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Early Days of a Growing Trend:
Nonprofit/For-Profit Academic
Partnerships in Higher Education

Daniel Pianko and Josh Jarrett

HIGHER EDUCATION PRESIDENTS have lamented that the sector is caught in an
“iron triangle,” where access, quality outcomes, and costs are so tightly linked
that institutions cannot improve one without negatively affecting the other
two.! However, enterprising college and university leaders are increasingly ex-
ploring a little-used strategy of nonprofit/for-profit academic partnerships to
break this iron triangle. The best of these partnerships appear to be simultane-
ously expanding access, improving quality, and delivering financial sustainabil-
ity. The worst of these partnerships trigger controversies with faculty, debate
over mission alignment, bickering over resources, and unrealized benefits. Part-
nerships successfully break the iron triangle when each partner delivers specific
value to a thoughtfully designed relationship with mission alignment and when
carefully structured.

Does this herald a new era of collaboration and acceptance between the
nonprofit and for-profit sectors, which have traditionally been at loggerheads,
or is this a passing fad? This chapter argues that this is a trend that is here to
stay and that we are in the early stage of rapid growth in these partnerships.
We will provide a brief history of nonprofit/for-profit academic partnerships,
explore the forces driving the growth in these partnerships, present lessons
from successful partnerships, and asks questions for the future.

A Long, Quiet History of University Partnerships

The tradition of sharing best practices, learning, and resources is almost as
old as the university itself. The first networks of universities have shared their
library volumes—the heart of the research function—almost since their incep-
tion. Modern universities have increasingly outsourced core functional roles
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such as residence halls, food service, back-office processing, and academic-re-
lated areas such as book publishing or course design. As the market for edu-
cation has become increasingly competitive, some universities have explored
nonprofit/for-profit academic partnerships to bring needed capital and exper-
tise to their institutions.

The modern nonprofit/for-profit partnership began in an unlikely place.
One of the first such partnerships began in 1972, when Antioch College part-
nered with a for-profit group to create an adult-education center to reach Af-
rican American students. That partnership eventually grew into what is now
the nonprofit, historically black Sojourner-Douglass College. The Apollo Group,
best known for the University of Phoenix, later started the Institute for Pro-
fessional Development (IPD) to help nonprofit institutions build and manage
their accelerated degree programs. However, some nonprofits viewed Uni-
versity of Phoenix as a threat or as a low-quality provider, and IPD's impact
plateaued after some initial success. Nonprofit Regis University, a former IPD
client, decided to build a nonprofit organization to provide such services at
scale. Regis's New Ventures group grew quickly to over 10,000 students in
only a few years. Together, Regis, Apollo Group, and a few other organizations
represent the first generation of partnerled provision of core academic opera-
tions and functions to higher education institutions.

While the focus of this chapter is on nonprofit/for-profit partnerships, tax
status is actually less relevant than provision of capital and skills. The Regis
example proves that tax status is not a determinant of success or capability.
One recent incarnation of a partnership structure—without the partner—is the
University of Southern New Hampshire's online program, which has grown to
over 7,000 students in just a few years through the separation of the capital
and skill set required to build online to scale in a separate organization.?

Why Turn to Third Parties?

At their core and from the start, traditional colleges and universities are
built to service 18- to 25-year-old students in a full-time residential setting. The
traditional academic environment, ranging from summers off to baseball fields,
is not designed to teach working adults whose jobs do not include breaks of
more than three months or time for collegiate athletics. As nontraditional
learners have driven the bulk of enrollment growth in higher education over
the past two decades, attempts to support them have engendered nonprofit/
for-profit academic partnerships.

Many institutions have discovered that moving outside their core expertise
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is extraordinarily difficult. Faculty, alumni, and other constituents sometimes
object to perceived damage to the brand or to a potential adverse impact on
their traditional operations. However, it has become clear that programs rang-
ing from adult education to online learning require a radically different “prod-
uct” to be successful.

