Stellar Schools Franchising Project


Profitable Education in Stellar Schools:

Franchising Self-Paced Web-Enabled K-12 Schools With Applications to Non-Profit and Public Schools

David V. Anderson

March 14, 2006

Introduction
You’re looking at a product of the Chicago Public Schools. Would you believe that in high school I received A’s in honors English but when I arrived at college in 1959 I failed the English writing test? 

I want to share with you some ideas I have- mostly drawn from others- about how we might improve the schooling we provide our children in our K-12 educational systems.

Our goal is a common one: Namely, provide better services at lower costs. How do we do that in the context of K-12 schools? More about this later.

Cutting to the chase

Surely a shorter speech is generally better than a longer one. For those of you who would like the “big picture” and not be bothered with details, I refer you to the actual words in our title and a subtitle. They contain just about all you’ll need to know. It reads, “Profitable Education in Stellar Schools: Franchising self-paced, web-enabled, K-12 schools, with applications to non-profit and public schools.”

Those title words suggest the following:

· By “profitable” we mean two things: That these schools will profit or benefit their students and that their owners will earn reasonable financial profits. 
· In “franchising” you also know that it’s a for-profit enterprise, at least at the franchisor level. You know it’s a network of locally owned schools. 

· From “self-paced” you infer that children will learn at their own paces. It’s more natural and suggests that age based grade levels will be ended.

· “Web-enabled” tells us that computers and the Internet will be used to automate some or most of the instruction and it suggests that unit costs will come down. 

· Finally, we infer that non-profit private schools and even public schools could be franchisees under a for-profit franchisor.

By implementing these concepts and some others, I believe that effective instructional methodologies can be employed to provide a better school experience for the average child. These new schools are called Stellar Schools.

You can learn more at our Website:  stellarschools.com
First Hand Experience and Knowledge

Turning to my own background you might wonder how this former research physicist ended up as an educational entrepreneur? Some of my life experiences (“been there, done that”) have greatly influenced my views concerning education reform. 

Distance education in the pre-Sputnik era

I already mentioned my embarrassment in being forced to take remedial English in college. It says something about the A’s I received in high school honors English. But now I’ll say something positive about that school.

Of particular impact was the superb high school physics course I took back in 1957- 58. Our course came over the television thanks to Professor Harvey White of U.C. Berkeley and PBS. 

The presentations were rehearsed, easy to follow, and nearly flawless. Few high school teachers could hope to match the quality of Professor White’s instruction. Many of us were inspired to study physics further. I was.

Not only was the quality of instruction up, but it also suggested a way to reduce labor costs. How so?

Our local teacher only worked 10 minutes out of each 40-minute period doing Q&A. He could have covered four such classes within 40 minutes had the television programs been appropriately staggered in time. Hence, his labor costs could have been cut by as much as 75%.

Of course, Professor White had to be paid, but his services had an enormous economy of scale given the enrollment that exceeded 100,000. 

The lesson here for us is that even in 1957 one could do more with less.

These advantages of the distance education of nearly a half-century ago carry over to today’s Web-based systems in which video presentations and other instructional material can be viewed on demand.

Teaching in a parochial high school

Along the way, before I completed graduate school, I did take a year to teach high school physics and mathematics. From that experience and other more recent stints as a substitute teacher I acquired a love of teaching and some perspective on how children learn.

Financial planning for education

Decades passed and I took early retirement from my physics research career and eventually worked in the financial industry as a financial planner in northern New Jersey. As such I became interested in the options families had in financing their children’s educations. Should they save up for college or should they save for their children’s K-12 private education? That led me to survey the quality of K-12 education in the surrounding communities through a comparison of SAT scores. 

In community after community, I found similar patterns in these scores: private high school students were almost always better than their public counterparts- but not by much. This suggested to me that some of the ills of public schools have found their way into private schools. It told me that private schools need to be reformed and that is a private sector challenge! This survey, probably more than any other experience, led me to the Stellar Schools concepts.

DeVry University courses in financial analysis

Not long after the SAT survey, I also took a financial analysis course from the DeVry University (a for-profit post-secondary institution) that provided the students with some computer-based courseware. There I was introduced to a novel concept of what defined their curriculum.

Impetus from my own experiences

These first hand observations led me to two conclusions: One, our K-12 schools, both public and private, need help. And, two, distance education has a lot of promise in carrying out these reforms.

Second Hand Knowledge

I’ve also done some library research to broaden and extend my knowledge in this area. Some highlights follow:

Real drop-out rates

My visual aid, dating from 1993, applied then and still applies to California public schools.
 Similar results apply in most regions of the United States. It says that only 2/3 of entering 9th grade students finish high school- for a dropout rate of 33%.
 But wait. It says only half of the high school graduates or 1/3 of entering 9th graders will finish with 8th grade or better skills. I think I exaggerate when I suggest that half of those (1/6th of entering 9th graders) will achieve or exceed 12th grade skills.
 So about 17% of entering 9th graders will achieve 12th grade performance, suggesting that the real drop out rate is about 83%! Maybe Rhode Island is better- say about 75%?

