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In accordance with Rule XXV of the Standing Rules of the Senate, the U.S. Senate Committee
on Health, Education, Labor, and Pensions (the committee) holds legislative jurisdiction over all pro-
posed legislation, messages, petitions, memorials, and other matters relating to education and student
loans and grants. Proprietary schools and institutions of higher education, henceforth referred to as
for-profit colleges, fall under this jurisdiction both as academic institutions and as eligible recipients
of Federal loans and grants provided through Title IV of the Higher Education Act. Senate rules also
provide that the committee shall study and review, on a comprehensive basis, matters relating to educa-
tion. In April 2010, under the leadership of Chairman Tom Harkin, the committee initiated an oversight
investigation into the proprietary sector of higher education. The majority staff offers this report to the
committee with accompanying minority staff views.



FOR-PROFIT HIGHER EDUCATION:

The Failure to Safeguard the Federal Investment and Ensure Student
Success

Between June 2010 and July 2012, Senate HELP Committee Chairman Tom Harkin conducted
an in-depth oversight investigation focusing exclusively on the for-profit sector of higher education. The
investigation was undertaken to better understand the enormous growth in both the number of students
attending for-profit colleges and the Federal student aid investment that taxpayers are making in the
colleges. This growth has occurred as for-profit colleges have increasingly been acquired or created by
publicly traded companies and private equity firms that are closely tracked by analysts and by investors
seeking quick returns. Unlike traditional non-profit and public colleges, virtually all of the revenues of
for-profit colleges come directly from taxpayers, and significant portions of their expenses are dedicated
to marketing and recruiting and to profit. The key findings of the investigation are summarized below.



Executive Summary:

* A 2-year investigation by the Senate Committee on Health, Education, Labor, and Pensions demon-
strated that Federal taxpayers are investing billions of dollars a year, $32 billion in the most recent
year, in companies that operate for-profit colleges. Yet, more than half of the students who enrolled
in in those colleges in 2008-9 left without a degree or diploma within a median of 4 months.

* For-profit colleges are owned and operated by businesses. Like any business, they are ultimately
accountable by law for the returns they produce for shareholders. While small independent for-
profit colleges have a long history, by 2009, at least 76 percent of students attending for-profit
colleges were enrolled in a college owned by either a company traded on a major stock exchange
or a college owned by a private equity firm. The financial performance of these companies is
closely tracked by analysts and by investors.

* Congress has failed to counterbalance investor demands for increased financial returns with
requirements that hold companies accountable to taxpayers for providing quality education, sup-
port, and outcomes. Federal law and regulations currently do not align the incentives of for-profit
colleges so that the colleges succeed financially when students succeed.

* For-profit colleges have an important role to play in higher education. The existing capacity of
non-profit and public higher education is insufficient to satisfy the growing demand for higher
education, particularly in an era of drastic cutbacks in State funding for higher education. Mean-
while, there has been an enormous growth in non-traditional students—those who either delayed
college, attend part-time or work full-time while enrolled, are independent of their parents, or
have dependents other than a spouse. This trend has created a “new American majority” of non-
traditional students.

* In theory, for-profit colleges should be well-equipped to meet the needs of non-traditional stu-
dents. They offer the convenience of nearby campus and online locations, a structured approach
to coursework and the flexibility to stop and start classes quickly and easily. These innovations
have made attending college a viable option for many working adults, and have proven success-
ful for hundreds of thousands of people who might not otherwise have obtained degrees.

* But for-profit colleges also ask students with modest financial resources to take a big risk by
enrolling in high-tuition schools. As a result of high tuition, students must take on significant stu-
dent loan debt to attend school. When students withdraw, as hundreds of thousands do each year,
they are left with high monthly payments but without a commensurate increase in earning power
from new training and skills.

* Many for-profit colleges fail to make the necessary investments in student support services that
have been shown to help students succeed in school and afterwards, a deficiency that undoubt-



edly contributes to high withdrawal rates. In 2010, the for-profit colleges examined employed
35,202 recruiters compared with 3,512 career services staff and 12,452 support services staff,
more than two and a half recruiters for each support services employee.

This may help to explain why more than half a million students who enrolled in 2008-9 left with-
out a degree or Certificate by mid-2010. Among 2-year Associate degree-seekers, 63 percent of
students departed without a degree.

The vast majority of the students left with student loan debt that may follow them throughout
their lives, and can create a financial burden that is extremely difficult, and sometimes impos-
sible, to escape.

During the same period, the companies examined spent $4.2 billion on marketing and recruiting,
or 22.7 percent of all revenue. Publicly traded companies operating for-profit colleges had an
average profit margin of 19.7 percent, generated a total of $3.2 billion in pre-tax profit and paid
an average of $7.3 million to their chief executive officers in 2009.

In the absence of significant reforms that align the incentives of for-profit colleges to ensure
colleges succeed financially only when students also succeed, and ensure that taxpayer dollars
are used to further the educational mission of the colleges, the sector will continue to turn out
hundreds of thousands of students with debt but no degree, and taxpayers will see little return on
their investment.

The Federal Investment and the Changing Sector

In the 1990s, two-thirds of for-profit colleges enrolled students in training programs lasting less
than 1 year. The sector was primarily composed of small trade schools that awarded Certificates
and diplomas in fields like air-conditioning repair, cosmetology, and truck driving. While Cer-
tificate and diploma offerings have continued to grow, growth in degree programs has been more
significant. Between 2004 and 2010, the number of Associate degrees awarded by for-profit col-
leges increased 77 percent and the number of Bachelor’s degrees awarded increased 136 percent.

For profit colleges are rapidly increasing their reliance on taxpayer dollars. In 2009-10, the sector
received $32 billion, 25 percent of the total Department of Education student aid program funds.

Pell grants flowing to for-profit colleges increased at twice the rate of the program as a whole,
increasing from $1.1 billion in the 2000-1 school year to $7.5 billion in the 2009-10 school year.

Among the companies examined by the committee, the share of revenues received from Depart-
ment of Education Federal student aid programs increased more than 10 percent, from 68.7 in
2006 to 79.2 percent in 2010.



Committee staff estimates that in 2009 when all sources of Federal taxpayer funds, including
military and veterans’ benefits, are included, the 15 publicly traded for-profit education compa-
nies received 86 percent of revenues from taxpayers.

For-profit colleges also receive the largest share of military educational benefit programs: 37
percent of post-9/11 GI bill benefits and 50 percent of Department of Defense Tuition Assistance
benefits flowed to for-profit colleges in the most recent period. Because of the cost of the programs
however, they trained far fewer students than public colleges. Eight of the top 10 recipients of De-
partment of Veterans Affairs post-9/11 GI bill funds are for-profit education companies.

Why Are Companies that Own For-Profit Colleges Financially Successful

High Cost of Programs:

Most for-profit colleges charge higher tuition than comparable programs at community colleges
and flagship State public universities.

o Bachelor’s degree programs averaged 20 percent more than the cost of analogous programs
at flagship public universities.

o Associate degree programs averaged four times the cost of degree programs at comparable
community colleges.

o Certificate programs similarly averaged four and a half times the cost of such programs at
comparable community colleges.

The for-profit education companies examined rarely set tuition below available Federal student aid.

Internal company documents provide examples of tuition increases being implemented to satisfy
company profit goals, that have little connection to increases in academic and instruction ex-
penses, and demonstrate that for-profit education companies sometimes train employees to evade
directly answering student questions about the cost of tuition and fees.

Aggressive and Sometimes Misleading and Deceptive Recruiting Practices:

Documents indicate that the recruiting process at for-profit education companies is essentially a
sales process. Investors’ demand for revenue growth is satisfied by enrolling a steady stream of
new student enrollees or “starts.” During the period examined, at many companies the perfor-
mance of each person in the admissions chain, from CEO to newly-hired junior recruiters, was
rated at least in part based on the number of students enrolled.



The committee found that the 30 for-profit education companies examined employed 35,202
recruiters, or about one recruiter for every 53 students attending a for-profit college in 2010.

Documents demonstrate that in order to achieve company enrollment goals, recruiting manag-
ers at some companies created a boiler-room atmosphere, in which hitting an enrollment quota
was the recruiters’ highest priority. Recruiters who failed to bring in enough students were put
through disciplinary processes and sometimes terminated. Before a ban on incentive compensa-
tion was re-instituted in mid-2011, recruiters’ salaries at many for-profit colleges were tightly
tied to enrolling a certain number of new students.

Internal documents, interviews with former employees, and Government Accountability Of-
fice (GAO) undercover recordings demonstrate that many companies used tactics that misled
prospective students with regard to the cost of the program, the availability and obligations of
Federal aid, the time to complete the program, the completion rates of other students, the job
placement rate of other students, the transferability of the credit, or the reputation and accredita-
tion of the school.

For-profit colleges seek to enroll a population of non-traditional prospective students who are
often not familiar with traditional higher education and may be facing difficult circumstances in
their lives. Recruiting materials indicate that at some for-profit colleges, admission representatives
were trained to locate and push on the pain in students’ lives. They were also trained to “overcome
objections” of prospective students in order to secure enrollments. Additionally, companies trained
recruiters to create a false sense of urgency to enroll and inflate the prestige of the college.

For-profit colleges gather contact information of prospective students, or “leads,” by paying
third-party companies known as “lead generators” that specialize in gathering and selling the
information. Among the 62 lead generators used by companies analyzed, the cost per lead ranged
between $10 and $150. Lead generators advertise themselves as a free, safe, and reliable way

to get information about college, but lead generator Web sites generally direct students only to
schools and programs that pay them, and have a history of engaging in online marketing using
aggressive and misleading methods.

Servicemembers, veterans, spouses, and family members have become highly attractive pros-
pects to for-profit colleges, and many schools have put significant resources into recruiting and
enrolling students eligible for these benefits.

o Lead generation Web sites, specifically designed to attract members of the military and
veterans, use layouts and logos similar to official military websites, but do not inform users
that the purpose of the site is to collect contact information on behalf of the site’s for-profit
college clients.

o Internal documents show that some schools’ pursuit of military benefits led them to recruit



from the most vulnerable military populations, sometimes recruiting at wounded warrior
centers and veterans hospitals.

o In addition to aggressively seeking military personnel, the investigation showed that some re-
cruiters misled or lied to service members as to whether their tuition would be fully covered
by military benefits.

