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Abstract

We address and encourage potential participants in the development of the Stellar Schools Company  (SSC). SSC intends to operate a K-12 instructional and testing service using a novel combination of automation and franchising in its organizational format. SSC will provide a number of centralized services to its franchisee school locations to help them provide better instructional services and at lower cost. Also, its services will be provided to individual homeschoolers. SSC will control the curriculum and its content. It will control the instructional methods and delivery mechanisms. Unlike many of its competitors, nearly all routine teacher functions will be automated. The teaching faculty of the Stellar Schools will be far superior to typical K-12 instructors as found in public or private schools. These expert teachers will be teamed with university professors to provide video instruction, detailed lecture notes, and the management of their segments of the examination database. SSC has chosen to follow the publicly available, highly rated, and rigorous Hillsdale Academy curriculum. At the level of each course, SSC defines its curriculum as the content in its “universe” of the examination questions and answers. Part-time students will be served and awarded certificates for those courses that they master. Full-time students will receive the certificates and can also work towards a high school diploma. SSC is currently refining its business plan to include more details such as likely suppliers of services it will obtain through contract.

Introduction

Is the Stellar Schools Company Attractive to Investors?

Before describing the Stellar Schools Company’s characteristics and plans, let’s review its prospects as a profitable enterprise. We believe that our proposed franchising network and the franchisor provided instructional services will be successful and popular. The question regarding projected revenues is: what market share will be achieved? What is to stop other operators with nearly identical services from competing and eroding our market share? 

Currently, SSC does not have patents, copyrights, proprietary secrets, brand recognition, or exclusive licenses to protect it from competitors who may be able to “execute” this type of operation more efficiently than SSC. So how do we proceed? How can we reasonably assure prospective investors of some return on their capital?

The answer is that SSC needs to obtain the aforesaid “missing” items. We would like to have an exclusive arrangement with Hillsdale Academy to hold an exclusive license to use their name as a second name for our enterprise: The Hillsdale Online Academy. As SSC develops the numerous courses for its K-12 schools, it will hold copyrights to them. In many of these courses, the instructors’ lecture notes will comprise the primary text and these will be published as a hardcopy book in addition to having a digitized version on the student’s computer. The examination database, which under SSC’s practice, defines the SSC curriculum will also be copyrighted. If SSC can make the licensing arrangement with Hillsdale Academy, that will help build the SSC brand. In the course of building the instructional environment for Stellar Schools, we may be able to patent various methods that we invent. Other procedures and policies may be protected as proprietary secrets.

Because of these vulnerabilities, we think that at this time investors, and particularly passive ones, will be reluctant to provide SSC capital. Alternatively, active investors who may want to participate in making SSC a thriving concern may find joining the SSC enterprise an acceptable risk. When we say active investors we assume they would contribute “sweat equity” as well as capital. In fact, we welcome “sweat equity” investors without capital if they can contribute to the development of the Stellar Schools Company. We intend to pay such contributors with company stock.

Alternatively, SSC could start out as a non-profit enterprise that we’d call the Stellar Schools Organization. In that case our goal would be to receive grants and donations to fund the school’s development. Altruism is a powerful motivating factor in the field of education reform. It may lead donors to look favorably on the Stellar Schools Organization. When ( or if) the non-profit version of Stellar Schools demonstrates that its services are superior to the alternatives and that they are popular among parents, it will be a model worth emulating by a for-profit enterprise. At that time the for-profit SSC could be formed by purchasing the assets of the non-profit- with the proceeds going to various educational foundations. Or a similar for-profit company could be started from scratch that would emulate the non-profit’s operation.

Overview of Stellar Schools

Students of journalism are often taught to include the “What, why, where, how, and when” in stories they write. So, too, we will summarize the Stellar Schools Company effort in that framework. In terms of a headline, we say that Stellar Schools will Replace Mediocrity with Excellence.

