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Appendix A: Summary

Attributes of K-P Stellar Schools and their Hub

by David V. Anderson

August 7, 2003

This is a copy of the 2nd report on the feasibility of for-profit Stellar Schools. In the first we laid the case for their economic feasibility. In that report we assumed a franchised system of schools without providing much justification for franchising over alternative business formats. For the purposes of this report we drop the franchising assumption and turn our focus to a more detailed description of the Stellar School and the Hub organization that facilitates its operation. The question of whether franchising is the best format for Stellar Schools (we still believe it is) is addressed in a subsequent report on optimum business structures. 

The concept of the Hub service center is really an outgrowth of the homeschooling industry where there are Internet based “virtual schools” typically operated by an Internet based service center that supplies instructional, testing and other products to homeschoolers. The Hub service will effectively place a “virtual school” inside of every Stellar School. To insure high quality outcomes, regardless of location, the Stellar Schools will use the Hub to provide a consistent learning environment, to the maximum extent possible. Testing will be centrally administered from the Hub to help insure uniform standards at all school locations. 
The Hub’s central services operation would require facilities where many different supplies and services would be provided to the local schools and their students. It would act as a warehouse, a communications & computer center, a testing center, and a teachers’ training facility, etc. It should be understood that the Stellar School concept as defined here couldn’t exist without the Hub. The format of the business relationship between the individual Stellar Schools and the Hub is covered in the report on optimum business structures.

The Stellar Schools we seek will be characterized by curricula that put more emphasis on Western civilization, classical studies, and economics than is currently found in American schools. From the customer point of view, however, the Stellar Schools will have a reasonably flexible format. Students and parents will have some choice regarding curriculum, students will be able to learn at their own pace, and students will be permitted to attend school part-time. Teachers at the school sites will have some discretion in their teaching methods so long as they conform to the Stellar School’s curriculum requirements.

It is intended that homeschoolers could also participate as Stellar Schools. Since their local costs are almost entirely “in kind,” their per pupil expenses would just equal the estimated Hub’s revenue of $1,200. Non-profit private or even public schools could use this system as well. They would have the same contract with the Hub as any other local school but they would apportion revenues to avoid any “forbidden” profits. The structure of the Stellar School is generally less labor intensive than the non-profit school it replaces, thus making it possible that the overall cost of operation, even with the Hub’s service fees, could be less than before.

We have made some tuition cost estimates for attending a reasonably frugal Stellar School. Averaged over the ten years of the typical K-P sequence, the student’s annual tuition could be about $4,900. If $400 constitutes the gross profits to the local school owner (before tax) then we estimate that the remaining $4,500 would be split with $3,300 going to school site costs and $1,200 going to pay the Hub for its provision of instructional and testing services. Costs at the school would depend on a number of factors under the control of the school owners. For a less Spartan school the local costs could easily double the amounts quoted here. 
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Defining the Stellar Schools and Hub Concepts 

In our earlier report on the economic feasibility of Stellar Schools, we provided a rough sketch of the characteristics of a K-P Stellar School. We now turn to consider the design of the Stellar School and the central service Hub facility it depends on.

The Stellar School

Rather than restricting the school model to a “one size fits all” uniform curriculum, we envisage a super-set curriculum that embodies many different courses of instruction such that a number of popular “approaches” would be supported. We would expect that curricula such as the “back to basics” format, a classical trivium format, and a more technological style curriculum would be contained in that super-set. Subject to the professional judgment of the Stellar Schools experts we would not include curriculum elements from those educational approaches deemed deficient. Thus, for example, courses in “whole language approach to reading” would be excluded. We suppose that the most demanding curriculum, intellectually, is the classical education curriculum. This would include early instruction in the ancient languages, Greek and Latin, as well as early instruction in one or more other modern languages. It could also mean early instruction in the histories of the ancient civilizations of the Greek and Roman periods.

We believe that all of our curricula should put emphasis on the Classical origins of our present Western civilization. We believe that all of them should put more emphasis on economics as well. 

It is our belief that the school can be structured to enable each student to progress at his or her own pace. This means that there will not be class grade levels per se. Instead there will be a program of study indicated in which the average student should be able to complete the entire K-P curriculum at age 14 or perhaps 15. 

Additionally, we may later propose that the Stellar Schools provide instruction beyond the K-P curriculum and in particular to include the so-called AP (Advanced Placement) types of courses. This should enable children to obtain segments of their college or university education from the Stellar School. In this sense the Stellar School will cover some of the same ground taught in the first two years of college. By including this advanced curriculum, parents would worry less about their 15 year old child heading out of town to Stanford when they are not sure about their child’s coping skills or his or her willingness to leave the “nest” at such a tender age. And by the time their children do go off to an institution of higher education, they may find themselves so well prepared that they’ll be able to finish college early- perhaps within three years- that clearly has economic benefits to the parents and the student.

If we assume completion of college in three years, just the cash savings on the college costs alone would probably pay for two or three years tuition to a Stellar School. It would also add a year to the student’s future working life and the implied additional lifetime earnings would further compensate the family for its earlier tuition expenditures at the Stellar School. And, of course, a further effect is the earnings differential a well-educated citizen is likely to enjoy. The Table models a possible pair of scenarios:

[image: image1..pict]
The Table models the financial effect, as felt by the parents, of a child for whom they provide all living expenses and all tuition costs through age 21. We arbitrarily selected the non-profit school tuition levels as shown and also assumed that college tuition is the same for children regardless of their preparatory “track” taken. We assume that the Stellar Schools will have tuition somewhat less than their non-profit counterparts- 10% less in the model shown here. The tuition for the “high school” segments is higher, mainly because of the laboratory expenses. We assume that the Stellar School students stay on one additional year, here shown as Grade Level 10, to enroll in AP courses. With such preparation, the Stellar School students effectively start college as sophomores and thus finish college in three years. Finally, the students from the Stellar Schools track emerge from college three years ahead of their cohorts who followed the non-profit prep track. We assume they are then employed and for the next three years pay $30,000, after taxes, each year to reduce their education loan indebtedness. To keep the model simple we assume that no payments are made on the indebtedness until the student emerges from college and is emancipated. With all those assumptions, the table shows that the indebtedness of the Stellar School student is less than half his or her non-profit schooled counterpart when they are typically age 21.

We don’t offer the table as proof that the Stellar School education brings such large financial benefits. Rather we provide it to make plausible the possibility that the Stellar School model can have significant financial benefits to the families of pupils attending them.

The Stellar School will have full-time students and part-time students. Thus the school will be designed to work with children who receive some of their instruction elsewhere- say home schooled children or children attending inadequate public and/or private schools. That said, the Stellar Schools marketing efforts would strive to attract the majority of its students to the full-time program. It would do that, in part, by having in each subject area a superior instructional program as compared to the alternatives.

Introducing and Defining the Hub Service Center

The Stellar Schools, if they are to generate the efficiencies claimed for them, need to find ways to deliver high quality services at minimal cost. The way this is done is by employing economies of scale where they exist. Many of the services and activities of the Stellar Schools can be centralized. Doing that helps increase the scale. Automating these services by means of computers and the Internet further lowers the costs. We included, therefore, in our design of the system of Stellar Schools a central service facility we call the Hub. 

Stellar Schools will grade and test their students by means of a separately administered testing office that is part of the Hub facility. Stellar Schools will require prerequisite training for some of its course offerings and will judge this by means of its testing facilities. Thus children transferring from another school or from home instruction will be placed according to their skill levels as measured by the Hub’s testing service facility and not as determined from external transcripts. Additionally, the Hub will provide grading and testing services to home schooled children being taught the Stellar School’s curriculum at home.

The Hub’s testing service will also administer standardized normed reference examinations to provide feedback to students and parents on the one hand and to provide public information about the schools’ progress.

At this point the reader may be wondering about the origins of the Hub? We should first say that the concept of providing educational services over the Internet is not new. Of the variety of such services available, some of the ones pertaining to the homeschooling industry are quite advanced. Many parents engaging in homeschooling have wanted to purchase an integrated package of texts, learning aids, instructional aids, multi-media presentations, workbooks, and testing materials so as to reduce the amount of preparations they must make to homeschool their children. A number of vendors have developed such Internet based packages. They are often labeled “virtual schools” because they contain in one “package” almost everything needed to educate the child.

A number of such vendors can be found through the Distance Learning Resource Network.
 A for-profit virtual school provider for grades 1 through 12 is The Internet Home School of Prescott, Arizona
 and a non-profit virtual school for K-12 is the Eldorado Academy
 which is also a small “brick and mortar” school located in Nederland, Colorado. The Hub and its services would similarly provide a virtual school for the Stellar School campuses. 

One might be concerned that the teachers and staff at the campus locations would have no tasks to do given that the school is entirely packaged over the Internet. We believe that the “automation” aspect provided by the Hub will free up the teacher’s time so more individual attention can be given to children when they need additional help. Teachers will also be trained to be the human interface of the Internet based services and other products from the Hub. We believe that they will be kept busy. And if it turns out that the teachers have insufficient work, the Stellar School can reduce its work force to further lower its costs.

Stellar Schools will award three kinds of student accomplishment certifications: 

1. Transcripts. For those who transfer out or who graduate, transcripts will be provided showing their subject mastery and will present them in terms meaningful to other institutions.

2. AP Certificates. Students who master subjects beyond the K-P (i.e. the K-12) curriculum will be awarded AP certificates if they pass both the Stellar School’s courses as well as the AP examinations.

3. Preparatory School Diploma. Finally, students completing the K-P sequence will be awarded the equivalent of a high school diploma. These diplomas will specifically state the type of curriculum that was mastered.

Finding or Creating the Prototype Stellar School

We are mindful that creating the first Stellar School will be a time consuming process. It might be more sensible to “stand on the shoulders of giants” and seek out an existing school that could become the template. Or perhaps we can find an existing school that can be modified to become the template.

In our present review of candidate schools, thus far we have been unable to find one that meets all of our desired requirements. This dearth of candidates may be more the result of an incomplete search than of an actual lack of a candidate. The school that comes the closest, in our judgment, is The School of Choice in San Jose, California. It lacks the early years K-5 but otherwise seems worthy of further study and imitation.

Looking ahead, we foresee the Stellar Schools providing a large “superset” of course modules to allow children to follow different curricula. Just as a college offers far more courses and majors than any student could master, we want to offer many course modules on different tracks. Any given local Stellar School can, in principle, offer one or several different programs for completing the K-P sequence. One can imagine the diplomas awarded at the end of the P level having different designations according to the type of study that was followed. They might be called:

· Classical Academic Program

· Modern Back to Basics Program

· Special Education Programs

· Science and Technology Preparatory Program

· Industrial Arts

· Fine Arts

Under normal circumstances, it is quite difficult for any given school to specialize in more than one or two such curricular tracks. However, the modularity of the Stellar School’s curricula and instructional services will make it easier for a given school to offer any and all of the “tracks.” This flexibility would be limited mainly by the expertise of the local school’s teaching staff.

Implementation through the Hub Service Center

Clearly, once more than a handful of local Stellar Schools are operating, the Hub central services to the “progeny” schools will become too demanding and distracting to operate from the original Stellar School itself. Thus we envisage the establishment of a separate Hub facility. It will be an administrative center from which the system of Stellar Schools can be provided with management controls, educational supplies, instructional media, and testing services. 

The Vanguard School and the System of Stellar Schools

The first school of the sequence must exist prior to establishing the system of such schools. In fact, it must be successful and have a track record of sufficient duration to merit imitation. As we noted above, we might consider finding a success rather than creating one. Or perhaps more likely, we would hope to find a good candidate and modify its operation so that it can be easily replicated. This means the operation needs to be described in detail most likely in the form of an operations manual that is easily followed by the vanguard staff. This would presumably set the stage for local clones. These schools will not be run by an ad-hoc “seat-of-the-pants” decision making process; rather they will be run “by the book.” Whatever the business format of this school system, some aspects of the Stellar Schools’ operations will be self-directed by the franchisee and others will be controlled by the Hub. It should be clear that the defining characteristics of Stellar Schools are the ones controlled and monitored by the Hub.

If the plan is to encompass more than one curriculum “track” then these alternatives must be developed in the vanguard school before they can be imposed on the other schools. We now turn to describe in some detail the curriculum offerings and instructional services one could envisage for these schools.

The following school description could equally well be the first in sequence vanguard school or it could be one of the later clones. The quality control and uniformity of operation will be such that there should be no significant difference between the first school and those that follow afterwards. While on the one hand, the notion of strict quality control might imply that the clones will always be following the lead of the vanguard school we think that feedback from the newer schools will influence how the entire system of schools is run. This means that all of the schools can be models for each other as they each see areas where improvements can be made. This is much like the age-old “suggestion box.” Anyone can make a suggestion and many of these will influence changes. Yet the subset of operations that need to be uniform are strictly controlled from the Hub.

Each Curriculum will be Specified to a High Degree of Precision

When we think of a curriculum we often think of a single program of education that has a fixed menu of course modules that the child is required to master. The Stellar Schools should eventually provide support for more than one curriculum.

Just what is meant by a curriculum? Usually, curricula are given as lists of subjects taught at various ages or grade levels. Depending on the whim of the curriculum writer various additional details may be given- such as the textbooks used, the method of teaching employed, or the specific subtopics covered. In situations where the curriculum is not presented with any additional details, the teacher and student have some freedom to interpret for themselves the knowledge items to be included.

For us, the concept of curriculum requires a very detailed presentation of the facts, concepts, and skills to be mastered. Since we intend to have a high degree of quality control, this means that within a curriculum type all children across all of the franchisee schools should be exposed to the same facts, concepts, and methods. All of these elements of knowledge need to be mastered in such a way that the franchisor, through Internet administered examinations, can determine the mastery level of each student and by that means provide feedback to the franchisee staff and students in order that they may receive additional help to guide them towards their academic goals.

Within the ten years of the K-P sequence there is really a vast amount of information to be mastered. In a very practical way, the material to be mastered is simply the material that could appear on the tests. We shall advocate “teaching to the test” in the general sense that we teach the children all of the items that could possibly appear on the examinations. We shall never teach to the actual test to be administered for that would be cheating. We intend to structure the Hub operations such that no one involved in student instruction will be permitted to know forthcoming examination questions. In this regard, the testing service within the Hub will be separated from the instructional services by a suitable firewall. 