How Are Students Performing

Because a large proportion of students attending for-profit colleges are not first time, full-time
students, and therefore fall outside the Department of Education’s tracking of student outcomes, it is dif-
ficult to understand how many students are succeeding at for-profit colleges and in what types of degree
programs. To fill the information gap, committee staff analyzed retention and withdrawal information for
a cohort of students enrolling between 2008-9 and found that:

* 596,556 students who enrolled in 2008-9, or 54 percent, left without a degree or Certificate by
mid-2010.

* 298,476 students who enrolled in 2-year Associate degree programs in 2008-9, or 63 percent,
departed without a degree. Nine companies had Associate degree programs with withdrawal rates
over 60 percent.

* Online: Among companies that provided data that enabled committee staff to compare students
attending online and on-campus, students attending online withdrew at much higher rates. Sixty-
four percent of students attending online programs left without a degree compared to 46 percent
of students attending campus-based programs offered by the same companies.

* Publicly Traded: Colleges owned by a company that is traded on a major stock exchange had 2008-9
student withdrawal rates 9 percent higher than the privately held companies examined. Among the 15
publicly traded companies, 55 percent of students departed without a degree. Among the 15 privately
held companies examined, 46 percent of students departed without a degree.

Why Do Many Students Fail to Complete For-Profit Programs

Spending Choices of For-Profit Education Companies:

* For-profit colleges devote tremendous amounts of resources to non-education related spending includ-
ing marketing, recruiting, profit and executive compensation, while spending relatively small amounts
on instruction. In fiscal year 2009, the education companies examined by the committee spent:



o $4.2 billion or 22.7 percent of all revenue on marketing, advertising, recruiting, and admis-
sions staffing.

o $3.6 billion or 19.4 percent of all revenue on pre-tax profit.
o $3.2 billion, or 17.2 percent of all revenue on instruction.

o This means that the companies together devoted less to actual instruction costs (faculty and
curriculum) than to either marketing and recruiting or profit.

o Additionally, the CEOs of the publicly traded, for-profit education companies took home, on
average, $7.3 million in 2009. In contrast, the five highest paid leaders of large public univer-
sities averaged compensation of $1 million, while the five highest paid leaders at non-profit
colleges and universities averaged $3 million.

Academic Quality:

Undercover observation by the GAO and student complaints reveal that some for-profit schools
have curricula that do not challenge students and academic integrity policies that are sometimes
not enforced.

The use of part-time faculty is a key component of the efficiencies the for-profit model can de-
liver, but it must be balanced with ensuring that the faculty is able to exercise genuine academic
independence and has a vested stake in the quality of the institution. The investigation found that
in 2010, 80 percent of the faculty employed at the schools examined was part-time. Ten compa-
nies had more than 80 percent part-time faculty and five companies had more than 90 percent
part-time faculty.

Student Services:

The investigation found that while for-profit colleges make large investments in staff to recruit
new students, once a student is enrolled that same level of service is often not available. This is
true even though the companies seek to enroll the students that research demonstrates are most
critically in need of those services. As Dr. Arnold Mitchem, president of the Council for Oppor-
tunity in Education told the committee: “First of all, we all need to understand there’s a radi-
cal difference in educating and graduating a low-income first-generation student than there is a
middle-income student ... [In] the for-profit sector they address the financial barriers, but they
have not adequately addressed the supportive services barriers.”

While the investigation demonstrated a wide variety among for-profit colleges in the commit-
ment to student services staffing and to the student services provided, overall the companies



examined employed almost three times as many recruiters as student service representatives.

Career Placement Services.:

The disparity in staffing is more acute when it comes to career services staff. The committee staft
analysis indicates that for-profit colleges employ about 10 recruiters for every career services
staff member. Despite advertising that attending the school is a pathway to a better job or career,
two of the largest for-profit colleges have no career services staff to help students.

Testimony and internal documents indicate that at some for-profit colleges career services staff
are often more focused on meeting placement quotas required by some accreditors than actually
helping students achieve quality jobs in the field of their degree or Certificate.

Programmatic Accreditation and Licensure:

Some for-profit colleges train students in fields that require programmatic accreditation, in ad-
dition to institutional accreditation, in order for graduates to obtain employment in the field.
Institutions that offer programs that lack programmatic accreditation are inconsistent in how they
disclose this lack of programmatic accreditation. While some programs are upfront about this
issue, others post the disclosure deep in their Web sites or in the fine print in their enrollment
agreements, while framing the disclosure in terms that makes it difficult for students to recognize
the gravity of this issue.

What Are the Consequences for Students

Ninety-six percent of for-profit students take out student loans, according to the most recent U.S. De-
partment of Education data. In comparison, 13 percent of students at community colleges, 48 percent
at 4-year public, and 57 percent at 4-year private non-profit colleges borrow money to pay for school.

For-profit schools enroll far more high-dollar borrowers. Fifty-seven percent of Bachelor’s students who
graduate from a for-profit college owe $30,000 or more. In contrast, 25 percent of those who earned
degrees in the private, non-profit sector and 12 percent from the public sector borrowed at this level.

Because many students who attend for-profit colleges are unable to get financing through pri-
vate lending companies, many participate in institutional loan programs operated by for-profit
education companies. The committee staff found that institutional loans operated by for-profit
education companies often carry high interest rates, and do not provide students with the same
safeguards as Federal loans.

In 2009 seven large for-profit education companies offered institutional loans with interest rates
ranging from 11.2 to 18 percent. During this period the Stafford loan rate was 5.6 percent. These



same companies listed expected default rates of 42 to 80 percent.

Students who attended a for-profit college accounted for 47 percent of all Federal student loan
defaults. More than 1 in 5 students enrolling in a for-profit college—22 percent—default within 3
years of entering repayment on their student loans.

Default rates are driven by students who drop out, those who are left with debt but little means
to repay it given the incomplete education and lack of a degree. Students’ ability to repay their
loans is tightly tied to whether the student stayed in school and achieved a degree.

Students who attend for-profit schools are more likely to experience unemployment after leaving
school. According to a National Center for Education Statistics study, 23 percent of students who
attended for-profit schools in 2008-9 were unemployed and seeking work.

Why is This Happening

Accreditation: The self-reporting and peer-review nature of the accreditation process exposes it
to manipulation by companies that are more concerned with their bottom line than with academic
quality and improvement. Accrediting agencies seek to help colleges improve. Because of this
institutional focus on continuous improvement, they sometimes appear to have difficulty drawing
and enforcing bright lines and minimum standards.

State Oversight: State oversight of for-profit education companies has eroded over time due to a
variety of factors, including State budget cuts and the influence of the for-profit college industry
with State policymakers. The U.S. Department of Education had never defined minimum require-
ments for State authorization, and many States have taken a passive or minimal role in approving
institutions, reviewing and addressing complaints from students and the public, and ensuring that
colleges are in compliance with State consumer protection laws.

Federal Law and Regulation: Federal regulations impose two key checks on for-profit colleges:
the proportion of Federal money that the colleges collect, known as the 90/10 rule, and the per-
centage of students who may default on Federal student loans before the college loses eligibility
for Federal financial aid. In addition, some accreditors also require colleges to meet standards
regarding the percentage of graduates who obtain employment in their field of study. Some for-
profit colleges employ questionable tactics to meet these requirements.

The investigation documented the use of multiple strategies to comply with the letter of the 90/10
rule with policies that defy the goal and spirit of the regulation.

o Since for-profit colleges report 90/10 figures by Office of Postsecondary Education ID
(OPEID) numbers, instead of by campus, and one OPEID may contain multiple cam-



puses, some companies consolidate and switch campuses between OPEIDs to lower their
reported 90/10 number regardless of the proximity of the campus.

Some for-profit colleges have stopped the flow of student aid funds to certain OPEIDs at the
end of the fiscal year. This tactic may hurt students because campuses that do not receive
student aid funds may not disburse, in a timely manner, living-expense checks to students
who depend on those funds to pay for books, housing, food, transportation, and childcare.

Some schools have raised their initial enrollment fee—which must be paid in cash—or
insisted on cash payments from students in order to lower their reported 90/10 ratio.
While asking students to make up-front payments on their education can be a good idea
because it is interest-free and also helps them to understand what it will be like to make
payments on their loans later, it seems that some for-profit schools are primarily seeking
to drive down their 90/10 ratios with these cash payments.

Department of Education regulations dictate that scholarships awarded to a student do not
count as Federal financial aid and instead count on the “10” side of the 90/10 calculation,
but only if the scholarships are awarded by an organization independent of the school.
Several companies that operate for-profit colleges have designed scholarship programs
that should be more closely scrutinized.

Some schools increase tuition in order to create a gap between the total amount of Federal
aid a student can receive and the cost of attending. This illustrates the fundamental prob-
lem with the cost of for-profit schools—that the tuition fees and other academic charges
bear no relationship to the cost of providing the education. This gap means that students
attending these schools must find even more financing by taking out private loans, taking
on more debt through a private or institutional loan, or making monthly cash payments,
often by credit card, directly to the school to pay for the artificially high cost of the
school. The student is left with more debt, likely at a higher rate of interest, so the school
can generate sufficient non-Federal income.

Because neither Department of Defense (DOD) nor Veterans Affairs (VA) educational
benefits originate in Title IV of the Higher Education Act, money received through these
programs is not counted as Federal financial aid for the purposes of 90/10. This loophole
creates an incentive to see servicemembers as nothing more than “dollar signs in uniform.”

Many for-profit education companies also commit significant resources to default management
efforts that keep students out of default for the duration of the 2-year (soon 3-year) monitoring
window. Default management may involve a multitude of strategies premised on sound goals,
such as enrolling students who are likely to graduate and succeed, giving those students the
support and tools they need to learn and secure a degree that is valued in the job marketplace,
helping them secure a well-paying job, and offering financial literacy classes and quality debt
counseling. However, internal documents show that at some schools the emphasis is on signing

-9.



students up for forbearance and deferment with the sole goal of protecting the colleges so that
they do not lose access to Federal taxpayer-funded student aid dollars.

o Evidence suggests that some for-profit colleges use forbearance and deferment as tools to
move the school’s default rate, without concern for a students’ particular situation or whether
it is in the best financial interest of the individual. Many students will end up paying more
over the life of their loan after a forbearance or deferment.

o As default rates have increasingly become a problem for for-profit colleges, many have
turned for help to third party vendors that operate call centers with hundreds of employees
trained to “cure” student defaults. While the vendor used by at least 12 of the 30 companies
examined counsels delinquent students on all repayment options, including income-based
repayment options, internal documents demonstrate that the majority of students approached
by the vendor end up in forbearance, leading to increased debt. Documents obtained from
four large for-profit education companies demonstrate that, on average, over 75 percent of the
students “cured” were forbearances or deferments, while only 24 percent were the result of a
student making payments on their loans.

