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Can the sector meet the political challenges?

■ Political challenges facing the proprietary education sector appear to be accel-
erating.

■ Witnesses in Thursday Senate committee hearing are strongly weighted
against the sector, and several influential Congresspeople wrote a letter to GAO
asking for study of proprietary schools.

■ We examine the criticisms levied at the sector and discuss what we believe
the industry needs to do in order to prove its value proposition and overcome the
broad political challenges, beyond gainful employment.

As investors in the proprietary post-secondary education sector are well
aware, negative scrutiny of the industry appears to be reaching a fever pitch.
Following months of speculation over regulatory changes stemming from a
2009-2010 negotiated rulemaking process, the scrutiny has expanded to com-
mittee hearings in both the House and Senate and a letter signed by five promi-
nent Democrats, including the chairmen of the House and Senate education
committees, asking the Government Accountability Office (GAO) to conduct an
extensive review of the sector, including recruitment practices, the quality of out-
comes in the programs provided, and whether “existing program integrity safe-
guards are sufficient to protect against waste, fraud, and abuse in the Federal
student aid programs.”

The accelerating scrutiny appears to have been catalyzed by 1) a barrage of
negative press reports and a PBS Frontline story on the sector, generally featur-
ing interviews with a few students who haven’t found employment sufficient to
pay off their student loans or who believe school representatives misled them
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about realistic prospects when they enrolled, and 2) a recent presentation by
Steve Eisman, a hedge-fund manager acclaimed for betting against subprime
mortgages, that drew parallels between the conditions that precipitated the crisis
in mortgage-backed securities and the current business model of the for-profit
education sector. Eisman argues that the proprietary schools are “socially
destructive and morally bankrupt” and that high default rates, excessive amounts
of student debt, and unacceptable dropout rates will result in the catastrophic
popping of an education bubble if the government doesn’t impose strict regula-
tions that will significantly hinder the sector. Despite being a relative newcomer
to the sector, Eisman clearly has the ear of Congress as a witness at this week’s
Senate Health, Education, Labor, and Pensions (HELP) committee hearing on
the sector, which features three witnesses who are negatively disposed toward
the sector (Eisman, the consumer advocate who was the most negative toward
the sector of all participants at the recent negotiated rulemaking, and a former
student at a Career Education Corp. school), compared to just one who will, we
presume, present a favorable view (Sharon Thomas Parrott, DeVry’s senior vice
president of government and regulatory affairs). The hearing includes no objec-
tive observers who have done extensive work on the sector, such as widely rec-
ognized experts Mark Kantrowitz, publisher of FinAid.org, or Professor Guilbert
Hentschke of the University of Southern California’s Rossier School of
Education, who is one of the editors of the recent book For-Profit Colleges and
Universities: Their Markets, Regulation, Performance, and Place in Higher
Education. (As this week’s hearing is intended to be the first in a series, we are
hopeful such objective observers will be called as witnesses in future install-
ments.)

One thing we believe bears in the sector have going for them is that the neg-
ative story is relatively easy for journalists and politicians to comprehend:
Proprietary schools tend to admit large numbers of students who don’t have
excessive economic means, many of those students pay for school with federal
grants and loans (which become a liability to taxpayers, rather than to schools, if
students default), and default rates at for-profits are higher on average than
those at non-profit schools. Add in the fact that some proprietary schools have
relatively high margins and anecdotes of aggressive recruiting tactics, and the
picture that emerges is of the government sending students to expensive
schools at taxpayer expense, with the only parties benefiting being corporate
executives and shareholders. This picture is intensified by persistent media
reports of specific students who have been unable to find jobs after dropping out
or graduating from a proprietary school and left with more debt than they can
repay. While such anecdotes are just that (anecdotes) and would likely arise
regardless of how much value-add a given school provides, as no business has
100% customer satisfaction, that doesn’t change the fact that they can meaning-
fully sway political conversations or have as much or more impact on policymak-
ers than hard data, particularly when the data is difficult to analyze.

We believe that, although complex, the data does refute many of the bears’
claims, and that the proprietary sector, on the whole, is an example of a suc-
cessful outsourcing model, filling a need the public sector is unequipped to meet.
We believe the parallel to the subprime sector is grossly exaggerated and that
Eisman, like many other critics of the sector, oversimplifies the industry’s mode
of operating, focusing exclusively on its perceived shortcomings, and ignores the
benefits to students and taxpayers alike. Although the sector has apparently not
yet succeeded in presenting its case persuasively and conclusively, we believe it
performs relatively well in terms of taxpayer benefits and student outcomes while
also serving students left out of the traditional education system. However, we
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also believe it is important to acknowledge the significant challenges facing the
sector. Data verifying the proprietary schools’ value is sketchy in some cases
and certainly inconsistent among institutions. The purpose of this report is to 1)
evaluate the validity of the criticisms levied against the sector, and 2) discuss the
steps we believe the sector needs to take and the arguments it needs to make in
order to overcome the ongoing political challenges and become a more widely
and permanently accepted part of the U.S. higher education landscape. We high-
light arguments we’ve heard from the sector, some we haven’t, and data we
believe the industry needs to produce.