This leads us to define the curriculum in terms of the universe of examination questions and question types. Over the course of the ten years or so of participation within a K-P school each student will be striving to master many thousands of knowledge items. This is how we shall define the curriculum.

Now given that “definition” for a curriculum we can also supplement it with an approximate description as well. Many times textbooks and other informational documents are the basic tools and data repositories for the items to be learned. Thus an approximation to a curriculum is to list the books and other materials that must be mastered together with a list of those segments not required.

All that said, we want to emphasize that our curriculum is only roughly age based or grade level based. We might sometimes refer to what areas of knowledge should be mastered by a certain age or grade level, but more often we are interested in having students progress at their own natural rates.

Classical and other Curricular Options in The Stellar Schools

Defining the curriculum for the Stellar Schools is a work-in-progress and subject to change. It would be our preference to develop the classical curriculum first. Later, as needed and demanded by the marketplace, other curricular types would be introduced. Given that we may not be able to create the vanguard school in its ideal form, but must work from an existing school, suggests that we may well inherit a curriculum. That curriculum may not match our wish list for our desired school, but it may be the basis for creating the first system of schools. One can imagine, if this model succeeds, that we can add our preferred curriculum later.

At this time we have not done an exhaustive review of “candidate” curricula but we are aware of the general contents of some available curriculum formats. For the traditional classical curriculum, the best description I have found is in the homeschooler oriented book, “The Well Trained Mind,” that describes the classical curriculum using the trivium format including the study of Latin beginning in the 3rd grade.
 Another well respected curriculum that is traditional but not classical is that of the Hillsdale Academy in Michigan. It puts considerable emphasis on our Western civilization and its heritage but does not teach Latin in the primary school.

We are not at the stage where we can write down the many tens of thousands of knowledge items that would comprise the classical curriculum of our ideal K-P school. But we must acknowledge that such specificity will be needed before we can establish these schools. What we can do at this stage is list the subjects that students might be expected to master within the K-P sequence. We list them in the following table:

	Subject
	Nominal

# Years
	Number

Of Modules
	Status at Last

Year in Subject

	Phonics
	2
	8
	All Phonograms

	Penmanship
	3
	12
	Cursive

	Spelling
	6
	24
	5000 Word Vocabulary

	Reading
	10
	40
	Moby Dick

	Writing
	8
	32
	Short Stories, Speeches

	Grammar
	6
	24
	Complex Diagrams

	Latin
	6
	24
	Plays, Poetry, Orations

	Greek
	6
	24
	Plays, Poetry, Orations

	French
	4
	16
	Cyrano De Bergerac

	Elective Lang
	4
	16
	2000 Word Vocabulary

	History/Econ
	10
	40
	2002/Monetarism

	Science/Geography
	10
	40
	Biology, Chemistry, Physics

	Mathematics
	10
	40
	Integral Calculus

	Religion/Philosophy
	10
	40
	Quantum Theology?

	Musical Arts
	10
	40
	2000 except Hip Hop

	Visual Arts
	10
	40
	Monet?

	Dancing Arts
	10
	40
	Tango

	Physical Education
	10
	40
	Tennis


Please bear in mind that this listing is just a personal estimate at this stage. I have not worked on this with a curriculum expert trained in the classical approach. However, it does indicate the subject areas to be mastered together with an indication of the level of achievement at graduation from the P level of K-P classical schooling.

With its classical emphasis this curriculum is heavy with foreign language training in the first six-years. History, mathematics, and science are taught throughout the ten K-P years. We grouped economics with history because we believe that economics needs to be understood in its historical context and because we believe students will learn more of the subject if it is “hammered” into them every year. Solid economics education is sorely needed in our society. Given the fact that only a few percent of Americans have a good grasp of it we must expand the economics taught in the curriculum. Also taught, as an integral part of history, is the history of governments through the ages including American government, its philosophical origins, its constitutional basis, and its political history. And that’s how the traditional “civics” material is presented. Geography is grouped with science because geography is really a subset of geology. Surely, geography has a nexus with history as well, but as a causal factor and not as a result of history.

The curriculum shown above contains Religion/Philosophy as a subject. Instruction in this area could take a number of different forms. For non-sectarian schools it could be a historical study of various religions, perhaps in the format of comparative religions and philosophies. 

A question arises when a religious institution becomes a local school and seeks to have its own religious doctrine taught in the religion course. It would seem improper for the Hub to design such a course unless its management happened to be of the same religious sect. What may be an effective solution would be for the religious institution to fashion its own course and then hire the Hub to integrate it into its instructional tools and possibly also provide the grading and testing services.

The Stellar School model may be able to accommodate religious institutions in the way just described, but if the religious organization wants all of the subjects taught to reflect its religious doctrine, the Stellar Schools’ Hub may not be able to provide that. Still, the religious organization could start its own network of schools organized under similar principles and then provide for as many schools as the denomination sees fit to establish. 

Instructional Services and their Costs

While the curriculum is very specific in the Stellar School system, some instructional methods necessarily involve a degree of discretion and judgment on the part of the local teachers. That said, some aspects of the instructional program will be uniformly taught. In the next table we list some of the instructional methods and tools to be employed in the Stellar Schools system and provide some quantitative information about the various services and their costs.

The last seven columns are measures of the amount of the different kinds of instructional resources. At this stage these numbers are crude estimates, and thus do not correspond to a tested educational methodology. They allow one to make an approximate economic analysis of the costs of education as seen by an average student at a local school site.

We distinguish between the level of central control from the Hub and the percentage of revenue it takes for each of the instructional methods. Sometimes the Hub takes zero percent. That’s generally for services entirely conducted by the local school where the use of the Hub’s resources are insignificant or have already been paid under one of the other categories.
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The hourly cost per student for the various instructional services are based on the hourly compensation cost for a teacher- here assumed to be $60 per hour and on the costs of materials and computer services. The other hourly costs for the labor-intensive services are simply the $60 per hour divided by the average number of students in the group lesson.

The number of hours per year spent in each instructional “mode” is estimated based on what seems to be good practices and on an effort to conserve the precious (and expensive) teacher labor resources.

The columns giving per student costs and value are simply derivative of the preceding ones with the Annual Cost per Student being simply the product of the two preceding columns. For now, the “Outcome Value” column is assumed to be 20% greater than the preceding one as if the tuition investment has a 20% return. In a more rigorous analysis this column would be determined from testing and other measures of success.

In the last column we show the amount of the fees going to the Hub. Since we intend the local school operator to have some discretion in how its local labor force is deployed one can view the last column as the minimum costs a student would be expected to pay. If, for example, the system were to include homeschoolers as member schools then most of the other local costs would be in-kind rather than monetary. Or a school operated by a charitable institution might become a member school and want to pare its local costs severely. In such a case one can imagine the tuition being just a few thousand dollars. Or the institution may provide scholarships (or equivalent tuition reductions) if they have a source of funds for those purposes.

Added to the purely educational costs would be the local overhead costs such as rent, utilities, insurance, etc. These costs, alone, could be many hundreds of dollars per student annually- perhaps on the order of $700.

There is considerable guesswork in the data that produced the above table, but it gives a rough idea that a school system like this would need to recover, on average, about $4,600 to cover its costs and maybe tack on a few percent on that to provide a return on its investment. One could imagine the tuition being set at $4,900 in this example.

Another issue to consider is the fact that the early years of the K-P sequence are less expensive to provide than the latter ones. For example, the expense of laboratory experiments is one that generally occurs in the latter years of this sequence. Also, there are the costs of books that escalate for the more advanced students as the cost per book rises and as the students read more and more of them.

Backing up and reviewing the above table through the eyes of the Hub, it gives a good indication of what its part of the business model could be. There are 8 principal services that it provides to the local schools where it has 100% control. For the two categories labeled with 70% control, they will provide the content of these activities and in the case of the laboratory work directions, supplies and a help line. In the other areas listed at the bottom of the table, the Hub will provide guidelines and the help line as well. A remaining function of the Hub is that of internal auditing so that it can maintain a sufficient level of quality and cost control.

Study Aids

Books, electronic media, and computers are items to be supplied by the Hub. The details of selecting these items need to be worked out. Should the local schools have some options- for example, whether to allow students to use lap top computers instead of desktop machines for a somewhat higher fee? Perhaps the books provided by the Hub could be used books and then charge a lower fee for that?

Physical Plant

The local Stellar Schools will be required to house their facilities in acceptable buildings. It is not clear how important it is for these structures to have a common form and architecture. If the system decides to provide homeschoolers with its services, it can do very little to dictate the physical plant. It can make recommendations regarding the “schoolroom” in a home as to its furnishings, lighting, freedom from distractions, and hours of operation.

This is obviously an area where further study is needed. 

Grading and Testing

Our intention is to have uniform standards for grading student’s work. Thus, the local Stellar Schools will not directly grade students’ formal work. They may give informal grades for quizzes that, in any event, would not contribute to their transcript grades. We intend that a very large fraction of the testing will be done on-line through the Hub’s Website. There will be some students’ work that will require the grading of “paper” output of the students. For example, handwriting tests, essays, certain kinds of mathematics work, music, and art work will require hands-on human graders. All of these can be centralized at the Hub location to ensure uniformity of grading.

With such rigorous standards for grading and testing, Stellar School campuses should all have similar reputations for the quality of their schools.

The Stellar Schools are intended to eliminate the concept of grade levels. Students will start each subject at its primary elementary level and as each learning component is mastered, as confirmed by the Hub’s testing service, the students will receive mastery certificates and given permission to proceed to the next level. This means that the scheduling of each student’s time depends on his or her pace of learning. Prerequisite requirements will be the principal means by which students will be prevented from getting too far ahead in their studies. Students who are fast learners in one area but slow in another will be accommodated only to a certain extent in allowing them only limited freedom to neglect some areas in favor of advancing in others.

Students transferring into a Stellar School will be tested, using the same “final exams” required to gain a certificate for a learning component, as a means of qualifying for their first set of “courses.”

Other students who attend Stellar Schools for a partial program will likewise be required to pass similar kinds of “entrance” exams to qualify for participation in ongoing courses.

Enrollment Options

There are three principal modes of student enrollment in Stellar Schools:

· A student can start at the K level, take all the required courses, take a certain number of electives, and finally pass all the tests required to acquire the P-level diploma.

· A student can transfer to a Stellar School, take various “entrance” examinations, be placed in the appropriate learning components, and then continue to finish the P-level program and receive the diploma.

· Lastly, a student can simply take courses on an ala carte basis. Here the “entrance” examinations will be required to gain entrance into the desired courses. Mastery certificates and transcripts will be available for transmittal to the student’s regular school.

The Hub Administration and Service Center

Since a significant fraction of the operations of at the school sites are “dictated” by the Hub, there must be an adequate “nerve center” through which the schools interact with the coordinating organization. 

The Distribution Facility

On one level the Hub will be a warehouse or at least have that function. It will be responsible for distributing the instructional resources to the schools and students. These include computers, books, and various kinds of electronic media (such as CD, DVD, and portable disks).

Communications and Information Technology Facility

To distribute and coordinate electronic resources, the Hub will provide a communications facility to enable distance learning, Web interactive instruction, email, a help facility, and its testing service to operate. A part of this operation will be a studio where instructional CD, DVD, and other forms of materials can be created. Though not yet a defining aspect of Stellar Schools, this facility may also provide for live two-way video teleconferencing.

Testing and Grading Service

A major component of the Hub facility will be responsible for the creation, vetting, and administration of tests as well as grading services for non-electronic student work. This facility will also provide testing services in the teacher-training program.

Auditing Group

An auditing function will be required to ensure that participating schools operate within the guidelines of the Stellar Schools format. Part of this effort will be an advisory service that will help campuses correct and improve their operating procedures.

Curriculum Management Group

A curriculum development and maintenance group will keep the curricula current either as the books and other resources supporting the curriculum change or as better ideas evolve about changing the curricula itself.

Teachers Training Facility

A teachers’ training program and facility will be required to train the teaching staff members from the participating school sites. This will be a separate revenue center for the Hub, as it will charge trainees tuition for these services.

Marketing and Publicity Group

There will be a marketing arm responsible for finding and developing potential new campuses. It will also market to the general public to find new students for its franchisees. It will also coordinate with marketing efforts conducted locally by the franchisees.

School Site Development Group

There will be a development group that will work with new member schools to establish their operations.

Finance Division

Obviously, the activities of the Hub will be constrained by financial resources. Raising capital, dealing with the Hub’s stakeholders, and managing the franchisors accounting chores would be the primary responsibility of this entity.

Campus Services Unit

The franchisee will generally have other needs that on an elective basis could be satisfied by the Hub organization. We therefore foresee an additional optional service, for an additional fee, that would provide payroll, benefits, and other related bookkeeping services. Many franchisees will not want to be distracted by the administrative chores involved in these functions and will choose to “outsource” them back to the franchisee.

Conclusion

We have argued that if the economists are right, a free market of educational services is likely to grow. While giving all parents the freedom to choose their children’s schools through scholarships, vouchers or tax-credits would accelerate that process, even in the absence of that we see evidence of a significantly expanding for-profit private sector of education. 

Our goal is to push this process along by encouraging what we see as the most likely structure to evolve under the forces of the profit motive: We think that some kind of Hub and “spoke” system of the sort described above will be conducive to this evolution. As in so many other industries, cost effective results are often obtained through economies of scale. What is the best way to exploit existing educational technologies to get better results at lower costs? We have concluded that a system of schools organized around a central service organization, that we call the Hub, would give the right balance in reaching that goal. It would combine the best aspects of a centralized operation that provides the high volume services with the best features of the local school where a certain degree of flexibility is beneficial to the learning process. 

While we have shown our preferences for schools that are more traditional in their curriculum offerings and instructional methods (phonics, for example), the generic idea of a hubbed system of for-profit private schools could be applied to any curriculum type or combined assortment of them. Such a structure, by itself, however does not a Stellar School system make!