For-profit colleges market themselves as career focused, and encourage students to enroll by
offering the prospect of better jobs and better wages. Accordingly, for-profit colleges use job
placement data to promote their programs, and to satisfy national accrediting agencies and State
regulators that the students who complete the programs are finding jobs in their field. However,
when job placement rates are audited by outside agencies, problems have repeatedly been found,
and a number of law enforcement investigations over the past 5 years have revealed falsified
information in the placement rates of some colleges.

Rapid enrollment growth and lack of adequate policies and procedures have also led to situations in
which for-profit colleges have improperly retained unearned title IV student aid funds that should
have been returned to the Department of Education, or are not returning the funds in a timely matter.

What Needs to Be Done

Enhance transparency by collecting relevant and accurate information about student outcomes.

o Require that the Department of Education collect comprehensive student outcome infor-
mation and enable data retrieval by corporate ownership;

o Establish a uniform and accurate methodology for calculating job placement rates;

o Increase the regulation of private lending.
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Strengthen the oversight of Federal financial aid.

Tie access to Federal financial aid to meeting minimum student outcome thresholds;

Prohibit institutions from funding marketing, advertising and recruiting activities with
Federal financial aid dollars;

Improve cohort default rate tracking by expanding the default reporting rate period be-
yond 3 years;

Require that for-profit colleges receive at least 15 percent of revenues from sources other
than Federal funds;

Use criteria beyond accreditation and State authorization for determining institutions’ ac-
cess to Federal financial aid.

Create meaningful protections for students.

Create an online student complaint clearinghouse, managed by the Department of Educa-
tion, for the collection and referral of student complaints to appropriate overseeing agen-
cies, organizations and divisions;

Prohibit institutions that accept Federal financial aid from including mandatory binding
arbitration clauses in enrollment agreements;

Enforce minimum standards for student services that include tutoring, remediation, finan-
cial aid, and career counseling and job placement;

Extend the ban on incentive compensation to include all employees of institutions of
higher education, and clarify that this ban extends to numeric threshold or quota-based
termination policies.
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Introduction

American taxpayers invest billions of dollars each year in loans and grants to help people go to
college. We do this because, over the past 50 years, achieving a college degree has been, and remains,
the best way to ensure that an American student will have secure earning power that increases over time.
Attaining skilled training or a college degree has become even more important as manufacturing jobs,
which traditionally provided middle-class wages, have become more scarce. Helping Americans pay for
college has been good for taxpayers as well, not simply because of the societal goods of an informed and
educated citizenry, but also because the vast majority of Americans repay student loans in a timely way
at reasonable interest rates, ensuring that the investment is sound.

However, over the past 10 years the United States has lost the place it once held as the world’s
preeminent provider of higher education. Once first in the world in percentage of people with a college
degree, the United States now ranks 11th. At the same time, demand for higher education has outpaced
the ability of the existing network of public and non-profit colleges to provide sufficient capacity. This is
particularly true with regard to the community college system’s ability to meet growing demand among
non-traditional students, many of whom have entered the workforce only to discover the limits of their
earning power in the absence of some higher education.

Over a decade ago, the Federal Government’s National Center for Education Statistics reported that
non-traditional students (those who had either delayed college, were attending part-time or working full-
time while enrolled, were independent of their parents, or had dependents other than a spouse) made up 73
percent of the undergraduate college population. The enormous growth in the older adult student popula-
tion over the last half century, which is projected to continue, have shifted the demographic profile of col-
leges and created a “new American majority” of non-traditional students on campuses across the country.

For many policymakers, for-profit colleges and the flexibility that they offer appeared to be an ideal
solution to the problem of unmet demand for non-traditional students. The sector’s rapid move to online edu-
cation and the virtually unlimited capacity to add new students made the for-profit model appear even more
promising. For-profit colleges work to cater to non-traditional students, offering flexibility by providing the
convenient class locations and schedules, and the ability to stop and start coursework, that make attending col-
lege a viable option for working adults. At many schools, coursework is highly structured, meaning students
progress from one class to the next without having to consider which elective to take or worrying about fulfill-
ing credit requirements in various disciplines. This model, essentially pioneered by John Sperling and the
University of Phoenix, has proven successful for hundreds of thousands of people who might not otherwise
have obtained degrees. The University of Phoenix recently graduated its 700,000th student since its founding
in 1976. In 2010, the for-profit sector as a whole awarded approximately 450,000 certificates and 260,000 2-
and 4-year degrees, many to students who might not otherwise have obtained any higher education.

For-profit colleges are more nimble than most traditional colleges, including community col-
leges, in developing and implementing programs. When those programs respond to workforce needs and
result in jobs in high demand fields that pay good salaries, the outcome for students can be excellent.
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Thus, for many policy experts, the for-profit college sector was potentially not only the solution
to unmet demand for higher education, it also appeared to be succeeding in breaking down many of the
barriers to college for low-income and minority students who did not always find a structure that met
their needs at traditional institutions of higher education. For the past decade, swayed in part by good
marketing by the sector, opinion leaders have held out hope that large scale for-profit colleges were
transforming higher education for historically underserved students.

A 2-year investigation of the for-profit sector by the Senate Committee on Health, Education, La-
bor, and Pensions has demonstrated that, while the for-profit college sector still offers the potential to be
a transformative force in higher education, the sector as it stands today often fails to deliver the returns
that higher education has traditionally provided to both students and taxpayers. The investigation, which
took an in-depth look at 30 for-profit education companies between 2006 and 2010, found that far too
many Americans who enroll in for-profit colleges are not realizing the benefits that higher education has
traditionally offered. Over a span of 2 years, the committee has held six hearings to explore the growth,
problems, and potential solutions in for-profit higher education. Committee staft interviewed dozens of
current and former employees of for-profit colleges, more than 50 current and former students, and a
variety of experts in higher education. As part of the investigation, the committee asked 30 companies
that operated colleges to provide extensive data and documents regarding their operations between 2006
and 2010. The committee also analyzed data provided by the Department of Education, Department of
Defense, and Department of Veterans Affairs as well as investor reports and information filed with the
Securities and Exchange Commission.

This was not the first time that Congress had undertaken such an oversight effort. Between 1989
and 1992, the Senate Permanent Subcommittee on Investigations (PSI), under the leadership of then-
Chairman Sam Nunn and then-Ranking Member William Roth, Jr., conducted a similar investigation.
The PSI investigation found that many students attending the proprietary schools of that time received
little or no training, leaving them with “no job and a large bill to repay.” In 1983, students attend-
ing for-profit schools made up 22 percent of students who borrowed Federal loans, but 44 percent of
defaulters. PSI’s oversight led to major legislative reforms of the Federal student loan program in the
Higher Education Act Authorization of 1992. However, many of those same reforms have been eroded
or repealed over the past two decades. While defaults in the sector dropped following enactment of the
1992 reforms, by 2011 once again, for-profit college students comprised 13 percent of student borrowers
but 47 percent of defaulters. Moreover, the combination of investments made by investors seeking quick
returns, exponential enrollment increases, new distance-education models, and weakening of regulations
has rendered the sector almost unrecognizable in scope and impact when compared to the late 1980s.

For-profit colleges are those owned and operated by businesses. As with other businesses, they are
ultimately accountable by law for the returns they produce for shareholders. For many years, the number of
shareholders was small because for-profit colleges were, for the most part, privately held companies with a
single location or program. But starting about 15 years ago, Wall Street investors recognized the potential
for high profits and low risk and moved aggressively to purchase and invest in for-profit colleges. By 2009,
at least 76 percent of students attending for-profit colleges were enrolled in a college owned by either a
company that is traded on a major stock exchange or a college that is owned by a private equity firm. The
investigation found that while certainly not all for-profit colleges are run by investors looking to make a
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quick return on investment, too many of them are. It also found that even those for-profit colleges that are
committed to the educational mission, that invest in their students and in robust support services, and that
offer programs in high demand fields, still engage in troubling practices in order to achieve the levels of
profitability and growth that keep them competitive with less scrupulous players.

Though there is wide variation among the companies’ student outcomes, many of the most serious
problems were found across the sector. The committee staff analysis found that most programs at for-profit
colleges cost far more than similar programs at near-by public schools, and that almost all students who
enroll in for-profit colleges borrow a significant amount of money to pay tuition. To enroll students, all
companies rely on relentless marketing and advertising, and many also use tactics that an average person
would find misleading and deceptive. The overall result is poor student outcomes. The investigation found
that most students do not graduate. Of the almost 1.1 million Americans who enrolled in schools owned
by the 30 companies examined between 2008 and 2009, over half (596,556) had withdrawn by mid-2010.
They are left with student loan debt but without the benefits of a college degree or certificate.

Hundreds of thousands of students, particularly those with some prior experience with higher
education, are completing degrees at for-profit colleges each year and some are securing better jobs and
improving lifetime earnings potential. But the investigation has demonstrated extremely high drop-out rates
among the large for-profit colleges that call into question whether the current regulatory structure is doing
enough to ensure that the investment of taxpayer dollars, $32 billion in 2009-10, is being safeguarded.

While quality at for-profit colleges varies among institutions, some students encounter poor qual-
ity education. Across the board, comparatively little money is spent on instruction, but those cost sav-
ings are not passed on to students in the form of lower tuition. Often, only scant student services such as
tutoring, counseling, and job placement are available, or those services that are available are not helpful
for students. This is true even though the colleges tout the fact that they enroll higher-risk students who,
research demonstrates, are most in need of these services in order to succeed. Meanwhile, some compa-
nies engage in efforts to manipulate or evade the few regulatory requirements that govern the sector.

While some for-profit colleges have dramatically higher retention, particularly in non-degree
Certificate programs, the volume of students who enroll but soon withdraw calls into question the invest-
ment that American taxpayers are making in the colleges. Low retention and sparse student services are
problems found at community colleges across the country as well. However, the investments in the for-
profit sector from both Federal taxpayer funds and students’ resources is far greater compared with the
community college sector.!

