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The Evolution ofThe Evolution of
Financial AidFinancial Aid

nn From a mechanism used to promoteFrom a mechanism used to promote
equity, access, and choiceequity, access, and choice ……

nn To becoming a significant factor inTo becoming a significant factor in
determining an institutiondetermining an institution’’s competitives competitive
position and financial wellposition and financial well--being.being.

Financial aid policies must address both:Financial aid policies must address both:
Social values and fiscal realities.Social values and fiscal realities.

Source: The College BoardSource: The College Board
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In the past, financial aidIn the past, financial aid
policies and goals werepolicies and goals were
primarily influenced by:primarily influenced by:

nnInstitutional missionInstitutional mission
nnPhilanthropic supportPhilanthropic support
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Now, market forces are theNow, market forces are the
most significant influencers:most significant influencers:

nnCompetitionCompetition
nnTrends in inquiries,Trends in inquiries,

applications, and retentionapplications, and retention----
your demand curveyour demand curve

nnThe demographic andThe demographic and
economic environmenteconomic environment
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Even the financial aid policies ofEven the financial aid policies of
the most prestigious institutionsthe most prestigious institutions
in the country are being shaped byin the country are being shaped by
market forces:market forces:

nnPrincetonPrinceton
nnWilliamsWilliams
nnHarvardHarvard
nnVirginiaVirginia
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Enrollment Demand and Net TuitionEnrollment Demand and Net Tuition
Revenue*Revenue*

*From “Liberal Arts Colleges: Thriving, Surviving or Endangered?” David W. Breneman
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Enrollment Demand and Net TuitionEnrollment Demand and Net Tuition
Revenue*Revenue*
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The Debate: Tuition Discounting,The Debate: Tuition Discounting,
Good or Evil?Good or Evil?

nn A couple of years ago a news headline read:A couple of years ago a news headline read:
““New Lumina Foundation (formerly USANew Lumina Foundation (formerly USA
Group) research reveals unintended resultsGroup) research reveals unintended results
of tuition discounting. Tuition discountingof tuition discounting. Tuition discounting
may reduce college revenue and financialmay reduce college revenue and financial
access for lowaccess for low--income students.income students.””

nn This report came on the heels of an earlierThis report came on the heels of an earlier
USA Group Foundation report entitled:USA Group Foundation report entitled:
““Discounting Toward Disaster: TuitionDiscounting Toward Disaster: Tuition
Discounting, College Finances, andDiscounting, College Finances, and
Enrollment of LowEnrollment of Low--Income UndergraduatesIncome Undergraduates””..
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The Debate (contThe Debate (cont’’d):d):
Limitations of the Lumina ReportLimitations of the Lumina Report

nn Assumes that every dollar of financial aidAssumes that every dollar of financial aid
that is awarded to higher income studentsthat is awarded to higher income students
isis ““stolenstolen”” from lower income students (infrom lower income students (in
a zeroa zero--sumsum--game model)game model)

nn Fails to recognize that targeting aid atFails to recognize that targeting aid at
higher income students to increase theirhigher income students to increase their
yield generates tuition revenue which canyield generates tuition revenue which can
fund more expenditures on aid for allfund more expenditures on aid for all
studentsstudents
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The Debate (contThe Debate (cont’’d):d):
New York Times, 4/30/04New York Times, 4/30/04

nn David Kirp, Cal Berkeley professor of publicDavid Kirp, Cal Berkeley professor of public
policy, argues in his oppolicy, argues in his op--ed articleed article ““And the RichAnd the Rich
Get SmarterGet Smarter”” that in an environment wherethat in an environment where
admissions offices are sometimes referred toadmissions offices are sometimes referred to
as profit centers, theas profit centers, the ““full payersfull payers””, students from, students from
wealthy families, are in the greatest demand.wealthy families, are in the greatest demand.
He further notes that new statistical modelsHe further notes that new statistical models
being used in admissions and financial aid arebeing used in admissions and financial aid are
intended to increase revenues through aintended to increase revenues through a
discount from the sticker price.discount from the sticker price.
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The Debate (contThe Debate (cont’’d):d):
Atlantic Monthly, November 2005Atlantic Monthly, November 2005

nnMatthew Quirk, A.M. reporterMatthew Quirk, A.M. reporter--researcherresearcher
quotes Williams economist Gordonquotes Williams economist Gordon
WinstonWinston’’s assessment of enrollments assessment of enrollment
management,management, ““ItIt’’s a brilliantly analyticals a brilliantly analytical
process of screwing the poor kidsprocess of screwing the poor kids……
enrollment managers are ruiningenrollment managers are ruining
American higher education.American higher education.””
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The Debate (contThe Debate (cont’’d):d):
So, why then is tuitionSo, why then is tuition
discounting getting a bad rap?discounting getting a bad rap?