What:

Our organization, the Stellar Schools Company, intends to develop and operate a K-12 on-line instructional service to be used in its own physical schools and by others under contract such as homeschoolers. Its primary functions will be instruction and testing. As an alternative to being a for-profit company, in its early stages, depending on funding/investment sources the Stellar Schools effort may be operated as a non-profit organization called the Stellar Schools Organization. If we do operate as a non-profit for a period we intend to sell our assets to a private operator whenever that becomes feasible because we believe the long-run health of this enterprise will require private investment. We eventually plan SSC to be the franchisor of a network of franchisee schools and also the provider of instructional services to home schooling families. SSC will operate an on-line school and will distinguish itself among its competitors by including video lectures and a novel method of assessment. All routine teacher chores will be automated leaving teachers to work one-on-one with students needing help. We will provide instruction based on the curriculum publicly available from the Hillsdale Academy. As SSC grows we may add other curricula to its repertoire. Instruction will be self-paced in most of the core courses although some group instruction may be included in elective areas. The video instructors will work in pairs with one an experienced K-12 teacher and the other a university/college instructor highly expert in the subject. SSC will accept part-time students and will issue certificates of mastery to students who complete its various courses. Diplomas will also be issued to full-time students who master all the courses. Mastery of a course requires achieving a score of 95 or higher.

Why:

Many studies of our current K-12 educational systems, including both public and private schools, conclude that we are not producing adequate levels of student performance and that we are expending far too many resources for such unacceptable outcomes. We believe that K-12 instructional services can be reformed to greatly improve student performance and do so at less cost than the status quo. We also intend to provide subject content that is free as possible of politically biased information- unlike what is seen in many public and some private schools. We see no need to force our customers (parents and their children) to be enrolled full-time. We can adapt to customer needs by teaching them in the areas they deem important. Of course, the certificates of achievement and/or diplomas will not be issued unless all relevant subjects are mastered at the 95 percent level.

We are encouraged to develop SSC’s schools and services because we are witnessing many successes in these types of instructional services that are now becoming more available at the college level. There are also scattered success stories in K-12 education as well. A number of vendors already provide the full range of K-12 courses on-line including testing and other services. We hope to extend those services- particularly with extensive video lectures- that will add another dimension to the instructional environment (which will make it more traditional as well). The rapidly falling costs of providing video content over the Internet makes it feasible for SSC to offer the video components. For example, each course will have about 5 gigabytes of content; typical Web servers charge less than $1 per gigabyte transferred suggests a nominal cost for the video component even in today’s cost structures.

My personal experiences as a student of an early form of distance education as well as more recent experiences with a course I took that was computer based are among the facts that have convinced me that I’m on the right path.  They each demonstrated the two essential elements of higher quality instruction and lower costs of delivery that are needed to make instructional services more effective and more affordable. If I have benefited from what were rather crude implementations of methodologies/technologies, surely others can benefit if these avenues are further perfected.

Others, who are well known experts in their fields, such as economics, business, education, and computer technologies, have provided valuable supportive feedback. The little negative feedback I’ve heard mainly revolved around the worry that computer instruction would bore the students. Luckily, there are counter examples of on-line instruction that even children in kindergarten find stimulating.

Where:

The SSC will be based in the United States and will serve customers within the country in its early operations. The SSC, itself, is the franchisor and lead organization in a network of franchisee operated schools. SSC is currently located in Providence, Rhode Island but is considering having a facility in Southern California, as it expands. Like many franchisors, it will provide goods and services from its franchisor location and will coordinate the delivery of many other goods and services that will go directly from third party suppliers to its franchisees and other home-schooling customers. We intend to serve home schooling families in all parts of the U.S. In its initial stages SSC will also operate a small wholly owned network of K-12 schools in order to perfect its operational format. The locations of these schools have not been determined. As SSC moves into the franchising phase we will seek existing schools to be converted to franchisee operations and also solicit developers of new franchisee schools.

How:

We have been developing many of the ideas and plans for Stellar Schools over the past two and one-half years. We have a fairly detailed (117 page) business plan. It will surely evolve as we gain experience and input from other players. We have been lining up informal (unpaid) advisors (correspondents, friends, potential suppliers) who have given us valuable feedback.