We have included our curricular preferences because our goal is not simply an efficient school system. We have a larger goal of having a more traditional curriculum with higher standards than exist now. We will not want Stellar Schools to embrace diluted curricula. To qualify as a Stellar School certain high curriculum standards must be met. To accomplish that in a cost effective manner requires a very efficient operation. We believe the Hub system can realize that level of productivity. Without that efficiency we will end up with very expensive private academies that price most children out of the market-nothing much more than a return to the status quo.

We have deliberately steered clear of the business format of the Stellar Schools and Hub to not cloud this discussion with the various economic and practical arguments that we believe favors the franchise model. And though we favor that approach, we recognize that others could legitimately develop their own Hubbed systems based on other organizational structures. In our next report, we take up such questions about how best to organize the Stellar Schools and there present our arguments favoring the franchise model.
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We have argued elsewhere that for-profit K-P schools( can generally produce better results at lower costs than non-profit schools or public schools. We also assumed that the best way to combine those advantages with a system that allows some local flexibility is to fashion networks of what we have labeled Stellar Schools. In a previous report we have described the characteristics of Stellar Schools and how the central service organization, that we call the Hub, facilitates their efficient operation. In this report we focus on the business organizational structures that could implement the hubbed system and make the case why we believe franchising is best among several options.

Among the odd half-dozen formats one could consider, franchising and a wholly owned network are the most promising candidates. Other structures, such as a school owners’ cooperative owning the Hub, the schools being run as agencies, the schools being operated as distributorships, or with them run under some kind of partnership arrangement fail in one way or another to match the flexibility and control inherent in a franchising network.

The wholly owned system of schools gives the owners total control over operations but it requires a high level of capital investment as schools are added to the system. In those areas where local control is more suitable for matching local conditions and needs, it suffers too much from the “one size fits all” mentality.

Franchising, on the other hand, can lead to more rapid system growth as the capital investments are no longer funded from the center but from the new franchisees. The risk of business failure of new franchisees is significantly diminished by virtue of being able to imitate success rather than having to invent something that could fail. Also, local efforts at marketing, controlled by the franchisees, can effectively supplement and enhance the franchisor’s advertising in a way that a wholly owned system would find difficult to imitate.

With reference to operating schools, franchising permits an artful division of labor in which the central Hub does what it can do best while the local schools do what they do best. Giving the franchisees some discretion in how they deliver the Hub’s services and in how they supplement those services allows them to better match individual student needs. A wholly owned system would probably not have this much flexibility.

In our review of the history of private education we have found no examples of schools operating in a franchised system, though the SABIS network comes close. In the tutoring industry we have the example of Sylvan Learning Systems and they’ve been profitable. Either of these operations could conceivably serve as the starting point for the development of a system of Stellar Schools.

Despite these theoretical advantages, franchising will not succeed until it’s been proven in the field. Profitable prototypes must be developed and run. Operations must be codified in a readable operations manual. And early franchises must demonstrate that the system operates effectively and efficiently as promised. Despite these requirements, it seems that the way education is provided in the United States has considerable room for improvement. The franchising model may be a vehicle to help get that improvement.
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Preliminaries

What is a Franchise?

It has been said that the definition of a franchise is analogous to a three-legged stool. All three of the following conditions must be satisfied to require that a relationship between one business and another be deemed a franchising relationship
.

1. The subordinate business gains the right to use the parent’s trademark.

2. The subordinate business is required to pay $500 or more for use of the trademark and for other services of the parent.

3. The subordinate business is significantly controlled and assisted by the parent in the manner of its operations.

In what follows we shall discuss alternatives to franchising and having its definition in hand will help us “tour” the landscape of various kinds of business formats. 

Possible Business Formats for Organizing Stellar Schools

We previously defined what we seek in a system of Stellar Schools. These K-P schools, by use of modern technology, should achieve better results and lower costs than existing private schools whether they are non-profit or for-profit. We argued that the only way to achieve the efficiencies required will be through economies of scale resulting from centralizing many of the aspects of instruction and testing. Thus we concluded that Stellar Schools require a central service organization, that we call the Hub, that can provide appropriate services at relatively low cost.

Implicit in the Hub structure, if it is to achieve the desired efficiencies, is the notion that there be many local schools serviced by the Hub. This means we will have a system of schools attached to the Hub in an arrangement sometimes called “hub and spokes.” The question we address here is, what business format will be most effective in implementing and then maintaining a system of Stellar Schools?

In the business world there are a number of arrangements commonly seen as alternatives for organizing a system of local business entities
. They include:

· Trademark licensing

· Product distributorship

· Employer relationship

· Partnership and joint ventures

· Agency relationship

· Cooperatives

· Franchising

Which ones of these are at all suitable for organizing the relationship between the Hub and the many local schools in the Stellar School system? We now address them one by one:

Trademark Licensing

All of the various organizational options involve the use and support of the Trademark or brand that identifies the Stellar Schools. In fact, we may be able to use “Stellar Schools” as our trademark.

Trademark Licensing can be thought of as a very weak form of franchising wherein the licensor is limited to monitoring the appropriate use of the license and to the collection of royalties in return for that use. The licensor has no role in the active management of the licensee’s operations. 

In the case of Stellar Schools, the Hub, which would act as the licensor, would have no authority to direct operations, train staff, provide services or dictate policies to the local schools. This is inconsistent with the powers needed by the Hub to implement, maintain and protect the Stellar Schools concept. So trademark licensing is not an option.

Product Distributorship

The distributor of a product could also be a distributor for the products of competing suppliers- just as any retailer offers products from competing producers. An exclusive distributor would carry only the products of the parent organization. While the local schools will be distributors of some products and services coming from the Hub, the general concept of a distributorship would limit the amount of authority of the Hub in constraining the distributor’s activities. This runs counter to the concept of the Stellar Schools’ Hub where we expect a considerable amount of control, monitoring and sanctioning to occur.

Historically, distributorships that have been significantly constrained by the supplier have been reclassified by the courts to be franchisees. This suggests that a product distributorship is not a viable option for the Stellar Schools and their Hub.

Employer Relationship in a Centrally Owned System

There is the obvious option of having all the Stellar Schools and the Hub owned by one entity. This would make all of the workers at each school site employees of the parent entity. Though the structure of their intended schools differed from our Stellar Schools concept, Edison Schools, Inc., initially started out with a plan to own a system of schools. They failed at doing so because they couldn’t easily raise the needed capital. We have the successful example of the Challenger School company where they operate approximately two-dozen company owned schools. They, however, do not have a system structured like our Stellar Schools model.

Now, for business organizations with sufficient capital, using a centrally owned system is an option that could be made to work. Further along, we shall argue why this may not be the best option at least in the early years of such institutions. But we certainly see it as a viable alternative to consider.

Partnerships and Joint Ventures

Since it is hoped that Stellar Schools will persist over time, joint ventures which are activities of limited duration will be ruled out.

There are a number of partnership relationships that could probably be conceived for organizing a system of Stellar Schools. Let’s consider just two possibilities:

· Partners own the system of schools and the Hub. This is really a sub-species of the preceding category- that of a centrally owned system.

· School owners separately form a partnership to run the Hub. However, for the Hub to have the desired control over aspects of their school operations, additional legal contracts will be needed. This would effectively make the schools franchisees of the Hub and the partners would be the franchisor. Each school owner would wear two hats, but this again is not a novel arrangement as it now falls under franchising.

Yes, partnerships could be involved but the relationship between the Stellar Schools and the Hub will also fall under one of the other business formats. This means that a partnership is not really an alternative but simply a sub-option.

Agency Relationship

In an agency relationship, the principal hires the agent to represent the principal’s business and to conduct transactions for that business. The agent is not required to invest in the business to become an agent and thus this fails the “test” (the second requirement listed above) for being considered a franchise relationship.

It is surely conceivable that the Stellar Schools’ individual owners could be agents of the Hub organization. The Hub does not need an initiation fee or royalties paid from the subordinate organization to be profitable because it will make a profit on the various supplies and services it provides the local schools in the system.

Normally, in an agency relationship, the agent is empowered to act in behalf of the principal. Such a role for the school owners does not make much sense in the context of running Stellar Schools. Thus, while a possibility, running the schools as agencies may be more of a distinction than a difference. Such a relationship would not materially differ much from a franchising arrangement.

Cooperatives

A completely different format for organizing the relationships between the Hub and the member schools can be accomplished if the local school owners form a cooperative among themselves to run the Hub. In doing this the local owners, much as in the partnership example above, end up playing two roles. They form the cooperative association, capitalize it, and then use it to establish and operate the Hub. Under current laws, the association is not controlled the way stockholders direct a corporation. Rather the association’s Hub is controlled by a democratic, one-owner, one-vote, format among the member owners regardless of their holdings of school assets. 

Assuming that these coop members would vote to establish the format and requirements of the Stellar Schools, then the system will operate similarly to one in which the relationship is that of the franchise. The most important difference is that collectively they control the Hub whereas in a general franchising relationship, the school owners have little control over the Hub.

A problem with a cooperative organization is that it doesn’t have the same degree of motivation that profits would provide to a franchisor. Yes, the cooperative would generate profits, but they would not be allocated in proportion to the business volume of each member school. Furthermore, the profit motive for the member school owners would be split between maximizing school site profits versus those of the Hub. With the relatively inequitable profit “sharing” of the Hub’s profits through the co-op the incentives to the members will likely lie in starving the Hub of profits possibly to the extent that it limits needed expenditures at the Hub level. Cooperatives are generally seen as inefficient enterprises and historically have shown themselves to be relatively inept when competing with a privately owned profit making organization.

There are other problems with coops related to their greed for market share (not much) and their negative public image among many consumers.

For the reasons just cited we believe that cooperatives are not a good way to achieve the goals of Stellar Schools- particularly if our quest is for rapid expansion of the school system.

Franchising

Given our initial prejudice it is clear why we consider franchising last!

Of the alternatives presented above we mentioned the only other one that we regard as feasible is the wholly owned network of schools in which the company would provide the Hub as well as all of the other school facilities.

The book by Sherman
 on franchising issues gives three good reasons, among others, why franchising may be a superior way to build a business:

· With franchising, one can rapidly grow a business type without the large capital investment that would be required in a wholly owned enterprise. It is the franchisees that supply all the capital for expansion and in return for that they enjoy the ownership of their affiliated businesses.

· With franchising the probability of business failure is considerably reduced because the franchisor has already perfected the business model in the original franchisor owned site and in earlier franchisee sites. The franchisee will therefore take many fewer risks, much less trial and error, in growing his or her local business.

· With franchising the consumption of the franchisor’s products and services will be enhanced by the consistent level of quality, the relatively lower prices resulting from system efficiencies, and by lower per unit advertising costs implied by the franchising format.

The second and third advantages, cited here, would also apply to a wholly owned system. Thus it is the investment growth problem that is solved by franchising. This is a particularly critical issue for a new business type where lack of well-known successes limits the interest of investors including venture capitalists.

There is a fourth reason, related to schools in particular, that also favors franchising. 

· In franchising, the franchisor is free to set the rules about where the franchisee has discretion and where the local operations will conform to the franchisor’s regulations. This allows for an “artful” combination of constraints and freedoms that can allow the Hub to do what is does best and still give the local school some autonomy in areas where its expertise can make a positive difference.

This last issue of local flexibility is more difficult, though not impossible, to provide under the wholly owned format. When the school is owned by the parent organization, any mistakes made by the local school staff can lead to subsequent interference with the local autonomy by the parent. In the franchising relationship, most local mistakes made in discretionary areas will simply have local repercussions and will not affect the franchising relationship. 

Informal Franchising

Sometimes the arrangement among a network of schools is not clear and is therefore difficult to place in one of the preceding categories. There is an international group of schools known as SABIS that has a number of campuses in the United States
. These schools were founded in Lebanon and SABIS allows owners of other schools to use their curricular, instructional and other formats by becoming affiliated with SABIS. Each school is locally owned. Within in the United States some of the SABIS schools are charter schools and some are for-profit entities. I am not familiar with the details of the arrangement so I’m not presently able to give SABIS a category except to label it “informal franchising.”

What does the History of For-Profit Schools Suggest about Franchising?

While for-profit elementary and preparatory schools are relatively few in number, they have basically followed two business formats.

· Proprietary schools in which one school is owned by one or more proprietors or partners.

· A system of schools owned by private individuals or publicly traded corporations.

First we consider the independent single school operations that are typically run by a proprietor, a partnership or a small corporation. A key advantage of the single school format is the flexibility it allows the school to match the needs of its pupils in developing its program. From a business point of view, economies of scale are lost in such a small operation. One issue illustrated by the single school format regards the question of renting versus owning the school facilities. Some for-profit schools own their facilities, but others rent. It may be more profitable in the long run to own the facilities, but in the initial phases of this industry renting greatly reduces the financial risk. There are a number of these existing schools that could be the seed for a franchising system.

Turning to systems of schools that are owned privately, we do obtain some information of interest.

In 1992, H. Christopher Whittle, the founder and now CEO of Edison Schools, sought to build a company owned network of for-profit private schools based on well researched educational methods, learning aids and curricula. His proposed school system would own the school properties and thus would require a huge capital investment. He was unable to find capital for such an undertaking. So he turned his sights towards operating as a contractor to run the schools of others and, in fact, has restricted the company’s work to the public system, including public charter schools.

The Challenger School system, a group of about two dozen schools in California, Nevada, and Utah, is privately held. It has been in this business for over 40 years and while it has grown, its growth has been slow. This suggests, among other possibilities, that their ability to raise capital for expansion was limited. Had they followed the franchising route, their system might be considerably larger today- especially when one considers that they are popular in the communities where they provide services. One also gets the impression that Challenger Schools have not fully exploited the economies of scale within their system. If they had done that and been more efficient as a result, then, even in the absence of franchising, one would think that their system would have grown to be much larger than it is. This all suggests that Challenger Schools may suffer from two inefficiencies: 

· They have been unable to raise sufficient capital for rapid expansion. 

· They have not made their operations efficient through use of modern technology.

All this said, we need to remember that Challenger Schools are otherwise successful. This seems to indicate that if they adopted something like the Stellar Schools format, where more efficient operations are combined with a more flexible business operational format, they could have significantly improved their profitability and more rapidly ramped up their rate of expansion.