Because in the name of discountingBecause in the name of discounting
many institutions award financial aidmany institutions award financial aid
differentially based on:differentially based on:

nnmatching the competitionmatching the competition
nnanecdotal evidenceanecdotal evidence
nn intuitionintuition
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The Debate (contThe Debate (cont’’d):d):
But, how can discounting haveBut, how can discounting have
positive results?positive results?

Before the first institutional aid dollarBefore the first institutional aid dollar
is awarded you should know:is awarded you should know:

nnwhy youwhy you’’re spending institutionalre spending institutional
resources andresources and

nndemonstrate with price sensitivitydemonstrate with price sensitivity
analysis that this award, at this level,analysis that this award, at this level,
to this student is most likely toto this student is most likely to
produce the result desired.produce the result desired.
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Different questions emerge forDifferent questions emerge for
different audiencesdifferent audiences

�� Are the increases in financial aid being spentAre the increases in financial aid being spent
wisely?wisely?

�� Are you underAre you under--funding needfunding need--based grantbased grant
programs?programs?

�� Are you focusing institutional aid too heavily onAre you focusing institutional aid too heavily on
merit programs or is the merit aid focused on themerit programs or is the merit aid focused on the
wrong applicant segment?wrong applicant segment?

�� The competition is offering aggressive meritThe competition is offering aggressive merit
programs, should you respond? If so how muchprograms, should you respond? If so how much
should be offered and to which applicants? Whatshould be offered and to which applicants? What
will it cost, what will the precise impact be onwill it cost, what will the precise impact be on
quality, revenue, and other class characteristics?quality, revenue, and other class characteristics?

Management related questions include:



15Scannell & Kurz, Inc.

Governing boards need toGoverning boards need to
know:know:

nn At capacityAt capacity ---- yes or no?yes or no?
nn Information or trends in freshman discountInformation or trends in freshman discount

rate as well as the overall discount raterate as well as the overall discount rate
nn Information about the institutional stickerInformation about the institutional sticker

price, discount rate, and relative prestigeprice, discount rate, and relative prestige
ranking compared to that of key competitorsranking compared to that of key competitors

nn Trends in applications and yields on nonTrends in applications and yields on non--aidaid
students versus those receivingstudents versus those receiving
institutional aidinstitutional aid
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Governing boards need toGoverning boards need to
know (contknow (cont’’d):d):
nn Differences in the net tuition revenueDifferences in the net tuition revenue

generated by desirable subpopulationsgenerated by desirable subpopulations
nn An understanding of the tradeoffsAn understanding of the tradeoffs

between enrollment goalsbetween enrollment goals

In sum, Trustees need to know more thanIn sum, Trustees need to know more than
just the trends in the discount rate; theyjust the trends in the discount rate; they
need to know the factors driving thatneed to know the factors driving that
number.number.
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Clearly the need for a dataClearly the need for a data--drivendriven
approach to answering these questionsapproach to answering these questions
has never been more important.has never been more important.

nnThe challenge will be to balance oftenThe challenge will be to balance often
conflicting enrollment goals.conflicting enrollment goals.

nnThere is a need for moreThere is a need for more
sophisticated means to fullysophisticated means to fully
understand the tradeunderstand the trade--offs and theoffs and the
impact of various strategies.impact of various strategies.

nn Institutions canInstitutions can’’t afford to get itt afford to get it
wrong.wrong.
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Role of DataRole of Data

Without data, youWithout data, you’’re just anotherre just another
person with an opinion.person with an opinion.

OrOr
Data is not the plural of anecdote.Data is not the plural of anecdote.
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Data Analysis ProgressionData Analysis Progression
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How do you know what isHow do you know what is
right for your institution?right for your institution?
nnUnderstand your market position by:Understand your market position by:

nnAsking the right questionsAsking the right questions
nnGathering the necessary dataGathering the necessary data

There are at least four importantThere are at least four important
questions.questions.
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Question #1:Question #1:
Are we perceived as worth theAre we perceived as worth the

price we are charging?price we are charging?

nnAdmissions trends from inquiryAdmissions trends from inquiry
through enrollmentthrough enrollment ---- volume andvolume and
conversion ratesconversion rates

nnRetention trendsRetention trends
nnPrice and student quality positionPrice and student quality position

versus competitorsversus competitors
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Comparison of 39 Private Colleges andComparison of 39 Private Colleges and
Universities Based on Sticker Price andUniversities Based on Sticker Price and

Average SAT *Average SAT *

$19,981$19,981< 1150< 115099

$21,000$21,00011501150--1199119988

$25,267$25,26712001200--1250125088

$25,519$25,519> 1250> 12501313

Tuition &Tuition &
FeesFees

Average SATAverage SATNumber ofNumber of
InstitutionsInstitutions

*Sources: College Board &
USNews & World Report
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Question #2:Question #2:
Have we convinced students thatHave we convinced students that

we are affordable?we are affordable?