Adults, for example, prefer an evening schedule and an andragogy-based
approach to learning. The accelerated learning environment is typically lo-
cated in a commercial real estate setting with instruction from practitioners
rather than researchers. Nontraditional students generally consider their high-
er education options through direct marketing—a skill set unfamiliar to most
admissions officers. From instruction by practitioners to the need for large call
centers, few traditional institutions have the skills and personnel necessary to
target this market.

Beyond the skill sets required and ambivalence from constituents, nontra-
ditional learning environments require significant up-front capital investments
and ongoing expenditures. Traditional institutions may have trouble allocating
scarce capital resources toward renting new office space off-campus or spend-
ing the more than $1 million annually on advertising campaigns often neces-
sary for reaching the nontraditional audience.

Partnership structures have evolved out of the long history of partnerships
by and between colleges and universities. At times, universities have a specif-
ic need (e.g., how do we provide adequate remedial instruction?) or want to
develop a new programmatic approach to further their mission. These partner-
ships can be divided into four primary areas (see Table 1).

Why the Renewed Focus on Partnerships?

There are approximately two hundred nonprofit/for-profit academic part-
nerships serving upwards of 400,000 students.? Virtually all of these partner-
ships are the Contract—New or Contract—Replica relationships described in
Table 1.

1. Contract—New: IPD alone has more than twenty partnerships with
other providers, including Deltak. Regis partnered with another twenty
institutions combined.

2. Contract—Replica: The largest provider is EmbanetCompass, with ap-
proximately fifty relationships. Bisk Education is likely the second larg-
est, with more than ten relationships.
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Table 1. Examples of Partnership Structures

Type Description Examples

Support Outsource a single California Community Colleges/
function or process fora  Kaplan (high-demand course-capacity
university expansion)

Arizona State University/Pearson
(enrollment management and remedial

math)

Contract— Third party re-creates an USC/2tor (2tor developed and manages

Replica existing program in a new  a replica of USC's MAT degree online)
format (e.g., online)

Contract— Third-party vendor Villanova/Bisk Education (Bisk

New leverages a university developed courses that were not
program or brand to resident in the same form at Villanova)
create a new program, Indiana Wesleyan and various other

generally in a new format partners/Institute for Professional Devel-
opment (IPD) (helps develop and oper-
ate adult accelerated-degree programs
for small liberal arts colleges)

Joint Venture  College/university and Antioch College/Sojourner Douglass
Model third party create a joint ~ (Sojourner Douglass created as a
venture to build a new branch campus of Antioch)
program with expecta- Sojourner Douglass/Latimer Education

tion of creation of new
institution

(Latimer creating a branch campus
from Sojourner Douglass)

Tiffin University/Altius Education
(Altius created Ivy Bridge College as a
branch campus of Tiffin)

Virtually all these relationships are low profile, though some, such as In-
diana Wesleyan, have over 10,000 students in their IPD partnership. Several
recent high-profile partnerships—both successful and unsuccessful—suggest that
this is a growing trend. These partnerships are not trivial, requiring the align-
ment of mission and financial expectations, the garnering of stakeholder buy-
in, and the execution of complex legal and operating agreements. Powerful
trends must be at work if they plan to continue expanding. Indeed, a combi-
nation of forces is simultaneously bringing nonprofit and for-profit institutions
closer to each other.
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Trends Bringing Nonprofits to the Table

Nonprofit institutions—both public and private—must constantly assess
how well they are meeting their missions and what, if anything, they can do
to increase their impact in the face of external constraints. Increasingly, non-
profits are willing to explore partnerships with for-profits to help them meet
their objectives. There are several trends driving this willingness.

The first trend is the recognition that postsecondary students are increas-
ingly “nontraditional” and need different delivery models to serve them well.
Today, up to 75 percent of students currently attending college are “nontradi-
tional" based on Department of Education definitions.*

These students, initially older working adults but increasingly traditional-age
students, are now flocking to online learning environments for their flexibili-
ty, convenience, and cost. A recent U.S. Department of Education meta-study
cited evidence that online learning is as good as or better than traditional,
in-person higher education.® Today, over one in three college students takes at
least one online course.® See Figure 1.