Or as some would say, perhaps franchising private schools has been tried already, albeit in a related industry of after-school tutoring services. The primary example of this is that of the Sylvan Learning Centers that operate as franchisees in a large network. However, they do not offer a full curriculum and thus are not really schools. However, one could conceive of an evolutionary path on which they would gradually add subjects until they covered a full curriculum. It would seem that over time this would effectively transform them into a franchised system of for-profit private schools.

As we have already stated, an important ingredient in our concept of the Stellar Schools is that maximum use is made of technology in the instruction, in the student study aids, and in the testing. We want to have a centralized system with significant economies of scale. Those efficiencies should allow us to provide a better educational program for less cost than would otherwise be possible. Without those kinds of efficiencies the hopes of earning decent profits from the industry will vanish. In a franchised system these costs, which are mainly fixed, result in lower and lower unit costs as more and more member schools are established. Such a trend helps both profitability to the owners and the affordability to customers.

On the other hand, we would like the local school managers to have some flexibility in how they use the “central services” to be able to make some adaptation to local needs and circumstances. It is difficult to provide this kind of autonomy under a company owned system of schools, but it can be accomplished under a franchising system.

The beauty of a franchising system is its flexibility. Where central control and uniformity is critical, the franchisor imposes them on the franchisee. Where flexibility is important, the contract between franchisor and franchisee explicitly provides it. There is little in the legal environment of franchising that limits the artful combinations of control and freedom that can be devised.

The proposal at hand requires, among other things, that the franchisor do the grading and testing of student work. On the other hand the franchisor will not be micromanaging the teaching styles, the student-teacher ratios, or the use of para-professionals. The local schools will have some freedom to get the job done through their own innovations. Yet students will not pass on to the next course until they have passed the franchisor administered grading and tests. This is how quality control can be assured.

If in the development of a franchised school network it were found that different policies would work better, whether they be more rigid or more relaxed or both, such changes can be implemented under an appropriate franchising agreement.

Perhaps the best argument for franchising is that it gives us an approach that will not require enormous capital investments up front. This would suggest that investors may be more willing to risk contributing some capital to the effort. 

Unlike Whittle, who wanted to start big from the beginning, the franchising approach allows an evolution from a single successful Stellar School to another and then to others. The actual transition to franchising would not necessarily begin with the introduction of the second school. It may be necessary to gain experience with a small system of a few company owned schools before moving to the franchising model.

In summary, there are a number of persuasive arguments for considering the franchised for-profit Stellar School “format.” 

Some of the financial and organizational arguments include:

· The initial investment is modest and could be simply that needed to establish two schools.

· The franchisees can rent their facilities thereby reducing their financial risk and indebtedness.

· By following a proven operational format the franchisee’s business risks are minimized.

· The benefits of advertising are magnified by the sharing of such costs among franchisees and franchisor. As the trademark becomes a brand, the value of marketing is further enhanced.

· The initial franchisor infrastructure, except for the necessary computers and software, can be Spartan.

· The initial schools will likely become profitable early in the process, thus reducing the need for additional working capital.

In terms of the quality and the adaptability of the educational product:

· The high uniform standards created, monitored, and enforced by the franchisor will attract both new students and new franchisees.

· The flexibility as to self-paced learning, as to curricular options, and as to full-time/part-time students will attract students.

· The option that homeschoolers can effectively become tiny franchisees adds to the growth possibilities.

· The somewhat lower tuition than nearby prep schools combined with higher academic standards will attract additional students even in the absence of vouchers and similar government grant programs.

· We also believe that non-profit schools, religious schools, and even public schools could become franchisees. The curious thing about a public school becoming a franchisee is that the public school would probably run a greater risk of being terminated by the franchisor than the franchisor facing cancellation by the public school franchisee!

Franchisee Requirements and Options

Most well-known franchise operations go well beyond the legal concept of a franchise to include aspects of what can be called a turnkey operation. This is how we envisage the schools operating. We believe that enforcing uniformity where it counts will help preserve the assets of the franchisor’s business. Just as other franchisors take measures to protect the brand and the reputation of their company, the Stellar Schools franchisor will need to enforce policies that will preserve and elevate its public image. To achieve that, it would generally be required that the franchisees operate under a constrained format including quality control measures designed to satisfy customers at the same time they boost the franchisor’s reputation.

The intention is to vigorously regulate the franchisee in certain critical areas where it matters most. In other areas the franchisees will have more flexibility. A partial list of policies might include:

· Teachers will be trained and certified by the franchisor. 

· Curriculum content and instructional methods are controlled by the franchisor.

· All tests and student work will be administered and graded by the franchisor.

· Franchisor will award diplomas, draft transcripts, issue certifications.

· Teachers will be accorded some flexibility as to how they interact with the students. 

· The franchisee will have discretionary authority to set wage and staffing levels .

· The franchisees, being separate business owners, make the decisions concerning labor relations.

· Tuition rates are a franchisee responsibility. 

· The franchisee need not be a for-profit entity itself. It could be non-profit or even public.

· Franchisor may set bounds on franchisee flexibility.

While many aspects of this approach require rigid adherence to the operating procedures and company policies, in other areas operational flexibility is OK or even preferred where it will not compromise the standards of the franchisor. 

Aside from the initial franchise fee, the franchisee would make royalty payments (as a percentage of local revenues), would purchase supplies and services from the parent, and would pay training fees associated with the franchisor certification of franchisee teachers and employees. Thus there are several profit centers in such a franchise network. Of course, it must be designed to award both franchisees and the franchisor suitable returns on their investments and labor. 

What Impediments Could Frustrate Franchising?

We have not said much about some other factors that if present could make franchising impractical even if it looks promising in theory.

It should be obvious, but franchising must be based on a first successful business that has proven itself to be consistently profitable and which shows signs of being attractive to a larger market. We have yet to establish a single Stellar School. Given the intended structure for the Stellar School the first one will also require the establishment of the Hub infrastructure- even if it is co-located with the prototype school. And we haven’t got the Hub on hand either. With these considerations and limitations in mind, we still believe that we can develop successful prototypical organizations to demonstrate the concept.

But having the successful prototype is not a sufficient condition for going forward with the franchising format; it is merely a necessary condition. We also need to have a business-operating methodology that can be copied into the new “clones” of the prototype and that can be successfully and faithfully operated in the same fashion. For franchising to be most successful, the individual franchisees must provide a service and/or product that is consistently of the same high quality. To achieve that kind of consistent quality requires being able to communicate the procedures to the franchisees and their staffs.

The mechanics of the operation need to be codified in an intelligible operations manual. We believe that many aspects of the Stellar Schools operations will be easily described in such manuals. We also believe that there are aspects of the instructional process that are difficult to objectively state in such a book. Those aspects, for this reason alone, need to be under the discretionary authority of the franchisee and not the franchisor. As we have described in another report, we intend to have the curriculum specified, maintained, and evolved as defined by the universe of examination questions that could appear on student examinations. Such information can be objectively maintained and supplied to the school sites. It is our belief that the areas in which operational uniformity and conformity are needed will be manageable through the operations manual.

Having the franchisee’s staff read and know the operations manual may not be sufficient to provide the consistent operation desired. The training program of the Hub will help the franchisee and the franchisee employees gain a further understanding of the philosophies, policies and procedures of the Stellar Schools program.

To summarize, we do not see these issues as impediments but we do see them as milestones that must be accomplished before a system of Stellar Schools can successfully evolve under the franchising format.

The Franchisor’s Policies, Operations Manual and Contractual Requirements

As we have just discussed, the success of the Stellar Schools franchising will depend, in part, on their ability to communicate the “what,” the “why,” and the “how” of the business/education model. One part of such a manual will be a description of the services provided by the Hub. After all it is the way in which the franchisee uses these services that will make up the bulk of the operations manual. We will not attempt to sketch out the manual here, but we will list the departments within the Hub for completeness.

· The Distribution Facility of Books, Computers, and Disk Media

· Communications, Distance Learning and Information Technology Facility

· Testing and Grading Service

· Auditing, Monitoring and Customer Complaints Group

· Curriculum Development and Management Group

· Teachers and Franchisee Staff Training Facility

· Marketing and Publicity Group

· Franchise Development Group

· Field Representative Operation

· Finance Division

Pathways to the Creation of Stellar Schools

It is one thing to describe the desired system of franchised Stellar Schools. It is quite another to determine how we are to get there. In the earlier report on the economic feasibility of Stellar Schools we noted that the system needs a functioning “vanguard” school of the desired type from which the franchised system can evolve. We would like to develop a few scenarios as to how a system of franchised schools could develop from the original vanguard school. We shall do that by discussing some of the existing “players” who might have the inclination, know-how, and resources to initiate a system of franchised schools.

Regardless of which path is followed, it will take some significant lead-time to create the first franchisee school. I would guess that even with abundant capital at hand, it would take two years, at a minimum, to see the first such school in operation.

Existing For-Profit Schools

There are a number of for-profit schools operating now. Judging by the membership in the NIPSA organization (National Independent Private School Association) there are well over 100 such companies. NIPSA requires member schools to be for-profit entities. One company, Challenger Schools, has 24 campuses, as we have earlier mentioned. There is an unknown number of such companies that are not members of NIPSA. It is difficult to guess, but we’d say there are probably on the order of 200 actual schools of the for-profit type within the United States. The Challenger Schools experience in managing many campuses could give them an edge over single campus schools in developing the franchisor’s management tools and in building the kind of “by the book” operation we seek.

We had mentioned the School of Choice in San Jose, California as being a school that could be developed into a good vanguard “template” school. But there is only one of them. And unlike the Challenger Schools, they do not have experience in managing a system of schools. 

It is not clear that any of these existing for-profit school companies have access to the kind of capital required to launch a franchised system.

Existing Education Management Operators (EMO’s)

Companies, such as Edison Schools, already run hundreds of public schools, including charter schools, in the United States. Given the efforts by their political enemies to kill them and because of the high costs in the early years of an industry, these companies are not doing well financially. They may be unable to raise the capital needed to develop a franchised private school system.

These EMO’s generally do not create the curriculum under which they operate. They are working under contracts with public school authorities that set the basic policies they follow.

Still the EMO’s have experience in dealing with a large number of schools and this may give them an edge in developing the tools and policies by which a franchise system would operate.

Existing Post-Secondary For-Profit Operators

The Apollo Group, operator of the University of Phoenix campuses and correspondence schools, and the DeVry Institute, which operates a number of technical and business oriented post-secondary schools, have considerable experience in the for-profit education industry. DeVry has been in this business since 1931. That seems to validate its business model and staying power.

Neither of these companies uses the franchise model for operation, but they both manage dozens if not hundreds of campuses and programs. It would seem straightforward for them to convert their present operations to franchising. If they were to do that, they would be in a fairly good position to enter the primary and secondary education marketplaces.

These companies are not exploiting the Internet or other technologies to make the instructional delivery, testing and other “drills” sufficiently efficient to make them good models. They have gained their efficiencies and profitabilities by simply removing the many inefficiencies from the traditional brick and mortar schools they compete with. This means that these organizations would need to cross two hurdles to become candidates to run Stellar Schools. They’d need to master the Hub technology and they’d need to convert to the franchising format. At this time, there is no evidence that they will move in these directions.

Existing Non-Profit Schools

Private education in the K-12 years is almost entirely provided by non-profit schools. There are probably hundreds if not thousands of non-profit private schools for every for-profit school. This means that there is a wealth of experience among some of the non-profit schools that may be very valuable to the development of Stellar Schools.

Where the non-profits are deficient, for our purposes, is in the area of managing costs, marketing, and the ability to operate a system of schools. The incentives within the non-profit educational arena have encouraged a certain level of torpor among its school managers.

Still, there are probably many non-profit private schools that have policies, curricula, and instructional methods that are worthy of emulation. One possibility is to work with a non-profit school and turn it into a for-profit school- as a way to create the vanguard school we have mentioned. In this connection, it is worth noting that a non-profit school operator, such as a church, could retain its own non-profit status and still have its school converted to the for-profit format by subsequently contracting with the for-profit entity to provide educational services to its children.

Existing Tutoring Franchise Systems

It seems that of the various “pathways” we are describing here, each is deficient in one or more areas that prevents it from immediately moving into the for-profit franchise format. None of the above examples had franchising as part of its business model but here we consider tutoring services that are successful, profitable and based on the franchise model. Sylvan is the best known of these.

After making some inquiries at Sylvan I’ve learned that they have not attempted to operate a complete school. Sylvan does not offer a full curriculum; it limits its “courses” to English skills and mathematics in the elementary grades. It makes sense that once Sylvan would offer the full spectrum of courses, that it could be used by parents as the full-time school for their children. I imagine that at that point the Sylvan parent company would then formally offer an integrated school program. In further discussions with Sylvan I hope to learn more about their plans in these areas.

As perhaps an irrelevant aside I note that Sylvan, by restricting its instructors to state certified teachers, may not have the best tutors available on its staff. From a marketing point of view, the state certification standard makes them look good among the “unwashed” and uneducated populace. However, I suspect that Sylvan, without much fanfare, uses other uncertified teachers and experts who have “equivalent” skills- as they are under no legal obligation to use certified teachers. Sylvan also has internal training for its tutors and awards them company issued certifications.

On the positive side, Sylvan, being a private company, can easily change its policies. It may have or be able to raise the kinds of capital needed to form a franchised school system. And, of course, it has considerable experience in teaching children of all different abilities.

Home Schooling Service and Supply Vendors

Of all the companies providing educational services and supplies, it is the home schooling industrial sector that has the most expertise with integrated comprehensive K-12 programs of instruction. As an example we have Trent Schools of Bloomington, Indiana
. It is a company that provides a “canned” curriculum complete with books, study aids, and testing services. Another interesting vendor is the Eldorado Academy of Nederland, Colorado
. Judging from its Website, it is both a non-profit private K-12 school of some 200 students and also the operator of a virtual school. 

When we envisage what services and technologies will be provided in the Hub service center, I believe that the “virtual” schools, operated by Eldorado, Trent and others like them, already have many of the ingredients of the Hub in their present service organizations. As we now realize, the homeschool is not just a school in the home, but must depend on many externally supplied goods and services. It is evident that these operators of virtual schools might be good candidates for establishing the Hub service center of a Stellar Schools system.