nn For private institutions, do you loseFor private institutions, do you lose
overlap with public institutions from theoverlap with public institutions from the
point of inquiry to matriculation?point of inquiry to matriculation?

nn Do you have low yields on a growingDo you have low yields on a growing
portion of your pool that does not applyportion of your pool that does not apply
for aid?for aid?

nn How is the socioHow is the socio--economic mix of youreconomic mix of your
applicant pool changing?applicant pool changing?

nn How do yields vary by need level?How do yields vary by need level?
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Question #2 (contQuestion #2 (cont’’d):d):
Have we convinced studentsHave we convinced students

that we are affordable?that we are affordable?

nnWhat are yields for families whoWhat are yields for families who
apply for aid but are deniedapply for aid but are denied
assistance?assistance?

nnWhat has been happening toWhat has been happening to
receivables?receivables?

nnWho is leaving the school?Who is leaving the school?
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Question #3:Question #3:
How much aid do we need toHow much aid do we need to

spend to meet enrollment goals?spend to meet enrollment goals?

It DEPENDS!!!It DEPENDS!!!
nn If at capacity, the focus should beIf at capacity, the focus should be

discount rate and the cost of tradingdiscount rate and the cost of trading
off desired characteristics.off desired characteristics.

nn If not at capacity, the priority has toIf not at capacity, the priority has to
be the maximization of net tuitionbe the maximization of net tuition
revenue.revenue.
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How much aid do we need toHow much aid do we need to
spend to meet enrollment goals?spend to meet enrollment goals?

(a) Gross Tuition and Fee Revenue

(b) LESS Institutionally Funded
Financial Aid

(c) = Net Tuition Revenue

(b)/(a) = Tuition Discount Percentage

(From NACUBO Institutional Aid Survey Executive Summary)

What is the “discount rate”?
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Defining the Tuition Discount,Defining the Tuition Discount,
A Component AnalysisA Component Analysis

% of Students Average Grant as Tuition
Receiving Aid X % of Tuition = Discount
from Institution and Fees Percentage

(Source: NACUBO Institutional Aid Survey Executive Summary)
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Average Tuition Discount PercentagesAverage Tuition Discount Percentages
for Fullfor Full--Time FreshmenTime Freshmen

**Full-time freshman enrollment greater than or equal to 850

(Source: NACUBO Institutional Aid Survey Executive Summary – 2004 – Preliminary Results)

*LT < $23,600
HT ≥ $23,600

Institutional
Type

Number of
Respondents

Fall
1990

Fall
1995

Fall
2000

Fall
2003

Fall
2004

Small Colleges, 291 28.4% 36.0% 41.0% 42.9% 43.1%
Lower Tuition*

Small Colleges, 85 27.8% 34.6% 35.9% 36.8% 35.9%
Higher Tuition*

Large Colleges ** 73 20.0% 28.7% 29.1% 32.9% 30.5%
and Universities

All Institutions 449 26.5% 34.2% 37.2% 39.2% 38.6%
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But what drives the discount rate?But what drives the discount rate?

nn Trends in family contribution andTrends in family contribution and
percent receiving financial aidpercent receiving financial aid

nn Changes in outside supportChanges in outside support
nn Commitments to diversity, quality, etc.Commitments to diversity, quality, etc.
nn Percentage of students applying for aidPercentage of students applying for aid
nn Yield by need level and grant levelYield by need level and grant level
nn Retention by need level and grant levelRetention by need level and grant level
nn Market ForcesMarket Forces
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Discount RateDiscount Rate ““TradeoffsTradeoffs””

nn Particularly for institutions that areParticularly for institutions that are
““shapingshaping”” the incoming class, rather thanthe incoming class, rather than
simplysimply ““makingmaking”” the class, it becomesthe class, it becomes
important to make deliberate and dataimportant to make deliberate and data--
driven decisions about tradedriven decisions about trade--offs betweenoffs between
desirable class characteristics and netdesirable class characteristics and net
tuition revenue.tuition revenue.

nn A first step is to understand how much netA first step is to understand how much net
tuition revenue is currently received fromtuition revenue is currently received from
different subgroups.different subgroups.
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Net Tuition Revenue TableNet Tuition Revenue Table ----
Tuition $21,000Tuition $21,000

EFC Non Filers > 30k 20-30k 15-20k 10-15k 5-10k 0-5k Average
Quality

Highest 12,511 12,304 11,975 9,056 5,609 4,960 4,866 8,382
High 17,254 17,237 14,543 10,772 7,888 7,423 7,018 11,270
Medium 18,737 18,997 16,075 10,926 9,128 8,082 8,134 13,178
Lower 20,023 20,104 15,614 11,730 9,740 9,479 9,066 14,018
Lowest 20,044 20,049 16,433 11,651 10,798 10,355 9,684 14,633
Average 18,896 18,071 13,243 10,974 8,813 8,161 7,734 12,665
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Question #4:Question #4:
How can we be sure we areHow can we be sure we are
spending our aid wisely?spending our aid wisely?