Do proprietary schools charge too much at the expense of taxpayers?
One of the most pervasive criticisms of for-profit schools is that they charge

too much and that high tuition levels enrich shareholders at the expense of stu-
dents and taxpayers. An evaluation of tuition levels depends on which group of
schools one uses as the basis for comparison. The average annual tuition in the
2009-2010 school year at a for-profit school according to the College Board is
$14,174, which is well below the average of $26,273 for private non-profits and
below the $18,548 average out-of-state tuition at public four-year schools, but
well above the average of $7,020 in-state for four-year public non-profits and
$2,544 for public two-year institutions (see Table 1). Critics point to tuition levels
at public nonprofits as an indication for-profits are overcharging. However, echo-
ing a point we’ve heard from some of the companies in our coverage universe
(such as Apollo and DeVry) but that we believe the industry needs to present in
a more cohesive and vocal way to policymakers: The tuition comparison is
apples-to-oranges from a public policy perspective, because nonprofit schools,
from small community colleges to the most prestigious public university, are
directly subsidized by taxpayers. Accordingly, the direct cost to taxpayers of pub-
lic non-profit education is significantly higher than that of for-profit education,
both per student and in aggregate. This suggests the question of what value tax-
payers are getting in return for their investment in higher education, while not
irrelevant for for-profits, is more apropos for non-profit schools. In 2008-2009,
according to the National Center for Education Statistics (NCES), state, federal,
and local governments contributed an average of $13,920 in revenue per full-
time equivalent student to public non-profit schools. Even non-public, non-profit
schools receive an average of $7,546 per student in taxpayer subsidies. At for-
profit schools, this figure was only $1,011 (see Table 2). Moreover, the for-profit
schools return a significant portion of earnings in the form of taxes, partially off-
setting taxpayer payments to these schools. Public schools, of course, are tax-
exempt and return nothing to taxpayers in the form of tax revenue.

Source: The College Board, Annual Survey of Colleges. Figures for the for-profit sector are based on
about two-thirds of the sector’s enrollment.

TABLE 1

Post-Secondary Tuition and Fees

Sector 2009-10 2008-09 $ Change % Change

Public Two-Year $2,544 $2,372 $172 7.3%

Public Four-Year In-State $7,020 $6,591 $429 6.5%

Public Four-Year Out-of-State $18,548 $17,460 $1,088 6.2%

Private Not-for-Profit Four-Year $26,273 $25,177 $1,096 4.4%

For-Profit $14,174 $13,315 $859 6.5%
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Critics of the for-profit sector would argue that while the direct costs of for-
profits to taxpayers (mostly in the form of Pell Grants) are relatively modest, stu-
dents at for-profit schools receive millions of dollars in federal loans and default
at an alarmingly high rate, effectively costing taxpayers more than non-profits in
the long run. It is true that students at for-profit institutions default at a higher
rate than their counterparts at public schools. The cumulative lifetime default rate

Control of institution  
and source of funds

Total 
2007–08 
revenue 

(in millions)

Percentage distribution of total revenue
Revenue per FTE student1

(in constant 2008–09 dollars)

1999–2000 2003–04 2006–07 2007–08 1999–2000 2003–04 2006–07 2007–08

Public institutions

Total $273,109 — 100.0 100.0 100.0 — $27,702 $29,715 $28,432

Operating revenues 151,079 — 58.0 55.4 55.3 — 16,063 16,461 15,728

Tuition and fees2 48,070 — 15.8 16.7 17.6 — 4,388 4,954 5,004

Grants and contracts 42,054 — 19.2 17.3 15.4 — 5,312 5,153 4,378

Federal (excludes FDSL3) 25,523 — 13.0 11.5 9.3 — 3,605 3,406 2,657

State 7,832 — 3.0 2.8 2.9 — 822 842 815

Local 8,699 — 3.2 3.0 3.2 — 885 905 906

Auxiliary enterprises 20,488 — 7.7 7.6 7.5 — 2,121 2,257 2,133

Hospitals 25,183 — 8.8 8.4 9.2 — 2,445 2,498 2,622

Other operating revenues 15,284 — 6.5 5.4 5.6 — 1,797 1,599 1,591

Nonoperating revenues 105,254 — 36.6 38.5 38.5 — 10,137 11,434 10,958

Federal appropriations 1,850 — 0.7 0.7 0.7 — 200 211 193

State appropriations 68,375 — 24.3 23.5 25.0 — 6,727 6,993 7,118

Local appropriations 9,319 — 3.5 3.3 3.4 — 962 976 970

Government grants 12,109 — 1.6 1.6 4.4 — 450 474 1,261

Gifts 6,070 — 1.9 2.1 2.2 — 523 618 632

Investment income 5,279 — 3.2 5.8 1.9 — 894 1,725 550

Other nonoperating revenues 2,251 — 1.4 1.5 0.8 — 381 437 234

Other revenues 16,776 — 5.4 6.1 6.1 — 1,502 1,819 1,746

Private not-for-profit institutions

Total 139,251 100.0 100.0 100.0 100.0 60,242 55,273 64,760 46,511

Tuition and fees 50,736 24.6 28.7 26.0 36.4 14,809 15,856 16,860 16,946

Federal government4 20,205 10.1 13.7 11.1 14.5 6,089 7,550 7,170 6,749

State governments 1,857 0.9 1.1 0.9 1.3 558 599 578 620

Local governments 528 0.5 0.4 0.3 0.4 290 200 191 177

Private gifts, grants, and 
contracts5 20,992 13.7 11.8 11.1 15.1 8,235 6,526 7,170 7,012

