hot Shot College

Introduction


Hot Shot College (HSC) is a small liberal arts college associated with one of the major protestant denominations.  The campus is located in the center of a small New England town surrounded by colonial period homes. The campus has eight major buildings constructed in the federalist style. Three of them have gone up in the last seven years.  Two more are under construction. Tourists often visit the campus because of its historical location, its buildings, and its landscaping.  This has been a minor source of income and a major source of headaches to the college.

Prior to 1980, HSC was a small junior college catering to the children of ministers and members of the faith.  HSC like most junior colleges found its market decimated by community colleges.  The college also was hurt because members of the church were no longer committed to sending their children to a religious institution.

From the early eighties to the mid-nineties, the college went through tremendous turmoil as it tried to redefine itself as a four-year college.  One of its major problems was sorting out its relationship with its affiliated church.  As students from the faith declined, the college was pressured to loosen many of its traditional religious principle. It reached a point during the eighties that the college became known as a party school.   This further diminished appeal to children from religious families.  Other prospective students also shunned the college because its educational programs had grown stodgy and its facilities were in desperate need of repair. 

HSC competitive position was further weakened in the late eighties when Perdition University, an aggressive private college from across state, opened a new branch within three miles of the college.  This branch campus pegged its programs, price, and advertising campaign to take students from HSC’s continuing education program.  This program was the College’s only cash cow, and PU was draining the market.

Some have suggested that its President, Dr. P. D. Fireword, during this period only exacerbated the problems of the college.  He preached hell-fire and damnation.  However, by the time that he arrived many older more conservative faculty had left and were replaced with younger more open minded instructors who did not accept his beliefs.  The young faculty resisted his calls for change because he called for sacrifice with no rewards.  By the end of his tenure he also had lost support from the foundations and religious organizations that had pumped money into the college to keep it going. 

Dr. Fireword faced two major problems. One was his making, and the other followed from his leadership style.  The first problem was his attempt in 1990 to rid the campus of faculty who had openly opposed his plans and policy.  He arbitrarily fired them with only the most meager of due process procedures.  Within weeks the faculty filed a multi-million dollar suit. The college had lost its case in early 1994 and had to come up with several million dollars to cover the cost of the settlement.  When the college and the president lost this suit, he also lost his legitimacy.

The second major problem was a long-term loan of $5 million that was due in full in 1994.  The college had only paid interest during his tenure.  The college did not have the cash reserves to pay-off the debt.  The creditors would not accept rolling over the loan given the need to settle the court case and tenuous financial position of the college.

Pleading and wheedling by the president persuaded the church fathers and the local foundations to cover the cost of the court settlement.  They also agreed to pay-off 50% of the loan and hold the rest.  However, the condition for this financial rescue package was for him to leave. 

What he left was a college that could barely stagger to the next registration. Enrollment had not just stagnated. It had collapsed.  Full-time equivalent students fell 41% from 1987 to 1995. Besides his problems with enrollment, faculty and debt, he had let expenses run amok.  Expenses grew 17% over this period, even while revenue from tuition was collapsing.  The following table lays out what happened during the last eight years of his reign.  Only someone who was not faint of heart would agree to take on HSC. 

  .

Hot Shot College Condition 1987 -1995

	
	1987
	1988
	1989
	1990
	1991
	1992
	1993
	1994
	1995

	FTE
	478
	473
	385
	397
	386
	354
	365
	315
	283

	Expenses*
	$3.5
	$3.8
	$4.1
	$4.1
	$4.0
	$4.2
	$4.2
	$4.8
	$4.1

	Net Income**
	$72
	$100
	$84
	$54
	$86
	($125)
	$43
	($678)
	($754)

	Cash **
	$240
	$238
	$212
	$194
	$193
	$99
	$107
	$41
	$10

	Debt **
	$5.0
	$5.0
	$5.0
	$5.0
	$5.0
	$5.0
	$5.0
	$5.0
	$2.5

	Net Assets*
	$12
	$12
	$12
	$12
	$13
	$10
	$10
	$9
	$7

	CFI
	3.31
	3.25
	3.26
	3.31
	3.30
	2.56
	2.95
	1.28
	2.21

	*  dollar denominated in millions

** dollar denominated in thousands


President Van Doren

John H. Van Doren arrived on campus in early 1996 to find a very sick college.  However, Van Doren was young, brash, and ambitious.  If he could turn around HSC, there was no end to his possibilities.  Fortunately, he had a mentor who acted much like a political campaign advisor.  The two would devise a plan to strike fast and to quickly give the impression that HSC was not just salvageable, but it would become a bright and shining star.  

