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Educational Services 
 

Legislative Risks More Manageable Than Expectations; 
Perspectives on Public Versus Private Providers 
 
Investors we speak with have become increasingly concerned with the 
legislative risk in the postsecondary education group, in part we believe 
because the first Senate HELP panel earlier in July, the expectation for another 
panel Senate hearing on August 4, and one more in the future have raised the 
risk that the DOE policy process will not be the end of the line. We also believe 
investors’ fears are amplified by the lack of comparable information related to 
how public sector schools operate compared with private sector schools. 
 
Our analysis of the data between private and public sector schools 
contained in this note gives us incremental confidence that the “issues” 
raised by the Senate panel are not those of private sector schools alone, 
and that if Congress or the GAO widens their examination of financial aid 
and taxpayer dollars, the debate will change materially and the risk of 
legislation will fall dramatically. The Senate HELP panel’s call for GAO 
analysis of many of the financial aid issues floating around out there, in our 
view, will include a broader examination of traditional education spending, 
subsidies, Pell Grant dollars and other factors that will change the context 
for how the private sector schools are viewed. In particular, the fact that in 
2007-2008 public sector schools received nearly $10 billion in Pell Grant 
dollars (three times the amount of private sector schools) and roughly $125 
billion in additional state and federal grants, appropriations, and contracts 
(nearly $10,000 per student), and probably hundreds of millions if not 
billions of dollars in Congressional earmarks and pork spending, in our view, 
makes the equal scrutiny of public sector institutions warranted. 
 
In conjunction with our detailed work on program-level Gainful Employment 
exposure that we have done (see your William Blair salesperson for details) 
for each of the companies in our coverage universe, the perspectives in this 
report give us incremental confidence in the risk/reward equation of the 
publicly traded companies, even as we recognize the current situation is still 
very fluid. We recommend becoming more aggressive on Apollo Group 
(APOL $48.10; Outperform), Bridgepoint (BPI $17.49; Outperform), and 
Career Education (CECO $26.09; Outperform) at these levels; continuing to 
own National American University Holdings (NAUH $7.90; Outperform), 
American Public (APEI $44.75; Outperform), Capella (CPLA $87.24; 
Outperform), and Grand Canyon (LOPE $21.90; Outperform); and for more 
risk-seeking investors using market opportunities (perhaps the next Senate 
panel) to nibble at DeVry (DV $53.32; Market Perform) and Education 
Management (EDMC $17.89; Market Perform). We are comfortable with 
Strayer (STRA $232.02; Market Perform) here, even though its gainful 
employment exposure is higher than some investors may expect and prefer 
Capella at the same valuation. We remain cautious on ITT Educational (ESI 
$90.79; Market Perform), given its gainful employment exposure (especially 
for AA programs) and other concerns about the sustainability of enrollment 
growth and margins looking out beyond 2011, even as we recognize the 
trade in ITT is so one-sided right now that there will probably be a major 
relief rally with any clarity on the neg reg and legislative fronts. 
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Putting the Private Sector in Perspective 
 
Demographics 
One of the larger issues that we believe investors gloss over is that the for-profit companies tend to 
enroll students that can’t, don’t, or won’t attend traditional institutions. Whether it is because of the 
types of programs, the locations, access to online, customer service, the types of students that attend 
the institution, or any number of other factors, traditional schools simply do not fill the needs of many 
students. 
 
The administration has made the point many times that they want to increase access to low-income 
students—something Mr. Shireman has championed as well, but the market generally ignored, 
because investors felt it was more positioning than actual support. Below we include some 
demographic information for the career college industry as a whole in comparison to some traditional 
schools. The for-profit companies enroll many more low-income, minority, first-generation 
college students than we believe investors generally realize. These are exactly, in our view, the 
types of students the administration is trying to help. In many cases, these students do not have 
any viable options for the types of programs they are interested in; we believe this perspective is much 
easier to believe for vocational programs such as healthcare/nursing, IT, education, and health/human 
services than it is for business and some general IT programs. As we have discussed in the past, this 
is one of the reasons we prefer the companies that are focused on healthcare, education, criminal 
justice, and some parts of the IT world; we believe the student value propositions in these fields are 
easier to justify (and even analyze) than in business for example. 
 

Student Characteristics by Sector, 2004 

Source: 2008 Factbook: A Profile of Career Colleges & Universities; Imagine America Foundation
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Apollo addressed one aspect of this issue in its academic report published in June 2008. Specifically, 
the academic report showed that UOP (University of Phoenix) students’ completion rates were 
materially above the national averages when factoring in the number of risk factors associated with 
each student. For instance, UOP students with two risk factors completed at a rate of 55%, compared 
to a national average of 20%. Risk factors outlined by the Department of Education include enrolling 
part-time, delaying entry into postsecondary education after high school, not having a regular high 
school diploma, having children, being a single parent, being financially independent of parents, and 
working full-time when enrolled. In effect, UOP graduates in general face more hurdles (children, 
careers, socioeconomic issues) to graduate, but progress farther on a relative basis than their 
traditional peers. 
 
In summary, admissions-based institutions have become more exclusive and competitive over time, as 
the schools endeavor to improve the brand, etc. The private sector schools are open enrollment and 
clearly attract a different type of student, as can be seen in the table on the following page when 
examining some typical public universities. 
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Illinois State 
University

Iowa State 
University

University of Illinois University of Iowa

Incoming GPA or Rank (1)
3.49 3.49 85-97 3.57

ACT score 
(2) 25 (2) 25 (3) 27-32 25

Median Age 23 22 23 24

Full-time students 87% 59% 80% 85%

Tuition (4)
$16,561 $17,871 $26,670 $22,198

Pell Grant Recipients (5)
17% 21% 16% 17%

Racial Profile 87% white 83% white 73.5% white 89% white
Source: University's website
(1) on a high school  4.0 scale and the class rank is based on the middle 50 percentile
(2) Weighted average on a range of scores
(3) Representative of the middle 50%
(4) Out-of-state 2009-2010 one year tutition; does not include room and board or books and supplies
(5) Undergraduate enrollment data Source: College Navigator

Enrollment Profile, 2009-2010 Academic Year

 
 
In this note, we will not address the issue of the demographic differences and their impact on student 
loan default rates except to point out that HBCUs and HSIEs, whose students tend to look a lot more 
like the private sector’s student body than the public school student body, in some cases have default 
rates (and tuitions) well above many private sector schools, yet have not been part of the argument. 
The increase from 2006 to 2007 at the HBCUs was higher in almost every case when compared to the 
proprietary schools, which is important, in our view, because we believe the DOE is focused on year-
to-year changes in part because it is more of a real-time way to gauge institutional consistency. While 
we do not have detailed three-year CDRs, we would expect them to look pretty poor relative to the 
publicly traded education companies. 
 