nnAnalyze yields on different qualityAnalyze yields on different quality
groups of students segmented bygroups of students segmented by
need and grant.need and grant.
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Sample yield table:Sample yield table:
SAT 1100SAT 1100--1150, GPA 3.0 or better1150, GPA 3.0 or better

<$5K<$5K

3/40 = 8%3/40 = 8%$0$0

NoNo
AidAid
AppApp

9/60 = 15%9/60 = 15%$1$1--3K3K

10/50 = 20%10/50 = 20%$3$3--5K5K
23/50 = 46%23/50 = 46%$5$5--7K7K

20/40 = 50%20/40 = 50%>$7K>$7K

>$15K>$15K$10K$10K--15K15K$5$5--10K10KNEEDNEED→→
GRANTGRANT
↓↓
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DataData--Driven DiscountingDriven Discounting

nnAre there market segments whereAre there market segments where
yields differ significantly from theyields differ significantly from the
norm?norm?
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APPLICATIONS

Aid
Applications

Non-Aid
Applications

Need with
inst. aid

No need
No Aid

Need
No Aid

No need
w/ Inst. Aid

Reject/
Incomplete

No inst.
aid

Merit
Award

Reject/
Incomplete

Enroll

Enroll

Enroll

Enroll

Enroll

Enroll

55% 75%

20% 50%

45% 65%

20% 50%

45% 65%

20% 50%

Sample
Yields
Case #1

Sample
Yields
Case #2

Sample
Yields
Case #1

Sample
Yields
Case #2
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DataData--Driven Discounting (contDriven Discounting (cont’’d)d)

nnAre there market segments where theAre there market segments where the
““universal truthsuniversal truths”” dondon’’t hold?t hold?



37Scannell & Kurz, Inc.

Need by Aid Award

>20,000

$3001-4000
$2001-3000

Aid* $1001-2000
$0

$0 $1-1000 $1001-2000 $2001-3000 $3001-4000
Need**

*Aid = grant and scholarship aid from all sources
**Need = Cost - IM or FM contribution, whichever

is used for packaging

Each cell contains: Enroll/Admit = Yield
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AID
(FREE $)

Y

NEED
Y

Universal TruthsUniversal Truths
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Quality by Need

1300
1200
1100

Quality* 1000
900

$0 $1-1000 $1001-2000 $2001-3000
Need

*Quality = Admission rating or Predicted
GPA or SAT
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Q Y

N

Y

Universal TruthsUniversal Truths
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Quality by Merit Award

1300
1200
1100

Quality* 1000
900

$0 $1-1000 $1001-2000 $2001-3000
Merit Award

*Quality = Admission rating or Predicted GPA or SAT

For No-Need Students
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Q Y

A

Y

Universal TruthsUniversal Truths
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These data can be segmentedThese data can be segmented
by:by:
nnFreshman vs. transferFreshman vs. transfer
nn InIn--state vs. outstate vs. out--ofof--statestate
nnResident vs. commuterResident vs. commuter
nnQuality of studentQuality of student
nnEthnic groupEthnic group
nnEtc.Etc.



44Scannell & Kurz, Inc.

Cautions onCautions on ““tabletable”” analysisanalysis

nnSmall numbers in cells can produceSmall numbers in cells can produce
misleading resultsmisleading results

nnNeeds to be monitored annuallyNeeds to be monitored annually
nnAggregate numbers can maskAggregate numbers can mask

differences between marketdifferences between market
segmentssegments
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DataData--Driven Pricing andDriven Pricing and
Discounting: Alternatives In UseDiscounting: Alternatives In Use
nn High price/high discountHigh price/high discount
nn Low price/low discountLow price/low discount
nn Price reductionsPrice reductions
nn Redefining needRedefining need
nn Equity packagingEquity packaging
nn Preferential packagingPreferential packaging
nn Admit/DenyAdmit/Deny
nn Aid conscious admissionAid conscious admission
nn Merit scholarshipMerit scholarship
nn GuaranteeGuarantee
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Aid Award PitfallsAid Award Pitfalls

nn Dogged adherence to the financial aidDogged adherence to the financial aid
budget without regard to marketbudget without regard to market
conditionsconditions

nn ““LayeringLayering”” oror ““stackingstacking””: the cost of: the cost of
unintended consequencesunintended consequences

nn TheThe ““copy catcopy cat”” syndromesyndrome
nn TheThe ““one case at a timeone case at a time”” approachapproach
nn TheThe ““lowlow--ballball--andand--thenthen--negotiatenegotiate”” gamegame
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Case Study ICase Study I

Budget or Market Driven
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Need by Gift Aid Award

