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What research is there concerning closures?

As of August 2022 there were 1,655 private colleges and universities in the US

As of August 2024, around 480 colleges (about 55% of schools ranked by Forbes) earned a C or below
21% of schools received a ranking of D or below

138 colleges have closed from 2016 through 2025 (planned) -

https://www.highereddive.com/news/how-many-colleges-and-universities-have-closed-since-2016/539379/

The prior 25 years (1991 — 2015) there were 119 closures

Rate of closure has anobroximatelv trinled since 2015
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https://www.highereddive.com/news/how-many-colleges-and-universities-have-closed-since-2016/539379/

4-year non-profit closures/mergers 2016 - 2025

Four-Year Nonprofit Closures or Mergers 2016 to 2025; Totals 138
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4-year non-profit closures/mergers 1990 - 2015
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Closures —

A Common = Reduced recruitment for each of a number of cycles
Progression = Declining NTR per student for each incoming class

» Increased reliance on temporary funding resources

= Rebound expectations precluding headcount cuts

= A growing COMP/NTR ratio that exceeds 70%

= Reduced donations by the core constituency

= Large operating losses and bank concerns

= Material decline in operating cash

= Seriously depleted financial ratios when compared to an average,
moderately successful small college (approximately 1,900 residential
undergraduate students)

» The precipice - operating deficit that exceeds 40% of total comp
- or one that approaches faculty comp
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Enroliment & Retention of Closed Schools
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Tuition & Aid of Closed Schools
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Revenue Composition of Closed Schools
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Key Points

Financial Health
The ability to predict difficulty can be reduced to a few measurements

11

Successful Schools vs. Failing Schools
FY 2022 used as base year

Measurement (using Sample Median)

Enrollment

Net Tuition Per Student

Operational Margin

Total Return on Net Assets

Restricted Endowment as % of Expense
Primary Reserve (CFlI Component)
Athletes as % of Student Population

Orientation

Student Data

Income Statement
Income Statement
Income Statement
Balance Sheet
Balance Sheet
Student Data

Scores
Successful Failing Variance
n=26 n=14
3,231 960 2,272
$ 13,982 $ 13,759 223
2% -5% 7.0%
2.1% -9.0% 11.1%
70% 33% 36.3%
0.90 0.2 0.7
19% 43% -24.0%

© 2024 Forvis Mazars, LLP. All rights reserved.
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PA Colleges/Universities recent closures; 2023 data

Indicators/Risk Factors# Cabrini Peirce College
University

Enroliment less than 1,000 students 2,000 V 850
Tuition discount rate higher than 35%* \/49.1% 17%
Dependent on tuition for more than 85% of revenue 951% 66%
Debt payments more than 10% of expenses 6% in 23 2.5%
Endowment that covers less than 33% of expenses \/ V

Deficit spending

Indicators/Risk Factors (from previous slide) _—

A growing COMP/NTR ratio that exceeds 70% \/98.8% \/119.8%
Increased reliance on temporary funding resources Add'l
> b ¢ quasi enmw draw; V Line of credit
LOC
Material decline in operating cash \/ \/

forv/s
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Closures —

A Common = However.... many keep going even with this previous fact set
Progression

= Typically, it is a precipitous event that leads to closure
1. Accreditation sanctions, including loss of accreditation
2. Expiration of bank forbearance
3. Loss of revolving line of credit
4. Imposition of HCM 1 or 2
5. Adverse audit opinion
6. Running out of cash

* Press releases will identify the prolonged decline in demand
but will ultimately blame closure on a particular event
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What factors will impact these institutions going

forward?

« Demographics — particularly in the north and especially in the northeast

14
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What factors will impact these institutions going

forward?

15

Narratives - three years of student debt stories yielded cost conscious & debt averse families
Options - companies incentivize well paying jobs with fully paid tuition for an online education
Culture - students desire a place that reflects their values, which may differ from their parents
Discount escalation and/or tuition resets are failing to stem the tide of reduced headcount
Willingness to add scrutinize programs in light of shifting demand and softer enroliments
Paradigm shift toward a multi-year financial plan

) 111

The increasing cost to educate today’s “post-covid” students
higher levels of remediation
mental health assistance

other needs

forv/s
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What factors will impact these institutions going

forward?