FY04 FY05 FY06

% 
Increase

FY05-FY06 FY07 Draft FY07 Final

% 
Increase

FY06-FY07 

Public 4.7% 4.3% 4.8% 11% 6.1% 6.0% 26%
< 2 Years 5.7% 5.2% 6.5% 24% 7.6% 7.6% 17%
 2-3 years 8.1% 7.9% 8.5% 7% 10.2% 10.0% 18%
4 years + 3.5% 3.0% 3.4% 14% 4.5% 4.4% 29%

Private 3.0% 2.4% 2.5% 6% 3.8% 3.8% 50%
< 2 Years 9.0% 9.0% 10.0% 11% 13.0% 12.7% 27%
 2-3 years 7.4% 6.7% 6.1% -8% 8.1% 8.1% 33%
4 years + 2.8% 2.3% 2.4% 6% 3.7% 3.7% 50%

Proprietary 8.6% 8.2% 9.7% 18% 11.3% 11.1% 14%
< 2 Years 8.9% 8.9% 11.0% 24% 12.5% 12.0% 9%
 2-3 years 9.9% 9.3% 11.2% 20% 12.7% 12.6% 12%
4 years + 7.3% 7.2% 8.4% 17% 10.0% 9.9% 18%

Total 5.1% 4.6% 5.2% 14% 6.9% 6.7% 29%

HBCUs (1)
2-Year Public (~5% of HBCU students) 9.6% 5.5% 11.3% 105% 13.2% 17%
2-Year Private (~0.1% of HBCU students) 16.7% 14.5% 17.7% 22% 22.4% 27%
4-Year Public (~66% of HBCU students) 9.0% 7.2% 9.4% 31% 11.7% 24%
4-Year Private (~29% of total HBCU students) 9.4% 8.7% 9.7% 11% 11.3% 16%
Total HBCUs 9.2% 7.6% 9.6% 26% 11.7% 22%

Sources: Company filings, Department of Education, William Blair & Company, L.L.C. estimates

2-Year CDRs

Cohort Default Rates by Institutional Type

 
 
University P&Ls 
Private sector schools have been pilloried in recent months for the juxtaposition of receiving a huge 
majority of their revenues from government sources yet showing significant profit margins and, in 
some cases, showing default rates on government loans that are well above public sector schools.  
 
We believe the private sector schools are not that different from community colleges and public sector 
bachelor degree universities in terms of instructional costs and admissions-and-marketing spending, if 
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the numbers are examined from anywhere but 30,000 feet. We recognize default rates are higher at 
many private sector schools, but the average credit profile of the incoming student is generally a lot 
lower and the number of DOE-defined risk factors a lot higher. If community colleges in particular, but 
also public sector universities, were effectively addressing the demand from this demographic, the 
private sector schools probably would not exist or certainly would not exist in the same form or scale 
as they do now. 
 
Private sector schools receive 70%-90% of their revenue from federal sources, because 1) the 
students that attend these schools are eligible in greater percentages (and with higher eligibility) for 
Pell Grants and Stafford Loans, 2) states do not subsidize private sector schools like they do state-run 
institutions, 3) private sector schools tend to not be eligible for state education grants (not that there 
are many left anymore), 4) the federal government does not often (if ever) include private sector 
schools in appropriations, earmarks, research grants or other subsidies, and 5) the self-pay 
component for the private sector tends to be quite low, in part because of the income levels (especially 
true for certificate, diploma, and associate programs) and in part because the amount of money a 
student can borrow is in most cases well above the tuition the private sector schools charge, so there 
is no incentive for the student to put any skin in the game when they can defer the cash flow impact of 
their education into the future. We address some of these issues in this research note. 
 
Pell Grants 
First, Pell Grants in some cases account for nearly 20% of revenues, but generally make up around 
10% of revenues for the private sector schools. These are need-based grants for students who do not 
have enough income (individually or through their family’s contribution) and Congress has determined 
that these types of students should receive substantial help in going to school. As illustrated in the 
chart above, the typical public sector schools do not enroll many students from lower-income families, 
so by definition they will not be big recipients of Pell dollars. As a reminder, a Democratically controlled 
Congress voted several times in the last several years to increase the maximum Pell award, to raise 
the ceiling for eligibility, mandate annual increases in the maximum award, and is trying to make the 
Pell Grant system a structural entitlement. These dollars are supposedly for a certain type of student, 
but clearly the movement by public schools to enroll fewer students with substantial need (for a variety 
of reasons) has shifted the usage of Pell dollars from public to private sector schools. Again, the 
students apply for Pell awards and decide where to use those dollars. 
 
One of the issues the Senate panel seemed to be concerned with was the increase in Pell Grants 
going to private sector schools, in part because private sector schools enroll roughly 10% of the 
population, but account for more than 20% of the Pell Grant disbursements. Because public 
institutions have become increasingly more selective (fewer Pell users) and community colleges have 
kept tuition (and thus financial aid need for students) low, due to ever-increasing amounts of federal 
and state support, the disproportionate use of Pell Grant dollars by private sector schools is, in our 
view, a natural outgrowth of an inefficient market and a willingness of state and federal governments to 
subsidize the true cost of education with taxpayer dollars in other ways besides Pell Grants. 
 
As the table below illustrates, there are some very important points that industry observers tend to 
forget about the Pell Grant system. 
 

Number of Total Number of Average Number of Total Number of Average

Institutions Grants Recipients Grant Institutions Grants Recipients Grant

Total Proprietary 2,018       3,088,364$           1,218,057   2,535$         1,996     905,499$     499,425          1,813$         
     Y/Y Growth 241% 144% 40%
Total Public Institutions 1,951       9,316,387$           3,528,632   2,640$         2,022     4,981,728$  2,671,903       1,864$         
     Y/Y Growth 87% 32% 42%
Total Private Institutions 1,516       2,271,591$           796,204      2,853$         1,548     1,345,554$  683,852          1,968$         
     Y/Y Growth 69% 16% 45%

Public Grant vs. Proprietary Grant 104% 103%
Private Grant vs. Proprietary Grant 113% 109%

Dollars in thousands

Source: U.S. Government, Pell Grant End-of-Year Report, 1997 and 2008, William Blair & Co. LLC

Pell Grant Recipient Detail

2007 - 2008 Grant Year 1998-1999 Grant Year
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 The average grant has grown more than 40% in the past 10 years for every type of 
recipient; although it is interesting that the average grant for public and private institutional 
students has grown faster than the average private sector grant.  

 
 The massive growth (241%) in grants to private sector students compared to public sector 

or private institutions has come from a huge increase in students rather than the number 
of private sector institutions or the average grant. 

 
 In terms of gross dollars (perhaps a factor the average taxpayer may want to understand), 

Public institutions received more than $9 billion in Pell Grant money in 2007-2008, 
representing 63% of the total grant dollars awarded (compared to 69% of the grant dollars 
awarded in the 1998-1999 award year). Clearly the private sector (21% versus 13%) has 
seen the largest increase in “market share,” but the dollars granted to traditional public 
school students are still more than three times the dollars awarded to private sector 
schools—and yet there has been no mention of this perspective when considering the 
return on taxpayer dollars flowing into higher education.  

 
 The demographic trends of the public sector and private universities has in part 

necessitated the private sector schools receive an outsized portion of the Pell Grant 
dollars available, due to the rather stagnant supply of degree-granting seats, combined 
with increasing demand, has driven rising standards (grades, test scores, tuition pricing, 
ability to pay) at admissions-based schools, but has had the opposite impact at the private 
sector schools. The low-income, nontraditional student population (big Pell users because 
they are eligible in greater numbers) is getting left behind, so the private sector has 
stepped in to fill that void. 

 
There are a lot of factors that feed into this (program length, type of student, etc.), but the raw 
numbers belie the current industry perspective that the private sector schools are the only issue with 
regard to Pell Grant dollars that should be examined.  
 