Investment return 6,447 31.3 23.0 30.7 4.6 18,860 12,723 19,852 2,153

Educational activities 4,850 2.4 2.5 2.3 3.5 1,431 1,355 1,458 1,620

Auxiliary enterprises 12,929 6.9 7.7 6.7 9.3 4,154 4,252 4,365 4,318

Hospitals 13,300 6.0 7.2 6.9 9.6 3,600 3,977 4,487 4,442

Other 7,407 3.7 4.0 4.1 5.3 2,217 2,236 2,630 2,474

Private for-profit institutions

Total 16,084 100.0 100.0 100.0 100.0 14,248 16,027 15,579 15,825

Tuition and fees 14,030 86.1 89.5 88.2 87.2 12,267 14,350 13,742 13,804

Federal government 960 4.6 4.4 5.2 6.0 656 709 809 944

State and local governments 68 1.7 0.7 0.5 0.4 237 105 78 67

Private gifts, grants, and 
contracts 5 # 0.1 # # 7 13 4 5

Investment return 65 0.4 0.2 0.3 0.4 61 30 54 64

Educational activities 290 1.6 1.5 1.8 1.8 233 248 274 285

Auxiliary enterprises 352 3.6 2.7 2.2 2.2 516 426 348 346

Other 315 1.9 0.9 1.7 2.0 271 146 270 310

— Not available.
# Rounds to zero.
1 Full-time-equivalent (FTE) enrollment includes full-time students plus the full-time equivalent of the part-time students.
2 Net of allowances and discounts.
3 Federal Direct Student Loans. 
4 Includes independent operations.
5 Includes contracts and contributions from affiliated entities.
NOTE: For more information on the Integrated Postsecondary Education Data System (IPEDS), see supplemental note 3. 

TABLE 2

Total and Per-Student Revenue of Degree-Granting Post-Secondary Institutions, by Source of Funds

Source: U.S. Department of Education, National Center for Education Statistics, 1999–2000 through 2007–08 Integrated Postsecondary
Education Data System, “Fall Enrollment Survey” (IPEDS-EF:99) and Spring 2001 through Spring 2009.

$13,920

$1,011

$7,546
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at for-profits for cohort year 2003 was 26.0% as of September 2009, compared
to 8.1% at four-year public schools and a 10.9% national average (see Table 3).
(This rate is based on the dollar value of loans that go into default, so it more
accurately reflects the actual cost to taxpayers than the Department of
Education’s official cohort default rate measurement, which is based on the per-
centage of students who default rather than the dollar value of defaults. The stu-
dents most likely to default are those who drop out and thus have less debt than
those who complete and pay tuition for an entire program.) Using the 26% life-
time default rate from the 2003 cohort, we calculate the cost to taxpayers per
for-profit student is well below the level for non-profit schools at $4,205, including
a $3,194 average default cost per student (see Table 4). This number, moreover,
may be an overestimate, as it assumes 89% of students receive the full amount
of federal aid (when in fact some students will receive partial aid before dropping

Cohort Yr
2003

Cohort Yr
2004

Cohort Yr
2005

Cohort Yr
2006

Cohort Yr
2007

Institutional Category

Cumulative 
Lifetime 

Default Rate 
%

Cumulative 
Lifetime 

Default Rate 
%

Cumulative 
Lifetime 

Default Rate 
%

Cumulative 
Lifetime 

Default Rate 
%

Cumulative 
Lifetime 

Default Rate 
%

2 Yr Private 22.7% 21.7% 18.0% 15.5% 14.3%
2 Yr Public 21.4% 20.4% 18.1% 15.1% 14.1%
4 Yr Private 6.7% 6.0% 4.6% 3.9% 4.5%
4 Yr Public 8.1% 7.5% 6.0% 5.4% 5.6%
Proprietary 26.0% 24.9% 21.6% 18.5% 15.7%
Foreign Schools(1) 3.9% 3.1% 1.8% 1.9% 2.1%
Consolidation 7.5% 7.6% 5.6% 4.9% 5.9%

Overall 10.9% 10.6% 8.6% 7.6% 8.0%
(1) FFELP only

PLEASE NOTE THESE RATES CANNOT BE COMPARED SINCE THEY ARE BASED ON DIFFERENT ATTRIBUTES: 
BORROWERS, DOLLARS, LOANS AND INSTITUTIONAL CATEGORIES.

`
Portfolio Performance Management Service DEFAULT RATES 09 11/13/2009Source: Department of Education, Information for Financial Aid Professionals, “Default Rates 09,” 11/13/2009.

TABLE 3

Cumulative Lifetime Default Rate

Direct cost per
student

Average tuition and
fees (NCES figure)

Percentage of stu-
dents receiving fed-

eral loans

Average For-
profit default

rate

Average cost per stu-
dent default

Direct cost per stu-
dent including

defaults

$1,011 $13,804 89% 26.0% $3,194 $4,205

TABLE 4

Cost to Government Per For-Profit-Student, Including Defaults

Source: First Analysis, U.S. Department of Education, National Center for Education Statistics.

Calculated from the time the loan enters repayment; default occurring from time the loan entered repayment through 9/30/09.
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out) and that this 89% has no source of tuition other than federal aid. (We note
that on the other hand, using a 26.0% lifetime default rate may slightly under-
state the impact, as presumably some students will default after the six-year
period included in that measurement. However, we note the default rate for the
2004 cohort was 25%, just a point below the 2003 default rate, suggesting the
rate flattens meaningfully as you extend beyond a five-year repayment window.) 

It should also be noted that for-profits typically serve a large number of non-
traditional students—first-generation college students, full-time workers, and low-
income students—who tend to have risk factors that lead to higher default rates
regardless of the type of school they attend. We believe a better comparison
than for-profits vs. all non-profit schools would be between the default rate at for-
profit schools and community colleges, which we believe have similar demo-
graphics. Community colleges have a cumulative default rate for cohort year
2003 of 21.4%, which isn’t drastically below the 26.0% rate for for-profit schools,
despite the fact that community colleges receive direct taxpayer subsidies that
allow them to charge significantly lower tuition rates, on average, than propri-
etary schools. We believe the community college default rate might be higher
were it not for the fact that many community colleges with high default rates have
dropped out of federal loan programs to avoid sanctions that kick in if a college
has a default rate above 25% for three consecutive years. According to Mark
Kantrowitz, publisher of finaid.org, which analyzes student aid programs, about
200 of the 1,200 community colleges nationwide have dropped out of federal
loan programs.

