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The announcement by the United States Army to spend more than $550 million over the next five years on
distance education in an effort to reverse the current recruiting environment in this robust economy clearly
illustrates the benefits of e-Learning. Additionally, the recent agreement by EDS to use $50 million of
DigitalThink’s e-Learning solutions internally over the next five years, and to bring $100 million in new
customer contract revenue during the next five years for a 4.5% warrant position in DTHK, shows the value
EDS believes Internet-based learning will bring to its extensive customer base. These two announcements
alone will account for $700 million in e-learning expenditures over the next five years. Based on these two
announcements, we believe that IDC’s current e-Learning market projections of $11.4 billion by 2003 could
prove to be extremely conservative. Recent statements by Federal Reserve Chief, Alan Greenspan further
emphasize the growing role of education supporting our economy. The attention of America is on
education and technology. Both will continue to provide us with enhanced opportunities, financially and
socially.
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Earlier this week the U.S. Army announced a five year, $550 million commitment to distance learning. The
Army’s aim is to solve both recruiting and retention problems it has faced in recent years as many of those
enlisted and potential enlistees have chosen to pursue an education rather than a military career. In the
past, programs such as the GI bill promised to provide funds for education which were to be used after
serving time in the armed forces, but this has lost appeal during peaceful times. In other words, soldiers
had to defer their educational goals until after serving in the forces. As a result, many of the branches of the
armed forces have struggled to recruit new enlistees. With this announcement, the Army intends to create
a web-based distance learning program, Army University Access Online, which will leverage the internet as
the distribution tool for a whole host of diploma, degree, certificate and technical training programs. Instead
of putting school off until after military service is over, the program envisions participants simultaneously
being soldiers and students, serving the country while improving their formal education.
Over the next several months the Army will be selecting a group of companies and universities to provide
services and products such as support, hardware, connectivity, learning management systems and
programs. We believe this announcement by the Army is significant for several reasons. This
announcement is a very visible and practical illustration of how the e-learning industry will revolutionize the
education process for the Army. We also believe this is probably one of the largest and most visible
contract opportunities presented to date in the industry. As a result, we anticipate a host of interested
parties will be present at a August 2, Army Industry Day meeting at the Ronald Reagan building in
Washington, D.C. This project will also bring quality issues to the forefront, given the scale and reach of this
project. The Army believes there will be 15,000 – 20,000 students online by next year, growing possibly
into the hundreds of thousands over the next several years. We believe the long-term success of this
project will depend on the outcomes produced by the online classes, i.e., are the soldiers able to obtain
jobs in their desired fields and are their employers satisfied with their ability to contribute. To help ensure
successful outcomes, we believe the choice of a quality learning management system and careful content
selection will be crucial in the early stages. We will be watching this project closely during the development
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stages over the next several months. Although we do not have knowledge that any of the companies
we currently cover have been approached by the Army, we do believe that several of the providers
are well positioned to play a role in this new development.
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News of DigitalThink’s (DTHK—Not Rated) contract to provide Internet-based learning to EDS also
illustrates the momentum building in the knowledge technology sector. The sizeable agreement calls for
EDS to bring new customer contracts to DigitalThink over a five-year period. EDS will earn a warrant of
4.5% of DigitalThink’s outstanding shares (exercisable at $29.00) assuming it brings DigitalThink contracts
totaling at least $100 million over the five-year period. Further, EDS has agreed to purchase $50 million in
DigitalThink’s learning products and services for its employees over the next five years. This relationship
firmly establishes DigitalThink as an eminent force within the knowledge technology sector. The recent
purchase of Arista Knowledge Systems, which should bolster the company’s technology platform to more
effectively compete with other knowledge technology platform providers, comes at a critical time. The
acquisition should enhance DigitalThink’s position as its bids on future business.

/HWWKH&DSLWDO)ORZ
During the first quarter, capital rushed into a variety of e-learning and education companies as more and
more venture investors recognized the enormous opportunities in the $2 trillion global e-learning market.
According to Eduventures, approximately $1 billion was committed to e-learning companies during the first
quarter of 2000, nearing the amount of capital invested during all of 1999. Given the rapid advances in
technology, companies are developing a plethora of solutions, from the simple purchase of online courses
downloadable to your PC to fully customized interactive learning solutions provided through an ASP. Many
colleges and universities, seeing opportunities to capitalize on strong brand name and quality of education,
have been eager to partner with next-generation providers or create their own distance learning companies.
We believe all of these developments provide a very compelling (and large) backdrop which is gaining more
attention by the investment community. Therefore, we anticipate that capital will continue to flow into the
education sector over the next several years. In this edition’s TechKnow Industry press, a link is provided to
a recent article by Inc. magazine highlighting many of the trends that have served as our investment thesis
for the e-learning marketplace.
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•

“Today’s Tech-Knowledge Economy Provides For-Profit Schools An Edge.” Investor’s Business
Daily. July 10, 2000.