Stafford Loans 
Second, Stafford loans make up the largest portion of revenues for the private sector schools. Any 
student who wants to go to school can apply for a loan through the Stafford program so long as that 
school (or program) has been deemed eligible for inclusion in the Title IV structure. As with the Pell 
Grant, Congress voted several times in the last three years to increase the maximum Stafford loan 
amount available to undergraduate and graduate students, in part because Congress realized the 
amount of financial aid available had not kept up with rising tuition costs. Eligibility for Stafford loans is 
based on attendance cost, family contribution (the more money the family has the tougher it is to 
borrow the maximum under Stafford) and a number of other factors. Eligibility for Stafford is not 
dependent on which school the student is enrolling in, as long as the program is eligible. 
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The Loss Sharing Idea 
Following the first Senate panel, we heard from many investors who expect the Senate to propose 
some sort of risk-share structure to get at the idea the private sector schools do not have any skin in 
the Title IV game and thus have no incentive to control defaults (and thus are wasting taxpayer 
money). This is the one idea proposed in the last year or so of policy debates that we do not have that 
much of an issue with, given all the issues with third-party payers and what they typically do for 
incentive structures with buyers of the products involved. That said, we wonder how this would be 
implemented for only the private sector schools, since Title IV loans are attached to the student 
(responsible for applying for and repaying the loan) and public sector schools have much larger dollars 
of default than the private sector schools do. We could envision risk-sharing over a certain CDR 
threshold (3-year CDR of 10%? 15%? 20%?) in order to let Congress “carve” out the private sector 
schools and leave most public schools alone. A carve-out based on a CDR threshold would, however, 
still capture most HBCUs, tribal-affiliated schools, and a material number of private institutions, which 
may make it politically unpalatable. We also would expect any sort of effort along these lines to 
necessitate a legislative process (maybe even a rewriting of the HEA) which, again, may not be 
palatable (or possible) as we move toward (or beyond) midterm elections. 
 
But, regardless of the efficacy, structure, or appetite for such a solution, the risk is real in our view, so 
we have done some scenario analysis to understand the possible impacts on the schools. We have 
projected the number of defaulting students (on a 3-year basis) in 2010, based on historical default 
patterns, expected 2010 enrollments, and an adjustment factor to account for what will likely be a 
material increase in future defaults due to the economy. We then looked at two scenarios for the 
average defaulted dollar per student, one in which all defaulting students only took one course (and 
paid the enrollment fees typical of a new student) and one in which the student took an entire year’s 
worth of courses. We do not view either scenario as the likely one, but do believe these scenarios 
effectively bookend the risk. Anecdotally we have heard from a number of companies that the average 
defaulted dollar amount ranges from $2,000 to $3,000, but we believe that number overstates the 
dollars of tuition borrowed, which we think would be the amount the school could logically be 
responsible for. We then looked at loss-share ratios of 5% and 25% with recovery rates of 25% and 
40% (which we view as pretty conservative, given anecdotal evidence that some firms are able to 
recover more than 40% over time). 
 
In summary, we believe investors view a risk-share framework as a significant headwind for cash flow, 
but our analysis suggests that even in what we would consider a worst-case scenario the impact for 
most of the companies is very manageable and more than built into the current valuations. The stocks 
have acted very poorly since the first Senate panel (up until this week), so we believe fears of some 
sort of legislative reaction (like a risk-share framework) are quite real for investors in these stocks. 
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NAUH APOL CPLA DV EDMC
2007 3-YR CDR 15.50% 15.90% 5.50% 15.80% 15.10%
   CDR Adj. Factor (worse economy, business mix, etc.) 25.00% 20.00% 20.00% 25.00% 25.00%
# of Students Defaulting, 2007 364                 17,016            371               4,028              4,430              
# of Students Defaulting, 2010 estimate 1,604              26,822            628               19,297            13,841            

Scenario 1
4 Credit Hours (~1 Course) + $150 in Fees 1,350$            2,210$            2,214$          2,310$            2,150$            
Defaulted Dollars 2,165,174$     59,277,517$   1,390,393$   44,576,911$   29,757,534$   

% of 2010E Operating Income, 25% Recovery
5% Loss Share 0.36% 0.16% 0.06% 0.35% 0.21%
10% Loss Share 0.71% 0.31% 0.11% 0.71% 0.42%
25% Loss Share 1.78% 0.79% 0.28% 1.77% 1.06%

% of 2010E Operating Income, 40% Recovery
5% Loss Share 0.28% 0.13% 0.04% 0.28% 0.17%
10% Loss Share 0.57% 0.25% 0.09% 0.57% 0.34%
25% Loss Share 1.42% 0.63% 0.22% 1.42% 0.84%

Scenario 2
32 Credit Hours (~8 Courses) + $150 in Fees 10,650$          17,530$          17,562$        18,330$          17,050$          
Defaulted Dollars 17,080,814$   470,196,775$ 11,028,941$ 353,720,685$ 235,984,164$ 

% of 2010E Operating Income, 25% Recovery
5% Loss Share 2.81% 1.25% 0.44% 2.82% 1.67%
10% Loss Share 5.62% 2.50% 0.88% 5.63% 3.35%
25% Loss Share 14.04% 6.24% 2.21% 14.08% 8.37%

% of 2010E Operating Income, 40% Recovery
5% Loss Share 2.25% 1.00% 0.35% 2.25% 1.34%
10% Loss Share 4.49% 2.00% 0.71% 4.51% 2.68%
25% Loss Share 11.23% 4.99% 1.77% 11.27% 6.70%

ESI STRA APEI LOPE BPI CECO
2007 3-YR CDR 24.10% 13% 13% 2.90% 17.40% 20.20%
   CDR Adj. Factor (worse economy, business mix, etc.) 25.00% 20% 25.00% 100% 25.00% 25.00%
# of Students Defaulting, 2007 6,687              1,388              NA 119                 245                 11,388            
# of Students Defaulting, 2010 estimate 20,901            2,333              3,216            697                 1,593              30,718            

Scenario 1
4 Credit Hours (~1 Course) + $150 in Fees 2,122$            2,154$            1,150$          1,550$            1,430$            1,918$            
Defaulted Dollars 44,351,917$   5,024,422$     3,698,348$   1,079,757$     2,278,671$     58,917,383$   

% of 2010E Operating Income, 25% Recovery
5% Loss Share 0.26% 0.09% 0.24% 0.04% 0.04% 0.56%
10% Loss Share 0.53% 0.17% 0.49% 0.09% 0.09% 1.13%
25% Loss Share 1.31% 0.43% 1.22% 0.21% 0.21% 2.82%

% of 2010E Operating Income, 40% Recovery
5% Loss Share 0.21% 0.07% 0.19% 0.03% 0.03% 0.45%
10% Loss Share 0.42% 0.14% 0.39% 0.07% 0.07% 0.90%
25% Loss Share 1.05% 0.34% 0.97% 0.17% 0.17% 2.26%

Scenario 2
32 Credit Hours (~8 Courses) + $150 in Fees 16,826$          17,082$          9,050$          12,250$          11,290$          15,194$          
Defaulted Dollars 351,680,188$ 39,845,489$   29,104,393$ 8,533,561$     17,990,347$   466,731,348$ 

% of 2010E Operating Income, 25% Recovery
5% Loss Share 2.08% 0.67% 1.91% 0.34% 0.34% 4.47%
10% Loss Share 4.17% 1.35% 3.83% 0.67% 0.67% 8.93%
25% Loss Share 10.42% 3.37% 9.57% 1.68% 1.69% 22.34%

% of 2010E Operating Income, 40% Recovery
5% Loss Share 1.67% 0.54% 1.53% 0.27% 0.27% 3.57%
10% Loss Share 3.33% 1.08% 3.06% 0.54% 0.54% 7.15%
25% Loss Share 8.33% 2.70% 7.65% 1.34% 1.35% 17.87%

Source: William Blair & Co., LLC estimates, company reports, Dept. of Education cohort default data 2007

Notes:

To estimate # of 2010 students defaulting, we took the historical relationship between enrollments & students entering default status and applied that to the school's 2010

      expected enrollment and the 2007 3-year CDR

Assumes school only responsible for cost of tuition, books and fees, not loans borrowed above that amount since schools cannot restrict access to Title IV

CECO default statistics for each Culinary institution are difficult to find given the recent name changes

We have assumed APEI's default profile is similar to that of STRA because APEI did not have any student entering Title IV repayment in 2007

Defaulted Loan Loss Sharing Scenario Analysis

 
 
State and Federal Subsidies for the Public Sector 
We recognize the argument that the private sector schools are receiving too many federal dollars or at 
least proportionally more than their public sector peers, but this argument ignores the subsidies public 
sector schools receive from states, local governments, and the federal government that are a 
significant portion of every school’s total revenues. According to the Delta Project and based on 
government IPEDS data the State of Iowa provides roughly $7,600 per FTE in subsidies for public 
research sector schools, 50% of the total education and related spending at said institutions (about the 
national average). Illinois provides $8,749 per FTE in subsidies, 55% of the total education and related 
expenditures for the average public sector research institution in the state. For perspective California 
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provides 37% of E&R spending, Alaska covers 22%, New Jersey subsidizes 67%, and Rhode Island 
subsidizes 77%. Average state subsidies are just over $8,000 for all public sector research institutions 
and roughly $7,400 at community colleges. 
 