Figure 1. Total Undergraduate Enrollments in the United States by Modality
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The second trend is that accrediting bodies, state legislators, Congress,
students, and parents are increasingly focused on measurable outcomes. The
study Academically Adrift found that 45 percent of college students make
no measurable progress on key skills in their first two years of college.” There
are few systems in place at traditional colleges to measure student outcomes,
even when colleges institute compliant self-studies for their accrediting bodies.
Due to the increased regulatory scrutiny of for-profit operators, however, such
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universities focus substantial resources measuring what they can measure—from
employment outcomes to passing third-party exams (e.g., the National Council
Licensure Examination for Registered Nurses, NCLEX). Across other disciplines,
there are few nonprofit institutions that have scale, whereas for-profit opera-
tions have become extremely adept at quality control across multiple locations
in complex service-delivery modules.

The third trend is declining resources and constrained capacity, driven
largely by the great recession of 2008/2009 and continued fiscal pressures
at the state level. Nearly half of the states have had spending cut more than
10% in the last year alone, and the cumulative impact of these reductions is
severe. For example, current cuts in Arizona's state support for public universi-
ties, combined with previous cuts, reduces per-student funding 50% compared
to pre-recession levels.® Total revenues of U.S. higher education institutions
declined 14 percent from 2007 to 2009, from $481 billion to $405 billion.
During this same period, enrollment increased from 18.3 million to 20.4 mil-
lion.? This only compounded the problem. Tuition has risen 439 percent since
1982—almost twice the increase in health care and four times the rate of in-
flation."® Students and their families are beginning to rebel against high costs,
and universities can no longer expect tuition to cover a cost structure that is
growing at such a dramatic rate.

Institutions simply have not been able to keep up with student demand
with their existing funding models. A recent Pearson Foundation/Harris Inter-
active survey found that 32 percent of community college students were un-
able to enroll in one or more courses because they were full. This figure was
55 percent for Hispanics, 47 percent in California, and 45 percent among 20-
to 21-year-olds." Worse yet, the California Community Colleges System was
expecting to turn away up to 400,000 students from its institutions in the
2011-2012 academic year."

The fourth and final trend is the absence of capital to finance growth and
innovation. It cost the state of California almost $1 billion and took twenty
years to build its latest campus, the University of California, Merced. Virtually
no new medical schools have been built in the United States in the past twenty
years because the average price tag for a medical school exceeds $100 million.
In a time of severe budgetary constraints, it is virtually impossible to imagine
statehouses allocating capital to expand capacity or programmatic reach.

At the same time, endowment returns and donations to nonprofit insti-
tutions have shrunk significantly in the great recession, with the bulk of funds
raised at a limited number of elite institutions. Therefore, nonprofits that serve
vast numbers of students will be forced to find expansion capital through oth-
er means.
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Figure 2. Enrollment Rises at For-Profit Schools
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Without their traditional sources of capital, universities will find it increas-
ingly difficult to expand programs, add new sites, or grow online offerings
without partnering with the private sector. Such partnerships are already hap-
pening in research areas and are rapidly expanding into programmatic areas.

Private sector capital appears willing and even eager to invest in education
programs, assuming they can expect a reasonable return on their investment.

Trends Bringing For-Profits to the Table

For-profit investors, and perhaps the existing for-profits themselves, have
their own incentives to pursue academic partnerships with nonprofits. Again,
there are multiple factors driving this trend.

The first trend is that private-sector investors have experience in actively
embracing the market serving nontraditional students—in particular, expand-
ing the use of online learning and developing close employer partnerships.
For-profits have experienced rapid growth, accounting for approximately 3
percent of the total market to approximately 9 percent from 1999 to 2009
(see Figure 2).