The investigation yielded plenty of examples of good practices including for-profit colleges offer-
ing low tuition, offering degrees in fields with high job demand and good wages, offering robust student

"For-profit executives frequently point to the fact that community colleges and other public universities receive large subsidies from
State and local governments without necessarily producing better student outcomes. While this is true, were community colleges
or other public universities to find themselves with 15 to 38 percent annual surpluses (the profit range of publicly traded for-profit
companies) they would likely reinvest in better services and student success. Additionally, community colleges in particular have a
broader educational mandate that accompanies the subsidies that does not allow them to focus solely on career and workforce based
programs.
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services, implementing risk-free trial programs, offering remedial classes, as well as making a fair profit for
shareholders. Some of these colleges are also committed to crafting and following a regulatory regime that
works better for students, taxpayers, and colleges. However, in the absence of a strong sector-wide regula-
tory regime, even for-profit colleges with good practices must compete with lower quality operators who
sacrifice student outcomes in the pursuit of large enrollment growth and large profit margins.

American taxpayers are the single biggest investor in for-profit colleges, yet the government that
holds their trust has little ability to ensure that they get the return on investment they deserve: education-
al and career success for the students who enroll. If for-profit colleges are going to deliver on the prom-
ise of a path to the middle class and to job security for students who might not have otherwise succeeded
in higher education, Congress must put in place a much more rigorous regulatory structure that incentiv-
izes the sector to make the financial investments necessary to result in higher student success.

The for-profit sector has been transformed over the past 10 years. Where once for-profit schools
mostly offered short-term job-specific Certificate programs, they have moved aggressively into Associ-
ate and Bachelor’s degree programs. In conjunction with the ascension of for-profit colleges as stars of
Wall Street came the move towards exclusively online programs. Statutory changes in 2006 allowed
colleges to offer exclusively online programs and at least 6 for-profit colleges, including four publicly
traded companies, now operate almost exclusively online.

These shifts set the stage for tremendous enrollment and revenue growth in the sector. Between
1998 and 2008, enrollment at for-profit colleges increased 225 percent, compared to 31 percent growth
in higher education generally. Depending on the measurement used, between 10 and 13 percent of all
college students, approximately 2.4 million students, attend a for-profit college. Along with this growth
in enrollment, the amount of Federal student aid dollars that taxpayers provide to these companies each
year has increased dramatically. In the 2009-10 academic year, $32 billion in Education Department
grants and loansswere paid to for-profit colleges. Ten years ago, that figure was about $5 billion. For-
profit colleges now collect almost 25 percent of total Federal student aid money (up from 12.2 percent
in 2001), over a third of GI bill education benefits to veterans, and half of all active duty servicemember
tuition assistance dollars.

By 2009 and early 2010, more and more students were coming forward to report being pressured
or duped into enrolling in a for-profit college and taking out loans to pay for a degree that would not
help them find a job. Stories appeared in the media telling of colleges’ profiting while their students left
school without degrees and/or with high debt and little chance of getting the job they were promised due
to deficiencies in their education. Moreover, statistics indicated that many companies were engaging in
widespread efforts to manipulate or evade the few regulatory requirements that govern the sector. It was
against this backdrop that the HELP Committee initiated an oversight investigation into how Federal
money is being spent by for-profit education companies.

The investigation found a wide range of problems that run deep within the for-profit sector:

High tuition. The high tuition that for-profit colleges charge is not aligned with the cost of the
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services they provide; rather, tuition is set to maximize revenue. Students attending for-profit colleges
are charged, on average, far higher tuition than they would pay at public colleges for the same program
of study. A student attending a for-profit college seeking an Associate degree faces an average tuition

of almost $35,000, over four times higher than the same program at a public college in the same geo-
graphical area. A 4-year Bachelor’s degree costs, on average just under, $63,000, 20 percent more than
the price of the same program at nearby public colleges. Moreover, it is often difficult for prospective
students researching for-profit schools to determine the actual price of tuition. Despite recent regulations
requiring tuition disclosures, promotional materials and admissions recruiters often obscure the overall
cost, making it difficult for prospective students to determine how much they will pay.

Aggressive and misleading recruiting. Because continual enrollment growth is so critical to their
business success, most for-profit colleges’ first priority is to enroll as many students as possible. Unlike
traditional colleges, for-profit colleges employ a huge number of recruiters, paid salespeople who spend
much of their time on the phone calling potential students. For-profit colleges often purchase contact
information for potential new students, known as “leads,” from other online marketers who attract stu-
dents to their Web sites with advertisements offering quick and easy education. Recruiters’ job security
depends on meeting a quota of new enrollments. And, before new regulations went into effect in 2011
prohibiting the practice, recruiters’ salaries depended on meeting them too. The boiler-room atmosphere
leads to a lax ethical environment, with little room for considering whether a particular student is a good
fit for the college or whether attending the college is in that person’s best interest.

Internal documents, interviews and undercover Government Accountability Office recordings
reveal repeated instances of recruiters misleading prospective students with regard to the cost of the pro-
gram, the availability and repayment obligations of Federal student loans, the time to complete the pro-
gram, the completion rates of other students, the job placement rate of other students, the transferability
of credits, and the reputation and accreditation of the college. Recruiters are encouraged to search for
and exploit potential students’ emotional vulnerabilities by finding a “pain point”—unhappiness with a
dead-end job, inability to support one’s children, fear of disappointing parents or relatives—and pushing
on that point to convince prospects that easy, fast, affordable college is the way to finally address previ-
ous failings. Students who express concerns about enrolling or taking out loans face sales pitches known
as “overcoming objections.” Students and faculty interviewed by committee staft, as well as complaints
arising from companies’ abuses, show that students enrolled using these tactics are likely to be less pre-
pared to meet the challenges of college, and are more likely to withdraw with debt but no diploma when
the promised benefits fail to materialize or prove far more challenging than presented.

Low retention rates. Most students who attend a for-profit college leave before attaining a degree or
certificate according to committee analysis of data provided by the colleges. Overall, 54 percent of stu-
dents who enrolled in a for-profit college in 20089 left without a degree by the middle of 2010, among the
30 companies examined by the committee. There is significant variation in retention performance across
the for-profit sector, ranging from 27 percent to 84 percent withdrawal rates for individual undergraduate
programs. Rates are generally better for graduate degree programs and for shorter duration certificate or
diploma programs: 39 percent of students withdrew from those shorter programs. However, 54 percent of
students enrolled in Bachelor’s degree programs at for-profit colleges withdrew, and nearly two-thirds of
Associate degree students withdrew. Because so many students drop out, for-profit colleges must enroll an
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enormous number of new students each year—sometimes the equivalent of their entire student body—in
order to satisfy investor expectations of continued growth in enrollment and revenue.

Low spending on instruction and services, high spending on marketing and profit. Many for-
profit education companies spend less on instruction than public or non-profit institutions, and in some
cases even less than the same company spends on marketing and profit. For-profit colleges are business-
es that have an imperative to maximize financial returns to shareholders and investors. To achieve those
returns, it is critical that companies maintain or grow the size of the student body. However, there is no
parallel Federal obligation that the companies achieve high rates of student success, such as comple-
tion or job placement. Some States and accrediting agencies have measurements in place, but these are
sparsely applied and often unevenly enforced. As a result, per student spending on instruction is often
very low. Many for-profit colleges enroll a significant proportion of students online, but the resulting
savings on bricks-and-mortar facilities are often not passed on to students in the form of lower tuition.

Questionable academic rigor. Undercover observation and student complaints reveal that many
for-profit colleges have questionable academic rigor and educational value. Government Accountability
Office employees posing as online students encountered numerous situations at for-profit colleges where
instructors awarded credit for obviously plagiarized assignments and objectively substandard work, for
example, submitting photos of celebrities for an assignment that called for an essay response. Moreover,
GAO found that students were charged thousands of dollars to enroll in 3- to 6-week basic courses such
as “keyboarding” and “learning strategies and techniques.” Complaints received by the committee, in-
cluding from former students who contacted committee staff, told of classes that did not prepare students
for the job market, highly variable instructor quality, and old equipment and facilities. A student who
leaves college without learning the skills required for a job in his or her field of study does not offer the
same benefit to the economy—and the tax base—as a skilled graduate.

Lack of student services. Many for-profit colleges enroll a student population that requires a
robust array of support services such as tutoring, academic advising, and career counseling and job
placement services in order to succeed. These services enable students to move confidently through their
academic programs and overcome hurdles that may limit their academic engagement. However, many
for-profit colleges are not making significant investments in student support services that would help
students succeed in school and afterwards. The very limited number of support-services staff available to
help students severely restricts the quantity and quality of services a school provides.

Poor job placement services. The for-profit sector promotes its programs based on their value in
helping students secure jobs in a given field. However, the claims of solid paths to a career have been
undermined by recent scandals involving the reporting of false job-placement data. For example, under
scrutiny by New York’s attorney general, Career Education Corporation, one of the largest for-profit
education companies, disclosed that job-placement numbers at many of its campuses were falsified.
Another chain of for-profit colleges, ATI Career colleges, had its license to operate 22 programs in Texas
suspended after a local news station found evidence that the college created fake documentation to show
that unemployed students were working in their fields of study. Investigative reporting and State attorney
general investigations have determined that other major for-profit education companies, falsified data
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that they gave to regulators or used to convince students to enroll in their career-oriented programs.

High debt loads. Due to the high cost of tuition at for-profit colleges, and because these companies
often target their marketing to low-income independent students, virtually every student who enrolls in a
for-profit college borrows Federal student loan dollars to do so. While the number of students borrowing
and the amount of borrowing is increasing rapidly across all colleges, 96 percent of students attending for-
profit colleges took out student loans, compared to 13 percent at community colleges, 48 percent at 4-year
public, and 57 percent at 4-year private non-profit colleges. Not only do more students at for-profit colleges
borrow, the amount they borrow is higher: The average independent student, who represent most of the for-
profit student body, graduated with a median debt of $32,700, compared to a median debt of $20,000 for
independent students at public colleges, and $24,600 at private non-profit colleges.

High rates of student loan default. The disproportionately large debt of students at for-profit col-
leges helps explain why more than 1 in 5 default on student loan debt within 3 years, according to the most
recent data. For public and non-profit colleges, the default number was 1 student in 11. A number of for-
profit colleges had default rates above 20 percent. While these default numbers track only the first 3 years
of students’ repayment, the Department of Education estimates that the “lifetime” default rate on student
loan balances for students who attend for-profit colleges is 46 percent. Behind each student loan default is
a person who is struggling financially and who may be foreclosed from any further opportunity to obtain
some college education. Many of these students find themselves sharply worse off than if they had never
enrolled in college. Students who attend for-profit colleges are more likely to be unemployed and less
likely to be able to pay off the principal on their student loans compared to students in other sectors.