>12,000

$9000-12,000 55/100 55%
Gift Aid $6000-9000 20/80 25%

$3000-6000 8/40 20%
1001-3000

$0
$0 $1-5000 $5000-10,000 $10,000-15,000 $15,000-20,000 >$20,000

Need
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Cost Benefit AnalysisCost Benefit Analysis

nn Ideal/budgeted enrollmentIdeal/budgeted enrollment ---- 1,2001,200
nn University aid budget for 2004University aid budget for 2004--2005:2005:

$5.258m$5.258m
nn 20042004--2005 tuition2005 tuition ---- $14,685$14,685
QuestionQuestion::
Live within financial aid budget and enroll 1160Live within financial aid budget and enroll 1160

OR,OR,
Exceed aid budget and come in closer toExceed aid budget and come in closer to

ideal/budgeted enrollment?ideal/budgeted enrollment?
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Scenario IScenario I

290 FR/TR
870 Continuing
1160 x $14,685 = $17,034,600 gross tuition

-5,258,000 financial aid
$11,776,600 net tuition

31% discount rate
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Extra Aid NeededExtra Aid Needed
If 120 high need admits, now gapped, instead have their need
met:

Additional aid for students who would have enrolled anyway:
8 x ($10,500 - $4,500) $ 48,000
20 x ($10,500 - $7,500) $ 60,000

New enrollees = 120 * 55% yield = 66
- 28 currently enrolling = 38

Aid for new enrollees:
38 x $10,500 $399,000

$507,000
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Scenario IIScenario II

328 FR/TR
870 Continuing
1198 x $14,685 = $17,592,630 gross tuition

-5,258,000 financial aid
- 507,000 extra aid

$11,827,630 net tuition

33% discount rate
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Benefit Scenario IIBenefit Scenario II

nn $51k net revenue$51k net revenue
nn More critical massMore critical mass ---- better educationalbetter educational

environmentenvironment
nn Better residence hall utilization andBetter residence hall utilization and

additional revenue of $114kadditional revenue of $114k
nn Better per unit costs in diningBetter per unit costs in dining
nn Bigger enrollment base for subsequentBigger enrollment base for subsequent

yearsyears



Case Study IICase Study II

Unintended ConsequencesUnintended Consequences
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Old Institutional Aid PolicyOld Institutional Aid Policy

nn SignificantSignificant ““stackingstacking”” of entitlements, meritof entitlements, merit
and performance awards, as well as needand performance awards, as well as need--
based aidbased aid
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New Institutional Aid PolicyNew Institutional Aid Policy

nn Institution guarantees that 40% of theInstitution guarantees that 40% of the
financial need of traditional undergraduatefinancial need of traditional undergraduate
students will be met with grant aid from allstudents will be met with grant aid from all
sources including federal, state, andsources including federal, state, and
college funds.college funds.

nn Only performance based scholarshipsOnly performance based scholarships
stack on top of the guarantee.stack on top of the guarantee.
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ResultsResults

33.69%35.96%40.93%41.35%39.88%Tuition Discount %Tuition Discount %

$7,725,924$7,028,960$6,167,085$5,854,980$5,343,440Net Tuition RevenueNet Tuition Revenue

$3,925,881$3,946,186$4,273,212$4,127,095$3,544,898Institutional AidInstitutional Aid

$11,651,805$10,975,145$10,440,297$9,982,075$8,888,338Tuition and FeesTuition and Fees

0405040503040304020302030102010200010001

All TraditionalAll Traditional
StudentsStudents

New Policy
Implemented
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Question #4 (Again):Question #4 (Again):
Are we spending our aidAre we spending our aid

dollars efficiently?dollars efficiently?
nnOnce the results of table analysisOnce the results of table analysis

have been implemented, morehave been implemented, more
sophisticated econometric modelingsophisticated econometric modeling
is often the next step tois often the next step to
understanding the impact of grantunderstanding the impact of grant
and other student characteristics onand other student characteristics on
the probability of enrollment and/orthe probability of enrollment and/or
retention.retention.
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Goals of Econometric ModelingGoals of Econometric Modeling

nn To identify factors that are important in theTo identify factors that are important in the
enrollment decisionenrollment decision

nn To determine the impact of institutional grants onTo determine the impact of institutional grants on
the probability of enrollingthe probability of enrolling

nn To determine the revenueTo determine the revenue--maximizing levels ofmaximizing levels of
grantsgrants

nn To identify alternative financial aid packagingTo identify alternative financial aid packaging
strategiesstrategies

nn To suggest alternative admissions policiesTo suggest alternative admissions policies
nn To simulate the results of alternative admissionsTo simulate the results of alternative admissions

and aid strategies and policiesand aid strategies and policies
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Advantages of EconometricAdvantages of Econometric
ModelingModeling

nnAbility to consider many moreAbility to consider many more
variables in the analysis (solves thevariables in the analysis (solves the
small numbers problem)small numbers problem)