Are taxpayers left holding the bag when students default?
One of the keys to the bears’ subprime mortgage analogy is the argument

that taxpayers are left holding the bag when students default on federal loans.
It’s certainly true that taxpayers are on the hook for any unpaid balance when
students default. However, we think it’s important to note that a large percent of
“defaulted” Title IV loan dollars are ultimately recovered by the government, sug-
gesting default statistics in isolation overstate the ultimate exposure to taxpayers.
The Congressional Budget Office, in a recent report on the costs and policy
options for federal student loan programs, noted the Department of Education
has “strong collection mechanisms” that bolster its recoveries. By law, federal
student loans cannot be discharged in bankruptcy, extending the period over
which delinquent loans can be collected to the entire lifetime of the borrower.
Unlike the subprime mortgage crisis, the lender (the federal government) has a
balance sheet that allows it to 1) ensure no liquidity crunch results from any
increase in default rates and 2) work out flexible repayment plans with borrow-
ers, continuing to generate repayments after the loans have gone into technical
default. In addition to private collection agencies, the Department can garnish
wages and use the Treasury Offset Program to collect a portion of federal trans-
fer payments that delinquent borrowers receive, such as tax refunds or Social
Security benefits. The Department can also charge the full cost of collecting on a
defaulted loan to the borrower, which, according to the CBO, theoretically means
that 100% of the outstanding principal and interest on the loan is collectible.
While none of these practices is particularly palatable when applied to a bor-
rower who may be in difficult financial straits, they do shift the burden of defaults
away from taxpayers and toward the individual borrower. In practice, the CBO
notes recovery rates are lower than 100% because some borrowers perma-
nently evade collection or remain impoverished, and the DOE has discretion to
negotiate settlement terms and waive collection costs. Nonetheless, we believe
the collection rate is still relatively high even after students have defaulted on
loans and that taxpayers recover a meaningful portion of the loan value.



(800) 866-3272 7 First Analysis Securities Corporation

Post-secondary education

Do proprietary schools invest too little in education?
Critics of the sector allege proprietary schools spend too much on recruit-

ment and marketing and too little on actually educating students. According to
NCES data, while it’s true for-profit schools spend less on instruction, on aver-
age, than non-profit schools ($3,186 per student per year for for-profits in the
2007-2008 school year vs $7,703 for public non-profits [see Table 5]), the levels
of spending are relatively close when examined as a percent of revenue. (We
view the percent of revenue calculation as relevant, given this argument tends to
be made in the context of for-profit schools’ margins.) According to NCES data,
in 2007-2008 public non-profit schools spent approximately 28% of total revenue
on instruction, whereas for-profit schools spent roughly 23% of total revenue on
instruction (see Table 6). While this data indicates non-profit schools tend to out-
spend their for-profit counterparts when it comes to providing instruction, we
believe the gap in spending (which is, in any event, more modest than we
believe critics suggest) may be accounted for, at least in part, by benefits
involved in compensating tenured faculty, expenses that the for-profits are able
to forego. As a side note, we’re not sure what those who levy this criticism have
in mind as a remedy. There are only so many superstar faculty to go around, and
if a for-profit school were to pay up to attract a professor with name recognition,
the same professor would no longer be teaching at his or her prior school,
resulting in a sort of faculty zero-sum game. Switching to a full-time tenure sys-
tem may increase the cost of instruction but would also shift the for-profit sector

2003-2004 2006-2007 2007-2008

Public Institutions 27.7% 28.1% 28.3%

For-Profit Institutions 25.6% 23.7% 23.2%

TABLE 6

Percentage of Total Revenue Spent on Instruction: Selected Academic Years

Source: U.S. Department of Education, National Center for Education Statistics, 1999–2000 through 2007–08
Integrated Postsecondary Education Data System, “Fall Enrollment Survey” (IPEDS-EF:99) and Spring 2001
through Spring 2009.

2003-2004 2006-2007 2007-2008
Public Institutions $7,086 $7,434 $7,703

For-Profit Institutions $3,358 $3,215 $3,186

TABLE 5

Revenue Spent on Instruction per Student: Selected Academic Years

Source: U.S. Department of Education, National Center for Education Statistics, 1999–2000 through 2007–08
Integrated Postsecondary Education Data System, “Fall Enrollment Survey” (IPEDS-EF:99) and Spring 2001
through Spring 2009.



(800) 866-3272 8 First Analysis Securities Corporation

Post-secondary education

away from its philosophy of using practitioners, who bring real-world, real-time
experience to student interactions, as instructors, which we believe many stu-
dents value. Also, it’s unclear to us that arbitrarily doubling the compensation of
existing faculty members just to match the non-profit sector would have any
impact on the quality of the educational experience. Finally, we view with skepti-
cism any allegation that for-profit schools only care about getting students in the
door and don’t care whether those students subsequently drop out and thus sys-
tematically under-invest in student services. We believe the ROI on retaining a
student tends to be so high that investing in personnel or systems to improve
retention would coincide rather than conflict with any drive to maximize share-
holder returns.