Failure of regulation. Higher education is governed by three regulators: accrediting agencies,
State education agencies, and the Federal Department of Education, together known as “the triad.”
Yet due to the nature of the for-profit education business model and the extreme growth in the sector,
the ability of regulators to protect students, ensure academic quality, and safeguard State and Federal
taxpayer dollars has been strained. Accrediting agencies operate under the assumption that colleges’
primary focus is academic improvement. But this assumption is questionable in the for-profit education
context because, in the absence of counter-balancing regulation, financial considerations may predomi-
nate. State education agencies are mostly passive as regulators of for-profit colleges; with several no-
table exceptions, they rubber-stamp for-profit colleges’ standing to operate in a State and receive State
grant money. Because of resource limitations and other responsibilities in administering the student aid
program, the Federal Department of Education has difficulty effectively enforcing the few meaningful
regulations currently in place intended to safeguard the taxpayer investment and protect students, includ-
ing controls on program integrity and incentive compensation for recruiters.

For-profit colleges employ strategies that enable them to stay within the letter of regulatory re-
quirements while violating the spirit of those requirements. For example, to comply with a Higher Edu-
cation Act mandate that no for-profit college receive more than 90 percent of its revenues from Federal
student aid funds, the colleges aggressively pursue military servicemembers and veterans who receive
taxpayer-funded education benefits that count as non-Federal revenues; for-profit colleges also use a
variety of other tactics that may conflict with students’ interests. Also under current law, colleges lose
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access to Federal money if a certain percentage of their students default on their Federal student loans.
Since this default rate tracks students for only 2 years (soon to be 3) after they leave, some colleges have
committed vast resources to soliciting students to sign up for temporary deferments and forbearances so
that the colleges’ reported default rates appear artificially low. Many times these payment delays are det-
rimental to students because interest will continue to accrue while loans are in forbearance or deferment,
and the interest is added to the loan principal when the student starts repaying again.

What needs to be done. Significant policy changes are required to align the current incentives of for-
profit colleges with student success. The first step is collection of meaningful and accurate data on student
outcomes and institutional performance. This data should be retrievable by corporate ownership, not just by
campus or school brand. A uniform methodology for calculating and reporting job placement rates should be
established and the accuracy of the rates should be verified through routine audits. The Department of Educa-
tion should report cohort default rates by institution a number of years beyond the current 3-year window, and
the threshold for determining continued title IV eligibility should be expanded from 3 to 4 years.

With the taxpayer investment rapidly growing and an increasing number of student borrowers
struggling to repay their loans, Congress needs to examine placing more rigorous performance-based
limitations on access to Federal financial aid. These limitations should incentivize higher standards of
student success. All institutions of higher education should be prohibited from spending Federal finan-
cial aid dollars on marketing and recruiting. The Department of Education should implement an effective
enforcement plan to ensure that colleges are not misleading students or misrepresenting their programs.

Currently, no centralized complaint structure exists that allows for an effective analysis of stu-
dent or employee complaints. An online complaint clearinghouse that steers complaints to the appropri-
ate entity—for fielding quality complaints to accreditors, financial aid complaints to the Department
of Education or the Inspector General, and misleading and deceptive tactics complaints to the Federal
Trade Commission—should be created and all institutions of higher education should provide a link on
their Web sites. For-profit colleges should be required to provide a minimum standard of student servic-
es, including tutoring, remediation, financial aid, and career counseling and job placement. Employees
in these departments should not be financially incentivized to simply meet quotas, whether its students
placed in forbearance, or “placed” in a job.

The recommendations in this report represent some of the elements of a comprehensive legis-
lative framework that should be developed to adequately counterbalance the financial pressures that
publicly traded and private equity-owned for-profit colleges bring to the sector. Much work remains to
be done to ensure that legislation is crafted to ensure that for-profit colleges properly prioritize student
success and deliver on the sector’s potential not just for access and added capacity but for affordable
quality programs as well.

In the absence of such reforms, the promise of for-profit higher education will not be fully real-
ized. Instead, while remaining financially successful entities, for-profit colleges will continue to fall far
short in retaining students and helping them secure valuable degrees and good jobs, and also will fall
short in justifying taxpayers’ large investment in this sector.
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Institutions Examined

Publicly Traded Companies

American Public Education, Inc., headquartered in Charlestown, WV; enrolled approximately
77,700 students as of fall 2010; operates two online-only institutions, American Military University and
American Public University; offers Associate and Bachelor’s degree programs.

Apollo Group, Inc., headquartered in Phoenix, AZ; enrolled approximately 470,800 students as
of fall 2010; operates University of Phoenix, the Nation’s largest for-profit college, and Western Inter-
national University; offers Bachelor’s, Master’s and Doctoral programs, as well as an exclusively online
Associate program, in over 100 different fields. Founded in 1978, it pioneered the modern for-profit
education company.

Bridgepoint Education, Inc., headquartered in San Diego, CA; enrolled approximately 77,200
students as of fall 2010; operates Ashford University and University of the Rockies with 2 campuses and
99 percent of students enrolled exclusively online; offers Bachelor’s and Associate degrees through Ash-
ford University and Master’s and Doctoral degrees through University of the Rockies. The private equity
firm Warburg Pincus owns 67.4 percent of the company.

Capella Education Company, headquartered in Minneapolis, MN; enrolled approximately
38,634 students as of fall 2010; operates Capella University, a university that operates exclusively on-
line; offers Bachelor’s degrees but the majority of students are enrolled in graduate degree programs.

Career Education Corporation, headquartered in Schaumburg, IL; enrolled approximately
118,200 students as of fall 2010; operates colleges under 11 brands, American InterContinental Universi-
ty, Briarcliff College, Brooke Institute, Brown College, Collins College, Colorado Technical University,
Harrington College of Design, International Academy of Design & Technology, Le Cordon Bleu, Mis-
souri College and Sanford-Brown, with 83 campuses and 4 online divisions; offers Certificates as well
as Associate, Bachelor’s, Master’s and Doctoral degree programs, with nearly 40 percent of students
enrolled online.

Corinthian Colleges, Inc., headquartered in Santa Ana, CA; enrolled approximately 113,800
students as of fall 2010; operates Everest, Heald College and WyoTech, with over 105 campuses in 25
States and online; offers diploma and degree programs, with approximately 34 percent of students en-
rolled online and 64 percent enrolled in a non-degree program.

DeVry, Inc., headquartered in Downers Grove, IL; enrolled approximately 130,375 students
as of fall 2010; operates DeVry University, Carrington College, Chamberlain College of Nursing and
Keller Graduate School of Management, with 96 campuses and an online division; offers Certificate, As-
sociate, Bachelor’s and graduate level programs, with approximately 50 percent of students enrolled in
Bachelor’s programs.
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Education Management Corporation, headquartered in Pittsburgh, PA; enrolled approximately
158,000 students as of fall 2010; operates Argosy University, the Art Institutes, Brown Mackie College,
South University and Western State University College of Law, with 107 campuses in 32 States and an
online division; offers Certificate, Associate, Bachelor’s, Master’s and Doctoral programs, with approxi-
mately 25 percent of students enrolled exclusively online and nearly 50 percent of students enrolled in
Bachelor’s programs. Goldman Sachs owns 41.8 percent of EDMC.

Grand Canyon Education, Inc., headquartered in Phoenix, AZ; enrolled approximately 42,300
students as of fall 2010; operates Grand Canyon University, with one campus in Phoenix and approxi-
mately 89 percent of students enrolled online; offers Bachelor’s and graduate degree programs.

ITT Educational Services, Inc., headquartered in Carmel, IN; enrolled approximately 88,000
students as of fall 2010; operates ITT Technical Institute and Daniel Webster, with 145 campuses in 35
States and an online division; offers primarily Associate degree programs and small Bachelor’s and Mas-
ter’s degree programs, with approximately 85 percent of ITT students enrolled in Associate programs.

Kaplan, Inc., headquartered in New York City, NY; enrolled approximately 112,100 students as
of fall 2010; operates Kaplan Career Institute, College and University, Bauder College, CHI Institute,
Concord Law School, Hesser College, Texas School of Business and TESST College of Technology;
with over 70 campuses in 21 States and an online division; offers Certificate, Associate, Bachelor’s and
Master’s degree programs, with approximately 60 percent of Kaplan students enrolled online. Kaplan is
owned by the Washington Post Company.

Lincoln Education Services Corporation, headquartered in West Orange, NJ; enrolled approxi-
mately 33,200 students as of fall 2010; operates Euphoria Institute, Lincoln College of Technology, Lincoln
College of New England, Lincoln Culinary Institute, Lincoln Technical Institute, Nashville Auto-Diesel
College and Southwestern College, with 46 campuses in 17 States and an online division; offers Certificate
and Associate degree programs, with the majority of students enrolled in Certificate programs.

National American University Holdings, Inc., headquartered in Rapid City, SD; enrolled ap-
proximately 8,255 students as of fall 2010; operates National American University with 30 campuses in
nine States; offers Diploma, Associate, Bachelor’s and Master’s degree programs, with approximately
53 percent of students enrolled exclusively online and nearly 50 percent of students enrolled in Associ-
ate programs.

Strayer Education, Inc., headquartered in Herndon, VA; enrolled approximately 60,700 stu-
dents as of fall 2010; operates Strayer University with 92 campuses in 24 States and online; offers
Certificate, Associate, Bachelor’s, and graduate degree programs, with between 50 and 60 percent of
students enrolled online and more than 50 percent enrolled in Bachelor’s programs.

Universal Technical Institute, Inc., headquartered in Scottsdale, AZ; enrolled approximately
21,000 students as of fall 2010; operates Universal Technical Institute, Motorcycle Mechanics Institute,
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Marine Mechanics Institute and NASCAR Technical Institute, with no online division; offers Diploma
and Associate degree programs in mechanical and automotive fields.

Private Equity Owned Companies

Alta Colleges, Inc. headquartered in Denver, CO; enrolled 19,200 students as of fall 2010; oper-
ates 18 campuses under the Westwood Colleges brand, including an online campus, and one campus
under the Redstone College brand; offers primarily Associate and Bachelor’s degrees across a range of
disciplines, with approximately 26 percent of students enrolled online; owned by private equity firm
Housatonic Partners.

Anthem Education Group, headquartered in Phoenix, AZ; enrolled approximately 12,800
students as of fall 2010; operates Anthem Institute, College and University, Morrison University and
the Bryman School of Arizona; with 22 campuses in 15 States; offers primarily diploma and Associate
degree programs; owned by private equity firm Great Hill Equity Partners.

