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New World College

Founder

New World College opened in the late sixties to serve students by-passed by traditional colleges.  It struggled under its original president, who was unable to build a reliable enrollment base. Fortunately, he did entice a wealthy benefactor as Board Chair, who funded the annual deficit. 

In the early eighties, the founding president left the college with shrinking enrollment, annual deficit of $250,000 (25% of the budget), and a show cause order to remain accredited from the regional accreditation group.

New President

The new president immediately shifted the college from traditional liberal arts to career directed programs with liberal arts as its core.  Schedules were changed to attract working adults. Adjunct conducted most classes, and full-time faculty were given responsibility to supervise adjuncts and maintain academic standards. The Chair gave the new president two years to show if this model would work, and if did not the college would be closed.

The first semester of the new president's tenure saw enrollment grow 15%, and the college continues to report fast paced growth.  The president had anticipated the demand of adults and women for a college degree.  The career model was so successful that by the tenth year special gifts were not needed for operations. Also, net income was large enough to completely pay off the debt and to accumulate a substantial reserve.

The following table reports the condition of the college for the last years of the founding president and the first five years of the new president.

Table I: Summary Condition of New World

	Fiscal Year
	1979
	1980
	1981
	1982
	1983
	1984
	1985
	1986

	FTE
	753
	752
	748
	825
	915
	1,025
	1,214
	1,408

	Debt (1,000)
	$1,500
	$1,500
	$1,500
	$1,500
	$1,000
	$750
	$250
	$0

	Net Assets

(1,000)
	$30
	$30
	$20
	$157
	$250
	$700
	$1,000
	$1,750

	CFI
	2.25
	2.23
	2.15
	2.85
	2.94
	3.21
	3.52
	4.5


The college now has the second largest market share in the state for public and private institutions. Student revenue (tuition, fees, and auxiliary sales) is the only source for the college. If enrollment turned stagnant the college would slip into deficits and deplete its cash reserves.  Since New World's financial viability rests on the thin reed of continuous enrollment growth, it always is on the alert for new markets.

New Strategies

The Board and President of New World College realize that the college will eventually bump against the bounds of enrollment growth for the state.  The College's first attempt to find new student markets turned into a regulatory disaster. It petitioned a neighboring state to open a branch campus. However, state regulations did not permit a College from outside the state to compete with existing institutions.  The College will recover 50% of its $1 million investment in real estate and planning.  The rest went down the drain.

New College's strategic team - the President, Vice-President for Academic Affairs, and the Director of Enrollment Services - has begun an analysis of web-based degrees and certificates. Despite the neighboring state fiasco, the College's financial position remains strong.  It has $7 million in cash and short-term investments, net assets exceed $50 million dollars, and there is no outstanding debt.   

This strategy requires a large up-front investment and operating costs are high. New World will have to purchase several million dollars of computers and software to support the web programs.  They need more faculty to deliver around the clock instructional services.  The college also must establish that it is a bona fide web institution.  Massive advertising campaigns will have to convince potential students to enroll. If enrollment does not yield a large in-flow of new students, the strategy will fail. 

Table II indicates that the college's cash reserves are insufficient to cover the initial investment. They will need debt to finance balance. 

Table II. Investment (1,000)

	
	Amount 

	Computer Hardware
	   $3,500

	Network Hardware
	        800

	Switches and Cabling
	     1,250

	Software 
	        750

	Course Software
	     1,750

	Room renovation
	        750

	Operations Staff
	        550

	Instructor Training
	        450

	Advertising
	        750

	Miscellaneous
	        100

	Total
	 $10,650


The new strategy must generate enough net income to cover debt service and to build financial reserves. The operational plan assumes that enrollment will grow 25% annually for regular and certificate programs, which is based on its past experience.  Enrollment for the first year is purely a best guess. Any deviation below the first year estimate or lower growth rates could be fatal to the strategy. 

The team has determined that they will need five full-time instructors to supervise each new program, which also include a certificate component. Adjuncts will be used to accommodate enrollment growth. They will hire three technicians with one person as a technical-manager. Funds are allocated for- faculty and staff training, hardware maintenance or replacement, courseware upgrades, utilities, insurance, and unplanned miscellaneous expenses.  Advertising will represent a large and growing expense to buy new ads and to reach new markets.  

The plan shows that it will take four years to produce excess income. The plan does not include the cost of debt service.
Table III: Five-Year Operational Income Statement
	
	Years (dollars = 1,000)

	
	One
	Two
	Three
	Four
	Five

	Seat Enrollment
	800
	950
	1,000
	1,500
	2,000

	Revenue
	
	
	
	
	

	  Tuition
	$     550
	$    650
	$     750
	 $    980
	$ 1,400

	  Non-Credit Fees
	       325
	      450
	       575
	       725
	      900

	  Total
	       875
	   1,100
	    1,325
	    1,705
	   2,300

	Expenses
	
	
	
	
	

	  Instruction Pay
	       365
	       365
	       390
	       420
	       450

	  Operations Pay
	       210
	       210
	       210
	       210
	       210

	  Taxes & Benefits
	       115
	       115
	       120
	       126
	       132

	  Training
	         50
	         50
	         50
	         50
	         50

	  Maintenance
	       125
	       125
	       125
	       125
	       125

	  New Courses
	         75
	         75
	         75
	         75
	         75

	  Utilities
	         25
	         25
	         25
	         25
	         25

	  Insurance
	         10
	         10
	         10
	         10
	         10

	  Advertising
	       400
	       500
	       550
	       600
	       650

	  Miscellaneous
	         25
	         25
	         25
	         25
	         25

	  Total
	    1,400
	    1,500
	    1,580
	    1,666
	    1,725

	Net Income
	$   -525
	$   - 400
	$    -255 
	$       39
	$     548


Questions
1. Is the plan as designed a viable strategy for New World?

2. Are the assumptions realistic?

3. Does the plan miss any important variables?

4. What are the unknowns not covered by the plan?

5. What is the impact of the plan on the College’s finances?

6. What should change, if anything, to improve the financial prospects for the plan?

7. Is sequential testing of new strategies effective?

4
6