Total taxpayer subsidies to public schools in 2008 were $125 billion (excluding nearly $10 billion in 
Pell Grant dollars) or roughly $8,900 for each of the 14 million students enrolled. This compares to 
roughly $1.4 billion of subsidies (excluding Pell Grant dollars) or $775 per student for private sector 
schools. (Source: College Board, 2009 Trends in Student Aid, National Center on Education 
Statistics). 
 
Put another way, using these figures, if higher education is to meet the administration’s goals for 13 
million additional college graduates from either (or both) community colleges and public universities, 
taxpayers would be on the hook for roughly $600 billion. This would be based on 5 million community 
college graduates (at a 22% graduation rate) plus 8 million graduates from public schools (at a 55% 
graduation rate) at an average subsidy of roughly $8,900 per year (excluding Pell Grants). Using the 
same graduation rates and time in school, the $600 billion taxpayer bill from using the public sector to 
meet the administration’s goals compares to roughly $250 billion if the private sector schools alone 
were responsible for creating 13 million graduates. Thus, taxpayers would need to come up with 
nearly $350 billion more in subsidies (we could easily argue the bill would be higher if we included 
construction costs, additional G&A in support of these higher enrollments) if the government relies on 
the public sector to grow the relevant supply of degree granting seats.  
 

Community Colleges Public 4‐Years

Additional Graduates 5,000,000                                    8,000,000                

Subsidy per Completing Student (1) 17,800$                                        35,600$                     

Gross Students Needed* 22,727,273$                                14,545,455$             

Subsidies Required 177,636,363,636$                       415,709,090,909$    593,345,454,545$    

2‐Year Programs 4‐Year Programs

Additional Graduates 5,000,000                                    8,000,000                

Subsidy per Completing Student (2) 1,550$                                          3,100$                        

Gross Students Needed* 22,727,273$                                14,545,455$             

Subsidies Required 96,386,363,636$                         155,709,090,909$    252,095,454,545$    

Additional Subsidy Required for Public Sector to meet Enrollment Goals 341,250,000,000$    

Source: National Center For Education Statistics, William Blair & Co. LLC estimates

* assumes 22% graduation rate at community college and 55% graduation rate at 4‐year public schools

(1) assumes $8,900 in subsidies per student per year

(2) assumes $775 in subsidies per student per year

Using the Private Sector

Using the Public Sector

Estimated Taxpayer Subsidies Required for 13 million Additional College Graduates

 
 
Both of these figures exclude the impact of defaults on federal loans, which obviously would change 
the equation, but when considering a number of factors (default rates, recovery rates, etc.) the 
relationship would be much better, we believe, than many investors would expect. 
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% of Total % of Total
All dollars are reported per FTE Student, in 2008 dollars (CPI adjusted). Contribution Revenues Contribution Revenues Y/Y Growth
Sources of Revenue

Net Tuition $8,794.0 17% $8,379.0 15% 5%
State and Local Appropriations $11,321.0 22% $11,199.0 20% 1%
Private Gifts, Investment Returns, and Endowments $3,057.0 6% $5,406.0 10% -43%
Federal Appropriations, Grants and Contracts $11,306.0 22% $11,451.0 21% -1%
Auxiliary Enterprises, Other Sources $17,680.0 34% $18,741.0 34% -6%
     Total Sources $52,158.0 100% $55,176.0 100% -5%

Source: Delta Project on Postsecondary Education Costs, Productivity, and Accountability

% of Total % of Total
All dollars are reported per FTE Student, in 2008 dollars (CPI adjusted). Contribution Revenues Contribution Revenues Y/Y Growth
Sources of Revenue

Net Tuition $2,800.0 17% $2,899.0 19% -3%
State and Local Appropriations $8,424.0 53% $7,656.0 50% 10%
Private Gifts, Investment Returns, and Endowments $209.0 1% $479.0 3% -56%
Federal Appropriations, Grants and Contracts $3,184.0 20% $3,196.0 21% 0%
Auxiliary Enterprises, Other Sources $1,395.0 9% $1,236.0 8% 13%
     Total Sources $16,012.0 100% $15,466.0 100% 4%

* Delta Project on Postsecondary Education Costs, Productivity, and Accountability

2008 2007

2008 2007
Public Universities- Sources of Revenue

Community Colleges- Sources of Revenue

 
 
We recognize the impact of Private Gifts and Auxiliary Enterprises on our analysis is difficult to gauge. 
On the one hand, we believe schools raise money because they need to shrink budget gaps, build 
new buildings or upgrade old ones, hire well-known faculty, build a new football stadium or diving pool 
or use it for other purposes that, in general, private sector schools use shareholder capital for. On the 
other hand, one could exclude private gifts from this analysis to make the analysis of revenues and 
costs apples to apples. Our view is that given how many stories we have seen in the past two years 
about schools’ budget crises being amplified by falling private gifts, endowments, and other similar 
sources, we view this source of revenue as part and parcel of the operating budget of the university 
rather than “rainy day” funds with the exception of the mega-endowments at some of the exclusive 
schools.  
 
Excluding the Auxiliary Enterprises line item may make more sense when comparing public and 
private sector schools where the public school has a separate hospital enterprise that supports itself, 
for example. But one could argue including the revenues makes sense because the institution made a 
decision to invest in the enterprise and the financial consequences (tuition hikes, fund raising efforts, 
applying for research grants, etc.) of those actions impact the core education budgets of the institution. 
We would also argue a well-regarded hospital, research clinic, or think tank provides a significant halo 
effect for the brand (and thus marketing efforts) of the school, much as a strong football team does. 
 
The final point we would like to make relates to gainful employment. We agree that if the government 
is going to foot part of or the entire bill for a student to get a degree, they should have some say in 
what the return on that investment should be or at least require the institution involved to provide 
enough information to the consumer so they can make an informed decision. We will leave how that 
return is calculated for another discussion (when the NPRM language for gainful employment is 
released), but offer this analogy as one we think is relevant. 
 
If the University of Iowa offers a degree in early childhood education that costs approximately $15,748 
for an in-state student and $32,044 for an out-of-state resident each year, but the cost to the taxpayer 
is roughly 25%-60% higher because of state and federal subsidies of $8,900 to $10,000 per year if not 
more, why should that program not be held to the same standard for the definition of gainful 
employment as a degree in early childhood education from Grand Canyon, Bridgepoint, Strayer, or the 
University of Phoenix that would cost in the range of $15,000 per year or less with only $775 in state 
and federal subsidies per year? We could ask the same question about degrees in nursing, criminal 
justice, computer science, visual arts and design, business, and more. We recognize that cohort 
default rates are lower at public schools so they probably wouldn’t be affected by a quantitative debt-
to-income approach if a debt repayment exemption exists, but that isn’t the point. The point, in our 
view, is that Congress and the DOE are treating the same degree (which would get the student the 
same job at the same salary) differently, because it comes from one type of school versus another. If 
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the gainful employment structure will apply to programs rather than institutions, why should it matter 
whether the program (a bachelor’s degree in early childhood education or video game design) comes 
from a public university or a private sector school? Taxpayer dollars are subsidizing both programs, in 
different ways and in much different amounts, but in our view the private sector schools have done a 
poor job of explaining this issue to the policymakers and are at risk of being regulated for an issue that 
is shared by every college and university. 
 