The second trend is the growing regulatory pressure on for-profits. The
U.S. Department of Education has created a series of rules and regulations
that primarily target for-profit institutions. These regulations require that the
repayment rates of student loans among graduates must meet certain thresh-
olds, and they also require that institutions seek regulatory approval for any
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new programs to be eligible for federal financial aid. (At the time of this writ-
ing, some of these regulations are under review.) These new regulations are
on top of previously established rules, including a requirement that at least 10
percent of revenue must come from nongovernmental sources, as well as exist-
ing restrictions on competency-based awarding of credit for certain programs.
Hybrid structures, in general, allow classification under the nonprofit rules.

The combination of growing regulatory pressure and increasing compe-
tition for new enrollment has seen year-overyear growth in new starts at
for-profits decline sharply from +19% in 2009-2010 to -17% just a year later
in 2010-2011.®

The third trend is the need to satisfy accrediting bodies. For much of the
early 2000s, for-profits employed a strategy of converting a financially failing
nonprofit college into a for-profit and recapitalizing the institution for rapid
growth. However, several recent rejections of change of control have put the vi-
ability of that strategy into question. In 2010, the Higher Learning Commission
denied Dana College's change of control, and other pending deals have dragged
out for many months. As a result, for-profit institutions are increasingly looking
to partner with nonprofits, as opposed to taking over and starting anew.

While it is still early in the widespread growth of hybrid structures, the ac-
crediting bodies and Department of Education seem to be favorably inclined
to approve—if not encourage—such operations. The key issue for accrediting
institutions is that the entity that they accredit is the entity that retains aca-
demic control. So long as this key tenet remains in place, the accrediting body
has limited authority to curtail the activity.

In addition, thousands of partnerships and relationships exist between
institutions and vendors. These relationships can be deep-seated. It would be
extremely difficult to define acceptable vs. unacceptable behavior. For exam-
ple, how does an accrediting body draw the line between a college hiring a
marketing firm and a call center operator but not a company that combines
both? Instead, the accrediting bodies have stuck to their existing governance
mechanisms to ensure the primacy of the accredited institution in all academ-
ic matters.

Putting Two and Two Together

So where does the value derive from putting nonprofit/for-profit academic
partnerships together? There are two key answers: (1) specialization and (2)
scale. Nonprofits have lower costs of student acquisition, more established
brands, and deep faculty/academic expertise. For-profits have business-pro-
cess expertise, experience with non-traditional students, access to investment
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capital, and scale economies. When the skills of each group are brought to-
gether, the combined offering can be stronger than either of the partners oper-
ating independently. This combination may be the difference between success
and failure in an increasingly crowded and competitive marketplace.

Clay Christensen and the Center for American Progress have argued that
higher education is undergoing a typical disruptive pattern. First, new tech-
nologies such as online learning enter the market. New entrants emerge and
slowly gain scale before overtaking their more traditional counterparts. These
new entrants create new business models that radically transform the opera-
tions of an organization.

At first, the new technology is inferior to traditional methods. For exam-
ple, the first mobile phones weighed more than 15 pounds and were virtually
useless but today's incarnations are an integral part of our lives and in many
cases have replaced land-line phones. As new entrants become superior, most
midsized players go out of business. Industries are shaped by a small number
of large, dominant players that have access to capital and that continue tech-
nological innovation, while numerous niche organizations continue to provide
some diversity.

Industries from cars to computers to department stores have undergone
these dramatic transformations, as innovations in technology eventually lead
to massive consolidation. Even in “services businesses,” technology breeds a
scale that was unthinkable before the disruptive innovation, e.g., there are now
only four national banks, and nationwide names such as Wal-Mart and Target
dominate the retail landscape.

Education may likely follow a similar path. University of Phoenix is the
largest university in the United States. This scale has allowed for massive
investment in the educational process. For example, Phoenix recently released
a new cutting-edge learning m anagement system and acquired a leading
computer-based math learning software.™ Currently, a University of Phoenix
degree is generally regarded by many as low quality—the 15 pound cell phone—
but it has been reported that Phoenix invests $200 million per year, or just 4
percent of its revenue, on improvements in its teaching and learning.'® This an-
nual budget dwarfs the total spending of many individual colleges. The likely
result is that over time, Phoenix will have the means to improve its quality on
a scale the likes of which most institutions can only dream about.