nnDetailed simulations of potentialDetailed simulations of potential
policy and strategic changespolicy and strategic changes

nnMore powerful tradeMore powerful trade--off analysisoff analysis
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Econometric Modeling Step I:Econometric Modeling Step I:
Data RequirementsData Requirements

nn A file with one record for each admit.A file with one record for each admit.
nn Include values for the following types ofInclude values for the following types of

fields:fields:
nn Admissions fields: application type & status,Admissions fields: application type & status,

quality measures etc.quality measures etc.
nn Financial Aid fields: grant, need, etc.Financial Aid fields: grant, need, etc.
nn Demographic fields: race, sex, state ofDemographic fields: race, sex, state of

residence, etc.residence, etc.
nn Matriculation indicatorMatriculation indicator
nn Others selected by the institutionOthers selected by the institution
Point: Model is institution specific
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Econometric Modeling Step II:Econometric Modeling Step II:
Enrollment Probability ModelEnrollment Probability Model

nnThe probability of enrollment forThe probability of enrollment for
each student is a function ofeach student is a function of
individual student characteristicsindividual student characteristics
appropriate for the institution.appropriate for the institution.

nnProbability of Enrolling (Student)Probability of Enrolling (Student)
nn = f (Student Need, Total Grant, Other= f (Student Need, Total Grant, Other

student characteristics)student characteristics)
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Sample Enrollment Probability ModelSample Enrollment Probability Model
(simple example of a linear model)*(simple example of a linear model)*

nnProbability of Enrolling (Student) =Probability of Enrolling (Student) =
+ 0.03* Total Grant ($1,000s)

- 0.01* Student Need ($1,000s)
- 0.05*Math SAT (100s)
- 0.05*Verbal SAT(100s)

+0.70
Note: .70 is intercept of the line specific to these data and is a place-holder. You add or
subtract from this point for all of the other factors.

Coefficients are estimated from the data using a statistical package such as SAS or SPSS.

*More advanced models are actually used.
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Sample Enrollment Probability ModelSample Enrollment Probability Model
(cont(cont’’d)d) :: Understanding the Factors Driving EnrollmentUnderstanding the Factors Driving Enrollment

Effect on the Probability of Enrolling

-10.00% -5.00% 0.00% 5.00% 10.00%

Commuter
Male
Rank
Liberala
Business
Asian
Hispanic
Black
No-Need Aid App
No-Need No Aid
VSAT
MSAT
Need
Grant



65Scannell & Kurz, Inc.

Econometric Modeling Step III:Econometric Modeling Step III:
Exploring Price SensitivityExploring Price Sensitivity

nnDepending on the magnitude of theDepending on the magnitude of the
change in the probability ofchange in the probability of
enrollment, increasing grant mayenrollment, increasing grant may
either raise or lower expected neteither raise or lower expected net
tuition revenue.tuition revenue.

nnExpected tuition revenueExpected tuition revenue
nn =(probability of enrolling) * (net tuition=(probability of enrolling) * (net tuition

charges)charges)
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Expected Net Tuition Revenue
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Exploring Price Sensitivity (contExploring Price Sensitivity (cont’’d)d)

nn Elasticity Tells You Which Side Of The Peak You Are On.Elasticity Tells You Which Side Of The Peak You Are On.

Elastic Inelastic
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Econometric Modeling Step IV:Econometric Modeling Step IV:
Estimate the Net Tuition RevenueEstimate the Net Tuition Revenue

Maximizing Level of GrantMaximizing Level of Grant

nnGiven the estimated coefficients fromGiven the estimated coefficients from
the model it is possible to estimatethe model it is possible to estimate
for each admit the relationshipfor each admit the relationship
between total grants and expectedbetween total grants and expected
revenue,revenue,

nnand then to estimate the amount ofand then to estimate the amount of
grant that would maximize expectedgrant that would maximize expected
net tuition revenue for this admit.net tuition revenue for this admit.
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Estimate the Net Tuition RevenueEstimate the Net Tuition Revenue
Maximizing Level of Grant (contMaximizing Level of Grant (cont’’d)d)

nnRevenue Optimizing ScenarioRevenue Optimizing Scenario
BaselineSimulation% Difference

Total Net Tuition
Revenue ($1000s)

5.5 mil 5.9 mil 7.2%

Net Tuition Revenue Per
Student ($1000s)

6,340 6,800 7.3%

Class Size 827 863 4.4%
Percent in High Profile
Science Major

20.21% 17.00% -15.9%

Average Need ($1000s) 9,500 7,550 -20.6%
MSAT 521 522 0.1%
VSAT 517 517 0.0%



69Scannell & Kurz, Inc.

