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Executive Summary

We are proposing the establishment of a new business enterprise within Asora® Education Enterprises,( which we call The Stellar Schools Franchising Company (SSFC). It will develop a franchising network of physical K-12 schools and provide similar services to home schooled children. The franchisor, The Stellar Schools Franchising Company, will provide a number of centralized services to its franchisee school locations to help them provide better instructional services and at lower cost. While the franchisor, almost by definition, is a for-profit company, the franchisees may be for-profit, non-profit, or even government run schools. Additionally, the instructional services will also be offered to home schooled children and others pursuing K-12 competence. We foresee launching SSFC as an S-corporation, which would transition to a full C-corporation or alternatively establishing the C-corporation directly.

Current Situation: K-12 Marketplace for Instructional Services(
Well over 110 million people in the United States do not have high school diplomas who now are or could be pursuing courses towards the completion of a K-12 education. About half of these are children currently enrolled in various schools offering instruction in the K-12 curricula. Of these, well over 8 million customers purchase K-12 instructional services from the private sector- generally through a physical school, but sometimes through home schooling vendors, or other distance learning services. We estimate that this base of private customers is growing somewhat about 1.6% annually- or roughly 100,000- per year.

Considerable evidence suggests that contemporary K-12 educational services are generally sub-par as compared to historical standards and to what is easily achievable in good private schools. This is particularly true in the public schools but is also a problem for most private schools. Except for a small minority of private schools, the quality of the instruction is not excellent and the cost of providing the schooling is sufficiently high that it limits the numbers of customers who can afford to send their children to such schools.

A number of educational methodologies and technologies exist or are being developed that can be utilized to educate K-12 students more effectively and more cost efficiently. The expanding marketplace and the obvious need for better instructional services suggests that efficient new enterprises may enter this marketplace and generate profits for their investors- as well as produce socially desirable outcomes. Thus leaders and investors in the educational sector, whether motivated by profits and/or by altruistic considerations, may find this plan relevant to their concerns.

Business Concept for the Stellar Schools Franchising Company

Asora® Education Enterprises Stellar Schools Franchising Company (SSFC) proposes to develop a business with the following characteristics:

1. SSFC will form a network of franchised schools providing instruction in a rigorous K-12 curriculum.

2. SSFC will provide many automated Web-based instructional services to supplement a textbook based learning paradigm.

3. SSFC will provide its instructional services in a self-pacing format.

4. SSFC, as needed, will utilize student tutors.

5. SSFC will provide its instructional services with significantly lower labor costs.

6. SSFC will additionally provide its instructional services to home schooled students including adults seeking remedial education and adult basic education.

7. SSFC students will often complete a rigorous K-12 curriculum in 10 years.

The very name, Asora, is an acronym descriptive of these schools, as follows:

A)
Asynchronously delivered “on-demand” instruction.

S)
Self-paced learning.

O)
Online distance education.

R)
Rigorous curriculum

A)
Assessment is strictly tied to the curriculum

These attributes are clearly consistent with the preceding list of SSFC characteristics.

We claim that there are five kinds of efficiencies that will lend themselves to SSFC’s profitability:

· Those from automation.

· Those from self-pacing.

· Those from economies of scale implicit in a franchising network.

· Those from labor force efficiency (non-union professional teachers).

· Those from the low cost of labor implicit in the use of student tutors.

We foresee establishing SSFC in two spheres: 

1) As a wholly owned school network coordinated by its central services Hub operation.

2) As a franchisor operating its franchising network and its own schools through that Hub.

Related Successes

We have been encouraged by the many successes of related enterprises:

· Distance education technologies paired with self-pacing have been proven at the post-secondary level and have shown the dual advantages of providing better student performance and lower instructional costs. The Math Emporium at Virginia Tech is a good example of this.

· For the K-12 curriculum, in both home schooling and in physical schools, those employing self-pacing are generally experiencing more rapid completion of the K-12 curriculum- in less than the standard thirteen years. In fact, many students finish in ten years. For example, the Golden Gate Apple School of Kensington, California has seen these benefits.

· Self-pacing in schools actually predates the advent of the public education paradigm of age-based classes. Primary schools on the Lancastrian model had both self-pacing and low labor costs that resulted from its instructional model. These schools existed in Britain and the United States in the early 19th century and enjoyed the economic benefit of using student tutors/instructors that allowed very high student-teacher ratios often in the range of 200-to-1. The Lancastrian model had very small classes- generally of 10 students- and students left each course when they had mastered the material in it and not before. Thus it also had self-pacing as an element of its instructional program. Labor costs were very low in Lancastrian schools.