Chancellor University LL.C, headquartered in Seven Hills, OH; enrolled 739 students as of fall
2010; operates one campus in Ohio and an online division; offers all its Certificate, Associate, Bachelor’s and
Master’s degree programs on campus and online; launched by private equity firm Significant Federation LLC.

Concorde Career Colleges, Inc., headquartered in Kansas City, MO; enrolled approximately
8,000 students as of fall 2010; operates 15 campuses in 7 States; offers Diploma and Associate degrees
in healthcare programs; owned by private equity firm Liberty partners.

Henley Putnam University, headquartered in San Jose, CA; enrolled 515 students as of sum-
mer 2010; enrolls primarily veterans and active duty servicemembers; operates exclusively online; offers
Diploma, Bachelor’s degree and graduate programs in homeland security and counter-intelligence fields;
owned by private equity firm Liberty partners. The company does not currently participate in title IV
Federal Department of Education student aid programs.

Rasmussen Colleges, Inc., headquartered in Minnetonka, MN; enrolled approximately 17,000
students as of fall 2010; operates 22 campuses and online; offers Diploma, Associate degree and Bach-
elor’s degree programs, with approximately 55 percent of students enrolled online. In 2003, Rasmussen
was acquired by a company named Collegis after Collegis sold off its higher education IT business. A
private equity firm, the Frontenac Company, made the initial investment to acquire Collegis from its
founder and was invested in Rasmussen until 2008. Current CEO Michael Locke previously served as
Senior Vice President for Collegis.

TUI Learning LL.C, headquartered in Cypress, CA; enrolled approximately 7,300 students as of
fall 2010; enrolls primarily veterans and active duty servicemembers; operates exclusively online; offers
Bachelor’s, Master’s and Doctoral degrees; owned by private equity firm Summit Partners.
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Vatterott Education Holdings, Inc., headquartered in St. Louis, MO; enrolled approximately
11,200 students as of fall 2010; operates Vatterott Colleges, L’Ecole Culinaire, and the Court Reporting
Institute, with 19 campuses and an online division; offers technical Diplomas and Associate degrees;
owned by private equity firm TA associates.

Walden University, headquartered in Minneapolis, MN; enrolled approximately 47,500 students
as of fall 2010; operates exclusively online; offers Bachelor’s, Master’s and Doctoral degree programs,
with the vast majority of students enrolled in graduate programs; owned by Laureate Education, Inc., a
company partially owned by private equity firm Kohlberg Kravis Roberts & Co. Laureate has announced
its intention to become publicly traded.

Closely Held Corporations

American Career College, Inc., headquartered in Irvine, CA; enrolled approximately 4,800 stu-
dents as of fall 2010; operates three campuses with no online division; offers certificates and Associate
degrees in healthcare programs.

ECPI Colleges, Inc., headquartered in Virginia Beach, VA; enrolled approximately 13,000 stu-
dents as of fall 2010; enrolls a significant number of veterans; operates 14 campuses in North Carolina,
South Carolina and Virginia, along with a small online division; offers Certificate, Associate, Bachelor’s
and Master’s degree programs, with approximately 14 percent of students enrolled online and 58 percent
enrolled in an Associate program.

Education America, Inc., headquartered in Heathrow, FL; enrolled approximately 10,000 stu-
dents as of fall 2010; operates Remington College with 19 campuses in 10 States and a small online di-
vision; offers primarily Certificate and Associate degree programs in a variety of fields, with only degree
programs offered online. The company converted to non-profit tax status in early 2011.

Herzing, Inc., headquartered in Milwaukee, WI; enrolled approximately 8,200 students as of fall
2010; operates 11 campuses in eight States and online; offers Associate, Bachelor’s and online Master’s
degree programs in business management, electronics, healthcare, graphic design and public safety.

The Keiser School, Inc., headquartered in Fort Lauderdale, FL; enrolled approximately 19,000 stu-
dents as of fall 2010; operates Keiser University and Keiser Career College with 14 campuses and an online
division; offers Associate, Bachelor’s, Master’s and Doctoral degree programs in a wide variety of fields. In
January 2011, Keiser converted to non-profit status. Keiser also operates Southeastern Institute, a for-profit
college with four campuses, but did not provide the committee with information regarding this brand.

Med-Com Career Training, Inc., headquartered in Elizabeth, NJ; enrolled approximately 2,700
students as of fall 2010; operates Drake College of Business with two campuses in New Jersey; offers
Certificate programs in medical office technology, dental assisting and Microsoft Office certification.
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The Federal Investment and the Changing Sector

Increasing Federal Investment

For-profit colleges collect a large and expanding share of Federal student aid dollars. During the
2009-10 academic year, the for-profit sector collected $32 billion, out of the total $130 billion in loans
and grants disbursed under Title IV of the Higher Education Act.? This sum is 5 times greater than the
amount the sector collected 10 years earlier. While the total amount of Federal student aid funds dis-
bursed to all sectors has grown, the share collected by for-profit colleges has grown much faster. Conse-
quently, the share of funds collected by the for-profit sector jumped from 12.2 percent in 20001 to 25
percent in 2009—10.° Because for-profit colleges charge comparatively high tuition and enroll students
who are more dependent on Federal student aid, they enroll only about 13 percent of all students but take
in 25 percent of total aid.*

Increasing Reliance on Federal Dollars

Not only is the amount of Federal aid going to for-profit education companies increasing, for-
profit colleges are increasingly reliant on Federal financial aid for the vast share of their revenue. In
total, the 30 companies examined derived 68.7 percent of revenue from Federal student aid programs
in fiscal year 2006.° In fiscal year 2010, just 4 years later, that figure rose to 79.2 percent.® And when
all Federal educational benefits are counted, including money disbursed from the military Tuition As-
sistance program and the veterans post-9/11 GI bill program, the proportion is even higher: In fiscal year
2009, the 15 publicly traded for-profit education companies received 86 percent of their revenues from
Federal sources.” This allocation means for-profit education institutions collect a higher proportion of
their revenues from Federal student aid funds than most public and non-profit colleges.

2 Senate HELP Committee staff analysis of U.S. Department of Education, Federal Student Aid Data Center, Title IV Program Volume
Reports by School, http://federalstudentaid.ed.gov/datacenter/programmatic.html.

*1d.

4 Using the Department of Education’s Integrated Postsecondary Education Data System (hereinafter “IPEDS”) unduplicated 12-month
headcount figure, for-profit colleges account for 13.2 percent of higher education students. Using the fall 2010 enrollment figure, for-
profit colleges account for 11.4 percent of higher education students.

5 For-profit education companies are required to report the proportion of revenue they derive from Federal student aid programs. The
Department of Education publishes these figures annually.

¢ Senate HELP Committee staff analysis of U.S. Department of Education, Federal Student Aid Data Center, Title IV Program Volume
Reports by School, http://federalstudentaid.ed.gov/datacenter/programmatic.html (analysis of date from period 2006-10).

" Senate HELP Committee staff analysis based on information provided by the 15 publicly traded companies pursuant to the committee
document request of August 5, 2010. Federal dollars include all revenues made available through Title IV of the Higher Education
Act, including subsidized and unsubsidized Stafford loans, Pell grants, PLUS loans and multiple other small loan and grant programs
as well as funds received from other Federal sources including the Department of Labor, the Department of Defense and the Depart-
ment of Veterans Affairs as reported by the companies. In some instances, Federal dollars also include Stafford loan increases permis-
sibly excluded from the companies’ reported title IV revenue for each student during fiscal years 2009 and 2010 pursuant to the Ensur-
ing Continued Access to Student Loans Act of 2008, Pub. L. No. 110-227 (2008). Because not every company furnished information
on the amount of exclusion they recorded, these figures likely understate the amount of Federal student aid revenue received.
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Revenue Collected by 15 Publicly Traded For-Profit Education Companies, 2009

1.2% 13%

¥ Federal Dollars State Aid Dollars Nonpublic Dollars

Pell Grant Funds

The Pell grant program, the largest Federal grant program created to assist needy students with
college costs, totaled $8 billion in the 2000—1 school year, growing to $30 billion in the 2009—-10 school
year as lawmakers made repeated new investments in Pell grant limits in an effort to keep college afford-
able.® During that same period, the amount of Pell grant funds collected by for-profit colleges increased
from $1.1 billion to $7.5 billion.’ The size of the Pell program grew four and a half times, but the overall
Pell dollars flowing to for-profit colleges increased sixfold.'® Consequently, the share of Pell grant funds
that for-profit colleges collected increased from 14 to 25 percent."" While part of this increase is attribut-
able to the overall economy and the surge of enrollments by Pell eligible students, the disproportionate
increase in Pell dollars flowing to the sector has played a significant role in creating annual shortfalls in
the Pell grant program.

8 Senate HELP Committee staff analysis of U.S. Department of Education, Federal Student Aid Data Center, Title IV Program Volume
Reports by School, http://federalstudentaid.ed.gov/datacenter/programmatic.html (accessed July 12, 2012). 2000-1 and 2009-10.
Figures for 2000-1 calculated using data provided to the committee by the U.S. Department of Education. Congress has taken steps
to make college more accessible and affordable by committing $36 billion in mandatory Pell grant funding over the next 10 years
included in the Health Care and Education Reconciliation Act of 2010 and through $17 billion in discretionary funding through the
American Recovery and Reinvestment Act of 2009 and annual discretionary funding, which in fiscal year 2010 was $17.6 billion. For
the 2009-10 and 2010-11 academic years students attending year-round were also eligible to receive 2 Pell awards in 1 year, leading to
a large increase in the total volume of Pell at many institutions in those years. Health Care and Education Reconciliation Act of 2010,
Pub. L. No. 111-152, 124 Stat 1029 (2010); American Recovery and Reinvestment Act of 2009, Pub. L. 111-5 (2009).