Education Supply Companies

Distributors of books and other educational supplies certainly provide some of the function that the franchisor distribution facility would provide. Large bookstore chains, such as Barnes & Noble, have been venturing closer and closer to providing courses of instruction as part of their operations. Such vendors sell the whole gamut of educational materials going beyond books to the electronic media of CD’s, DVD’s and educational computer software in general.

Barnes & Nobel operates a “service” called B&N University. It has online courses on a variety of subjects and offers certificates of completion for individual courses. Of course, all the textbooks, study materials, and instructional aides are sold to the students by their bookstore company. However, it does not offer a full degree program in the post-secondary stratum of education, as of this writing.

A company like Barnes & Nobel, one would surmise, will have the ability to raise capital if it were to decide to pursue a for-profit system of franchised schools. What is a negative here is that Barnes & Noble does not use the franchise system for its bookstores as they are all company owned. If such an organization decided to open a system of for-profit schools and had them all company owned that would be a good development that would parallel the quest for franchised for-profit schools.

Combined Effort or Merger?

Considering the strengths and weaknesses of the just mentioned educational industry “players” it seems rather obvious that combining two or three of them would yield the financial might, the managerial know how, and the various skill sets needed to build a for-profit franchised school system.

In a separate report, “KP Stellar Schools Implementation Strategies,” we explore in more detail paths we can consider towards establishing Stellar Schools.

Conclusions

The basic notion of Stellar Schools is that of separating the activities of educating children into:

· A centralized service that can deliver very high quality educational materials and services 

· And a localized (campus oriented) service that focuses on the individual student needs. 

We believe that many of the ingredients of such a system already exist but they have not been integrated into the Stellar Schools format.

In our search for the most appropriate business organizational format we have found that franchising seems to provide the best match for a system that naturally has central services and remote services. It makes good sense that the franchisor takes on the former while the franchisee does the latter. 

Using a franchise system also has financial advantages, particularly for an infant industry in which investors’ capital is scarce. It puts the right incentives on the “remote” school operators to succeed in their endeavors and builds a relationship between the center and the campuses that is harmonious and synergetic.

With respect to the related question of how best to navigate the evolutionary pathways towards Stellar Schools we take that up in a subsequent report.

Moreover the flexibility of the franchising structure even allows services to be provided to non-profit and public institutions. That is taken up in another report on using Stellar Schools to rescue schools that are failing financially or academically in the non-profit or public sectors, respectively.

Appendix C: Summary

Insolvent Private Schools and Failing Public Schools:
K-P Stellar Schools to the Rescue
by David V. Anderson
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We have previously reported on the economic basis for Stellar Schools, on their attributes, and on why franchising seems the best vehicle for their introduction, perpetuation and operation. Here we turn to address two problems in the non-profit educational sectors that afflict some private schools and many public schools. In the former they are often driven out of business by financial insolvency while in the latter the academic outcomes, as measured in terms of student performance, are often substandard.

While many different kinds of non-profit private schools have failed, the most common difficulties in this area are experienced by Roman Catholic parochial schools. Our analysis focuses on them and yet the remedies discussed may well apply to other failing private schools. The financial failure of such schools, however, in our opinion is not simply a matter of unavoidable demographic and local economic changes. Their difficulties also relate to the quality of their educational outcomes.

The Stellar Schools franchisor could allow a church school to purchase a franchise to operate a Stellar School in its facilities. There is no legal prohibition preventing a non-profit organization from becoming a franchisee. If such a Stellar School campus lives up to the claims we’ve made for Stellar Schools in general the costs of education will fall and the performance of students will increase. From that more economical mode of operation one would think it would help the church overcome its financial difficulties.

Another possibility would apply to church schools in dire financial straits that could not afford a franchise. They could simply lease their facilities to a Stellar School operated by another franchisee. Or perhaps they’d lease for a term and subsequently have the option to purchase the franchise later.

A related remedy, that is feasible within the Stellar School format, would be the formation of two schools within one franchise. One would be a religious school and the other quite similar but non-sectarian. This would help them expand their market and student population. The issue of how the Stellar School Hub service center can administer courses in religious doctrine is straightforwardly addressed by subcontracting to the church the role of developing the curricular, instructional, and testing materials for those courses.

Just as non-profit religious schools and other non-profit private schools can have their financial health restored by means of the Stellar School format, so too can a public school have its academic health improved by becoming a Stellar School franchisee. We don’t expect that to happen often, but if they used the Stellar School format several extant problems of public education would vanish. Social promotion, for example, would no longer exist given the fact that the franchisor controls who passes and fails and by virtue of the fact that the Stellar Schools don’t have grade levels reached by promotion.

That Stellar Schools should have application to such kinds of dysfunctional schools should not be surprising. After all, their essence is a novel combination of technological and organizational formats that leads to better educational results at lower costs. That is a formula that should work in many spheres whether for-profit, or non-profit, or public.
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The Problems and the Questions

Quite often we read of private schools, particularly Catholic parochial schools, going out of business due to insolvency or related financial distress. When these schools are lost, a feeling of hopelessness often descends on the families with school children and others who have been friends of these schools. Given that parochial schools generally outperform their public counterparts and provide a desperately needed service in low-income inner city communities what can be done to revive these schools? 

The first part of this report addresses the question whether franchised K-P Stellar Schools could provide one alternative to such a school going broke? If as we have claimed, Stellar Schools can do better with fewer resources then this suggests that parochial schools could also be operated for less and even while doing so improve their academic product. We also address the issue as to how this could be accomplished within our Stellar School system and its Hub.

Among public schools we rarely hear of insolvency for they are well endowed with financial resources and the political system will not permit them to go bankrupt. Yet the academic outcomes of public education are often sub-standard. In fact, the essence of social promotion is the fraudulent misrepresentation of their students’ accomplishments. They persist blithely awarding them diplomas defined to indicate a certain level of attainment when if fact the student may be years behind that level. 

Finally, at the end of this report we address the issue of what role a Stellar School could play in rescuing a substandard public school? 

Reviewing the Causes of Poor Financial Performance 

While the primary focus of this discussion is on the rescue of fragile inner-city parochial schools, the same kinds of issues and solutions can also apply to other failing private schools. I can think of a number of reasons that might be offered for the poor financial performance of the marginal parochial schools:

1. Demographic shifts within and near the parish.

2. Economic downturn in the area.

3. Improving local public schools?

4. Increasing ratio of lay faculty to those in religious orders.

5. Student achievement not sufficiently high to attract additional students.

6. Format of school discourages non-Catholics from enrolling.

7. Insufficient scholarships for students.

8. Not as good as nearby private academy.

The first two items (1) and (2) are for all practical purposes “acts of God” and cannot be remedied by any of the measures under consideration.

Item (3) seems odd. Were it only true, the failing parochial school could at least feel somewhat satisfied that their students could simply move on to a better public school in the neighborhood. Of course, (3) was put in the list to simply make the point that nearby public schools are almost always performing worse than the parochial school And in the case of inner city low-income areas, they generally perform much worse. In fact, the financial condition of the parochial school would probably be worse than it is if nearby public schools were comparable in quality.

The remaining problems, items (4) through (8), we believe, can be remedied by converting the school to a Stellar School. We’ll get to the specifics of that farther below.

Making a Parochial School into a Stellar School

In what follows we are implicitly assuming that the franchisor is agreeable to having the church as a franchisee. We are also assuming that suitable arrangements can be made to provide for religious instruction that are consistent with the franchisor’s policies and agreeable to the church.

The Franchisee can be a Non-Profit Organization

The first point to make is to recognize that the franchising model for Stellar Schools does not really require the franchisee to be a for-profit business. The franchisor is for-profit, that is true. But it can contract with almost any other person or entity that would comprise the local franchise. Whatever surplus revenues are generated at the franchisee location are simply no longer accounted for as profits but are transferred to other accounts as permitted by the IRS laws and regulations concerning non-profit organizations. On this ground the Catholic Church or an affiliated non-profit organization can become the franchisee.

The Church can Lease its Space to a Stellar School

An alternative arrangement would have the church lease the school facilities to a private company that would become a franchisee and operate a Stellar School on the site. If the church were to do this it could lose some control over the school operations, but it would gain the financial advantage of collecting rent.

A third arrangement is a combination of the first two in which the leasing format is used for the early years and then after a set period the church takes over the franchise- purchasing it at a pre-set price. 

Financing the Establishment and Ramp Up of the Stellar School

As with any other prospective franchisee, the church must take a financial risk in its initial investment of funds in the enterprise. Included in those initial expenses are the franchise fee, costs of making facility improvements required by the franchisor, and the provision of operating capital needed during the period of transition to profitability. If it has such resources or can reasonably raise them, it can then pursue the franchisee option directly.

If it does not have available resources, the church can fall back on the leasing option we just discussed and perhaps, at a later date, buy into that franchise.

Having the money to get started is one thing. Navigating the transition is another. Here, the church as franchisee is helped like any other new franchisee by the franchisor to implement the changes needed to become an operating franchisee location. 

Making the Transition

The facilities may require modest or even extensive upgrades or modifications to meet the Stellar Schools standards. Painful decisions must be made about reducing the school staff as Stellar Schools can probably operate effectively with only half as many teachers as a traditional school. The staffing levels are generally at the discretion of the franchisee so the church would need to decide by how much they should be pruned. Some of the cost savings from lower labor expenses will help the school cover the fees it will be paying the franchisor for its central Hub services. This helps resolve the difficulty we cited above as Item (4).

What may seem counterintuitive would be the decision to raise the tuition to a market level. In parochial schools, the official tuition levels are often set artificially low and the shortfall is picked up by internal and external fund raising. It may be better to set the tuition at a level where at least the costs of the operation are covered and then utilize the fund raising revenue to supply scholarships to those truly deserving them as determined by whatever criteria the church deems appropriate. In fact, the quality of the new Stellar School format will be quite attractive to parents who had not earlier considered this school as an option. This perception of higher quality will enable the church to raise the tuition further as the demand for spaces in the school increases. While it might seem that the tuition could get so high as to price the lower income families’ students out of the market, it should be evident that these additional revenues will allow the offering of more generous scholarships to parish students. The ensuing greater availability of scholarships helps address the problem noted above as Item (7). 

When the transition to a Stellar School has been accomplished one presumes that this school will have the same high quality as the other Stellar Schools as enforced by the franchisor. Once the community shares in the perception of excellence, the problems noted above under Items (5) and (8) are largely resolved.

Having Two Schools Within One

A further refinement of this strategy has already been implemented in another context where a Catholic sponsored virtual school for homeschoolers has provided two closely related curricula: one for Catholic students and the other for non-Catholic students
. They differ only in the religious instruction area where in the one case a course in religious doctrine is replaced in the other by a course in ethics. The ethics course is designed to be fully consistent with Catholic Church teachings but is absent the theology component. The main reason for having the two schools is to address the problem we described above as Item (6) wherein non-Catholics might be seeking a non-sectarian school.

To establish such a dual format, we can consider making it into two schools within the single Stellar School franchise. The schools could even have different names. There could be the St. Joseph Stellar School for the religious school and there could be, say, the George Washington Stellar School for the non-sectarian version. The two schools would not likely be physically separate except for the religious instruction. Whether it would be wise to charge different tuition fees in the one as opposed to the other is problematic. Doing so would probably be seen as discriminatory one way or the other. Keeping the rates the same but awarding scholarships preferentially to those deemed in need would probably be a less controversial arrangement.

How Can the Stellar Schools’ Franchisor Deliver Religious Instruction?

If the Stellar School franchisor is not of the same religious denomination as the church seeking a Stellar School, how will the new school be able to include religious instruction in its curriculum? Given the structure of the Stellar Schools wherein the Hub service center develops curriculum, instructional materials and the tests, how can it build the religious component of the curriculum and remain sensitive to the doctrines of the church franchisee? We believe this can be done by the Hub center hiring as an employee or by bringing onboard as a volunteer the church person responsible for the religious instruction. That person can work with the technical people in the Hub service center to fashion the appropriate curriculum, instructional materials, study materials and testing services. If, for example, that collaboration resulted in a set of religion courses appropriate for Catholic students, those courses could be made available to other Catholic Churches that might become franchisees. In the case that these courses would be provided to many other campuses, one can imagine arrangements made so that the authors and their parent church institutions would recover some royalties from their work.

Are There Hopeless Cases?

We mentioned two strategies a church could follow, or any non-profit school could follow, if it were facing insolvency. One involved having sufficient resources to become a Stellar Schools franchisee and the other involved leasing the school facilities to a Stellar School. The latter option, of course, being available to organizations that are unable to generate the capital needed to become a franchisee. 

We can imagine circumstances in which the franchisor may refuse to establish a Stellar School in a church or other non-profit facility’s location. The building could be so substandard that bringing it up to franchisor standards may be impractical. The location may be so close to another Stellar School location that territorial rights of the other franchisee may preclude the establishment of the church sponsored one. Or the church as a prospective franchisee may refuse to agree to the standard terms of the contract and as a result find itself turned away by the franchisor.

There could be other situations in which the franchisor is willing but the economic circumstances of the church are so dire that the success of the Stellar School in that location is doubtful. The franchisor would not knowingly lead a franchisee into such a situation, but through the inevitable occasional errors in judgment it might happen. This suggests that the prospective franchisee should seek independent financial advice as to the merits of having the Stellar School franchise.

We can’t predict what fraction of failing non-profit schools fall into this hopeless category. But even if it were as high as 50%, the implication is that half of the failing schools could be saved by the Stellar Schools “remedy.” Looked at as “the glass half full” those are not bad odds. We would hope that a larger fraction of them could be saved but it is too early to make any predictions.

Rescuing Substandard Public Schools

The concept of Stellar Schools is one much different than that of a public school. Yet there is little in the way of legal prohibition that would block a public school from becoming a franchisee in the Stellar School system. The public school system would have a high price to pay in terms of ceding authority to the Stellar School franchisor. It would need to adopt a curriculum within the options provided by the Stellar School Hub and it would lose control of much of what transpires on the school sites. They would have the same kind of limited discretionary authority that other franchisees have.