Expenses: Too High, Too Low, or Just Right? 
Another argument against the private sector schools is they spend too much on marketing and not 
enough on instruction. This argument has inspired fears among investors who can picture some sort of 
mandated P&L for the private sector schools that would, for example, only let schools spend a 
specified percentage of their Title IV revenues on marketing. This presumably would crush growth for 
the private sector because, in the eyes of many politicians, investors and policymakers, no student 
would attend one of these schools without being aggressively marketed and sold to. 
 
Over the last 10 years spending (on an FTE basis) on operations and plant maintenance at community 
colleges has grown 16%, and spending on institutional support (effectively management 
compensation and non-student-facing personnel) has grown 9%, compared to spending on instruction 
growth of less than 4%. At public research institutions the trend has been the same. Twenty-six 
percent growth in operations and plant maintenance spending and 20% growth in institutional support 
compare to 10% growth in instructional spending on an FTE basis over the past 10 years. In our view, 
these are not statistics that support the perspective that traditional schools are continually reinvesting 
in instructional costs, as many observers imply by questioning the private sector business model and 
their commitment to instructional investment. 
 

10-year Change 10-year Change
1998 2008 Dollars Percent 1998 2008 Dollars Percent

Instruction $8,837 $9,732 $895 10.1% $5,043 $5,216 $173 3.4%
Research $4,528 $5,567 $1,039 22.9% $51 $50 ($1) -2.0%
Student Services $1,097 $1,318 $221 20.1% $1,127 $1,234 $107 9.5%
Public Service $1,635 $1,912 $277 16.9% $379 $367 ($12) -3.2%
Academic Support $2,400 $2,775 $375 15.6% $946 $982 $36 3.8%
Insitutional Support $2,049 $2,456 $407 19.9% $1,709 $1,863 $154 9.0%
Operations and maintenance $1,704 $2,147 $443 26.0% $1,097 $1,273 $176 16.0%
Source: Delta Project on Education

Public Research Sector Community College Sector

 
 
Arguably, spending categories such as operations and plant maintenance and (especially) institutional 
support have little to do with completion rates, job market readiness, or educational outcomes, but 
they are so far not an issue for industry observers. However, we have yet to hear any industry 
observers call out the differential growth rates in non-student-facing expenses for the public sector 
schools when they are calling out growth rates for similar categories at the private sector schools. 
 
Another important perspective—one that certainly has caught the attention of the media, investors, 
and the HELP committee—is the percentage of revenue spent on instruction. In our view, many 
observers believe it should be used as an arbiter of academic quality and thus institutional quality. We 
will skip the arguments around inputs versus outputs for determining “quality” or “efficiency” 
(particularly for institutions who are in business to prepare students for gainful employment in a 
recognized occupation, who should be measured on job placement and salary data not cost of 
instruction data) and instead focus on the headline numbers—the percentage of revenues spent on 
instruction and FTE spending on instruction. 
 
As the table below exhibits, community colleges and bachelor’s degree research institutions do not 
spend nearly as much on instruction as one might believe, when taking into account the true funds 
available to the schools to support the educational mission and not just the tuition paid by the student. 
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% of Total % of Total
All dollars are reported per FTE Student, in 2008 dollars (CPI adjusted). Contribution Revenues Contribution Revenues Y/Y Growth

Expense Categories
Instruction $13,149.7 19% $12,744.3 19% 3%
Student Services $1,662.2 2% $1,577.1 2% 5%
Research $7,658.0 11% $7,600.0 11% 1%
Public Service $1,909.0 3% $1,803.0 3% 6%
Academic Support $3,192.5 5% $2,916.6 4% 9%
Institutional Support $3,092.3 4% $2,956.7 4% 5%
Operations and Maintenance $2,496.0 4% $2,559.7 4% -2%
Net Scholarships and Fellowships $1,604.0 2% $1,594.0 2% 1%
Education and General $34,492.6 50% $33,491.6 50% 3%
     Total Uses $69,256.3 100% $67,243.1 100% 3%

Source: Delta Project on Postsecondary Education Costs, Productivity, and Accountability

2008 2007
Public Universities- Expense Categories

 
 

% of Total % of Total
All dollars are reported per FTE Student, in 2008 dollars (CPI adjusted). Contribution Revenues Contribution Revenues Y/Y Growth

Expense Categories
Instruction $5,584.5 22% $5,362.8 21% 4%
Student Services $1,320.0 5% $1,294.9 5% 2%
Research $1.0 0% $2.0 0% -50%
Public Service $371.0 1% $386.0 2% -4%
Academic Support $1,121.2 4% $1,175.9 5% -5%
Institutional Support $2,063.1 8% $1,987.3 8% 4%
Operations and Maintenance $1,476.0 6% $1,408.0 6% 5%
Net Scholarships and Fellowships $1,127.0 4% $1,102.0 4% 2%
Education and General $12,841.0 50% $12,620.2 50% 2%
     Total Uses $25,904.9 100% $25,339.1 100% 2%

* Delta Project on Postsecondary Education Costs, Productivity, and Accountability

2008 2007
Community Colleges- Expense Categories

 
 
When compared to five of the pure-play private sector schools that we believe look most like either a 
community college or a bachelor’s school, it becomes pretty apparent that the ratios around cost of 
instruction are not that different.  
 
All dollars are reported per FTE Student, in 2008 dollars (CPI adjusted).

Total Revenue (mean)

Public Colleges $52,157.0

Community Colleges $16,001.0

Proprietary Schools $8,709.2

Costs as a % of Revenue

Instructional Costs and Services General & Administrative Selling and Promotional Expense
Public Colleges 32.4% Public Colleges 11.7% Public Colleges 4.2%
Community Colleges 44.3% Community Colleges 24.5% Community Colleges 10.6%
Proprietary Schools 35.3% Proprietary Schools 12.6% Proprietary Schools 24.9%

39.2% 16.8% 13.7%
40.4% 7.2% 24.0%
26.0% 16.0% 31.0%
40.4% 10.7% 29.8%
32.5% 15.6% 18.2%

Source: Delta Project on Postsecondary Education Costs, Productivity, and Accountability

APEI
APOL
BPI

CPLA
STRA

APEI
APOL
BPI

CPLA
STRA

APEI
APOL
BPI

CPLA
STRA

 
 
One of the issues we recognize in comparing this data is the lack of granularity we have into what 
exact functions and expense types the IPEDS data includes. The IPEDS system and the Delta Project 
define student services as non-instructional, student-related activities such as admissions, registrar 
services, career counseling, financial aid administration, student organizations, and athletics. 
Academic support is defined as activities that support instruction, research, and public service, 
including libraries, academic computing, museums, central academic administration (dean’s offices), 
and central personnel for curriculum and course development. So, we could combine student services 
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and academic support into a single line item that, in our view, would probably equate the most closely 
with the selling and marketing line items at the private sector schools, because in general the 
companies we track tend to group all student-facing spending into a single category, although in some 
cases the cost of education services can include some components of academic support (curriculum 
development). 
 
Making these adjustments, the broader community college and public research sectors spent roughly 
44% and 32%, respectively, of revenues in 2008 on instructional costs and services, compared to the 
range of 26%-40% for the six private sector schools in our group..  
 
We believe a couple of perspectives are useful when comparing the chart above (detailing expense 
categories at the private sector schools) with the expense category detail for community colleges and 
public bachelors schools. 
 