Econometric Modeling Step V:Econometric Modeling Step V:
Simulation of New FinancialSimulation of New Financial

Aid StrategiesAid Strategies

nnOnce a potential change in policyOnce a potential change in policy
has been developed the model canhas been developed the model can
then be used to simulate the impactthen be used to simulate the impact
of that change on net tuition revenueof that change on net tuition revenue
and, perhaps more importantly, onand, perhaps more importantly, on
other characteristics of the enteringother characteristics of the entering
class.class.
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Simulation of New FinancialSimulation of New Financial
Aid Strategies (contAid Strategies (cont’’d)d)
nnDoes the new policy really increaseDoes the new policy really increase

net tuition revenue?net tuition revenue?
nnWhat is the impact on total classWhat is the impact on total class

size?size?
nnWhat is its impact on minorityWhat is its impact on minority

enrollment?enrollment?
nnOn test scores?On test scores?
nnOn specific academic programs?On specific academic programs?
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Sample Simulation SummarySample Simulation Summary

Avg. Avg.
Enrol. Minority Engineer SAT NTR NTR

Baseline 656 45 96 1043 6.9m $10,457

Optimization (NTR) 675 46 81 1033 7.6m $11,299

Minority - no gap/+20% 664 64 88 1040 6.9m $10,443

Engineer - no gap/+10% 666 43 109 1045 6.9m $10,308

Max enrollment 725 45 95 1045 6.6m $9,057

Max quality - 647 40 87 1047 7.1m $10,926

$10,000 merit



Case Study IIICase Study III

Understanding Price SensitivityUnderstanding Price Sensitivity
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As IsAs Is

nnThis comprehensive institution isThis comprehensive institution is
ranked in the top 20 in its region byranked in the top 20 in its region by
USN&WRUSN&WR. It is currently over. It is currently over
capacity in its most recent freshmancapacity in its most recent freshman
class by 50 students.class by 50 students.

nnThe discount rate for that class wasThe discount rate for that class was
56%.56%.
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Current Aid Policies andCurrent Aid Policies and
PracticesPractices
nn The CollegeThe College’’s current financial aid policiess current financial aid policies

for freshmen are a complex mix of meritfor freshmen are a complex mix of merit
and talent programs, differential needand talent programs, differential need--
based packages based on quality andbased packages based on quality and
desirability, and responses to appeals.desirability, and responses to appeals.

nn The College offers four basic meritThe College offers four basic merit
scholarships ranging from $3,000 toscholarships ranging from $3,000 to
$15,000. None of these awards is$15,000. None of these awards is
guaranteed based on specific criteria.guaranteed based on specific criteria.
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Historical Practices in SettingHistorical Practices in Setting
Aid PolicyAid Policy

nnThe enrollment management divisionThe enrollment management division
historically has relied more onhistorically has relied more on
benchmarking with competitors tobenchmarking with competitors to
set merit levels and tweak needset merit levels and tweak need--
based strategies than on analyzingbased strategies than on analyzing
past responses to offers ofpast responses to offers of
admission and aid.admission and aid.
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Econometric Modeling:Econometric Modeling:
Measuring Price SensitivityMeasuring Price Sensitivity
nn The probit model found 70% of theThe probit model found 70% of the

CollegeCollege’’s 2005 admit pool to be prices 2005 admit pool to be price
inelastic, meaning that reductions in grantinelastic, meaning that reductions in grant
(or increases in price) to this portion of(or increases in price) to this portion of
the pool would have resulted in increasedthe pool would have resulted in increased
net tuition revenue.net tuition revenue.

nn Even though yields, and therefore grossEven though yields, and therefore gross
revenue, would decline, the savingsrevenue, would decline, the savings
resulting from reducing aid to those whoresulting from reducing aid to those who
would still enroll would more thanwould still enroll would more than
compensate.compensate.
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Selected RecommendationsSelected Recommendations

nn The general direction of the recommended strategiesThe general direction of the recommended strategies
was to:was to:
nn lower the top merit award from $15,000 to $10,000, butlower the top merit award from $15,000 to $10,000, but

increase the number of students receiving merit offers;increase the number of students receiving merit offers;
nn reduce the amount of institutional grant offered toreduce the amount of institutional grant offered to

higher need students of all quality levels;higher need students of all quality levels;
nn preferentially package minority students, but no otherpreferentially package minority students, but no other

subpopulations; andsubpopulations; and
nn market the $10,000 merit as guaranteed to new freshmenmarket the $10,000 merit as guaranteed to new freshmen

from target high schools with SAT scores of 1200+ andfrom target high schools with SAT scores of 1200+ and
high school averages of 85+.high school averages of 85+.
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Early ResultsEarly Results (implementation of(implementation of
needneed--based policies)based policies)

nnNew enrollment for a class 50 fewer isNew enrollment for a class 50 fewer is
on target.on target.

nnDiscount rate declined by almost 8Discount rate declined by almost 8
percentage points. Each freshmanpercentage points. Each freshman
enrolled generated $1,895 additionalenrolled generated $1,895 additional
net tuition revenue.net tuition revenue.