Public school systems are already using for-profit educational management operators (EMO’s), such as Edison Schools, who run public schools under contract. In those arrangements it appears that the EMO’s have ceded too much authority to the public education system in terms of curriculum, instructional methods and other issues. It would then seem but a small step to contract with a franchisor firm in which the public school would become the franchisee and subject to the rules and policies of the franchisor.

Overcoming a financial hurdle, that is such a critical issue for the non-profits, is hardly an issue here at all. The cost of running the Stellar School is almost certainly going to be accommodated in the typical (generous) public school budget.

The remaining issue is educational outcomes. Assuming the Stellar Schools do a good job in moving the public school children along towards the completion of the preparatory phase (high school) this means they would finish ahead of their cohorts remaining in the conventional public schools. In the Stellar School environment there is little attention paid to grade levels and as such it is impossible to engage in the corrupt practice of social promotions. The testing center within the Hub will be incorruptible and will only pass children who pass the examinations and achieve suitable grades on graded homework. Thus a K-P diploma will be a certificate of actual accomplishment and not a meaningless document with a ribbon around it. 

It seems that the Stellar School formulation would be very good for the public schools. However, given the present politics of public education, it is unlikely many public schools would take such powerful medicine. It is more likely that they’d rather see the children in their care stagnate into lives of mediocrity than yield power to an outside private company.

Conclusion

The Stellar Schools concept, if it can be implemented, suggests that superior educational services can be provided for less cost than is currently being experienced in non-profit private schools. Given the flexibility of the franchising arrangements, we can expect that some non-profit organizations will buy franchises. If a church run school is in financial difficulties, one can foresee it acquiring a franchise with the expected result that its costs will fall while its educational “output” will rise. This should expand its market somewhat while at the same time increasing its per student excess revenue. In the case of a religious school, it can also bifurcate its format into the two options of religious instruction and non-sectarian ethics instruction. Taken together, these changes in the way its educational facilities are used can be expected to help bring educational health and financial well being back to the church’s or non-profit organization’s educational programs.

A secondary conclusion, mostly unrelated to the foregoing, is the possibility during the early years of the Stellar School implementation that the franchisor may be willing to make special arrangements with some churches on a test basis to research the feasibility of having Stellar Schools operate religious schools. In doing that, the franchisor fees of the participating churches could be greatly reduced in return for playing the role of test site.

We believe that Stellar Schools could also reform failing public schools if the public administrators and the school boards behind them have the willingness to become franchisees in the Stellar School system. We are not sanguine about such a prospect. Rather we believe that the competition induced by the introduction of Stellar Schools will increase the demands for vouchers and other forms of school choice that in turn will lead to even more robust competition. That level of competition will put public schools at more and more of a disadvantage. One might expect that kind of pressure could help the public schools reform themselves. 

More realistically, if public schools were really forced to compete on an equal basis with private schools almost everything we know about economics suggests that they’d lose market share and eventually cease to exist. 
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The groundwork laid in the preceding four reports on Stellar Schools has encouraged our project that seeks to establish a franchised, for-profit system of Stellar Schools. In the first of those reports we concluded that the economics of the educational marketplace will likely favor franchised Stellar Schools. In another we discussed the educational technology that can be developed for a Hub service center and then provided efficiently to a system of schools. In the third report we concluded that the business organizational format of franchising seems to be an optimal fit for running an education system. And in the fourth report we speculated that franchising has the flexibility to allow Stellar Schools to have non-profit and even public franchisees that could help rescue failing parochial and public schools, respectively. 

The question addressed in this report is about finding and executing a plan that will result in the intended franchised system of Stellar Schools. It’s not as simple to carry out or as quickly achieved as one might first estimate.  

Various kinds of private suppliers of educational goods and services already have some of the expertise that will be required to develop Stellar Schools. We don’t expect to succeed easily if we were simply to “merge” these efforts and then try to transform the resulting heterogeneous mix into something sensible. What we think may work better is to acquire one of these suppliers and then add everything else one piece at a time. In the example of this report we choose to acquire a virtual school from the homeschooling industry and use that as our starting point.

We have constructed a time line showing many of the steps that must be taken to evolve from a virtual school into a full-fledged system of franchised Stellar Schools. Building and beta-testing the schools takes time measured in years. It appears that nearly a decade will be required to get our system of Stellar Schools up and running. Profitability may come sooner, but probably not until after five years.

Embarking on the project as envisaged in the time line analysis neglects certain other prerequisites. They include the project financing and the establishment of the company. The time may now be ripe for finding other players who can invest and help lead the project. With them a company can be established. At that point the company can refine its plans and look for equity and debt financing.

We believe that well in excess of $10 million and perhaps as much as $20 million must be raised to launch the Stellar Schools system project. Only with adequate capital will it be possible to follow the sequence illustrated in our time line. 

Lastly, it is probably time to embark on the company formation phase. The alternative of generating more of these reports will probably serve little purpose. For that reason this is likely the last one (of five) in this sequence.
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Setting the Stage for Developing Stellar Schools

In a number of earlier reports we have formulated a number of component proposals for a system of franchised Stellar Schools in which a franchisor would operate a central service facility called the Hub to provide many of the various educational services needed by the franchisee schools. Most, but not all, of the Hub services would be the ones that benefit from economies of scale.

In those reports we came to several plausible conclusions, including:

· Economic analysis suggests that Stellar Schools should provide better services at lower costs.

· Educational analysis suggests superior preparatory education can be completed in the years K-9.

· Business analysis suggests that the best organizational format is franchising.

· Legal analysis allows franchisees to be for-profit, non-profit private or even government entities.

In those reports we also described a number of existing institutions that can be copied or used to provide some of the component services needed in a franchised Stellar School system. These organizations include:

· For-profit schools within the K-12 range.

· Education management operators.

· Non-profit schools within the K-12 range.

· Tutoring franchise systems.

· Virtual schools of the homeschooling industry.

· Educational supply companies.

· Non-educational franchise systems.

In the earlier report that made the case for franchising, we reviewed how some of these services could be combined to help develop the Stellar Schools. In this report we make a more concrete set of proposals spelling out how we might go about financing and building the system. 

Principals or Advisors?

Financing is critical. If we can raise the capital ourselves and be principals in the project, that opens up a number of avenues to consider. Alternatively, if we fall short in raising capital we can attempt to influence others, who have the needed financial resources, to become the principals of the project and use us as advisors.

The Path of Principals

To avoid any possible confusion, given that our subject is related to education, we are not talking about school managers when we use the term “principals!” Rather they are owners of the enterprise.

When the developers of Stellar Schools possess ample financial resources they can consider two major alternative approaches to the development of such schools.

They can, so-to-speak, reinvent the wheel. This means they can build all of the systems and sub-systems anew in their creation of the schools and the Hub. Even with unlimited resources, it takes time to develop the prototypical schools of such a system.

On the other hand, they can use existing resources in various combinations to provide the basis for developing the system. Assuming that these resource owners are cooperative, the Stellar Schools developers can acquire such assets through purchase, through contracting, or through merger.

Or as we believe makes the most sense, is that we can attempt to purchase or collaborate with one of the existing component providers and then evolve that into Stellar Schools by building the other components from scratch. This does not rule out mergers or other multiple collaborations, but it discourages them.

The following table indicates the development calendar for one possible scenario that we call “The Virtual School Conversion Strategy.” The dates are given in “decimal” years and NED indicates, “no end date.”

	Step
	Start

Date
	End

Date
	Action
	Comments

	1
	0.0
	0.3
	Purchase virtual school
	Or collaborate & copy

	2
	0.3
	1.0
	Build Hub facility
	Land, building, equipment

	3
	0.3
	NED
	Create Hub products & services
	Hire Hub staff, temps & contract out

	4
	1.0
	NED
	Market service to homeschoolers
	Beta-test discount format in first two years

	5
	0.6
	NED
	Draft and revise campus

 operating manual
	Will become franchisor’s manual.

Also, begin teacher training

	6
	1.7
	2.0
	Purchase existing

 private school (A)
	Acquire students & faculty

	7
	2.0
	3.0
	Transition year for school (A)
	Extra help to students.

	8
	2.7
	3.0
	Purchase existing

 parochial school (B)
	Acquire students & faculty. Work with

church to preserve religious aspects

	9
	3.0
	4.0
	Transition year for school (B)
	Extra help to students

	10
	3.7
	4.0
	Purchase vacant school (C)
	Seek & hire students & faculty, res.

	11
	4.0
	5.0
	Start-up year for school (C)
	Extra help to students

	12
	3.0
	NED
	Launch & continued

 operation of (A)
	In time, (A) may be converted to a

 franchisee campus

	13
	4.0
	NED
	Launch & continued

 operation of (B)
	In time, (B) may be converted to “church

 as franchisee” campus

	14
	5.0
	NED
	Launch & continued

 operation of (C)
	In time, (C) may be converted to

 a franchisee campus

	15
	2.0
	NED
	Audit & refine programs
	Never ending quality control process

	16
	6.5
	7.0
	Develop three new franchises
	Build, outfit, hire & train

	17
	7.0
	9.0
	Beta-test three new franchises
	Offer franchises for special rate

	18
	9.0
	NED
	Market and launch

 regular franchises
	


Table I. Timeline and Milestones in Achieving Stellar School Franchising

Before discussing the contents of the table it is important to understand that this “pathway” builds on a virtual school. A virtual school consists of a support staff and a Web server. The staff of an existing virtual school will have developed a curriculum and many different kinds of learning aids. Depending on the format of the virtual school it may be entirely provided via the Internet or it may provide books and other tangible learning aids as well as Internet content and services.

One of the most noteworthy aspects of this timeline is the long time required to get the Stellar School system up and running on a franchised basis. Shortcuts could be taken to shorten the nine-year transitional period, but that might be dangerous- particularly if it were to cause bad publicity from a failed aspect of the program.

To understand why it takes so long, we now “back up” and review, step by step, the process indicated in the Table.

We believe that it will take more than six months to build the Stellar Schools curriculum, find textbooks and other vendor supplied learning aids, develop the hundreds of thousands of test questions, draft the early version of the operations manual, and build the various Web based instructional aids. To do all that in such a short time will require hiring many temporary employees and the contracting out of much of the work. We allotted 0.7 years for this process- an optimistic estimate.

We believe the Stellar Schools “virtual school” will be ready for the homeschoolers’ market after the first year. It will be offered at a discount rate during a beta-test period of two years.

At the 2nd, 3rd, and 4th anniversaries of the project commencement, the first three schools will be acquired and set-up for Stellar School operations. Each will have a one-year transition period where additional help will be provided to students and in which the tuition charges will be discounted heavily.

Then at the 3rd, 4th, and 5th anniversaries of the start, these schools, respectively, will embark on their normal modes of operation and will continue indefinitely in that phase. 

An auditing feedback mechanism and continual review and update of the operations manual begin at the two-year mark and continue indefinitely. We believe that after 4.5 years of such experience, the system will be ready for the first few franchises to be established in a beta-test mode. We have indicated this beginning at the 7-year mark and remaining in beta-test mode for two years. We believe that only then at the 9th anniversary, that the Stellar System will be ready for its full “roll-out.” 

Obviously, we are not committed to this precise plan. But we offer it as an indication of the kind of process that may be required to make the transition to franchised Stellar Schools.

The Avenue of Advisors 

If we can’t play the roles of principals, for lack of financial resources, we can attempt to influence the “investments” of others who may be interested in the Stellar Schools concept. Note the word is “influence” and not “control.” If we were to be lucky, those controlling the project would simply follow our advice. That advice might simply be the transitional plan we just described. And, if not, we otherwise would simply play whatever constructive roles we would be able to play in a project we no longer control or heavily influence.

Finding the Players

At the moment, this project is a one-man research project. For it to become a serious effort, more players must be assembled. Each of the principals of this project, ideally, would be both investor and project leader.

Given that a team is assembled one player at a time, the immediate goal should be the finding of player number two. Once we have a few principals on board we can then decide on an organizational format for the company (that will in time become the franchisor). An S-corporation comes to mind, but a C-corporation may be viable as well.

Once the initial “crew” is assembled, they can go about some initial tasks such as incorporating the business, registering trademarks, selling themselves stock, and looking for other investors. 

Financing Strategies

In an earlier report we noted that Whittle was not able to raise sufficient capital to launch his wholly owned system of for-profit schools. And, of course, we have learned from that lesson that the franchising strategy is much less capital intensive and thus may be a more feasible approach to consider in trying to line up investors.

Investors will be unlikely to invest in anything that does not already have some assets contributed by the businesses principals. This means a business must be organized first. The players in that business need to be found and they need to contribute some assets to get the company started. 

To carry out the first year’s activities in the previous example will require several millions of dollars. Just the cost of labor (based on the order of 100 worker years) could well exceed $7 million. The purchase of the virtual school might run another million or so. The physical property, buildings, furnishings and equipment may absorb another two or three million. Budgets and more detailed estimates will come later, but we think in excess of $10 million will be required in the first year. There will be no revenue in year one.

Subsequent years will have lower costs and the beginnings of revenues. When the system would generate positive free cash flow is not clear. It might not show such a profit until the sixth or seventh year. Thus the initial investment required will likely be closer to $20 million than the $10 million estimated for just year one.

Conclusions

As we looked at starting points for developing a franchised Stellar School system, we surmised that we need not start from scratch in every area but may be able to start from an existing system that already provides educational services. In our example we chose to build from a virtual K-12 school that already exists.

By estimating a time line for the development of such a system, we taught ourselves a valuable lesson: This kind of school system will not be developed over night or even in just a few years. We fully expect it to take the better part of a decade. And that’s if everything goes well!

Another conclusion relates to the fact that a company must be formed before financing can begin. Financing, in turn, will be needed to provide the capital and cash needed for the acquisitions and operations during the early years before profits can be expected.

It is therefore probably premature for me to generate more of these reports until there is a company of principals and players that can work together in directing the project. That group will likely generate different plans and probably better plans than what I can outline as a “loner.”

Appendix E: Summary

Stellar Schools: National Feasibility Tour

by David V. Anderson

October 30, 2003

Stellar Schools are described elsewhere1,2,3,4,5. Suffice it to say they are proposed as a for-profit franchised network of preparatory schools that employ significant technological resources to provide a superior primary and secondary education in a cost-effective manner. We believe Stellar Schools will introduce new competition into the education marketplace. That should help improve education across the board.