Are proprietary schools too profitable?
Another of the critics’ key points is that for-profit schools are too profitable,

with shareholders being significantly enriched at the expense of taxpayers.
Certainly there are instances of proprietary schools that are highly profitable rel-
ative to many other businesses. However, according to NCES data, on average,
revenue per student exceeds expenses by $2,109 at for-profit schools. This com-
pares to a per-student average of $1,256 at public schools and $1,919 at private
non-profit institutions (see Table 7). For-profit schools are thus, on average, only
modestly more profitable than non-profit schools. (This analysis uses the most
recently available data; we presume the non-profit averages narrowed or poten-
tially went negative more recently given state budgetary constraints and the
likely performance of endowment investments.) For-profit schools also pay taxes
when their revenue exceeds their costs. (It’s not clear to us whether the NCES
data includes or excludes for-profits’ tax payments.) 

We also note that while a few large proprietary education companies have

2003-2004 2006-2007 2007-2008
Public institutions

revenue $27,702 $29,715 $28,432
expenses $25,598 $26,426 $27,176
profit $2,104 $3,289 $1,256

Private not-for-profit
revenue $55,273 $64,760 $46,511
expenses $42,955 $44,228 $44,592 
profit $12,318 $20,532 $1,919

Private for-profit
revenue $16,027 $15,579 $15,825
expenses $13,128 $13,544 $13,716
profit $2,899 $2,035 $2,109

TABLE 7

Profit per Student by Type of Institution, Selected Academic Years (in Constant 2008-2009

Dollars)

Source: U.S. Department of Education, National Center for Education Statistics, The Condition of Education 2010,
Postsecondary Revenues and Expenses. The high profitability for private not-for-profits for years 2003-2004 and 2006-
2007 was due to high investment returns.
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operating margins above 25%, the vast majority of for-profit schools are not
nearly this profitable and cannot necessarily afford to reduce tuition levels mean-
ingfully under a gainful employment regulation or other restrictive policy. As one
example, we point to Neumont University, a campus-based proprietary school in
South Jordan, Utah, offering high-end bachelor’s and master’s degrees in soft-
ware engineering. Neumont has a strong software end-market focus and corpo-
rate relationships that allow its students to participate in real-world projects for
large companies like IBM and Oracle, as well as smaller, more entrepreneurial
firms. As a result of this real-world focus and the quality of its programs,
Neumont produces student outcomes we view as phenomenal, with average
starting salaries above $62,000 (with some into the mid-$70,000 range) and a
placement rate above 90%. However, we believe Neumont’s programs would not
qualify for Title IV under an 8% debt-to-income ratio as suggested in a prior draft
of gainful employment regulation, and we don’t believe the school, which doesn’t
yet have the scale of the large public companies, could sustain a meaningful
tuition cut. We believe implementing a policy that would hinder Neumont’s pro-
grams would be a prime example of throwing out the baby with the bathwater.
We believe the industry needs to point to examples like Neumont, making the
case that any regulation or law that eliminates programs that can't cut tuition to
make a debt-to-earnings requirement and that prepares students for high-
demand jobs that pay relatively high salaries cannot be a prudent public policy.

Are graduation rates too low?
In a vacuum, yes: we believe graduation rates should, ideally, be higher for

all sectors of post-secondary education. Of course, collecting on defaults is
hardly an ideal situation either for the government or the borrower, with those
who default facing lower credit ratings and diminished earnings and the govern-
ment spending needless time and resources administering the collections. This
begs the question: Who is most likely to default? The answer, according to the
Department of Education, is drop-outs, 70% of whom eventually default on
Department loans. Eisman cited a for-profit drop-out rate of 50%, which we
believe is, while a broad generalization, not wildly off base as an average for the
entire proprietary sector, though we admit this assertion is based on anecdotal,
company-specific evidence.

In any event, low graduation rates clearly aren’t a good thing. People who
don’t complete their program are less likely to get a job and, as noted, are more
likely to default on their education loans (and subsequently are less likely to
qualify for home or auto loans). However, we note that in comparison to commu-
nity colleges (the sector that we believe is most comparable demographically),
the graduation rate of associate degree seekers at the for-profits is high. The
NCES reports a three-year graduation rate for first-time full-time degree seekers
of 22% for students at public two-year institutions, well below the 60% rate for
students at for-profit two-year institutions. Other studies show an even more dis-
mal picture for community colleges. A 2008 tracking study by the Center for
Labor Market Studies at Northeastern University, for example, found a bleak
12% graduation rate for Boston public school students who attended community
colleges. In New York, only 14% of first-time full-time freshmen enrolled in CUNY
associate degree programs graduate within three years, while only about 25%
were still enrolled after three years. Moreover, according to the National Center
for Education Statistics, 45% of community college students drop out for good
within three years, and according to the Community College Research Center at
Columbia University, only about 39% of community college students earn a
degree or certificate within eight years.
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We believe the proprietary sector needs to do a better job providing data on
student completion rates. Some companies in the sector have made the point
that official graduation rates as reported by the DOE aren’t reflective of true out-
comes, because DOE numbers include only first-time full-time degree seekers,
which aren’t the core market for many for-profit schools, and that completion
rates for more mature students, who tend to come in with some prior college
credit, are generally higher. Some schools have provided data on completion
rates using all students, rather than just first-time full-time degree seekers in the
denominator, but the data tends to be reported inconsistently and sometimes not
at all. We believe the sector needs to be proactive in reporting this data for pur-
poses of transparency, for answering criticisms about not sufficiently protecting
consumers, and for making the case that outcomes are equal to or better than
those at schools serving similar populations in the public sector.