In a sense the whole effort in building SSC revolves around expanding the list of suppliers- as conceived in a general sense. Thus we need suppliers of capital, suppliers of labor, as well as the usual third party suppliers of those goods and services that will not be within our core competencies. Our most recent efforts have resulted in identifying potential suppliers of our computer based instructional system: hosted application service providers. We have identified the supplier of our curriculum: Hillsdale Academy. Given that it is in the open domain there is no direct cost using it. Indirectly, through that curriculum there are many publishers who will supply text, source, and reference books, content, and materials. If agreements can be reached with the Hillsdale Academy we will solicit participation of members of their faculty to help build the video based courses. Through their advice we hope to identify university/college professors who will help form the teaching duets we envisage. As we identify a list of willing suppliers it helps us refine our business plan which should increase our likelihood of raising investment capital- including those players willing to invest their “sweat equity.”

To demonstrate how such methodologies/technologies will work, we have embarked on the development of a mathematics course: Algebra 1. We have completed one video lecture (the first of the course) that runs about 30 minutes. It is integrated with the examination data base to show how closely connected the knowledge items are connected to possible examination questions, on the one hand, and the actual instructional material, on the other. These items are included in the demonstration CD currently being developed.

When:

The Stellar Schools effort began in mid-2003 as we began to explore the idea that technology could be combined with franchising to develop a school system model that would be more effective and less expensive than existing public and private systems. Since then we have developed a list of several hundred correspondents who we have kept informed about SSC developments. A few dozen of these have provided us feedback on an informal basis. . During the period 2004 – 2005 SSC explored a possible alliance with a private school in Sunnyvale, California (The School of Choice) in which some of these instructional methods/technologies would be tested. The relocation of the Stellar Schools effort to New England makes this collaboration less feasible though by no means impossible. In 2005 we made the decision to use the Hillsdale Academy curriculum exclusively. Also, in this year discussions with hosted application service providers have ensued which give us further encouragement to proceed.

As we enter 2006 we look to find ways to include the Hillsdale Academy management and faculty to play more formal roles in our project. We are also building a demonstration CD to distribute to interested parties. A Website is also in the works.

Audience for this Report

Who Should Read This

This report is addressed to people who are interested in the reform of K-12 education here in the United States. If you believe that solutions based on best methods, on best technologies, and on competing for-profit enterprises should be considered, then this proposal may be of interest to you. Or to put it more simply, if you believe new strategies should be pursued- whatever their pedigree- you may find the Stellar Schools concept worth considering

Who Should Not Read This

If you believe that education reform should focus primarily on public schools, then you may not- at first glance- find this of interest, though important aspects of the model we develop could be applied in public education. Or if you believe that no schools should be of the for-profit variety, you will probably not find this to your initial liking- except, again, the model has important applications to non-profit and public schools.

What Economics Tells Us
 A Little Economics History

The experience of the past century, if it has shown nothing else, suggests that capitalism is the most productive economic system. As a corollary, services and products provided by for-profit enterprises are generally superior and more cost-effective than those provided by non-profit organizations. And the comparison with government provided services is even more stark.

The Economics Of Stellar Schools

There are five kinds of efficiencies that contribute to the profitability/cost-effectiveness of Stellar Schools:

· Those from automation.

· Those from self-pacing.

· Those from economies of scale.

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

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

Is The Education Industry Immune To Economics?

While the education industry has a highly distorted marketplace, owing to the various government subsidies, players, and regulations, it nevertheless has its niches where for-profit schools and vendors provide high quality services that surpass those provided either by non-profit organizations or the public education systems- at least when compared on a dollar for dollar basis. Thus, we are led to conclude that reforming K-12 education should primarily be a task for businesses.

Post-Secondary Successes

Schools already exist at the college level (and beyond) that have benefited from these kinds of methods and technologies. We believe that there is no essential difference between post-secondary and the K-12 years that would discourage the implementation of Stellar Schools. Just as economists would have predicted!

Encouraging Developments in K-12 Instructional Services

The use of self-pacing, an integral aspect of Stellar Schools, has been quite effective in schools that have implemented it. Franchising in the K-12 environment is exemplified by Sylvan Learning Centers which have been quite successful. Distance education is used in physical schools, but on a limited basis- usually to teach courses for which the school is not capable.

Wherewithal for K-12 Tuition Significantly Increasing

A combination of the continuing improvements in the American standard of living and the expanding availability of scholarships and other school funding devices suggest that many more parents will have the means to send their children to private schools. Given that Stellar Schools will charge markedly less for tuition than other private schools suggests its popularity and market share will grow appreciably.