 Private sector schools do not offer programs where limited demand exists, so rarely are they 
in the situation where they are paying a tenured faculty, adjunct faculty, or graduate assistant 
to teach a class with 6 students.  

 Private sector schools excel at standardized delivery across the board, whereas we would 
argue the delivery at the public and community colleges is not as efficient. Private sector 
schools are able to create content “once” and deliver it, at scale, so that all the constituents 
receive the same content regardless of location or which teacher is in front of the class. 
Private sector schools operate like media models (create once, delivery over and over again), 
while public sector schools seem to operate more like local newspapers compared to Internet 
news aggregation sites. 

 
From another perspective, according to the Delta Project, “institutions serving the most students spend 
the least amount on their education” and “the current recession will almost certainly increase these 
inequalities, just at a time when more students are forced to consider low-cost educational options.” 
 
The State Higher Education Executive Office (SHEEO) did a study that we believe provides another 
useful perspective that, in our view, helps illustrate why certain types of institutions may spend less or 
more on instruction. The SHEEO Four-State Cost Study found significant variances by program when 
comparing the specific programmatic share of student credit hours and share of total costs. The share 
of total costs from programs in health professions and related clinical sciences, engineering, visual 
and performing arts, biological and biomedical sciences accounted for more than their share of total 
credit hours. For example health programs accounted for 11% of instructional spending, but only 7% 
of credit hours; while social sciences accounted for 12% of student credit hours, but 9% of instructional 
spending. In effect, these programs cost more to run than the average program. In contrast, programs 
in business, social sciences, math, psychology, and English language exhibited the opposite structure, 
where their share of total costs is less than their share of total credit hours.  
 
These differences, in our view, would generate significantly different financial outcomes for the 
institutions involved and should not be ignored when comparing instructional costs from institution to 
institution. We believe this is important because private sector schools do not offer programs in 
engineering, biological and biomedical sciences, and generally in visual and performing arts (except 
for technology-driven programs for example), so they typically offer programs that for public sector 
institutions generate operating leverage (more credit hours and therefore more revenue for less cost). 
Based on the SHEEO study, we believe a school that offered education (roughly equal share of costs 
and credit hours), psychology, and business programs would generate significantly less costs for the 
equivalent credit hours of a school that offered programs in health, engineering, and biological 
sciences. This comparison sounds an awful lot like comparing the University of Phoenix to a public 
sector bachelor’s institution in terms of its business model and opportunities for operating leverage. 
 
On an FTE basis (basically dividing the number enrollments by one and a half to make the credits per 
year look more like full-time schools) we believe the private sector schools are spending more on 
instruction than originally perceived, see chart below. We are not trying to claim that the for-profits 
spend more on instruction than other universities and colleges, but rather we believe it is more 
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constructive to address expenses on a relative basis in the most comparable way, which we do not 
believe investors or the Senate panel has contemplated.  
 

29 Credits 25 Credits 22 Credits 20 Credits 18 Credits

APEI $1,445 $1,651 $1,858 $2,064 $2,270

APOL $5,558 $6,352 $7,146 $7,940 $8,734

BPI $3,368 $3,849 $4,330 $4,811 $5,293

CPLA $6,202 $7,088 $7,974 $8,860 $9,746

STRA $4,948 $5,655 $6,361 $7,068 $7,775

Average $4,304 $4,919 $5,534 $6,149 $6,764

Source: Delta Project on Postsecondary Education; William Blair & Company estimates

Instruction Cost per Student at the For-Profits

 
 
 
Adjunct Faculty: They’re Not Just for Private Sector Schools Anymore 
Private sector schools use adjunct faculty (some exclusively), but so do public sector schools, which in 
our view strikes at the heart of one of the major knocks on the private sector schools. Many private 
sector detractors point to adjunct faculty ratios at the private sector schools as evidence of structurally 
lower-quality instruction, but we could argue that the massive increase in the number of adjunct faculty 
and graduate assistants at public schools is a development that has received little attention from the 
same people who are questioning the educational models at the private sector schools. Adjunct faculty 
utilization in public sector research schools has steadily risen over the past decade (the University of 
Illinois employed 817 adjunct faculty in 2007 up from 716 in 1999; Iowa State University employed 341 
in 2007 up from 250 in 1999); during this time many public institutions have held tenure-track faculty 
numbers flat and pushed down part-time or non-tenure track faculty. These trends tend to not exist at 
elite schools. 
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Illinois State University Fall 1999 Fall 2001 Fall 2003 Fall 2005 Fall 2007

Number of Instructional Staff # %

Full-time tenure/on track Faculty 688 689 702 690 680 -8 -1.2

Full-time non-tenure track Faculty 280 176 144 139 163 -117 -41.8

Part-time/Adjunct Faculty 245 284 200 274 293 48 19.6

Graduate Assistants 660 849 857 838 861 201 30.5

Total 1873 1998 1903 1941 1997 124 6.6

    Adjunct and Grad Asst as % of Total 48% 57% 56% 57% 58%

Iowa State University
Fall 1999 Fall 2001 Fall 2003 Fall 2005 Fall 2007

Number of Instructional Staff # %

Full-time tenure/on track Faculty 1214 1192 1191 1139 1089 -125 -10.3

Full-time non-tenure track Faculty 194 170 205 196 239 45 23.2

Part-time/Adjunct Faculty 250 266 240 348 341 91 36.4

Graduate Assistants 2249 2276 2653 2533 2533 284 12.6

Total 3907 3904 4289 4216 4202 295 7.6

    Adjunct and Grad Asst as % of Total 64% 65% 67% 68% 68%

University of Illinois Fall 1999 Fall 2001 Fall 2003 Fall 2005 Fall 2007

Number of Instructional Staff # %

Full-time tenure/on track Faculty 1836 1911 1905 1803 1850 14 0.8

Full-time non-tenure track Faculty 477 474 415 393 428 -49 -10.3

Part-time/Adjunct Faculty 716 773 760 850 817 101 14.1

Graduate Assistants 5224 5459 5832 5783 5765 541 10.4

Total 8253 8617 8912 8829 8860 607 7.4

    Adjunct and Grad Asst as % of Total 72% 72% 74% 75% 74%

University of Iowa Fall 1999 Fall 2001 Fall 2003 Fall 2005 Fall 2007

Number of Instructional Staff # %

Full-time tenure/on track Faculty 1415 1413 1421 1368 1463 48 3.4

Full-time non-tenure track Faculty 495 622 660 683 539 44 8.9

Part-time/Adjunct Faculty 285 306 307 339 278 -7 -2.5

Graduate Assistants 2809 2897 3147 3136 2664 -145 -5.2

Total 5004 5238 5535 5526 4944 -60 -1.2

    Adjunct and Grad Asst as % of Total 62% 61% 62% 63% 60%

Source: American Federation of Teachers

Change from Fall '99 
to Fall '07

Change from Fall 99 
to Fall 07

Change from Fall 99 
to Fall 07

Change from Fall 99 
to Fall 07

Changes in Instructional Staff

 
 
Sports Program … Marketing or Education Spending? 
Embedded within these non-instruction-related categories is the thorny issue of spending on athletics. 
While it is not surprising that successful football programs generate enough revenue to pay for 
themselves (and in many cases all the rest of the athletic programs at the school) in many cases the 
athletic program is a big money loser. While we understand the strict definitional differences between 
private sector advertising and marketing spending and public sector spending on athletics, in general 
the money comes from the taxpayer but thus far, as with massive growth in public sector school G&A, 
the utility of that subsidy has not been questioned. 
 