? Senate HELP Committee staff analysis of U.S. Department of Education, Federal Student Aid Data Center, Title IV Program Volume
Reports by School, http://federalstudentaid.ed.gov/datacenter/programmatic.html (accessed July 12, 2012). 2000-1 and 2009-10. Fig-
ures for 2000-1 calculated using data provided to the committee by the U.S. Department of Education.
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Pell Grant Disbursements to For-Profit Collegs, 2000—1 to 2010—11
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Much of this increase is explained by the rapid expansion of large national education compa-
nies. The Apollo Group, parent company of the University of Phoenix and the largest for-profit opera-
tor, received $24 million in Pell grants during the 2000—1 school year, but by the 201011 school year
received $1.2 billion in Pell dollars." Similarly, colleges owned by the Career Education Corporation in
2001-2 received $38.3 million in Pell grant funds, growing to $408 million in Pell funds in 2009-10,"
the same year that an investigation by New York’s attorney general led to an admission by the company
that false job placement data had been submitted at a number of campuses.'*

Pell grants are an investment in students. This investment is intended to pay returns to taxpay-
ers and society by giving low- and middle-income families access to higher education and employment
opportunities, thereby expanding the tax base. As explored in more detail below, the student outcomes
documented in the investigation raise serious questions regarding the value and the sustainability of the
Pell grant investment currently being made in the for-profit sector.

12 Senate HELP Committee staff analysis of U.S. Department of Education, Federal Student Aid Data Center, Title [V Program Volume
Reports by School (2009), http://federalstudentaid.ed.gov/datacenter/programmatic.html. University of Phoenix (“Phoenix”) is a brand
of colleges operated by Apollo Group, Inc. (“Apollo”), a publicly traded for-profit higher education company that enrolled 470,800
students as of fall 2010 and is based in Phoenix, AZ.

B 1d.

14 “Career Education Admits to Overstating Job-Placement Data,” The Chronicle of Higher Education, August 10, 2011, http://chronicle.
com/blogs/ticker/career-education-admits-to-overstating-job-placement-data/35225 (accessed May 23, 2012).
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Military Education Benefits

GI Bill Benefits

The Federal investment in educational benefits for veterans following World War II paid phe-
nomenal dividends. That investment expanded the middle class, boosted the economy, and helped
usher in a new era of shared prosperity in the United States. It has also led to an ongoing commitment
to providing educational opportunities to subsequent generations of veterans, including veterans of the
conflicts in Iraq and Afghanistan. Pursuant to this commitment, Congress enacted the post-9/11 GI bill.
Beginning in August 2009, qualifying veterans and family members became eligible for 36 months of
benefits, paying up to $17,500 a year.'> As Ms. Hollister Petracus, Assistant Director of the Office of
Servicemember Affairs for the Consumer Financial Protection Bureau, testified before a Senate Home-
land Security Subcommittee hearing on September 22, 2011, “These are valuable benefits and I think we
would all like to see them replicate the success story that happened after World War II, when a genera-
tion of veterans came home, went to college on the GI bill, and became the engine that drove our econo-
my to tremendous success.” '¢

During the first 2 years of availability of post-9/11 GI bill benefits, for-profit companies collected
$1.6 billion, or 37 percent, of the program’s total $4.3 billion in benefits dispersed.'” Eight of the top 10
recipients of post-9/11 GI bill funds are for-profit education companies.'®

15 Under the original post-9/11 GI bill, the maximum benefit was capped at the highest in-State tuition at a public college in the veteran’s
state. Post-9/11 Veterans Assistance Act of 2008, Title V of the Supplemental Appropriations Act of 2008, Pub. L. No. 110-252 (2008).

16 Hollister K. Petracus (Assistant Director, Office of Servicemember Affairs, Consumer Financial Protection Bureau), Written State-
ment for the Record, Subcommittee on Federal Financial Management, Government Information, Federal Services and International
Security, Senate Committee on Homeland Security and Governmental Affairs, Improving Educational Outcomes for Our Military and
Veterans, 112th Congress (2011).

17 The VA paid out an additional $56 million in benefits under the post-9/11 GI bill that was distributed in the early weeks of the pro-
gram, and has not been tracked by sector. These funds are not included in the $1.75 billion figure.

18 Senate HELP Committee staff analysis of data provided by the U.S. Department of Veterans Affairs. This information was originally
released at a press conference on September 22, 2011. Subsequent to the release, committee staff noticed an error in dates and pre-
pared and issued a correction on November 3, 2011. The finding, that 8 of the top 10 recipients of post-9/11 GI bill funds were large
for-profit companies, was unchanged but two sets of companies did change positions within the top 10, and the amount of post-9/11
GI bill funds received by the companies was lower than originally reported.
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Because tuition at for-profit colleges is much higher, on average, than at public colleges, tax-
payers are spending more money per veteran to support their education. For-profit colleges trained 25
percent of veterans during the first 2 years of the program, but received 37 percent of post-9/11 GI bill
funds.! In contrast, public schools trained 59 percent of veterans, but collected only 39 percent of the
programs’ funds.?

The share of VA benefits flowing to for-profit colleges also far exceeds the share of Federal De-
partment of Education financial aid flowing to the schools.

1 See Appendix 11.
21d.
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Share of Department of Education Share of Post-9/11 Gl Bill
Benefits, 2009-10 Benefits, 2009-11
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Yet, data provided to the committee by for-profit education companies make clear that the gener-
al student population is not performing well at these schools. These findings regarding student outcomes,
discussed in more detail below, raise serious questions about whether schools run by these companies
represent a good investment for taxpayers or veterans.

Withdrawal Rates for the 10 Highest Recipients of Post-9/11 Gl Bill Funds

Company Amount Received AA Percent BA Percent

Withdrawn?! Withdrawn?

[in millions of
dollars]

Apollo Group, Inc. $210 66.4 50.3
ITT Educational Services, Inc. $178 53.1 44.5
Education Management Corporation $173 63.7 61.9
DeVry, Inc. S144 54.3 56.4
Career Education Corporation $130 61.7 51.4
Strayer Education, Inc. S80 48.8 34.1
Corinthian Colleges, Inc. S60 66.5 59.2
University of Maryland System? S51 N/A 13.1
University of Texas System? $45 N/A 26.4
Kaplan Higher Education Corporation S44 69.1 68.2

21 See Appendix 11 and Appendix 15. Based on Senate HELP Committee staff analysis of a listing of all students who enrolled in an
Apollo, ITT, EDMC, DeVry, Career Education Corporation, Strayer, Corinthian, or Kaplan program between July 1, 2008 and June
30, 2009, provided to the committee by each company.

21d.

2 U.S. Department of Education, National Center for Education Statistics, Integrated Postsecondary Data System [hereinafter IPEDS],
First-Time, Full-Time Retention Rate (weighted average).

2 1d.
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Department of Defense Education Programs

The Department of Defense also seeks to support servicemembers’ education through the long-
standing Tuition Assistance (TA) program, which allows servicemembers to begin taking postsecondary
education classes while on duty. The TA program provides a benefit of $250 per academic credit, capped
at $4,500 per year, to increase servicemembers’ opportunities for promotion and to help advance their
personal, professional and intellectual development.” In fiscal year 2011, for-profit colleges collected
one of every two Tuition Assistance dollars, totaling $280 million of the $563 million disbursed during
the year.?® Just 2 years prior, during fiscal year 2009, for-profit colleges collected $218 million of $515
million in benefits, 42 percent of the total.”’

Share of Department of Defense Share of Department of Defense
MyCAA Benefits, 2011 Tuition Assistance Benefits, 2011

50%

" For-Profit Sector Other Sectors " For-Profit Sector Other Sectors

The U.S. Armed Forces operate another education benefit program to help spouses of service-
members develop portable career opportunities. These Military Spouse Career Advancement Accounts
(MyCAA), provide $2,000 per year with an overall cap of $4,000 over 3 years.” During fiscal year
2011, for-profit colleges received $40 million (61 percent) of the $65 million MyCAA program funds
disbursed.”

Growth and Change in the For-Profit Sector

The for-profit higher education sector today looks dramatically different from 20 years ago. Up

2 U.S. Department of Defense Instruction, Voluntary Education Programs, Number 1322.25, March 15, 2011, available at http://www.
dtic.mil/whs/directives/corres/pdf/132225p.pdf (accessed May 24, 2012). Provides $250 per semester credit hour, or $166 per quarter
credit hour, depending on institution’s academic calendar.

% See Appendix 12. Senate HELP Committee staff analysis of data provided by the Department of Defense.

71d.

2 Department of Defense, MyCAA Fact Sheet, http://www.militaryhomefront.dod.mil/mycaa/FactSheet (accessed July 1, 2012).

¥ See Appendix 12. Senate HELP Committee staff analysis of data provided by the Department of Defense.
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until the 1990s, the sector was primarily composed of small trade schools that awarded certificates and
diplomas in fields like air-conditioning repair, cosmetology, and truck driving. Two-thirds of for-profit
colleges enrolled students in training programs lasting less than 1 year.*® While certificate and diploma
offerings have continued to grow, the sector has dramatically increased its degree programs. Between
2004 and 2010, the amount of AA degrees awarded by for-profit colleges increased 77 percent and the
amount of BA degrees awarded increased 136 percent.”!

Two additional shifts have re-shaped the for-profit education landscape: the rise of large national
for-profit higher education companies, many of them publicly traded on major stock exchanges, and the
proliferation of online programs. In 1990, there were no publicly traded higher education companies.

In 1991 DeVry University became the first for-profit education company listed on a major stock ex-
change.*? This initial public offering (IPO) married Wall Street capital to the for-profit education sector.
The Apollo Group-owned University of Phoenix followed suit with its [PO in 1994. At that time, these
two companies enrolled 80,000 students and accounted for 30 percent of all students who attended for-
profit colleges.*® Thirteen more companies have followed. Today there are 15 publicly traded for-profit
higher education companies that together enroll more than 1.4 million students, or 63 percent of all
students who attend for-profit colleges.** These developments led to significant enrollment growth in the
for-profit college sector, increasing from approximately 766,000 students in 2001 to 2.4 million students
in 2010.%

% Thomas Bailey, Norena Badway and Patricia J. Gumport, For-Profit Higher Education and Community Colleges, National Center for
Postsecondary Improvement, http://www.stanford.edu/group/ncpi/documents/pdfs/ forprofitandcc.pdf (accessed Apr. 27, 2012).

31 Senate HELP Committee staff analysis of IPEDS data.

2 DeVry Inc. was the first stand-alone higher education institution to become a publicly traded company on a major exchange that has
maintained operations as a public company. Concorde Career Colleges, Inc., which is today a private company, appeared on the NAS-
DAQ exchange twice in its history.

3 Apollo Group, Form 10-K for period ending 8/31/96; DeVry, Inc, Form. 10-K for period ending 6/30/97.

For total for profit sector enrollment, see U.S. Department of Education, National Center for Education Statistics, Fall Enrollment in
Postsecondary Institutions, 1996 (1998), http://nces.ed.gov/pubs99/1999239.pdf (accessed April 27, 2012).