= Adjusting modality and programs for market demands
Create new programs or certificate/credential programs
Considering online and hybrid options for traditional students

= Moody’s Analysis Notes:

Data that takes into account mid-career wages and underemployment by bachelor’s degree
program shows a handful of programs that offer universities a significant opportunity to grow

or stabilize enrollment, including computer science and engineering.
These programs can be expensive to market and to operate

forv/s
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Which schools will do well and which schools will

struggle going forward?

= Less selective institutions are more likely to struggle for the coming years while selective institutions enjoy
relative stability

Selective Institutions Less Selective Institutions
» Wealthier Americans « Higher % of Pell and 1t gen students

1. Household incomes have risen considerably since 1970, but those of middle-class households have
not climbed nearly as much as those of upper-income households.

Median income, in 2020 dollars and scaled to reflect a three-person household

UPPER INCOME CHANGE
2020 $219,572
69%
1970 130,008

MIDDLE INCOME

2020 [N 90,131 50

1970 59934

LOWER INCOME

2020 [N 29,963 as
1970 20,604 f
orVv/S

Source: Pew Research
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Which schools will do well and which schools will

struggle going forward?

18

= Less selective institutions are more likely to struggle for the coming years while selective institutions enjoy
relative stability

Selective Institutions

Wealthier Americans who desire rigorous
programs for their children

Student A who would pay full price at an elite
school

Typically wait-list for students

Six-year graduation rate ‘AAA rated schools —
95.0 (median)

Revenue diversity
Student-generated revenue AAA schools — 33.5%

More geographic diversity, strong program
and market position, maintaining pricing
power and value proposition

Less Selective Institutions

Tend to attract those who don'’t persist as well
Student A thinks they should attend a lesser
institution for free

Six-year graduation rate speculative grade
rated schools — 57.9 (median)

Lack of Revenue diversity
Student-generated revenue speculative grade schools —
81.6%

Less geographic diversity, limited program
offerings or market position
Falling enrollment, tuition discount rates increasing
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Conclusions Concerning the Trends

19

There have been a record number of institutions that have closed in the past
seven years

That number Is accelerating each year
Nearly 30% of a sample of private institutions are in financial distress
Less selective institutions face demand headwinds for the foreseeable future

Challenging programs and demonstrated outcomes represent the most
appealing way to counteract declining demand
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Section ll.
What do we do?
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What do we do?

A. Finding the root cause of revenue declines
- Consider the five whys
= Taiichi Ohno gives this example about a machine that stopped working (Ohno 1988, p. 17)

1. Why did the machine stop?
There was an overload and the fuse blew.

2. Why was there an overload?
The bearing was not sufficiently lubricated.

3. Why was it not lubricated?
The lubrication pump was not pumping sufficiently.

4. Why was it not pumping sufficiently?
The shaft of the pump was worn and rattling.

5. Why was the shaft worn out?
There was no strainer attached and metal scraps got in.

forv/s
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What do we do?

A. Finding the root cause of revenue declines
- Consider the five whys
= What might be a parallel in higher education?

1. Why are we experiencing deficits?

We have not adjusted to lower student demand.
2. Why haven’t we adjusted to lower student demand?

We don’t want to lay off people.
3. Why don’t we want to lay off people?

We believe there will be a rebound in student demand.
4. Why do we believe there will be a rebound in student demand?

Because we are told there will be demand for those who have good programs and are selective.
5. Why aren’t WE seeing this rebound then?
We don’t have in-demand programs and don’t have a reputation for being selective.

forv/s
29 © 2024 Forvis Mazars, LLP. All rights reserved. m a Za‘rs



What do we do?

B. Addressing the root cause of revenue declines

1. What programs are performing well?
a) Compare the distribution of majors for those graduating versus fall sophomores two years ago
b) ldentify discount percentages on one axis and retention on the other, creating quadrants
c) The Upper right quadrant is where you want to focus recruitment and capacity efforts.

Retention and NTR % by Quadrants
(Bubble size is $ NTR, NTR % on Y-axis, Retention % on X-axis)
High NTR% and Low Retention

) Low NTRY: a - Retefitio o NTR% and High —
B em forws
GRE, % | © 2024 Forvis Mazars, LLP. All rights reserved. m a Za‘rs
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What do we do?

= How do we enhance NTR?
Fold smaller fees into tuition, to avoid nickel and dime mentality
Institute program fees for sophomores and higher for each major
Create aid categories where there is an overall limit for each one, to avoid stacking
Less focus on “buying” bright students who are otherwise attracted by top tier programs
Tuition freezes rarely provide a benefit. Inflation is high; price increases need to be realistic
Price resets require expensive and ongoing marketing investment to make a splash

forv/s
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What do we do?