(As a side note on graduation rates, we believe the industry needs to make
the case that trying to regulate based on completion rates is a double-edged
sword. If policymakers implement regulations punishing schools with low gradua-
tion rates, it could incentivize schools to 1) shut out students who need more
remedial attention, and 2) lower standards for progressing within a program. We
point to the example of No Child Left Behind, which requires districts to demon-
strate students are making adequate yearly progress via standardized testing,
and to which one of the initial responses was a systemic lowering of standards
in many states. We believe implementing strict completion-rate cutoffs could
have a similar lowering-of-standards effect on higher education.)

Are employment outcomes favorable?
While for-profits clearly have room to improve graduation rates, the data that

exists suggests their outcomes are favorable as measured in graduate employ-
ment rates and earnings levels. The Department of Education has calculated a
median starting salary of $36,000 for all students aged 25-34 with an associate
degree and $46,000 for those with a bachelor’s degree. The National Association
of Colleges and Employers (NACE) reports an average salary of $47,673 offered
to 2010 graduates with a bachelor’s degree. We provide placement and salary

School Placement rate Avg salary of graduates Salary increase

ITT 77% $32,800 47%

DV 89% $45,486 NA

EDMC 87% $30,200 NA

UTI 88% $12 to $15 per hour* NA

CECO—AIU, Colorado Tech,
and Art and Design

71% NA NA

CECO—Sanford-Brown, Le
Cordon

81% NA NA

STRA NA $50,000 67%

APOL—University of Phoenix NA NA Bachelor's--8.5% annual

Master's--9.7% annual

TABLE 8

Select Graduate Placement and Salary Rates at For-Profits

Source: Company reports (most recent data in 10Ks, investor presentations, and annual reports), Phoenix Business Journal, May 8, 2009.
*Starting salary of auto graduates according to Michael Romano, regional VP of operations for UTI (quoted in Phoenix Business Journal).
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data from a select group of for-profit schools in Table 8. Most of the reported
placement rates are above 80%, which we consider a good outcome, particularly
given NACE’s finding that only 24% of 2010 college graduates who applied for a
job will have one waiting for them after graduation.

At the same time, we believe the industry needs to do a better job providing
aggregate data on outcomes. Data points are helpful, but we believe the federal
government is going to require more specificity, and it would be better in our
view if the industry took the initiative itself. That said, the for-profits clearly do a
better job gathering data than many non-profit schools, especially community
colleges, which operate under less stringent disclosure requirements. Not sur-
prisingly, the data that does exist for community college placement rates is scat-
tered and not as favorable as data on the proprietary sector, perhaps in part
because for-profit schools have greater employment resources than community
colleges. Corinthian, for example, with a student population of 86,000, has more
than 600 individuals working in job placement positions. Job placement tradition-
ally has not been the highest priority for community colleges (partially because
some students aim to transfer to four-year programs and partially due to lack of
resources), though this obviously varies from school to school and program to
program. One of the goals of the American Graduation Initiative (AGI), the
Obama administration’s $12 billion plan to strengthen community colleges, was
to improve the measurement of student outcomes (as well as the actual out-
comes) of community college graduates. The AGI, which was initially attached to
the healthcare reform bill, was withdrawn in favor of a much less-ambitious (and
less-expensive) $2 billion plan.

Ideally, we believe the proprietary sector should provide data that shows the
student’s return on investment, as many students who attend for-profits are
already employed and are looking to improve their salary prospects, making a
placement rate a meaningless metric for some schools. Some companies in our
coverage universe do provide this type of return-on-investment data. Strayer has
released data showing an increase in average salary from $30,000 to $50,000
within three years after graduation. Apollo reports that University of Phoenix
bachelor graduates for the 2008 cohort saw an average annual salary increase
of 8.5% over the course of their enrollment and masters graduates saw an aver-
age annual increase of 9.7%, both compared to a national average of 3.8% over
that time. ITT reports that entering students report an annual salary of $17,000
to $18,000 and that graduates earn in a range of $32,000 on average. We
believe the industry would be well-served in public policy discussions and with
consumer groups if all schools provided such data.

SUPPORTING THE CASE FOR PROPRIETARY SCHOOLS
In addition to directly refuting the allegations of critics, there are a number of

points we believe the industry needs to make and prove in order to come out
ahead in the broader policy debate. One of the reasons we expect fears over
draconian regulations or laws is overblown is that we believe policymakers are
aware of the fact that increasing access to higher education is impossible with-
out a viable and thriving proprietary sector. However, we believe the sector’s
goal, and the end toward which these arguments would work, is support, rather
than mere tolerance, from the political system.

Attacking schools hurts career prospects for graduates
The value of for-profit schools, in our view, is not merely reflected in starting

salary or placement data. Populations served by for-profit schools are apt to face
greater challenges, due to demographic factors as well as life circumstances,
unrelated to their educational pedigree. According to the Department of
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Education, in the fall of 2008, 21.0% of the student population in traditional pub-
lic four-year schools was either black or Hispanic, compared to 30.9% at com-
munity colleges and 39.9% at for-profits. As recent Labor Department statistics
show, even among job hunters who hold a bachelor’s degree or higher, the
unemployment rate among blacks and hispanics has trended higher than that for
whites (see Table 9). In addition, the salaries for these groups tend to be lower
than for Caucasian males (see Table 10). We believe the sector needs to point
out that before policymakers implement punitive regulations on for-profit schools
because of outcomes, they’d better be sure the issue is really inferior education
from these schools and not inherent biases against their graduates that have
nothing to do with the quality of the education the institutions provide. We believe
sector participants (and even more to the point, students at proprietary schools)
need to remind policymakers that every time they hold hearings or make blanket
statements questioning the quality of proprietary schools, they devalue the
resumes and career prospects of the students who chose to attend the schools.
As such, these attacks tend to diminish opportunities for those the policymakers
are purportedly trying to protect. Accreditation has historically been the primary
method of ensuring educational quality; if the government isn’t comfortable with
current accreditation processes (as suggested by a recent House Committee on
Education & Labor hearing on accreditation standards), we believe it needs to
come up with something objective that measures the “value-add” and quality of
education and doesn’t look solely at variables that may be partially out of the
institution’s hands. If schools truly aren’t providing a high-quality education, then
steps need to be taken in order to improve or eliminate those schools. However,
for schools that are providing a quality education and may have weaker out-
comes relative to some other sectors by virtue of the populations they tend to
serve, we believe policymakers do a lot more good for their constituents by dis-
couraging biases against these schools and the students who attend them,
working to eliminate prejudices against schools purely because of their tax sta-
tus or open admissions policy, than they do by continually alleging that propri-
etary schools are inherently and inevitably inferior.