About K-12 student performance

Various assessments of K-12 students’ performance show significant differences among school types. A study by Rudner
 provides all but the for-profit results.
 The largest network of for profit schools, Challenger Schools, provides the for-profit estimate.
 In terms of percentile results from normed tests given to 8th graders nationwide, it was found that:

· Public schools were at the 47th percentile. 

· Non-profit private schools were at the 72nd percentile. 

· Home-schooled children were at the 81st percentile. 

· For-profit private schools, though very small in number, were at the 90th percentile.

As defenders of the status quo correctly observe, these results have not been controlled for socio-economic factors. When they are, the differences narrow but the qualitative results remain true.

Price elasticity of private education

Finally, if private education could be made less expensive, economic analysis suggests that for each 10% reduction in tuition, the enrollment would grow 4.8%. Economists B. R. Chiswick and S. Koutroumanes, in an analysis of the demand for private schooling, have estimated that for a 10% reduction in tuition costs the market for that service increases 4.8%.
 In the lingo of economics the price elasticity (of demand) is 4.8%/10% = -.48. Since Stellar Schools are designed to be less expensive, they should benefit from this effect.

Available resources

Some of the resources that are commonly in use include:

· Textbooks

· Workbooks

· Lectures

· Lecture notes

· Audio-visual content and their delivery mechanisms

There are other more contemporary resources that are also “off the shelf” but are not used much. Among these are:

· Computer/Web based courseware

· Interlinked digitized text

· Video lectures

· Computer based assessment systems

· FAQ

· Remote help desks

Almost all of these resources, given our interest in self-paced instruction, can be provided on-demand (asynchronously).

Reinforcement to my own experiences

This research, just mentioned, as well as other information not presented here, gives further credence to the two conclusions I mentioned before:

· That K-12 schools need much improvement.

· That many of the building blocks of reform are available.

What Are Stellar Schools?

After reviewing many alternatives we decided on franchising and within such a system employing the many proven tools, methods, resources, and technologies

The Franchising Network of Stellar Schools

The following diagram shows schematically how we envisage the structure of the Stellar Schools franchising network.
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In terms of their organizational structure, we envision for Stellar Schools the following functional attributes: 

· They serve physical schools

· They serve home schools

· They are managed largely from a central service Hub

· The franchisor runs the Hub

· The franchisees run the local schools

· The franchisor controls the system

· The franchisor is the integrator of outsourced content and services

Why These Characteristics?

Some of the motivation for structuring Stellar Schools in the way we do has already been mentioned. But for completeness let’s go back and justify why Stellar Schools are designed the way they are. Five of the system characteristics that need further explanation are:

· For-profit

· Franchised

· Automated instruction

· Self-paced learning

· Rigorous curriculum

For-profit?

For profit enterprises have superior incentives (the profit motive) to excel as compared to non-profit organizations where weaker incentives (the solvency motive) allow more of a “getting by” attitude. Altruism is an important motivator too, but is not as stimulating as the prospect of profits. (A good discussion of why Capitalism is good for education is in the book by Walberg and Bast.

Moreover, as for-profit enterprises generally gain market share over alternatives this leads to further economies of scale that allow for further increases in quality and decreases in unit costs.

Franchised?

Franchising allows economies of scale without some of the problems inherent in a “one-size fits all” approach. It’s a flexible arrangement allowing for an optimal sharing of control between the franchisor and the franchisee schools. Moreover, franchising is a good vehicle for raising capital.

Because capital can be generated more rapidly, franchised networks can grow faster than other kinds of chains. One aspect that helps growth is the ability of non-profit schools to become franchisees.

And as the franchising network continues to grow, further economies of scale will continue to lower unit costs, both from labor and capital. 

Automated?

To be able to provide “more for less,” automation is a key ingredient here (as it is in other industries). By freeing up human instructors’ time it allows for both a higher ratio of students to teachers and at the same time allows more one-on-one contact between teachers and students. In such a combination lies lower labor costs and better instructional services. 

Considerable supporting evidence in the post-secondary educational sector validate these claims.

Self-paced instructional methodologies?

From a pedagogical point of view, self-pacing is a key ingredient helpful in improving a student’s progress in school. Not only is the pupil’s progress potentially accelerated, it also provides a learning environment that is psychologically more pleasant for the student. It’s a good cure for the boredom of going too slowly or the frustration of going too fast. 

Self-pacing generally requires tutoring to be successful. In our plan, the teachers’ principal activity is tutoring. Student tutors and what we call cyber tutors add to the instructional resources, at very little additional cost, so that students will rarely have to wait for help. 