= Seeking students who are a good fit for the institution
Look at the zip codes for those who graduate. These are the places where you want to buy names
Purchase names of students who have shown an interest in top programs with high retention

The post card with a QR code for their program of interest. All business inquiries receiving a post card about the Accounting
program

Updated program web pages to include:

1. An embedded video
2, Pictures and testimonials from student and faculty member
3. Logos of where they landed jobs or the grad schools they are attending

4. Starting salaries™

5. How to reach a faculty member

=  Answering the questions that families have about investing in higher education

=  Stetson University has great web pages for academic programs*

*New Gainful Employment and Financial Value Transparency Framework disclosures will be effective soon fo‘r\[/s
o5 © 2024 Forvis Mazars, LLP. All rights reserved. maza‘rs



What do we do?

Adjusting the operations of the institution to match baseline revenues
For institutions with lack of revenue diversity and no significant endowment

1. Calculate the primary efficiency ratio of COMP / NTR

2. Ifitis 70% or less, there are other reasons for poor performance

3. Create a plan to reduce the ratio to 70% or below in the near term

4. Perform an analysis of contribution margins from academic programs

5. Sunset or jettison programs that generate too little net revenue to retain
6. Plan to reduce Staff headcount to equal or exceed 150% of Faculty FTE

7. Overall staff compensation should not exceed 120% of faculty compensation
8. In other words, staff should cost 38% of NTR and Faculty 32% = 70%
9. Set targets for compensation based on relative amount being spent currently

forv/s
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What do we do?

27

Preparing the plan

1.

You're not just cutting but are likely needing to restore funds to non-comp areas

2. Ensure there will be sufficient investment in marketing the most appealing programs

3. Have a solid communications plan that includes the board, bank and external community
4.
3

|dentify the runway of available of cash resources to be deployed in funding the plan

. Get all the leadership team to sign off on the need and the mechanics of the plan

forv/s
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What do we do?

28

Deploying the plan

1.

2B

Provide employees with the opportunity to self-select through a Voluntary Separation
Incentive (VSI)

|dentify the targets for each area and communicate progress weekly toward those targets
+ (admission has received 4 requests for the VSI out of their targeted 7)

Share that insufficiency in the VSI will lead to a reduction in force (RIF)

RIF is less generous. Communicate its benefits versus the VSI upfront

Legal, HR and other resources are part of the team to execute this plan

Ensure that all separation costs are accommodated within CY budget resources

forv/s
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Summary

= We are all too aware of those who have closed their doors over the past seven years or so (numbers
are growing every month)

= Most are longing for some form of enrollment rebound but without data to support that premise

= Those struggling have been reticent to make material reductions in headcount but are now faced with
a substantive imbalance in their operations, with not enough spent in marketing or maintenance

= |dentifying the programs that are most successful, institutions can refocus academic efforts toward
successful, in-demand majors

= \Weaker ones should be jettisoned and the work force reshaped, reflecting a new reality

* Encouraging staff and faculty to opt for a VSI, with a RIF looming in the background, can be an
effective way to trim compensation costs

» The goal of this approach is two-fold:
- Enhance the appeal of the product
- Realign spending with revenues

= Experts predict as many as 400 closures by 2035. Don’t be one of them

forv/s
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Questions?
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2025 Higher Education R3 Summit

Risk. Regulations. Reputation.

Collaborate and engage with your peers and professionals
from Forvis Mazars for a live, CPE-eligible day of learning.
We will share insights for how to navigate current
challenges in higher education and offer education and
ideas for bolstering your institution’s financial health.

Visit our website to learn
more and to be notified when
your local registration opens.

forv/s
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Thank you!

The information set forth in this presentation contains the analysis and conclusions of the author(s) based upon his/her/their research and
analysis of industry information and legal authorities. Such analysis and conclusions should not be deemed opinions or conclusions by
Forvis Mazars or the author(s) as to any individual situation as situations are fact-specific. The reader should perform their own analysis
and form their own conclusions regarding any specific situation. Further, the author(s)’ conclusions may be revised without notice with

or without changes in industry information and legal authorities.

© 2024 Forvis Mazars, LLP. All rights reserved.
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