So how can traditional institutions compete? Think of another analogy:
how credit unions have successfully held market share relative to the national
banks. Credit unions—virtually all nonprofits—have created partnerships with
for-profit organizations in order to provide much-needed technology invest-
ment in strong, local brands. A credit union can use one company to process
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its credit cards while leveraging another service to provide online banking to its
customers. Credit unions at this point can partner with for-profits to run virtual-
ly every part of their business. Virtually no credit unions attempt to match the
capital investments of the big banks, but by working with a small number of
for-profit providers, they have achieved scale necessary to compete effectively.

Key Partnership Design and Implementation Issues to
Consider

Aligning key incentives between the partners is critical to the success
of partnerships. Each partnership structure represents a unique set of issues
to consider. Intellectual honesty for both the accredited institution and the
for-profit organization is crucial. There are two key issues that tend to underlie
successful contractual relationships:

1. Financial: Virtually every partnership is driven by a mutual profit mo-
tive. The nonprofit envisions using the profits to create incremental
resources to support traditional operations, while the for-profit will dis-
tribute profits to its investors.

2. Mission: Colleges and universities are mission-driven and often seek to
expand their reach, service, and impact. Working with a partner that
identifies with the accredited institution's mission allows for a more
constructive dialogue around the noneconomic issues that inevitably
develop in a complex partnership.

A term sheet or a few sentences can define the economic relationship and
mission alignment, but successful partnerships require deep thinking to drive
through the myriad operational and legal complexities of such arrangements.
To ensure a common understanding, the partnerships are structured through
long, highly detailed legal contracts that lay out the specific roles and respon-
sibilities of each party. Some of the key issues are as follows:

Accredited status: It is absolutely critical that the accredited institution
retain the right to control all academic functions for any degree-granting pro-
gram. This includes the ultimate approval rights over curriculum design, delivery,
academic standards, and so forth. This control must be broad and absolute.
However loath an institution is to pull the plug on a program, no accrediting
body will accept a transaction whereby the governance of the degree-award-
ing authority does not continue to reside firmly with the accredited institution.

Key learning: The accredited institution must keep broadly worded con-
trol over any academic-program integrity issues. This responsibility must flow
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throughout the division of responsibility, with the accredited institution retain-
ing specific control over a range of functions such as faculty, admissions re-
quirements, and graduation standards. Best practice is to state the broad right
of the accredited institution to oversee the program and then to point to spe-
cific standards that must be met. For example, all faculty must have certain
types of degrees and the institution must approve all faculty hired, but the
service partner can decide which faculty to hire and how much to pay them.

Specific direction for areas of control: Each contractual relationship
should specify in specific detail the roles and responsibilities of each party. Doc-
umentation should break down the entire student life cycle into its component
parts and then allocate responsibilities accordingly. Each party should be respon-
sible for areas of its respective strengths or responsibilities—for example, the ac-
credited institution would set admissions standards and review all applications,
whereas the partner is responsible for all marketing and admissions activity.

Key learning: To the extent possible, the respective partners should set
up definable rules for decision making ahead of time. For example, if the
for-profit partner is responsible for admissions, then the accredited institu-
tion should define all admissions standards, including GPA, writing sample,
official documents required, etc. It is virtually impossible to try to co-manage
roles—and, in fact, generally better for the accredited institution to minimize
involvement in decisions that are not core to its functionality. The accredited
institution should consciously avoid input into as many tactical areas as possi-
ble because the needs of the new academic program will have myriad differ-
ences to their core operation. For example, many institutions have salary caps
of some kind, but partners may be developing academic programs in areas
whereby faculty are paid dramatically more than in a home institution (e.g.,
nursing faculty). By creating full separation between the institution's salary
levels, the partner has the flexibility to hire faculty with specific skills at rates
substantially above the levels at the home institution without creating issues
at the next faculty senate meeting.