Stellar School Services to its Customers

What Content Do We Want Our Children To Learn?

We want our children to have a robust and rigorous preparation in the K-12 years. Ideally, we believe that children would learn the traditional classical curriculum subject matter which includes Latin and Greek instruction during the primary school years. Of the various curricula in fairly widespread use, we find the near-classical content taught at the Hillsdale Academy is best. In this curriculum, the children study Latin beginning in 7th grade but are not required to study Greek. Over 500 schools in the United States currently use the Hillsdale Academy curriculum. Given that it is fairly well known, we think it will be easier to market this curriculum as compared to one that would be the “purists’” choice. So we shall use the Hillsdale Academy Curriculum.

What Instructional Methods and Formats Do We Want?

We believe in books- the ones specified in the Hillsdale Curriculum. We also believe in the lecture format as an equally important mode of instruction. In providing these lectures we believe in hiring the best available instructors. We believe that a comprehensive set of lecture notes encompassing the entire curriculum of each course should be provided to the students as their primary textbook. Students will also study more traditional textbooks to reinforce course content. We believe in workbooks, practice tests, and hands-on learning where appropriate- especially in laboratory science courses. We believe in tutoring where needed and we believe that the teacher’s roles include that of mentor. We insist that the students be allowed to progress in a self-pacing format.

How Can We Deliver These Services Cost-Effectively?

If we were to deliver the instruction in the manner just described without any use of modern technology, the costs of providing each child’s education would be exceedingly high. However, through automation, these costs can be brought down significantly. With proper organization and optimal use of the teachers we believe we can operate a school with markedly lower labor costs than typically experienced in private schools. There already exist so-called virtual schools in which the instructional services for K-12 are provided over the Internet. These are typically used by home-schooled children. They use a form of distance education to provide on-line lessons, drills, and testing. Some of these schools are accredited and issue diplomas. Most vendors in this area, however, do not offer the lectures nor do they provide digitized lecture notes linked to the online exercises of the sort that we seek for our Stellar Schools. 

How To Augment These Services For Stellar Schools?

We have begun discussions with one or more vendors who will help us “produce” the content of our courses. This includes the production of video lectures and digitized lecture notes, as well as other digitized content. Links to that content from exercises and practice tests will enable students to rapidly access the information relevant to any errors or questions they might have. We plan to have FAQ’s as well as supplementary documents and supplementary lectures to help students when they encounter difficulties. While our main emphasis is the application of this technology in classrooms (of Stellar Schools), we shall also provide these services to home-schooled children.

How To Implement Self-Pacing?

Self-pacing is not new and yet it is not commonplace. As children move through each course, each at his own pace, it is obvious that no group instruction is feasible. While the technology employed in the virtual school is asynchronous the human labor force must also be able to meet the demands of many children where each, so to speak, is on a different page. It is particularly true in the early years of primary school that children need significant teacher time. In most schools where self-pacing is used some reliance is placed on student tutors. We believe that a large minority of the more advanced students can be trained to assist the professional teachers provide instruction to the younger children.

Business Issues
The Marketplace for Stellar School Services

We have estimated that approximately 6 million children receive instruction from the private sector- mostly in a physical school but sometimes through a home schooling vendor or other distance learning services. We project that this base of private customers is growing somewhat more than 2%- or 160,000- per year.

The Organizational Format For Stellar Schools

To achieve significant cost savings from the technologies employed it is necessary to develop economies of scale. To do this requires having a network of many schools with at least many thousands of students. In reviewing the kinds of business networks available we have determined that a franchising network is most suitable. Franchising, as opposed to wholly owned systems, allows one to design an optimal level of local control and also more easily accommodates the task of raising capital. It is flexible in another way that is most beneficial to existing networks of schools: That is, only the franchisor needs to be a for-profit business. The franchisees can be for-profit, non-profit, or even public schools. Thus the application of the Stellar Schools concept could help reform non-profit schools or public schools.