· Franchising in the education sector is probably best exemplified by Sylvan Learning Centers. The dynamics of franchisee enterprises fosters rapid growth of the network that is difficult to achieve in a wholly owned system. This relates to the more rapid accumulation of capital when supplied by franchisees as compared to having it supplied by the wholly owned system. In fact, it is believed that the attempt of Edison Schools to form a wholly owned system failed on this very point when they were unable to raise sufficient investment capital
.

· For decades, the occasional use of distance education technologies in K-12 schools has improved the instructional services provided to students. A primary benefit has been the ability to provide better instruction by hiring world-class instructors who lecture to a wide student audience. A secondary benefit, not usually exploited, is the potential for labor cost savings.

· A number of virtual school providers offer instructional materials over the Internet. Some of them cover the entire K-12 curriculum. None, to our knowledge, provide video lectures- a key component of the SSFC instructional system. Except for that, many of them provide all of the essential services of a physical school including testing and the awarding of diplomas. K-12, Inc. is a good example of this enterprise type. In addition to its franchising operation, SSFC plans to compete in the virtual school market with its superior courseware and instructional services that we intend to offer at competitive rates.

· One might ask why there are no competing vendors for the services that we intend to provide to physical schools? We are now witnessing the development of similar instructional services at the post-secondary level. Their successes suggest similar benefits can be found in the K-12 years. We see no technical, educational, or methodological basis for thinking our proposed system impractical for K-12.

Supportive external issues

A number of other considerations provide further encouragement for the Stellar Schools Franchising Company (SSFC) development.

· The standard of living of Americans has been increasing for decades and shows no sign of abating. This improvement is being felt in all income classes. It means, that even in the absence of population growth, more families will be able to afford private educational services of the kind SSFC will offer. The growing population further expands this effect

· Another evident trend is the increasing availability of scholarships, tax credits, grants, and vouchers. These increasingly available funding devices will further increase the demand for services like those offered by SSFC.

· The federal legislation No Child Left Behind affects the prospects of SSFC in two ways: 

1) Directly, it has provisions for supplementary educational services, which could be provided by SSFC. 

2) Indirectly, through its testing and publishing of test results requirements, it will increase public awareness of public school deficiencies that should also increase the market for private educational services of the type that SSFC will provide.

· Educational reporting in the news media has often tended to support the opinions of public education leaders to the exclusion of other education experts. In recent years the development of alternative media outlets has tended to broaden the spectrum of information being consumed by the public. We think that better reporting of educational issues will heighten interest among potential SSFC customers.

· The parent company of SSFC, Asora® Education Enterprises, has been involved in the provision of achievement test analysis through its consulting enterprise, Asora Consulting. It is providing information to stakeholders in various states concerning student proficiencies in which the “gloss” of test score inflation has been removed. Recently it provided “report cards” for every K-12 public school in the states of Oklahoma, Pennsylvania, and Rhode Island among the other regions studied. These studies not only show the very low proficiencies of public school pupils, they also show how social promotion is the key dysfunction leading to the poor performance. The resulting publicity demonstrates a need, which Stellar Schools are particularly suited to fill- given their self-paced instructional environment in which social promotion is structurally eliminated.

· A final external issue supportive of the SSFC enterprise is the relative immunity that the educational sector has to the business cycle as compared to the more cyclical industries. Recessions will surely affect the education industry but to a lesser extent than many other industrial sectors. This suggests that SSFC investors’ risks will be minimized relative to other investment alternatives.

Development Path

The time for development depends on, among other things, available grants, and investment capital and sweat equity. An earlier plan foresaw the establishment of the for-profit Stellar Schools Franchising Company in year one. Given the long development period, profits were not projected until year nine. Little interest was shown by investors. Our new plan proposes a significant up-front investment of capital to build the instructional systems and to establish a small wholly owned network of schools in which the Stellar Schools instructional format will be perfected.

We foresee five phases of development- with the first four each taking one year to accomplish. They are described next, in the Table, along with some of the characteristics of each phase.

	Phase
	Years
	Hub Developments
	School Developments

	1
	2009
	Organizational Year. Build, acquire & integrate courseware for high school courses. Establish Hub facility and web infrastructure.
	Find beta-test sites in high schools. Acquire one or more high schools.