After studying a number of ideas relevant to our quest for franchised for-profit Stellar Schools we decided it would be useful to visit relevant schools, education service providers, and experts. Thus we embarked on a cross continent road trip to accomplish these tasks. Our trip was taken from mid-September through mid-October of 2003. The tour began in Massachusetts and ended in Arizona after a swing through California.

In planning the tour we wanted to focus on entities and people that could help us better understand how to develop our franchised systems of schools. Since automation of educational services is a key ingredient in our plans, visiting one or more virtual schools was considered to be of the highest priority. We also wanted to see examples of physical for-profit schools as well as consult with educational policy experts.

Over the course of three weeks we made approximately 17 stops to visit organizations and/or people pertinent to our project. Of the schools we visited, the two operated by SABIS International demonstrated to us that very high quality for-profit K-12 schools are already a reality. This suggests to us that one possible avenue towards the realization of Stellar Schools would start from one or more existing successful for-profit schools. The evolution would be accomplished by the gradual introduction of automation. Ideally those automated services would be provided from a remote central service facility and many of them would be provided over the Internet.

During the trip we also made contact with a very interesting virtual school, Regina Coeli Academy of Tucson, Arizona. It provides a Classical curriculum compatible with Catholic teachings. Evidently, as a virtual school, it already has the automation aspect well developed and provides comprehensive home schooling instructional aids and learning services. Yet these services have not been applied to a physical school. In keeping with our earlier claim that parochial schools could be brought under a franchising system, it seems that Regina Coeli Academy is another possible starting point for the development of a system of Stellar Schools or something similar. We could work with one or more existing parochial schools where we would introduce the automation aspects. We believe the transition from the conventional format to the Stellar format could be accomplished in one or two years.

It also became clear in various discussions during the trip that the development of a franchised system of schools does not begin with franchising. Rather it begins with a successful single business unit. Next it grows into a small coordinated network of schools wherein the various issues of centralized versus decentralized control and services are decided. Once the small network is running smoothly, then and only then is it wise to consider the implementation of franchising.

We believe the tour was time well spent. The adage of “seeing is believing” applies here. Meetings with colleagues, face-to-face, almost always transmit more information than “at the distance” alternatives. The new information we obtained will likely prove useful as we strive to develop our Stellar Schools.

Appendix E: Stellar Schools: National Feasibility Tour
by

David V. Anderson

October 30, 2003
We Sought Feedback on Stellar Schools’ Implementation(
After the formulation of the Stellar Schools franchising system ideas in several earlier reports1,2,3,4,5, it seemed appropriate to see first hand some of the people and institutions that had been identified in those “feasibility” reports. We also anticipated obtaining additional benefits from visiting other interested parties along the way- particularly from those known to be advocates of education reform based on free-market principles.

Recapitulation of Stellar Schools Project

For those who have not read the earlier reports that discuss the definition and feasibility of Stellar Schools, a brief review is presented here. 

We have defined the K-P Stellar Schools as follows:

· Stellar Schools are “preparatory” and generally complete this task in the 9th grade.

· Stellar Schools’ students progress at their own rate.

· Stellar Schools generally follow a Classical or Neo-Classical curriculum.

· Stellar Schools are organized as a network of schools supported by a central “Hub” service facility.

· Stellar Schools are made efficient by exploiting automation and Hub based economies of scale.

· Stellar Schools’ local teachers lecture less and operate more in a tutor-like mode.

· Stellar Schools support a larger ratio of students to teachers with concomitant cost savings.

· Stellar School campuses are intended to be franchisees with the franchisor operating the Hub.

· The franchisor is for-profit while the franchisee may be for-profit, non-profit, or even public.

The concept of Stellar Schools is rooted in economics as discussed in our main report (of which this is in an Appendix). We believe that a for-profit private school system can produce better results for lower costs than either the non-profit private or public alternatives. To obtain the efficiencies required, we have defined in some detail how the network of schools would be supported by a central Hub
. From the point of view of alternative business organizational formats, we believe that a franchising network is optimal for Stellar Schools
. The flexibility implicit in a franchising network allows that this format can be used to rescue failing schools- both private and public
. Among the possible avenues towards implementation, we have maintained our earlier belief that a Stellar School network could be developed from an existing virtual school service by gradually extending the virtual school “infrastructure” to physical schools
. Additionally, and as a result of the tour, we also now believe that Stellar Schools could be developed from a successful system of for-profit physical schools by gradually adding in the automation services.

Planning the Tour

As we planned our national tour of these “resources” we decided to explore, with the most emphasis, those entities closely related to the preferences discussed in the 5th report, “K-P Stellar Schools’ Implementation Strategies.” That suggested to us that we visit prominent virtual school providers.

Virtual Schools

Virtual Schools are Internet based resource providers for the homeschooling industry. They generally provide a comprehensive “one-stop shopping” service so that homeschoolers can obtain all of the instructional, testing, and other materials needed for homeschooling. These services, by their nature, are highly “automated” and could be modified to serve as the central service “Hub” provider in a network of franchised physical schools. We knew of perhaps a dozen such virtual school providers from their publicity materials that were found on the Internet as well as from lists generated by other education researchers. Of those, three were of particular interest as indicated by the apparent comprehensive nature of their services. So we decided that we should visit and/or contact the schools below.

· Trent Schools of Bloomington, Indiana

· Eldorado Academy of Nederland, Colorado

· Regina Coeli Academy of Tucson, Arizona

Of course, the virtual school “component” is but one part among several aspects that comprise our model Stellar School system. We were also interested in visiting schools/organizations/experts that could inform our plans in the other areas.

Classical and Neo-classical Schools

As we mentioned in the 2nd report, “Attributes of K-P Stellar Schools and their Hub,” visiting at least one school employing a classical or neo-classical curriculum seemed prudent. Thus we decided to visit:

· Regina Coeli Academy of Tucson, Arizona (a Catholic school curriculum provider)

· Scholars Online Academy of Tucson, Arizona (a non-sectarian variant of & operated by Regina Coeli Academy)

· Hillsdale Academy of Hillsdale, Michigan

because all of these schools, two virtual and one physical, have successfully used such curricula.

For-profit Physical School Operators

We also wanted to visit prominent for-profit school companies and their schools. In the 3rd report, “K-P Stellar Schools: The Case for Franchising,” we discussed franchised school systems as well as wholly owned networks of schools. Of those mentioned, we decided to solicit invitations to visit

· SABIS International Charter School of Springfield, Massachusetts

· SABIS International’s for-profit school in Eden Prairie, Minnesota

· SABIS International’s US headquarters in Eden Prairie, Minnesota

· Challenger School’s K-8 school in Sandy, Utah

· Challenger School Inc. headquarters in Sandy, Utah

Additionally, over a number of years I’ve personally became acquainted with two operators of some other for-profit schools but had not heretofore visited their facilities. So we added to the list:

· The Montessori School of Fremont, California

· The School of Choice of San Jose, California.

The schools and organizations listed above allowed us to sketch a rough itinerary in which we would travel westbound from Massachusetts and visit, in sequence, Michigan, Minnesota, Colorado, Utah, California and Arizona. This would enable us to visit all of the aforementioned venues. 

Policy Experts Along the Way

We were also interested in visiting policy experts, educators, educational service providers, and political people who have been interested in the kinds of education reforms that Stellar Schools might facilitate. Of the many people with whom we have discussed the Stellar Schools project, a number of them were along the “path” we intended to follow in our journey. Finally it was decided to conduct the tour by automobile, as it seemed to provide the most flexibility and also made it easier for us to mix some personal visits into the itinerary.

Because this trip was organized on just four days notice (The trip departure was moved up to early September after we realized that an earlier plan to start the trip in October was not feasible), not all of the intended contacts were adequately notified of our plans prior to our departure. Some were alerted to our “availability” with only a day or more notice. We apologize to those inconvenienced by such short notice- and particularly to those with whom it was too late to arrange a visit.

Executing the Tour

Having now recited the trip “plan,” we now review the actual itinerary. The following table provides a chronological account of the tour. In that Table, the reader will notice two venues marked with the label “Delivery.” In those two cases the colleague was not available for a visit but requested that we send them our reports. In both cases we delivered them in person on the outside chance that the person or another interested party would be present to visit. Some days that are missing in the Table were personal days devoted to other activities. One particularly memorable (and personal) event chronicled in the Table regards the breakdown and liquidation of my former automobile.(
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Serendipitous Encounters?

On three occasions during the trip we were able to visit “new faces” that had been recommended to us along the way. The visits to

· Lezage Learning Systems of Lansing, Michigan

· Four D Education Foundation of Fort Wayne, Indiana

· John McLaughlin Company of Sioux Falls, South Dakota

fell “neatly” into days available and in feasible locations near our planned routing.

Reluctant Venues

Two of the organizations of interest, the Eldorado Academy and Challenger School, declined to invite us. In both cases their managements expressed concern over the “security” of their proprietary methods. But both left open the possibility of future communications should interest arise. 

Given that these “regrets” were received after the itinerary was established, we decided to simply “drive by” their locations to get a sense of the magnitude of their operations. 

Another virtual school company, Trent Schools, was not visited because we were unable to contact them in the very limited “time window” we had available. Nor did we have their physical address.

Trip Impressions

It is not the purpose of this report to provide an exhaustive review or account of the many relevant activities engaged during the tour. Rather we want to focus on those visits that generated the most useful information. 

Physical Schools

All of the physical schools we visited or observed are day schools and are contained in facilities designed as schools. All were in modern well-kept buildings. 

We were not able to observe the physical school associated with the Eldorado Academy, located in the small Rocky Mountain community of Nederland, Colorado. There was a personal residence at the address given. In consequence we assume that the physical aspect of that school either operates within that house or perhaps uses other rented facilities. In any case it must be a small operation- inferred from a discussion with the local public librarian who was not aware of the school’s existence.

Uniforms were part of the format at the SABIS schools and at the Hillsdale Academy. We believe that school uniforms serve a number of constructive purposes including socialization.

Hillsdale Academy. Our visit to the Hillsdale Academy was interesting in a number of aspects. Of particular interest is the “outreach” program of Hillsdale in which their well-developed “Neo-classical” curriculum( is published and distributed nationally for a nominal charge. The headmaster of Hillsdale, Ken Calvert, has been exploring a number of ideas related to our Stellar School project- particularly in the areas of automation. He referred us to two organizations, Lezage Learning Systems and the Four D Foundation, where we were able to arrange visits on short notice in the subsequent days of our journey. Although we toured the school facility at Hillsdale, we did not learn enough about their style of operation nor their philosophy of education to comment on it- beyond that of their well-constructed comprehensive curriculum.

SABIS International Schools. The SABIS organization runs both charter schools, under contract, and runs one or two independent for-profit K-12 schools within the United States. We visited one of each. Had we not been told which school was the charter operation and which the independent one, it would have been difficult to discern which was which. SABIS, as a school operator, has been in business well over 100 years. It has developed its own pedagogical methods and they appear to be superior to that practiced in most public and private schools in the United States. Among the instructional methods employed by SABIS is its use of prefects. This appears to be a novel and very effective practice. Prefects are students who are selected from those who perform above average and have good people skills. They become group leaders within a classroom and help the teacher with the grading of exercises and help teach the students within their groups. Many other tasks are assigned to the prefects including those of tutoring younger children. 

SABIS also is diligent in testing the children, generally weekly, in all subjects. It maintains a database of performance records of each student and uses them in an ongoing almost real-time basis to provide feedback to the instructional process. In doing so, the SABIS schools are able to detect, within days, children falling behind and also can determine those students progressing more rapidly than their peers. Tutoring and other efforts are continually in use to keep slower students abreast of their studies. For the faster students, SABIS offers additional academic challenges to keep those students from falling victim to boredom.

The SABIS campuses I visited were very quiet and orderly. The children appeared to be happy and eager to learn as evidenced by our visits to classrooms. The SABIS philosophy about student misbehavior is based largely on two premises: They see two root causes: 

1. Students who become unhappy as a result of falling behind in their studies, and

2. Fast-learning students who become bored by the relatively slow pace of their instruction.

Once those two causes are “removed” the SABIS experience has been that very few children become disruptive. When they do misbehave, SABIS has more traditional means of discipline including close coordination with parents to resolve behavioral problems.

SABIS managers have indicated that they are exploring the gradual introduction of “technology” into their learning process. I believe it is on that basis that the SABIS organization has expressed interest in the Stellar School concepts.

Were SABIS to adopt the Stellar School format it would need to carefully introduce and modify its practices so as to preserve what already works well while it introduces the Stellar form of automation to the process. If SABIS, or for that matter any other for-profit private school, were to introduce the Stellar School features into their operations they should lead to lower expenses, lower tuitions and/or higher profits.

In our visit to the SABIS U.S. headquarters in Eden Prairie, Minnesota, we met Udo Schultz- one of the managers of the SABIS network. He was very helpful to our cause and provided almost a dozen “leads” to other organizations and colleagues who might be interested in or useful to the Stellar Schools project. We were only able to visit one of these during the “tour.” That was the John McLaughlin Company of Sioux Falls, South Dakota. However, the other references are being explored currently.

The School of Choice. This for-profit enterprise is a new organization that grew out of a tutoring service. Most of its students are part-time or are being tutored. The School of Choice focuses on the school years 5-12. It is not clear if they will move towards the K-12 format. This institution is still developing its single campus and at this time is not sufficiently developed to become a “template” or model in our current plans to develop Stellar Schools. The headmaster, Robert Arne, has indicated that he or perhaps his school might be interested in playing a role within a Stellar School system. One could envision his school becoming an early franchisee. Or he might become an instructor “based” at the Hub of the Stellar system. Arne is an Oxford trained historian and is well versed in that subject as well as English literature. As such he could be a real asset to the Stellar School effort.