The Projected Costs For Stellar Schools

In the rather elaborate business plan developed for Stellar Schools( we have estimated the per pupil cost per year to be in the neighborhood of $5,000. Of this, approximately $1,000 pays for the technology and content of the virtual school provider. The remaining $4,000 is the cost of operating the school facility including the teachers’ compensation. The automation implicit in the virtual school format allows higher student-teacher ratios. Despite that higher ratio, we believe the teacher-student contact time will actually increase because all of the routine teacher chores, including the lecturing, will have been automated leaving the teacher to spend nearly all of his or her time dealing directly with students. 

Development Path

The speed of development will depend on the capital made available. To date we have not had any significant capital contributed to the Stellar School effort. Here is what we foresee as the steps in the establishment of the Stellar Schools franchising system:

1. Identify the curriculum and books.

2. Identify the application service provider(s) (ASP).

3. Hire teachers to construct the virtual courseware, including the video lectures.

4. Test the courseware in classrooms.

5. Market the Stellar Schools virtual courseware to home schoolers.

6. Purchase or find private schools that will use the Stellar School virtual courseware.

7. Refine and perfect a small wholly owned network of K-12 schools.

8. Based on the success of the preceding begin developing franchisee schools

We have completed Step 1.) and have found some of the ASP’s of Step 2.). We are now working on Step 3.) but progress is slow. This slow pace is due to our lack of capital and we are currently unable to hire the teachers envisaged there. However, we have begun to build an Algebra 1 course based on the Saxon Math textbook. It appears that it will require a significant fraction of a man-year to develop this course. We hope to use this one course to demonstrate how Stellar Schools’ instructional system will operate. That may engender sufficient interest to allow us to raise needed capital including “sweat” equity.

Conclusions

What We Know and Believe About What Works

Stellar Schools are based on methods and technologies known to work in post-secondary education. Our understanding of economics suggests that a for-profit business enterprise will be the most cost-efficient organizational format in which to provide the Stellar Schools’ services. We believe that franchising offers the right combination of control and decentralization conducive to operating effective schools and it also allows the benefits of this format to extend to non-profit and public schools- of course, assuming they are willing to live under the franchising agreement’s terms and policies. We believe that the efficiencies inherent in the Stellar Schools franchising network will simultaneously allow for significantly better instruction and lower costs. It is expected that private systems of schools based on these principles will be able to operate less expensively than their competitors and therefore will make tuition affordable to larger numbers of families. This will help make school choice a reality for more parents- even in the absence of vouchers.

Other Beneficiaries

We suggested at the outset that benefits would accrue to non-profit and public schools. These benefits are of two types:

· Such schools could directly benefit as franchisees.

· Such schools could imitate the methods and technologies of Stellar Schools and benefit that way.

Enhancing the Reputation of For-Profit Schools

In the same way that Federal Express, United Parcel Service, and other private delivery services excelled in their businesses and showed how the private sector is superior in providing a traditional public services (as opposed to the Postal Service) we think Stellar Schools, if successful, would bring much respect to for-profit private education enterprises. As more and more parents, voters, and politicians see the value of private efforts in this area, we believe it will be easier to legislate vouchers, tax credits, and other inducements supportive of these kinds of educational services.

Love that Food Store Analogy

The analogy I like best is that of education to food stores. The latter is almost completely for-profit and yet our society has found mechanisms (food stamps etc.) so that few go hungry. The incredible variety and quality of food to be found in American grocery stores is wonderful. Hardly any of our schools are for-profit and it should be no surprise that there is little variety and not much quality. The way to get these for-profit schools into the ascendancy is to increase their market share. Lowering tuition costs, as we believe Stellar Schools will do, expands that market. 

More Scholarships are Needed Too

Still, we need mechanisms in this industry to give all children the option of such schools. Among them are vouchers, tax credits and other inducements for private scholarships. Having these funding mechanisms available will, in particular, greatly accelerate the growth of Stellar Schools. More generally, we believe they will spur the development of a growing and robust education industry.

Not in Political Arena: We Only Need Approval of Capitalists! 

Finally, I should say that the beauty of Stellar Schools, or at least an advantage, is that no new law is required to launch this reform. It is thus out of the political arena. Rather it is in the capitalist arena where it awaits the essential ingredient of- guess what- capital!
( Please contact the author at: � HYPERLINK "mailto:david.anderson@stellarschools.com" ��david.anderson@stellarschools.com�


Or by telephone at 401 793 0421.


( An extensive 117-page business plan is available from the author.
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