Clearly, it is the various instructional technologies- primarily involving computers and the Internet- are what “offload” nearly all routine teacher work. This allows them to focus on tutoring. Thus it is the “magic” of technology that allows one to increase the ratio of students to teachers while at the same time increasing the individual attention each student receives from those teachers. 
Rigorous curriculum?

Contemporary public and private school curricula suffer from the “dumbing down” phenomena seen over the past several decades.
 We intend to “beef up” the Stellar School curriculum. We are considering one published by the Hillsdale Academy. In that curriculum, Latin is required beginning in the 7th grade.

Conclusions and Summary

Stellar Schools only exist on the “drawing board” and will require some significant period of development before they can be franchised. Yet, we believe our prospects are good from a number of standpoints:

Better instructional services at lower costs

I hope you’re convinced that combining best instructional methods and available technologies allow one to develop schools that will have the best of both worlds: lower costs and higher quality. In that combination, the school owners can benefit financially, while students will receive better educations, and do so for lower tuition costs.

I believe that the greatest impediment to the development of for-profit school systems is the heavy subsidization of their competitors in the public and non-profit private sectors. 

Who benefits from Stellar Schools?

We don’t see the introduction of Stellar Schools as a zero-sum game. We believe that there will be many beneficiaries of Stellar Schools. Surely, the students, the franchisees, and the franchisor will directly benefit. Indirectly, parents, employers, and society gain as well.

Given the cost-effective nature of our proposals, Stellar Schools represents a model that could help financially struggling non-profit schools. In particular, it could interest marginally solvent Catholic parochial school systems. Furthermore, the price elasticity advantage suggests that such systems could return to a growth pattern- reversing decades of shrinkage.

Status and future directions

The Stellar Schools project could be characterized as a research and development project that has now reached the point where a prototypical school needs to be established. To that end, a business plan has been developed. (117 pages and it’s available from our Website.) The plan currently envisages developing the prototypical schools first within the non-profit arena so we can seek grant funding to develop the concepts. Once a viable school is in operation, we can then transition to a for-profit operation. 

In summary, Stellar Schools are based on proven technologies, methodologies, and business structures. What is new is the combination of them being put to work in the establishment of a new kind of school. It’s a new recipe but it’s made out of known ingredients. While we cannot prove that Stellar Schools will succeed, we have every indication that they or something similar will thrive. 

I hope we have made their success seem not just plausible but inevitable.
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� The old chart we use in the presentation relied on old and incorrect dropout data from the early 1990’s when it was assumed that the dropout rate was about 20%. More accurate estimates of that time period indicate that 33% was a more accurate figure. That’s why the chart has some evident “corrections” written on it.


� Orfield, Gary, Ed., Dropouts in America: Confronting the Graduation Rate Crisis, Harvard Education Publishing Group, 2004. The Harvard study suggests that 33% remains a good estimate of the national drop out rate.


� NAEP test scores were found at � HYPERLINK "http://nces.ed.gov/programs/coe/2004/section2/table.asp?tableID=42" ��http://nces.ed.gov/programs/coe/2004/section2/table.asp?tableID=42� and at � HYPERLINK "http://nces.ed.gov/programs/coe/2005/section2/table.asp?tableID=246" ��http://nces.ed.gov/programs/coe/2005/section2/table.asp?tableID=246� for reading and mathematics proficiency, respectively.  Within the context of our chart with 4.00 million high school graduates, these results suggest that only 1.44 million or .64 million would graduate with 12th grade skills or proficiency, respectively, in reading or mathematics. In our rough estimate we use 1.00 million as an average of these two figures to denote the number of high school graduates who really achieved 12th grade proficiency.


� Rudner notes that his analysis is limited by unknown sample data bias of the home schooled population because the sample may not be representative. And it may be that the most underrepresented part of that population in that sample could be the lower performing home schooled students. Still the sample size is large and its results, for the purposes of our discussion, are probably adequate. 


�Rudner, Lawrence M., Scholastic Achievement and Demographic Characteristics of Home School Students in 1998, in Educational Policy Analysis Archives, 7, #8 (March 23, 1999).


� � HYPERLINK "http://www.challengerschool.com/" ��http://www.challengerschool.com/� 


� B. R. Chiswick and S. Koutroumanes, An Econometric Analysis of the Demand for Private Schooling, Research in Labor Economics 15, (1996): pp 209-37.


� Herbert J. Walberg and Joseph L. Bast, Education and Capitalism: How Overcoming Our Fear of Markets and Economics Can Improve America’s Schools, Hoover Institution Press, Stanford, 2003


� Diane Ravitch, Left Back: A Century of Battles Over School Reform, Touchstone Press, New York, 2000.  Ravitch provides a good historical sketch of the many educator led “fashions” that dominated the 20th century of public education, including efforts to reduce the academic curricular content that students are expected to master.
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Diagram of One-Level Franchising
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