Performance management: Defining quality outcomes is difficult in any
academic setting, but partnerships tend to optimize respective talents when
each side agrees to the specific measurements of success. The objectives may
be highly specific (e.g., pass-rate percentage on a licensing exam) or more qual-
itative (e.g., similar ratings in clinical placements).

Key learning: To the extent possible, performance metrics should be
limited to key outcomes that drive the success of a program. It is difficult for
a partnership to structure in advance program-development initiatives, but
the partnership could define success as achieving a specific licensure from a
specialized accrediting body, for example. If such specific licensure or related
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metrics are not available, others such as cohort default rate are broadly avail-
able and can be included as metrics of quality.

Financial considerations: There is a wide array of financial arrange-
ments for partnerships, depending on the range of services provided by each
party and the capital investment. While there are too many potential forms of
economic consideration to list here, generally there is either a flat fee (or regu-
lation-compliant per-student fee) or profits interest. The greatest alignment of
interests generally comes from equity ownership, but allocating revenues can
also allow each party to clearly define expenses related to revenue. In general,
“revenue splits” would be something like 50/50 (50 percent to the marketing/
financial partner and 50 percent to the accredited institution). For “equity”
deals, the accredited institution will generally retain approximately 20 percent
of the equity in joint venture agreements, although the market for such rela-
tionships is highly fluid, with few publicly available benchmarks.

Key learning: While there are numerous structures, there must be trans-
parent reporting of financial information to all parties. Any partnership should
have a third-party audit and frequent communication to ensure both sides un-
derstand respective revenues and costs. Long-term relationships work when
both parties understand their respective economics, value the skills brought by
each organization, and clearly define who gets what when.

Stakeholder involvement: Each institution has a complex web of stake-
holders. It is imperative that the key decision makers on any partnership are
fully aligned and have fully vetted the project. Generally this will include a
board of trustees (or board committee) vote after careful consideration by key
faculty and staff. One other note here is that many accrediting bodies know
they need to evolve their understanding of such partnerships, but each accred-
iting body has slightly different rules, and these rules will evolve.

Key learning: Some of the most public failures of the partnership mod-
el occur when all stakeholders are not engaged. The most notable are those
where the faculty vigorously protest a partnership based on quality concerns.

A View Forward—One Million Students Served Per Year
by 2020

In this chapter, we have identified where nonprofit/for-profit academic
partnerships have emerged, highlighted trends that are likely to accelerate de-
velopment of these partnerships, and offered lessons learned to help future
partners navigate their relationship. So where will this all lead?

Our back-of-the-envelope estimate is that 1 million students or more will
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be served by nonprofit/for-profit academic partnerships by 2020. As men-
tioned earlier, there are approximately 200 partnerships today serving nearly
400,000 students. Because of the trends previously described, we expect both
the number and size of partnerships to grow. In recent years, these partner-
ships have been growing about 20% annually. Extrapolating that growth rate
through 2020 would produce an estimate of 2,000,000 students enrolled in
partnership programs. Using more-conservative estimates of 10% (the project-
ed growth rate for online education) or 7% (the projected growth rate for the
for-profit sector), by 2020 partnerships would reach approximately 900,000
students or 700,000 students, respectively.”” Despite the range of these esti-
mates (a high of 2,000,000 and a low of 700,000), it is not unreasonable to
believe that partnerships will serve 1,000,000 students or more by 2020. As-
suming roughly 20 million total higher education enrollments, these partner-
ships would represent 5 percent of all enrollments.

The growth of nonprofit/for-profit partnerships will likely be steady but
uneven over the next decade. There will be many quiet successes and a few
public failures, a la the attempted Kaplan/California Community Colleges part-
nership, which was ended in the face of strong faculty resistance. It appears
partnerships will find increasing acceptance among institutions, accreditors,
policy makers, faculty, and students.

We will slowly develop a better understanding of what drives success.
Many questions remain to be answered; this chapter simply begins the explo-
ration of the issues in hopes that others will look at them more thoroughly
over time. Undoubtedly, there will be many important lessons for all in higher
education about how to potentially break the "iron triangle” of access, quality
outcomes, and costs.
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