Challenger School, Inc. Challenger School, now in its 40th year of operation, runs approximately two dozen schools in three western states and has been very successful in educating its students. On standardized tests, such as the Stanford 9, its students average out around the 90th percentile when compared to their national peers. One of their schools is located in Sandy, Utah. Since we were not invited to tour the facility, we drove past the school and saw what appears to be a very nicely designed building. It was about noontime and many parents were lined up in their late-model cars (and SUV’s) to pick-up their children. We inferred that it was dismissal time for the morning kindergarten classes?

Montessori School of Fremont. This for-profit school in Fremont, California is operated by Michael Leahey and others. Time constraints prevented us from meeting with the school officials but we were able to visit briefly to deliver our package of reports. Leahey was instrumental in developing the political campaign infrastructure for the 1993 California ballot initiative Proposition 174 that, if it had passed, would have introduced universal vouchers for California K-12 school children(. 

Virtual Schools

Regina Coeli Academy and Scholars Online Academy. We were unable to visit any virtual schools. Perhaps this should not be surprising. Surely they exist, but they are not tangible in the same way a physical school is. The closest we came to visiting such an organization was with Regina Coeli Academy and its close affiliate Scholars Online Academy. We “visited” by telephone with Wendy Pierce, one of the owners of these Tucson, Arizona based services. These virtual schools supply homeschooling materials and services, mainly over the Internet, to Catholics and others who are homeschooling their children. They both use a traditional Classical curriculum and follow the age-old Trivium format. The two schools differ mainly in the fact that the former includes formal religious instruction while the latter does not. She suggested that she might be interested in participating in a beta-test of the Stellar Schools concept in which we’d apply her services to one or a few existing parochial schools.

In our telephone discussion, we discussed the possibility that the Regina Coeli curriculum might be too rigorous for a school setting. She thought this to be the case in a public school setting where the expectations for student work are set too low and even likely in some parochial schools where the student work ethic is weak. Even in a school designed to use the rigorous curriculum, there is the possibility of peer pressure encouraging laziness or other less productive social activities. And it remains an open question as to how successful methods in the homeschooling industry can be adopted advantageously in physical schools?

Technology Providers

Of course, virtual schools are technology providers in the sense that they provide a comprehensive combination of component tools and technologies in the provision of their services to homeschoolers. In some cases the virtual schools simply repackage off-the-shelf technology while in other situations they have developed some or all of the technology used in their virtual school offerings.

Our tour did not make an effort to identify and visit educational technology providers. But in the course of the tour we were made aware of some interesting organizations of this type. And we were able to visit two of them.

Lezage Learning Systems. We met with Michael Gallutia, the owner of Lezage. Located in Lansing, Michigan, Lezage specializes in the memory retention of information already mastered. They have developed techniques that replace the traditional “learn for the moment” approach with a “learn for a lifetime” alternative. We know that some contact has been made between Lezage and the Hillsdale Academy. We suppose, without any proof, that the latter may have some interest in using some or all of the Lezage Learning Systems’ services.

Four D Education Foundation. Don Willis is founder of this organization and a related business that provides educational services to client schools and individuals. It is based in Fort Wayne, Indiana. In our meeting, we learned that his service provides a comprehensive instructional/learning tool that embodies the entire curriculum. This Internet based service provides all of the information on-line, obviating the need for textbooks. Willis told us that much of his methodology is proprietary and consistent with this, we learned very little about the details of his product/service. He has also had discussions with Hillsdale Academy. As great believers in books, as the primary resource in any educational program, we believe that Four D’s should consider including textbooks and other source material in their offerings. In that sort of combination we believe that his service may be of great utility. Yet, given the dearth of information gleaned, we can’t really make a judgment as to its value.

Policy Analysts

Lance Izumi and Matt Cox. Izumi runs the Sacramento “outpost” of the San Francisco based Pacific Research Institute (PRI) and leads their education analysis group. Prior to the trip we spoke with Izumi by telephone and provided him with some of the reports we’ve drafted. When we passed through Sacramento, we briefly visited with Matt Cox, who is a major collaborator with Izumi on educational research projects. 

We obtained copies of their research reports on what is working and not working in California public schools. After years of resistance to change, Izumi, Cox and other PRI collaborators report that California public schools are moving towards teaching and testing methods that are demonstrably better than what had previously been the norm. Thus direct instruction, phonics based language instruction, and a reduction in bilingual education have all proven successful. Still many inefficiencies remain and this they report is no surprise in the public system where bureaucratic inertia, ineptness and ideology combine with the typical interference from the unions to thwart the goal of ever realizing high quality schools.

Carl Brodt. Roughly speaking, Berkeley based Brodt is a banker by day and an education policy analyst by night. He has participated in a number of research projects conducted by the school choice advocacy organization, California Parents for Educational Choice. We have known Carl since 1993 when we met in the campaign for Proposition 174 on school vouchers. He’s an expert in school finance, in student dropout statistics, and is knowledgeable about issues of student testing. In our meeting we focused mostly on referrals to people in the Massachusetts area known to Brodt who might be helpful in the formulation/development of Stellar Schools.

Pamela Riley. Now working independently, Pamela Riley was formerly affiliated with PRI. Her report on the problems caused by teachers’ unions, commissioned by PRI, was obtained. Needless to say, her report’s conclusions support our plan to avoid unionization in the development of Stellar Schools. Pamela has also been an acquaintance since the 1993 Proposition 174 campaign. She also provided us with other insights into the factors that correlate with effective schools.

Kathleen O’Connell-Sundaram. Kathleen is another colleague from the 1993 Proposition 174 campaign. She is well versed in many educational issues including, Catholic education, homeschooling, and school choice. She recommended that we follow through on our idea of contacting Domino Pizza franchise founder Thomas Monaghan as well as his close collaborator Father Joseph Fessio. The latter is being designated as the Chancellor of the new Ave Maria University to be completed in Naples, Florida. This university will stress Classical education and is benefiting from a substantial endowment being contributed mainly by Monaghan.

Dan Smith. Los Angeles based Smith has been active in education related work for many years. We had worked with him during the year 2000 school voucher campaign in California, Proposition 38. He was a principal speaker/debater in that campaign and was responsible for organizing the speakers within Los Angeles County. We were unable to meet with him during our brief stay in the Los Angeles area, but we did provide him with copies of our reports and look forward to receiving his comments and suggestions.

Steve Frank. Frank, of Simi Valley, California, is both a policy analyst and the editor/publisher of a Web based political journal circulated mainly in California. Politically, as both a social and economic conservative, Steve is keenly interested in proposals that will bring about greater parental choice in education. As such he was interested in the effect the introduction of Stellar Schools would have on the choice movement. Steve was also helpful in identifying other players who may be interested in this project.

Other Parties

On an informal basis we also discussed Stellar Schools with a number of other acquaintances as well as new faces we encountered along the way. The concept generally seemed well received with nearly everyone we met.

Expanding List of Parties

We have now identified close to 80 interested or possibly interested parties. Many of these names were referred to us by those we visited on the trip. In particular we have included the board of directors of NIPSA, the National Independent Schools Association, and the board of EIA, the Education Industry Association. 

Evolving Implementation Strategies and Conclusions

In the 5th report of our series of feasibility studies we proposed an implementation strategy based on a virtual school. We still believe, in light of the many discussions held during our tour, that a virtual school is a key component from which a Stellar School system can be developed. Alternatively, existing for-profit schools may wish to adopt the Stellar School format by applying an evolutionary sequence of modifications rather than “starting over from scratch.”

Using a Virtual School as the Key Component. Our earlier review of virtual schools suggested to us that the Eldorado Academy might be a good candidate virtual school for our intended developments because it apparently also had a physical school. However, we have not been able to verify the nature of Eldorado’s services and thus they are of less interest now. During our tour, we contacted one of the proprietors of the Regina Coeli Academy (by telephone) and came away from that discussion thinking that Regina Coeli is a good candidate for establishing the virtual school component of a Stellar School network.

In our 4th report on feasibility issues we discussed the idea that Stellar Schools could be structured to allow non-profit schools or even public schools as franchisees. This possibility suggested to us that maybe parochial schools could be involved in the initial development of the Stellar Concept. If we can find perhaps one or a few Catholic parochial schools interested in testing these concepts we may be able to help them improve their financial condition while at the same time improving their academic programs.

Regina Coeli seems a good fit here as it already produces a Catholic oriented Classical curriculum and provides the many learning aids used in the education of Catholic homeschoolers.

To get started, as with any franchise network, we don’t begin with franchising. Rather we build a small cooperative network beginning with one local school and then extending to perhaps a few. In that environment, the concept can be proven and developed into a format amenable to the later franchising system. 

One other ingredient needed to get started is some seed investment money. We shall soon need to solicit some potential investors to start building the company.

Exactly how a for-profit system of franchised Stellar Schools can be developed is a topic we now defer to a subsequent report.

Whether Stellar Schools will ever be realized in this presumed format is, of course, debatable. Nevertheless, the information collected, the reports distributed, and the discussions held during our eight thousand mile tour will likely have value regardless of what eventual path is followed.

Using an Existing For-profit School as the Key Component. One can imagine an existing system of for-profit schools transforming to have both the franchise format and the automation aspect provided by a Hub-like service center.

It could be feasible to extend an existing wholly owned school system into a mixed format in which many of the newer schools would follow the franchise format. The introduction of the automation technology need not be abrupt but could follow an evolutionary path.

While we are not proposing that our schools follow the Montessori format, we did encounter a company on the Internet that franchises Montessori schools. The SABIS International network of schools is quite similar to a franchised system (and, in fact, we are not really sure why it is not classified as such). SABIS seems a very good candidate for this evolutionary process.

Parallel Multiple Developments. The concept of Stellar Schools need not necessarily be restricted to one enterprise. There is no intention of patenting the general concepts nor is any of this yet proprietary information. If one or more of these approaches succeeds, one would expect imitators to establish other similar school systems. 

The Value of the Stellar Schools Tour. We found the tour to be quite informative. We received considerable information and advice from those we visited. We suppose that one could argue that it was an inefficient mechanism for gathering information given the large intervals of time spent driving. In retrospect we can admit that some of the discussions could have been done by telephone or email. Yet being in person generally encourages a deeper and longer interaction than is common when done “at the distance.” The school visits, particularly to the SABIS and Hillsdale sites, were very compelling and needed to be done in person.

As a result of the tour (or perhaps coincidental to it) we now have more clarity about how to proceed in the establishment of Stellar Schools. The pathways to our goals still need considerable refinement. We believe that our next steps in this process will require us to focus more and more on the details. We also must soon cross the threshold from the land of policy into the arena of business. It will be at that stage where we can imagine that we’ll start to accumulate proprietary information. From that point our mode of operation will become more businesslike and less academic.

During our tour we found considerable support for our project and only a little criticism. Negative commentary was not so much discouraging as it was constructive. Surely there will be obstacles to overcome. The consensus seems to be that obstacles will be few in number and can be dealt with successfully. We take considerable encouragement from what we learned. Finally, we thank all of the people who took time to talk with us for their contributions to these efforts.







( K-P refers to kindergarten through prep school. In the Stellar Schools this K-12 curriculum is completed in K-9 years.


� More information on SABIS schools can be found at their Website � HYPERLINK "http://www.sabis.net" ��www.sabis.net� 


( This report is written in the first person plural despite the fact that it is currently and largely a one-man effort. We use the plural in anticipation of others joining the effort and in recognition of those who are already silent and invisible partners in the project.


( Perhaps the most unfortunate event of the tour was the mechanical demise of my 1993 Mercury Sable Wagon in the desert of Southern California. The car was “totaled” in the financial sense and was sold to the tow truck company for one dollar. As luck would dictate, I was only inconvenienced for four hours and readily obtained a rental car to push on. Cactus City was the location, as shown in the table. Interestingly, it is an incorporated city but now has zero population and there is no visible evidence of its former existence.


( We use the term “neo-classical” to indicate that Hillsdale does not teach Latin to its elementary school students. Under the traditional Classical curriculum model, Latin is generally begun in the third grade. Nor does Hillsdale follow the traditional Trivium format found in many Classical curricula.


( Leahey helped me organize the Bay Area speakers’ bureau for that campaign.





� Distance Learning Resource Network maintains lists of virtual schools and related Internet based services at � HYPERLINK "http://www.dlrn.org/k12/virtual_list.html" ��www.dlrn.org/k12/virtual_list.html� 


� The Internet Home School of Prescott, Arizona is described at its Website � HYPERLINK "http://www.internethomeschool.com" ��www.internethomeschool.com� 


� The Eldorado Academy of Nederland, Colorado is described at its Website � HYPERLINK "http://www.eldoradoacademy.org" ��www.eldoradoacademy.org� 


� Wise, Jessie and Susan Wise Bauer, The Well Trained Mind: A Guide to Classical Education at Home, W. W. Norton & Company Ltd, London, 1999.


� The Hillsdale Academy has the K-8 portion of its curriculum available for download at its Website � HYPERLINK "http://www.hillsdale.edu/academy/completeguide.pdf" ��www.hillsdale.edu/academy/completeguide.pdf� 


� Sherman, Andrew J., Franchising and Licensing: Two Ways to Build Your Business, 2nd Edition, AMA Publications, 1999, p 74.


� Sherman, Andrew J., op. cit., pp 349-354.


� Sherman, Andrew J., op. cit., p xxi.


� The Trent Schools, Bloomington, Indiana is described at its Website � HYPERLINK "http://www.theschools.com" ��www.theschools.com� 


� The Eldorado Academy of Nederland, Colorado is described at its Website � HYPERLINK "http://www.eldoradoacademy.org" ��www.eldoradoacademy.org�


� Institute for the Study of the Liberal Arts and Sciences, is found at � HYPERLINK "http://www.islas.org" ��www.islas.org� where further information about the Catholic oriented school, Regina Coeli Academy and the near “clone” Scholars Online Academy are described. The Institute is the umbrella organization containing the two academies.


� David V. Anderson, Attributes of K-P Stellar Schools and their Hub, Appendix A, August 6, 2003. 


� David V. Anderson, K-P Stellar Schools: The Case for Franchising, Appendix B, August 7, 2003.


� David V. Anderson, Insolvent Private Schools and Failing Public Schools: K-P Stellar Schools to the Rescue, Appendix C, August 8, 2003.


� David V. Anderson, K-P Stellar Schools’ Implementation Strategies, Appendix D, August 11, 2003.
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