Varsity Teams Football Football as % of Total Profitability

Illinois State University $14,873,144 $2,657,468 18% $0

Iowa State University $45,768,049 $14,404,274 31% $45,140

University of Illinois $53,706,623 $10,492,919 20% $1,902,463

University of Iowa $70,693,205 $26,902,080 38% $8,827,938

Source: Office of Postsecondary Education

Athletic Spending, 2009-2010 Academic Year
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The Knight Commission on Intercollegiate Athletics found that between 2005 and 2008 E&R spending 
per student was basically flat, while spending per athlete increased almost 38% (in current dollars) 
 

FBS (football Bowl 
Subdivision) Conference

Median E&R spending 
per FTE student, 2008

Median athletic 
spending per athlete, 

2008

Ratio of athletics spending 
per athlete to E&R spending 

per FTE student

Southeastern (SEC) $13,410 $144,592 10.8
Big 12 $13,741 $124,054 9.0
Big Ten $17,025 $115,538 6.8
Atlantic Coast (ACC) $15,911 $105,805 6.6
FBS Median $13,349 $84,446 6.3
Pacific-10 $15,149 $94,545 6.2
Conference USA $11,222 $64,508 5.7
Mountain West $13,404 $69,000 5.1
Western Athletic Conferenc $12,251 $62,634 5.1
Big East $17,504 $84,887 4.8
Sun Belt $9,691 $41,895 4.3
Mid-America (MAC) $12,032 $48,139 4.0

Source: Knight Commission on Intercollegiate Athletics

Educational and Athletic Spending

 
 
We recognize the football programs at the Universities make money and subsidize the rest of the 
athletic expenses at both schools (Iowa brings in $8.8 million more in revenue than the programs cost, 
while Illinois brings in $1.9 million more in revenue than the programs cost), so the expense can be 
justified in many ways. However, as we discuss a bit later in this note, a focus on marketing spending 
at the private sector schools without a concurrent conversation about athletic department spending at 
taxpayer funded public schools seems to create a sizable disconnect, particularly when evaluating 
schools without big-time (i.e., FBS caliber) football programs that generate sizable ticket sales and TV 
revenues, especially from the Bowl season extravaganzas. 
 
A Closer Look at Public Sector Schools in Iowa and Illinois 
 
Since we are located in the Midwest we reviewed the enrollment and financial picture for the University 
of Iowa, Iowa State, University of Illinois, and Illinois State with an eye toward understanding the 
differences between these public universities and the private sector schools that we track. 
 
As a reminder, the demographic profiles of these four public sector schools do not look like the publicly 
traded private sector schools, yet industry participants consistently compare the two sectors as if they 
were very similar. One could argue the public sector schools were founded to serve the masses and 
may not be completing that mission effectively these days given the test scores and demographic 
makeup of the schools currently. Something tells us the masses do not have 3.5 GPAs and are made 
up of less than 20% minority enrollees. 
 

Illinois State 
University

Iowa State 
University

University of Illinois University of Iowa

Incoming GPA or Rank (1)
3.49 3.49 85-97 3.57

ACT score 
(2) 25 (2) 25 (3) 27-32 25

Median Age 23 22 23 24

Full-time students 87% 59% 80% 85%

Tuition (4)
$16,561 $17,871 $26,670 $22,198

Pell Grant Recipients (5)
17% 21% 16% 17%

Racial Profile 87% white 83% white 73.5% white 89% white
Source: University's website
(1) on a high school  4.0 scale and the class rank is based on the middle 50 percentile
(2) Weighted average on a range of scores
(3) Representative of the middle 50%
(4) Out-of-state 2009-2010 one year tutition; does not include room and board or books and supplies
(5) Undergraduate enrollment data Source: College Navigator

Enrollment Profile, 2009-2010 Academic Year
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The chart below illustrates how much money flowed into Illinois and Iowa from the Pell Grant system in 
the 2007-2008 grant year compared to a decade ago. We would expect that the extra $180 million of 
taxpayer money flowing into these two states over the last decade probably did not make a huge 
difference in graduation rates, default rates, placement rates, or any sort of outcome that taxpayers 
might wonder about if they were doing an ROI analysis. 
 

Public Private Proprietary Total Public Private Proprietary Total

Illinois 173,496$      57,528$      24,165$      255,189$     310,198$       103,841$     143,327$      557,366$       
   % of Total 68% 23% 9% 56% 19% 26%
Iowa 54,215$        21,574$      4,343$       80,132$       98,124$         36,705$       133,181$      268,010$       
   % of Total 68% 27% 5% 37% 14% 50%

Source: U.S. Government, Pell Grant End-of-Year Report, 1997 and 2008, William Blair & Co. LLC

Dollars in thousands

1998-1999 Grant Year 2007 - 2008 Grant Year

State Level Pell Grant Detail

 
 
We wonder if anyone in Iowa, Illinois, or Washington, D.C., cares that nearly $550 million of Pell Grant 
dollars went to public and private university students enrolled in those two states in 2007-2008, 
roughly twice as much as the dollars that went to private sector schools in those two states. Yet the 
concern about “wasted taxpayer dollars” in the private sector is top of mind, while the questions about 
twice as much money into public and private institutions that do not pay income taxes in those states 
have been nonexistent. 
 
In 2008 the University of Iowa received $272.05 million in state appropriations and $276.76 million in 
federal grants, contracts, and appropriations. These dollars amounted to $26,675 per full-time student, 
yet every argument we have seen about the ills of private sector has ignored the massive subsidies 
public sector schools receive and instead has focused just on the 90/10 calculation, rather than 
looking at grant (not loan) dollars allocated in addition to the portion of public sector revenues 
generated from Title IV (which tends to run 50%-65% of tuition revenues at most public sector 
schools). 
 
On a pretax margin of 20% and a tax rate of 40%, for example, the $276 million in Pell Grant dollars 
that flowed into private sector institutions in Illinois and Iowa would have generated total taxes of 
roughly $22 million; for the two states that $276 million in Pell funding probably would have generated 
$1.5 million-$3 million in state income taxes, about equal to the salaries of two men’s teams’ head 
coaches (average salary of $645,000) and a couple of men’s teams’ assistant coaches (average 
salary of $137,000) at the University of Iowa.  
 

University of Illinois University of Iowa

Head Coach 424,093$               134,979$               Head Coach 645,604$                  191,106$               

Asst Coach 118,351$               60,570$                 Asst Coach 136,897$                  77,367$                 

Head Coaches 9 8 Head Coaches 10 12

Asst. Coaches 28 27 Asst. Coaches 30 25

Head Coach Spending 3,816,837$            1,079,832$            Head Coach Spending 6,456,040$               2,293,272$            

Asst. Coach Spending 3,313,828$            1,635,390$            Asst. Coach Spending 4,106,910$               1,934,175$            

7,130,665$            2,715,222$            10,562,950$             4,227,447$            

Total Compensation for Coaches 9,845,887$            14,790,397$             

Source: U.S. Department of Education, William Blair & Co. LLC estimates

Average Salary Average Salary

Athletic Department Compensation Detail

 
 
The coaches come a lot cheaper in Illinois, so $1.5 million–$3 million in tax dollars could probably 
support three or four men’s teams’ coaches ($424,00 average salaries) and several assistant coaches 
($118,000 average salaries). However, to employ all the head and assistant coaches at these two 
schools, the private sector schools would have to generate a lot more in state income tax. Combined, 
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salaries (not including benefits, etc.) for the coaching slots at the two schools (39 head coaches and 
110 assistant coaches) cost roughly $24.6 million in 2008.  
 
The first Senate panel focused on instructional costs separately and relative to marketing spend, with 
the obvious implication being the panel thought the private sector schools weren’t spending enough on 
education and should somehow spend a lot more. Mr. Eisman’s example of Apollo’s revenue growth 
versus growth in instructional spending was a clear hit with many on the HELP panel. But as we 
mentioned earlier, over the past decade, most public institutions have seen spending on non-
instructional categories (particularly central personnel costs, or institutional support) grow much faster 
than instructional spending, standing in contrast the differences between public schools and private 
sector institutions implied by the panel and many detractors. 
 