Dr. Van Doren’s took the following steps to turn around the fortunes of old HSC.

1. Use local media to build the image of the college.

2. Bring in top-flight personnel as Vice-Presidents for Academic Affairs and Enrollment Management.

3. Initiate a fund-raising campaign to:

a. Paint and repair buildings,

b. Prepare new printed materials,

c. Increase advertising,

d. Add new programs.

4. Use debt creatively to add buildings that fund raising was unable to provide.

5. Review existing academic programs with strong growth potential.

6. Establish partnerships with local organizations to feed new students to the college.

7. Be everywhere possible in the community to talk up the college. 

Fortunately, for Dr. Van Doren the local newspaper had determined that he would be the vehicle to save the small town.  When he arrived they arranged meetings and wrote editorials supporting his plans.  They helped play an important role in laying the foundation for the success of his plans.

The new Vice-Presidents for Academic Affairs and Enrollment Management set the College in motion for fast-paced growth that continues to this day.  New programs and new markets yielded new students.  Also, the solid quality of the academic programs helped rebuild the reputation of the College among parents, employers, and graduate schools.

Dr. Van Doren’s fund raising efforts the first year led to a major sprucing up of the dowdy facilities of the college.  This provided a focus for photo opportunities for the local press.  Also, he used these venues to honor benefactors of the College.  Fund raising in the first year led to larger gifts in the following years.  These gifts helped reduce HSC’S debt, while permitting it to add an academic building.

Debt strategy may be the most controversial of the President’s tenure.  While he reduced debt substantially through gifts, built new buildings with the aid of gifts, he used debt to expand the academic buildings beyond the original design and added two large new dormitories.  His debt strategy used off-balance sheet financing for the two dormitories.  The strategy is to construct the new dormitories near the center of town so that they could be quickly sold for apartments if the recruitment plan went sour.  However, dormitories and apartments are not a perfect match.  For example, rooms have to be reconfigured to create more square footage.

As the following table will show the College has made a major turnaround, which may justify some of the risks that were taken.

Hot Shot College’s Trend Table with the New President

	
	Bench-

marks
	Year
	3 year
	1 year

	
	
	1996
	1997
	1998
	change
	change

	FTE
	positive
	354
	443
	554
	15.2%
	25.1%

	Annual Operating Margin
	1.69%
	6.6%
	8.6%
	1.7%
	-5.0%
	-80.6%

	Revenue / Expense Equilib.
	positive
	1.07
	1.00
	1.02
	-0.05
	1.4%

	Cash Income Ratio
	7.54%
	2.8%
	9.9%
	6.8%
	9.7%
	-31.3%

	Debt (1,000)
	N/A
	$2.50
	$3.75
	$4.10
	64.0%
	9.3%

	Debt with Off-Balance Sheet Financing
	N/A
	$2.50
	$4.25
	$7.50
	200%
	76.5%

	Composition Ratio
	> 1.00
	0.48
	0.41
	0.05
	-0.43
	-88.3%

	CFI with Off-Balance Sheet Ratios
	> 3
	3.37
	3.17
	2.29
	-1.08
	-27.8%


Questions

1. Identify the major factors that caused the financial decline under Dr. Firword.

2. What is the relationship between Dr. Van Doren’s strategy and the financial condition of the College.

3. What are the implications of Dr. Van Doren’s strategy on the long-term financial condition of the College?

4. Could Dr. Van Doren have employed other strategies to change the College?  What would have been the effect of these strategies on the financial condition of the College?
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