Proprietary schools provide needed capacity
The sector has communicated this point clearly, but we believe it bears

repeating and is a key argument in the case for the industry. While policymakers
may disagree on the relative quality of different schools, one thing is certain: If
policymakers see value in providing post-secondary education to underrepre-

2008 2009
Total population 2.6% 4.6%
White 2.4% 4.2%
Black 4.0% 7.3%
Hispanic 3.4% 5.7%

Source: Bureau of Labor Statistics “Employment status of the civilian noninstitutional population 25
years and over by educational attainment, sex, race, and Hispanic or Latino ethnicity”

TABLE 9

Unemployment Rates of the Civilian Noninstitutional Population 25 Years and

Over with a Bachelor's Degree and Above



(800) 866-3272 13 First Analysis Securities Corporation

Post-secondary education

sented populations, the infrastructure of the public non-profit system is inade-
quate. From coast to coast, students were turned away from public non-profits or
dealt with ballooning class sizes during the 2009-2010 school year due to bud-
get constraints, and given the tenuous budgetary status of most states, there’s
little reason to believe the situation will improve anytime soon. We believe propri-
etary colleges are well-positioned to pick up the slack from the demand spurred
by the weak labor market and as the economic stimulus money on which public
colleges are depending runs out. For-profit schools, not dependent on state leg-
islatures and tax revenue, offer a reliable alternative in terms of class availability
and student resources.

Prove the benefits outweigh the costs
Critics of the sector would portray for-profit schools as predatory institutions

whose impact on the populations they serve is largely confined to saddling them
(and ultimately the taxpayer) with debt they cannot afford to repay after having
sold them a shoddy, second-rate product. We have already noted that propri-
etary schools generally provide educational opportunities to populations who
may face greater challenges in succeeding in the job market than do their tradi-
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TABLE 10

Median Earnings of Full-Time Year-Round Workers Ages 25-34, by Race/Ethnicity, Gender, and Educational Level,

2005

Source: CollegeBoard. “Education Pays: The Benefits of Higher Education for Individuals and Society” 2007, U.S. Census Bureau, 2006, PINC-03.
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tionally-educated peers, and we believe the for-profits benefit society in doing so
(albeit to a largely heretofore unquantified degree). Conversely, we also believe
the failure to provide educational access to those populations would impose
social costs, such as higher healthcare costs, higher unemployment, and higher
rates of incarceration among poorly educated populations (see Table 11).

As noted, some schools provide data on value-add to students, but this data
tends to be inconsistent and in many cases unavailable across the sector. We
believe that in order to win the policy debate, the sector needs to do a truly inde-
pendent, rigorous analysis of the benefits and costs of going to school for the
individual student, accounting for factors like 1) increase in average earnings
over the lifetime of the student, 2) other economic benefits, such as health insur-
ance, 3) direct costs in attending school and in servicing any associated student
debt, and 4) opportunity costs in attending school. To ensure independence, we
believe it would behoove the industry to propose such a project to the DOE and
work with the DOE on the methodology. We also believe the industry needs to
provide an independent, rigorous analysis of the benefits and costs to society,
accounting for factors like 1) increased taxes paid by graduates, 2) taxpayer
investment in supporting education, and 3) reduction of societal costs resulting
from greater educational attainment, such as those noted above.

Embrace the idea that providing debt you know students won’t pay back is
not a good policy

In our view, the sector needs to embrace the overarching goal of policymak-
ers, which (while it hasn’t necessarily been clearly articulated by those policy-
makers) we believe is ensuring that students aren’t taking on debt they have no
reasonable chance of being able to pay back. We believe the sector should
vocally agree with that goal and indicate a willingness to work with policymakers
on achieving it. From a practical standpoint, for schools whose students take on
non-federal loans provided by third parties or institutional loans provided by
schools themselves, this could mean providing such loans only to students from
whom the loans can reasonably be reserved at a rate similar to the cutoffs
required for federal loan eligibility (e.g., a 25% default rate under a two-year
measurement period or a 30% rate under a three-year measurement period).
The fact that some schools providing institutional loans are reserving at a rate of
40% or higher could lead critics to conclude those schools aren’t aligned with
the goal of ensuring students aren’t taking on debt they can’t reasonably be
expected to pay back, which can make for damaging headlines. (We acknowl-
edge the fact that Title IV cohort default rates are measured over two- or three-

Convicted Unconvicted Total

8th grade or less 11.8% 14.3% 12.3%
Some high school 30.6% 32.7% 31.6%
General equivalency diploma 18.2% 14.1% 17.1%
High school diploma 26.1% 26.2% 25.9%
Some college 10.5% 9.7% 10.1%
College graduate or more 2.8% 2.9% 2.9%

TABLE 11

Selected Characteristics of Jail Inmates, by Conviction Status

Source: Doris J. James, "Table 1. Selected Characteristics of Jail Inmates, by Conviction Status, 2002 and 1996," in Profile of Jail Inmates,
2002, Bureau of Justice Statistics, July 2004.
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year time horizons whereas schools may be reserving at a rate that accounts for
defaults over the lifetime of the loans. Nevertheless, we believe instituting poli-
cies that would narrow the provision of internal loans to a level that would allow
the companies to reserve at rates below the Title IV cutoffs would serve them
well in policy discussions, as well as ensuring students are being well-served.)
We believe schools that reduce third-party or internal lending could and should
offset some of the reduction with need-based scholarships, which would not only
reduce the direct adverse impact that lesser lending could have on new-student
enrollment, but also improve retention rates, as we believe students who receive
scholarships tend to both start school and persist at higher rates.