nnThus, even with smaller class, theThus, even with smaller class, the
College generated an additional $450k.College generated an additional $450k.
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Case Study IVCase Study IV

UnderstandingUnderstanding ElasticitiesElasticities
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As IsAs Is

nn Selective, specialty public institution withSelective, specialty public institution with
increasing net tuition revenue as the topincreasing net tuition revenue as the top
priority, due to reductions in statepriority, due to reductions in state
support.support.
nn InIn--statestate ---- 100% of all admits showed inelastic100% of all admits showed inelastic

demand (decrease grants to increase netdemand (decrease grants to increase net--
tuition revenue).tuition revenue).

nn OutOut--ofof--statestate ---- 41% of all admits showed elastic41% of all admits showed elastic
demand (increase grants to some anddemand (increase grants to some and
decrease grants to some to increase net tuitiondecrease grants to some to increase net tuition
revenue).revenue).
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InIn--State RecommendationsState Recommendations

nn Lower quality admitsLower quality admits ---- receive noreceive no
institutional grant. (Prior policy: needinstitutional grant. (Prior policy: need--
based awards averaged $1,000 to $2,000.)based awards averaged $1,000 to $2,000.)

nn Medium and highMedium and high--quality admitsquality admits ---- meritsmerits
of $1,000of $1,000--$3,000 with no additional$3,000 with no additional
institutional grant after the merit. (Priorinstitutional grant after the merit. (Prior
policy: merits $2,500policy: merits $2,500--$4,000 with need$4,000 with need--
based awards up to $5,500.)based awards up to $5,500.)



82Scannell & Kurz, Inc.

OutOut--ofof--state Recommendationsstate Recommendations

nn Lower quality admitsLower quality admits ---- $3,500 grant$3,500 grant
minimum or 40% of need met with grantminimum or 40% of need met with grant
from all sources. (Prior policy: Lowfrom all sources. (Prior policy: Low--needneed
average $1,500 with 30% need met withaverage $1,500 with 30% need met with
grant from all sources at higher needgrant from all sources at higher need
levels.)levels.)

nn Medium quality admitsMedium quality admits ---- Receive a $5,500Receive a $5,500
merit, which is also the cap onmerit, which is also the cap on
institutional grant. (Prior policy: merits ofinstitutional grant. (Prior policy: merits of
$2,500$2,500--$4,000 with $6,000 cap on$4,000 with $6,000 cap on
institutional grant.)institutional grant.)
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OutOut--ofof--state Recommendationsstate Recommendations

nnHighest quality admitsHighest quality admits ---- Receive aReceive a
$7,500 merit, which is also the cap on$7,500 merit, which is also the cap on
institutional grant. (Prior policy:institutional grant. (Prior policy:
$10,000 merit average and a $12,000$10,000 merit average and a $12,000
cap on institutional grant.)cap on institutional grant.)



84Scannell & Kurz, Inc.

ResultsResults

nn InIn--statestate
nnYield actually increased 2% resulting inYield actually increased 2% resulting in

5 more enrollees with an increase in net5 more enrollees with an increase in net
tuition revenue of nearly $400,000.tuition revenue of nearly $400,000.

nnQuality dropped one half an ACT point.Quality dropped one half an ACT point.
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ResultsResults

nnOutOut--ofof--statestate
nnYield remained about the same, but withYield remained about the same, but with

fewer applicants and fewer admits,fewer applicants and fewer admits,
there were 37 fewer enrollees.there were 37 fewer enrollees.

nnNet tuition revenue increased $342,205.Net tuition revenue increased $342,205.
nn Quality dropped one ACT point.Quality dropped one ACT point.



86Scannell & Kurz, Inc.

Clearly the need for a dataClearly the need for a data--drivendriven
approach to answering theseapproach to answering these
questions has never been morequestions has never been more
important.important.
nn The challenge will be to balance oftenThe challenge will be to balance often

conflicting enrollment goals.conflicting enrollment goals.
nn There is a need for more sophisticatedThere is a need for more sophisticated

means to fully understand the trademeans to fully understand the trade--offsoffs
and the impact of various strategies.and the impact of various strategies.

nn Institutions canInstitutions can’’t afford to get it wrong.t afford to get it wrong.
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SummarySummary

nn There is no one strategy or approach toThere is no one strategy or approach to
pricing and discounting that will work forpricing and discounting that will work for
every institution.every institution.

nn Each institution must chart its own way,Each institution must chart its own way,
using information about the competitionusing information about the competition
and its own historical data on the behaviorand its own historical data on the behavior
of admitted students to understand marketof admitted students to understand market
position and then weigh institutional goalsposition and then weigh institutional goals
and priorities to arrive at the bestand priorities to arrive at the best
approach.approach.