	2
	2010
	Build, acquire & integrate courseware for K-8 courses. Begin serving home schooling families. Enhance high school courseware. Operate Hub.
	Operate Stellar high school. Find beta-test sites in K-8 schools. Acquire one or more K-8 schools. Begin offering courses to home schooling families.

	3
	2011
	Upgrade all courseware. Begin small wholly owned network of schools. Continue Hub operations. 
	Operate Stellar K-8 schools as well as Stellar high schools. Acquire more schools.

	4
	2012
	Develop franchising structures & policies. Market franchising to prospective franchisees. Expand Hub operations. Commence profitable operations and franchising.
	Acquire or establish additional high schools. Complete wholly owned network at 4 high schools and 16 primary schools.

	5
	2013 onward
	Establish two-level franchising while continuing single-level version. 
	Seek new franchisees and new sub-franchisors.


Table: Evolutionary phases in the development of the Stellar Schools Franchising networks

Subsequent phases envisage further growth of the franchising network and further refinements of the two-level franchising network (within which sub-franchising will operate).

We believe that Catholic schools should play an important role in these developments. First we note, most private K-12 schools are Catholic. Perhaps more important is the fact that many parochial schools face financial difficulties and some fraction of them become insolvent every year. Given the cost effective design of Stellar Schools it suggests that Catholic educators may be interested in looking at alternatives to their current practices. And they might well be interested in playing a role in the development of Stellar Schools.

Marketing Program

Well before the inauguration of its franchising operations in the 2nd Phase, SSFC will provide services to increasing numbers of home-schooled students. The initial marketing program will focus on the parents of such students. Later, when SSFC begins the franchising phase of its operations, it will significantly ramp up its marketing outreach to attract franchisees. SSFC will encourage existing private schools, both non-profit and for-profit, to convert while also seeking entrants to establish new schools. 

Given that many non-profit private school operators are driven more by altruism than profit, our marketing campaigns will emphasize that the efficient nature of SSFC schools will allow them to provide better services at lower costs. This translates into better schools- the altruistic goal- and at the same time can represent higher profits.

Profitability Outlook

Our cost and revenue estimates, as calculated in our financial projections, suggest that SSFC will start generating substantial profits in the 4th year of its existence. Our projections for the out-years after SSFC becomes profitable envisage a return on equity at about 17%. We project per student annual tuition charges of approximately $5,600 for a high quality instructional program that currently would cost on the order of $10,000 at an above average quality private school.

Of the $5,600, roughly $1,400 is revenue to the SSFC (franchisor) leaving $4,200 to the franchisee. The economies of scale implicit in a growing franchising network, according to our analysis, will provide competitive profits for the SSFC franchisor. Given that existing virtual school providers charge in a range (from $1,400 to around $3,500) for these kinds of instructional services, SSFC will also have some pricing flexibility to bolster its profits. As the plan describes in more detail, SSFC instructional services will also provide a richer learning environment than those currently offered by its “near-term” competitors, which should give it a competitive advantage.

While not directly a concern of SSFC, the $4,200 per student revenue to the franchisees can also allow them to make competitive profits if they exploit the labor cost savings inherent in the highly automated courseware and instructional services. In its current form, our plan envisages an 11% profit margin for the owners of the franchisee schools, which is the same that we presume for the franchisor itself.

Raising Equity Capital

The current effort is a one-person enterprise and lacks any significant financial resources.

Our first priority is the recruitment of the core management staff of the SSFC. This business plan, among its other purposes, is a vehicle for soliciting such participation. Discussions are currently underway with some potential candidates.

We estimate a significant investment capital requirement to enable a speedy ramp up of the operation that would bring profits after three years. Depending on whether we acquire the 20 odd wholly owned school properties through leasing as opposed to being purchased, the capital requirement varies over the range from a minimum of around $50 million to a maximum around $96 million.

Developing the 90 courses that comprise the core curriculum of our K-12 instruction will consume upwards of $30 million, which is the largest capital component (after the potentially large purchases of school properties).































( Contact Information:   401 793 0421.                                                         Email:   david.anderson@asoraeducation.com


( Asora is a pending United States Trademark awaiting completion of its registration.


( The analysis of the marketplace is based on information collected up through mid 2007





� Milton Friedman, Private communication, July 2003.
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