2002 2003 2004 2005 2006 2007 2008

Illinois State University 55% 56% 80% 58% 56% 57% 57%

Iowa State University 32% 29% 30% 29% 29% 28% 30%
University of Illinois 32% 30% 30% 31% 30% 29% 31%

University of Iowa 32% 28% 33% 29% 37% 29% 31%

Note: Excludes revenue from Auxiliary Enterprises; calculated on an FTE basis

Source: Delta Project on Education

2002 2003 2004 2005 2006 2007 2008

Illinois State University 34% 39% 55% 40% 39% 39% 40%

Iowa State University 23% 22% 23% 22% 22% 21% 22%
University of Illinois* 22% 20% 19% 21% 18% 19% 20%

University of Iowa 17% 15% 16% 14% 17% 14% 15%

Note: Includes revenue from Auxiliary Enterprises; calculated on an FTE basis

Source: Delta Project on Education

Percentage of Revenue Spent on Instructional Services, 2002-2008

Percentage of Revenue Spent on Instructional Services, 2002-2008

 
 
To summarize the two tables above, three of the four high-profile public sector schools in Illinois and 
Iowa spend substantially less, as a percentage of revenue, on instructional costs than the publicly 
traded private sector schools, yet we believe the perception is the opposite.  
If we normalize for an FTE calculation for better comparability, we believe the differences are smaller, 
with the private sector schools generally spending $5,000-$7,000 in instructional costs per FTE, 
compared to $7,000-$8,000 at Iowa State and Illinois State and roughly $11,000 per FTE at the 
University of Iowa and the University of Illinois. 
 

29 Credits 25 Credits 22 Credits 20 Credits 18 Credits

APEI $1,445 $1,651 $1,858 $2,064 $2,270

APOL $5,558 $6,352 $7,146 $7,940 $8,734

BPI $3,368 $3,849 $4,330 $4,811 $5,293

CPLA $6,202 $7,088 $7,974 $8,860 $9,746

STRA $4,948 $5,655 $6,361 $7,068 $7,775

Average $4,304 $4,919 $5,534 $6,149 $6,764

Source: Delta Project on Postsecondary Education; William Blair & Company estimates

Instruction Cost per Student at the For-Profits

 
 
We believe the examination of the private sector schools is being done in a vacuum when the honest 
approach would be to examine the same issues across the postsecondary landscape regardless of 
institutional orientation. The data in Iowa and Illinois suggest to us that taxpayer dollars flowing to the 
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public sector schools should be questioned with as much intellectual curiosity as the substantially 
smaller taxpayer funds flowing to the private sector schools we track. 
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Additional information is available upon request.   
 
Current Rating Distribution (as of 06/30/10) 
Coverage Universe                      Percent                Inv. Banking Relationships*                          Percent 
 
Outperform (Buy)  65  Outperform (Buy)  7 
Market Perform (Hold)  34  Market Perform (Hold)  2 
Underperform (Sell)  1  Underperform (Sell)  0 
 
*Percentage of companies in each rating category that are investment banking clients, defined as companies for 
which William Blair has received compensation for investment banking services within the past 12 months. 
 
Brandon Dobell attests that 1) all of the views expressed in this research report accurately reflect his/her personal views 
about any and all of the securities and companies covered by this report, and 2) no part of his/her compensation was, 
is, or will be related, directly or indirectly, to the specific recommendations or views expressed by him/her in this report. 
We seek to update our research as appropriate, but various regulations may prohibit us from doing so. Other than 
certain periodical industry reports, the majority of reports are published at irregular intervals as deemed appropriate by 
the analyst. 
 
Stock Rating: William Blair & Company, L.L.C. uses a three-point system to rate stocks. Individual ratings reflect the 
expected performance of the stock relative to the broader market over the next 12 months. The assessment of 
expected performance is a function of near-term company fundamentals, industry outlook, confidence in earnings 
estimates, valuation, and other factors. Outperform (O) – stock expected to outperform the broader market over the next 
12 months; Market Perform (M) – stock expected to perform approximately in line with the broader market over the next 
12 months; Underperform (U) – stock expected to underperform the broader market over the next 12 months; Not 
Rated (NR) – the stock is currently not rated. 
 
Company Profile: The William Blair research philosophy is focused on quality growth companies. Growth companies by 
their nature tend to be more volatile than the overall stock market. Company profile is a fundamental assessment, over 
a longer-term horizon, of the business risk of the company relative to the broader William Blair universe. Factors 
assessed include: 1) durability and strength of franchise (management strength and track record, market leadership, 
distinctive capabilities); 2) financial profile (earnings growth rate/consistency, cash flow generation, return on 
investment, balance sheet, accounting); 3) other factors such as sector or industry conditions, economic environment, 
confidence in long-term growth prospects, etc. Established Growth (E) – Fundamental risk is lower relative to the 
broader William Blair universe; Core Growth (C) – Fundamental risk is approximately in line with the broader William 
Blair universe; Aggressive Growth (A) – Fundamental risk is higher relative to the broader William Blair universe. 
 
The ratings and company profile assessments reflect the opinion of the individual analyst and are subject to change at 
any time. 
 
The compensation of the research analyst is based on a variety of factors, including performance of his or her stock 
recommendations; contributions to all of the firm’s departments, including asset management, corporate finance, 
institutional sales, and retail brokerage; firm profitability; and competitive factors. 
 
Our salespeople, traders, and other professionals may provide oral or written market commentary or trading 
strategies—to our clients and our trading desks—that are contrary to opinions expressed in this research. Our asset 
management and trading desks may make investment decisions that are inconsistent with recommendations or views 
expressed in this report. We will from time to time have long or short positions in, act as principal in, and buy or sell the 
securities referred to in this report. Our research is disseminated primarily electronically, and in some instances in 
printed form. Electronic research is simultaneously available to all clients. This research is for our clients only. No part of 
this material may be copied or duplicated in any form by any means or redistributed without the prior written consent of 
William Blair & Company, L.L.C. 
 
THIS IS NOT IN ANY SENSE A SOLICITATION OR OFFER OF THE PURCHASE OR SALE OF SECURITIES. THE 
FACTUAL STATEMENTS HEREIN HAVE BEEN TAKEN FROM SOURCES WE BELIEVE TO BE RELIABLE, BUT 
SUCH STATEMENTS ARE MADE WITHOUT ANY REPRESENTATION AS TO ACCURACY OR COMPLETENESS 
OR OTHERWISE. OPINIONS EXPRESSED ARE OUR OWN UNLESS OTHERWISE STATED. PRICES SHOWN 
ARE APPROXIMATE.  
 
THIS MATERIAL HAS BEEN APPROVED FOR DISTRIBUTION IN THE UNITED KINGDOM BY WILLIAM BLAIR 
INTERNATIONAL, LIMITED, REGULATED BY THE FINANCIAL SERVICES AUTHORITY (FSA), AND IS DIRECTED 
ONLY AT, AND IS ONLY MADE AVAILABLE TO, PERSONS FALLING WITHIN COB 3.5 AND 3.6 OF THE FSA 
HANDBOOK (BEING “ELIGIBLE COUNTERPARTIES” AND “PROFESSIONAL CLIENTS”). THIS DOCUMENT IS 
NOT TO BE DISTRIBUTED OR PASSED ON TO ANY “RETAIL CLIENTS.” NO PERSONS OTHER THAN PERSONS 
TO WHOM THIS DOCUMENT IS DIRECTED SHOULD RELY ON IT OR ITS CONTENTS OR USE IT AS THE BASIS 
TO MAKE AN INVESTMENT DECISION. 
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