•

“Upstarts: Online Learning.” Inc. July 1, 2000.
http://www.inc.com/articles/details/0,3532,ART19523_CNT53,00.html

•

“Professors Seek Online Standards.” USA Today. July 10, 2000.
http://www.usatoday.com/life/cyber/tech/cti205.htm

•

“Army to Launch Education Program.” Boston Globe. July 10, 2000.
http://www.boston.com/dailyglobe2/192/nation/Army_to_launch_education_program+.shtml

•

“Greenspan Pushes Education.” The Associated Press. July 11, 2000.
http://dailynews.yahoo.com/h/ap/20000711/bs/greenspan_education_2.html

7HFK.QRZ,QGXVWU\$UWLFOH
We have invited Bob Tucker, a higher education industry consultant, to provide some thoughts in a series of
articles about the importance of quality and measurement of learning outcomes in the higher education
process. We believe one of the keys to long-term success in the proprietary post secondary industry is
providing students with a quality education, defined as adequately preparing students with functional and
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usable skills upon completion of a particular program. Bob Tucker, Ph.D. is President of InterEd, Inc. a
research firm that guides innovation in higher education. He is also President of the Phoenix Institute, an
Education Policy Center and Founder and Editor-in-Chief of the journal, Assessment and Accountability
Forum. With John Sperling (Founder and Chairman of Apollo Group) he wrote the book, For-Profit Higher
Education.
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Few of us would seek medical counsel from a physician who had stubbornly and successfully resisted
scientific and professional progress for his entire career. Yet, each day, we patronize an institution that is
dead last in the rate at which it diffuses innovation, and is known to be harsh on those who break ranks with
its century-old traditions. Until recently, higher education operated in a protected, more-or-less private
environment, adhering to self-imposed standards of quality designed by, and in service of, a professorate
that enjoyed privileges not unlike those of the Mandarins. This unflattering description of the traditional
institutions of higher education is likely to remain true for some time.
Meanwhile, the new higher education markets are growing so rapidly that the nature and magnitude of the
growth are difficult to track, much less comprehend. This growth is driven by a universe of learners who
must participate in an economy dominated by a complex, technologically driven knowledge-base the halflife of which is now often measured in months rather than the years or decades as in the recent past. Justin-time and continuous education are now commonplace; only our perceptions have failed to keep pace.
But as rapidly as higher education is moving into the market, this growth and transformation are in their
earliest stages of infancy. One indicator of this infancy is the degree to which the education industry is
represented in the publicly traded market. Health care represents roughly 15% of the domestic GDP and its
market capitalization is also roughly 15% of the total. Education (we’re working on figures for higher
education alone) represents 10% of the domestic GDP but its market capitalization is less than 1%.
However, this last figure understates the true situation in that it does not reflect the indirect market
representation of the education expenditures of publicly traded companies which may spend from 1% to
4% of their revenue on education.
The New Markets
Today, more than half of higher education is delivered completely outside the walls of the nation’s traditional
colleges and universities. It is delivered by regionally accredited for-profit colleges, nationally accredited
career education schools, corporate universities and training departments, independent education
companies, content aggregators and brokers, and a variety of options for self-directed learning. All of these
provider groups are growing more rapidly than traditional higher education (whose growth is flat after
adjusting for the baby-boom echo) and most of them are aggressive in their exploitation of web-mediated
online education.
What are the unique, industry-specific issues that will distinguish winners from losers as this massive
national industry–second only to health care–migrates to the marketplace? As we see it, there will be only
two such issues–only one, if you permit us to redefine one of the issues to incorporate the other. These
issues will be convenience (how the education is packaged and delivered) and quality (how product quality
is defined, assessed, managed, and marketed). Ultimately, we think that the “convenience” issue can be
subsumed by quality if one includes “suitability to purpose” as an important element in the quality
management model. The market battle will take place on a two-dimensional Price/Quality Grid where
competitors vie to exteriorize their process and outcomes features in the context of a better pricing model.
We will take these issues up next in this series.
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Daily Jul 11, 1999 - Jul 11, 2000
Nasdaq Composite Index Composite Index (COMP) 141.7
INDEX:EL_ENABLERS 50.8
INDEX:EL_PORTALS 64.2
INDEX:EL_CONTENT 133.7
INDEX:EL_ETAILERS 10.0
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Indexed Price
Daily Dec 31, 1999 - Jul 11, 2000
12/31/1999 = 100; U.S. Dollar
Russell 2000 Index (RUT) 105.0
INDEX:ED_POSTSECONDARY 146.8
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Important Disclosure. The material herein is based on sources that we consider reliable, but it is not guaranteed to be
accurate or complete. It should not be construed as an offer, or the solicitation of an offer to buy or sell any security.
Any opinions expressed are subject to change. From time to time SunTrust Equitable Securities and its affiliates and/or
their individual officers or directors and/or members of their families, as well as the SunTrust Equitable Securities
employees who prepared this report, may have a position in the securities mentioned and may make purchases or sales
of these securities in the open market or otherwise. All prices are subject to change. SunTrust Equitable Securities may
make a market in the securities referenced herein.
SunTrust Equitable Securities is a wholly owned subsidiary of SunTrust Banks, Inc., but it is not a bank and is separate
from any affiliated bank. The firm is solely responsible for its contractual obligations and commitments. The products
recommended herein are not deposits and are not insured by the FDIC or any other government agency.
Similarly, they are not obligations of, or endorsed or guaranteed in any way by any SunTrust Bank or any other
bank, unless otherwise indicated. Investment products are subject to investment risk, including possible loss
of some or all of the principal amount invested. Affiliates of SunTrust Equitable Securities may have a lending
relationship with the issuer(s) of the securities referenced herein.
ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST
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