Debt-to-income measure of gainful employment is misguided policy
The most contentious issue surrounding recent negotiated rulemaking

involves gainful employment regulations. The initial proposal required that annual
debt repayment loads for graduates of for-profit schools (and for non-degree pro-
grams at non-profit schools) not exceed 8% of the starting salary in their chosen
field of study, as measured by the 25th percentile earnings level for the relevant
field. The aim of the proposals is, presumably, to ensure that upon entering the
workforce, graduates can earn enough to pay back their loans.

While the aim of the proposal is laudable and should be embraced by the
industry, we believe the industry needs to make a number of reasonable points
about why the specific proposal is bad public policy. We believe the 8% annual
debt-service standard was taken from mortgage underwriting practices, which
stipulate that 28% of gross income should be devoted to mortgage payments
with no more than 36% of gross income devoted to total debt service, leaving an
8% window for debt that is not mortgage related. Aside from being somewhat
arbitrary, the 8% rule focuses on the level of debt to current income and does
not account for the fact that education enhances lifetime earnings power. A 2006
College Board paper (“How Much Debt is Too Much? Defining Benchmarks for
Manageable Student Debt”) noted that while education, like any investment,
involves some risk, it may make sense for a student, especially early in his or
her working life, to take on more debt than would be justified under a standard
benchmark so as to ensure a higher level of lifetime earnings. While student debt
repayment may constitute a larger portion of a graduate’s starting salary than is
consistent with a given benchmark, and hence may run afoul of proposed regu-
lations, the cost of education could be benchmarked to the overall (which is to
say, lifetime) return on education, as opposed to being assessed strictly on the
basis of debt to salary shortly after graduation. We believe failure to take into
consideration the enhanced lifetime earnings associated with various levels of
educational attainment results in devaluing more advanced degrees (such as a
bachelor’s degree) in comparison with degrees earned in shorter programs that,
while requiring lower levels of debt and delivering a quicker time-to-work, do not
necessarily deliver as high a value over an individual’s working lifetime.

While efforts to ensure that students are not encouraged to take on more
debt than they can afford to repay certainly make sense, from both a social and
economic perspective, the imposition of unreasonably strict guidelines regarding
permissible debt levels may actually end up prohibiting many prospective stu-
dents (especially those of lower socio-economic status) from getting access to
Tile IV entitlement funding. This, combined with the limited capacity of commu-
nity colleges, could have the unintended effect of restricting access to higher
education to those who come from more affluent socioeconomic circumstances,
which hardly seems an equitable outcome. Critics would argue that schools will
and should respond by cutting tuition rates rather than curtailing programs, but
as noted above, we believe the vast majority of proprietary schools aren’t nearly
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as profitable as a few large public companies and won’t be in a position to cut
tuition rates meaningfully to meet an 8% debt-to-income measure. In any event,
we believe an almost-inevitable outcome of any such debt-to-income require-
ment will be shifting allocation of Title IV entitlement dollars away from students
from lower socioeconomic classes, which doesn’t strike us as particularly wise
public policy, regardless of the intent.

We believe the industry should also make the case that if policymakers’ goal
is to resolve a public policy problem, in escalating tuition costs, implementing a
debt-to-income requirement on proprietary schools will barely make a dent, with
the sector serving only about 10% of the students attending college and given
that the policy would have no impact on most non-profit schools, many of which
have long been implementing tuition price increases well in excess of inflation. If
policymakers want to get at the underlying issue, we believe a more effective
solution would be to ask what the large proprietary schools are doing right that
allows them to produce good student outcomes while simultaneously being quite
profitable and to promote policies that would encourage traditional schools to
learn from the educational and economic success of those proprietary institu-
tions. If policymakers can incentivize and encourage traditional schools to oper-
ate in ways that would allow their revenue to exceed costs to a greater degree,
industrywide margins would increase (for both nonprofit and for-profit schools),
which, unlike the proposed gainful employment regulation, could actually allow
the entire higher education system to reduce tuition rates.

Get students involved
Most importantly, we believe the proprietary sector needs to get students

involved in the policy debate. We believe the most successful proprietary schools
are ones that clearly put the interests of their students first, and we believe poli-
cymakers need to see that focus as a counterpoint to the barrage of media sto-
ries from dissatisfied former students. We believe the vast majority of students
who attend proprietary schools (at least those in our coverage universe) made
an informed and rational decision to attend their school of choice, rather than
being misled by aggressive marketing and admissions personnel. We believe
many such students must bristle at constant allegations that their schools are
inferior or that they aren’t intelligent enough to make a considered decision that
significantly impacts their economic future. We believe schools should identify
students who feel this way (being careful not to do anything that could be per-
ceived as putting words in students’ mouths) and encourage students that their
voices are more important in this discussion than anything the schools them-
selves or industry lobbyists can say.
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