3 TPEDS, Fall Enrollment, Fall 2009 for unit identification numbers controlled by for-profit education companies.

3 HELP Committee staff analysis of data from IPEDS and other data from the Department of Education.
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Fall Enrollment, All For-Profit Schools, 2001-10
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More recently, private equity firms have entered the for-profit higher education sector in a sig-
nificant way. Today, at least 10 private equity firms own schools that enroll just under 300,000 students,
another 13 percent of the total enrollment of the for-profit sector. *¢

3¢ Senate HELP Committee staff analysis of private equity firm portfolios as of October 2010 and IPEDS, Fall Enrollment, Fall 2009 for

unit identification numbers controlled by private equity owned for-profit education companies. The chart below refers to the follow-
ing private equity firms: Housatonic Partners; JLL Partners; Great Hill Partners; Gryphon Investors; BC Partners; Kohlberg, Kravis,
Robert s& Co.; Leeds Equity Partners; Liberty Partners; Quad Partners; and Willis Stein and Partners. The chart below refers to the
following publicly traded companies: Apollo Group; Education Management Corp. ; Washington Post Co.; Career Education Corp.;
Corinthian Colleges; Bridgepoint Education ; ITT Educational Services, Inc.; DeVry Inc.; American Public Education, Inc.; Strayer
Education, Inc.; Grand Canyon Education, Inc.; Capella Education Co.; Lincoln Educational Services; Universal Technical Institute,
Inc.; and National American University Holdings, Inc.
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Share of For-Profit College Students Attending Wall Street Owned
Schools, 2009
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Fully online courses have been another driver in the for-profit education sector. Much of the
growth in student enrollment, as much as 90 percent by one measure, in the past decade is attributable to
students attending primarily online courses.”’ The average number of students taking at least one course
online at a for-profit institution grew by more than four times between 2002 and 2006.*® Four publicly
traded companies enroll more than 90 percent of students online.** At least three additional companies
currently have more than 50 percent of students in online programs.** Among education companies

37 David J. Deming, Claudia Goldin, and Lawrence F. Katz, “The For-Profit Postsecondary School Sector: Nimble Critters or Agile
Predators?,” Journal of Economic Perspectives, vol. 26(1), Winter 2012, pp. 139—164, http://www.{frbatlanta.org/documents/news/
conferences/11employment _education _demming.pdf (accessed Apr. 27, 2012).

8 1. Elaine Allen and Jeff Seaman, Online Nation: Five Years of Growth in Online Learning, The Sloan Consortium (2007), http://sloan-
consortium.org/sites/default/files/online_nation.pdf (accessed Apr. 27, 2012).

¥ See American Public Education, Inc., About APEI, http://www.americanpubliceducation .com/phoenix.zhtml?c=214618&p=irol-
aboutapei (accessed May 24, 2012) (APEI offers courses exclusively online); Capella Education Company, Company Overview,
http://www.capellaeducation.com/company _information/capella_overview.aspx (accessed May 24, 2012) (Capella offers courses
exclusively online); Grand Canyon University Investor Relations, Grand Canyon Education, Inc. Reports First Quarter 2012 Results,
News Release, May 7, 2012,

http://investors.gcu.edu/phoenix.zhtml?c=221997&p=irolnewsArticle&

ID=1692589&highlight= (accessed May 24, 2012); Bridgepoint Presentation, Credit Suisse 14" Annual Global Services Conference, pg.
13, March 13, 2012, available at http://phx.corporate-ir.net/phoenix.zhtml?c=228996 &p=irol-presentations (accessed May 24, 2012)
(Bridgepoint’s student body is “99% Online”).

40 Strayer Education, Strayer Education, Inc. Reports First Quarter 2012 Revenues and Earnings, and Soaring Term 2012 Enrollments,

Press Release, April 26, 2012, http://www.strayereducation.com/releasedetail. cfm?Release]D=667552 (accessed May 24, 2012);

Washington Post Company, Washington Post Company Reports 2011 and Fourth Quarter Earnings, Press Release, February 24, 2012,

http://www.washpostco.com/phoenix .zhtml?c=62487&p=irol-newsArticle&ID=1665015&highlight= (accessed May 24, 2012); Na-

tional American University Holdings, Inc., National American University Holdings, Inc. Reports Fiscal 2012 Third Quarter and Nine

Months Results, Press Release, April 5, 2012, http://www.national.edu/sites/default/files/National%20 American%20University%20
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surveyed by the committee, at least 435,000 students were enrolled in online programs at 11 companies
between 2008 and 2009.*' However, as discussed in more detail later, retention and student loan default
rates are worse for students attending an exclusively online program and, with some exceptions, for stu-
dents attending a college owned by a publicly traded company.

Holdings.%20Inc.%20Reports%20Fiscal%202012%20Third%20Quarter%20and%20Nine%20Months%20Results.pdf (accessed May
24, 2012). Before Congress repealed the “50 percent rule” in 2005 colleges were not allowed to furnish more than half their courses
online and could not have more than half their students enrolled in distance-learning courses. See Margot A. Schenet, Higher Educa-
tion: Reauthorization of the Higher Education Act, Congressional Research Service, December 3, 1992.

4 TPEDS, Fall Enrollment, Fall 2009 for unit identification numbers controlled by for-profit education companies.
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Why Are Companies that Own For-Profit Colleges Financially Successful?

High Cost of Attendance

For-profit colleges generally charge much higher tuition than public colleges and universities.
Many companies that operate for-profit colleges appear to set tuition using sophisticated market strate-
gies designed to maximize revenue without regard to the poor academic and employment outcomes
faced by students.

Higher Tuition at For-Profit Colleges

On average, for all degree types and institutions analyzed by committee staff, for-profit colleges
charge more than three and a half times as much for the same degree at public institutions in the same
State. Since there is significant variation in the length of time to achieve different levels of degrees, it is
instructive to examine them separately.*

42 The committee asked for information on tuition and fees charged by each of the 30 schools examined by the committee over the previ-
ous 4 years. However, tuition and fees are increased so frequently that much of the documentation received was quickly out of date.
Thus, most information was gathered from schools’ Web sites. Not all 30 schools offered all types of degrees: the dataset presented is
drawn from 9 Certificate programs, 15 Associate programs, and 19 Bachelor’s programs that provide a cross section of the industry.
The “Public College” used as a point of comparison is a public community college near the for-profit company headquarters offering
the same Certificate or Associate degree or, in the case of Bachelor’s degrees, it is the flagship public university located in the same
State as the headquarters of the for-profit school.
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$70,000 - Average Tuition and Fees at For-Profit and Public Colleges
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For-profit certificate programs cost, on average, four and a half times as much as a comparable
program at a community college in the same area.** Bachelor’s programs averaged 20 percent more than
analogous programs at flagship public universities. Associate degree programs also averaged four times
the cost at traditional public college counterparts.*

Moreover, for-profit colleges are almost always more expensive than nearby public institutions
offering similar programs.* In every case examined, Certificate and Associate degree programs at the
nearest public colleges were less expensive than comparable for-profit programs.

4 For the purposes of this analysis, “Certificate” refers to pre-baccalaureate Certificate programs and diplomas.

4 See Appendix 14 for a complete list of programs and tuition.

45 Many for-profit colleges enroll a significant number of students in online programs. In some cases, the lower delivery costs of online
classes—which do not include construction, leasing and maintenance of physical buildings—are not passed on to students, who pay
the same or higher tuition for online courses.
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Comparison of For-Profit and Public College Associate Degree Programs, 2012

(Lowest Cost, Highest Cost and Closest to Average Cost For-Profit College)

Public College Public Program For-Profit Per-
Cost cent Higher
American Public $15,250 Blue Ridge Community $8,900 71%
University (West Vir- and Technical College
ginia)*®
Westwood College $48,194 Community College of $8,823 446%
(Colorado)¥ Denver
Strayer University*® $36,500 Northern Virginia Com- $9,587 281%
munity College

When compared to similar Bachelor’s degree programs at State flagship universities, 18 out of 22
for-profit Bachelor’s degree programs are more expensive.* While for-profit colleges are more expensive
across the board, the cost of tuition varies within the for-profit sector. For example, for comparable diplo-
mas, tuition at for-profit colleges ranges from 2 to 20 times the tuition at local community colleges.*

Tuition Decisions Made To Maximize Revenue

The obligation to satisfy shareholders means that many for-profit colleges set and raise tuition
based on the internal financial projections of the company, rather than the cost of educating students.
While tuition at public schools has increased sharply, this has largely been due to cuts in State budgets
that strain the institutions’ educational expenditures.’! In contrast, tuition increases at for-profit colleges
are not driven solely by external economic pressures, nor are they tempered by internal cost-saving mea-
sures, but rather, are often the result of strategies designed to maximize revenue.

46 American Public University System (“APUS”) is a brand operated by American Public Education, Inc. (“APEI”), a publicly traded
for-profit higher education company that enrolled 77,000 students as of fall 2010 and is based in Charlestown, WV.

TWestwood is a brand of colleges operated by Alta Colleges, Inc. (“Alta”), a for-profit higher education company that enrolled 19,190
students as of 2010 and is based in Denver, CO.

48 Strayer Education, Inc. (“Strayer”) is a publicly traded for-profit higher education company that enrolled 60,711 students as of fall
2010 and is based in Arlington, VA.

4 An additional company offers a BA programs that is less than $1,000 more than the comparable program offered by the flagship pub-
lic college. Senate HELP Committee staff analysis. See Appendix 14.

% Senate HELP Committee staff analysis. See Appendix 14.

51 Delta Cost Project, Trends in College Spending 1999-2009: Where Does the Money Come From? Where Does It Go? What Does It
Buy?, Delta Project on Postsecondary Education Costs, Productivity, and Accountability (2011), http://www.deltacostproject.org/
resources/pdf/Trends2011_Final 090711.pdf (accessed April 30, 2012). The tuition at private non-profit colleges and universities has
not grown as sharply as public colleges and universities. The average annual price increase between 2001 and 2011 was 2.6 percent at
4-year private non-profit colleges versus 5.6 at public colleges. CollegeBoard Advocacy & Policy Center, Trends in College Pricing
2011, College Board, pg. 13 (2011), http:/trends.collegeboard.org/downloads/College Pricing 2011.pdf (accessed May 3, 2012).

In addition, the College Board’s analysis shows that because private non-profit colleges award significantly more institutional aid to
students, the average net price of attending an open enrollment 4-year non-profit college is slightly less than attending a for-profit col-
lege, most of which are open enrollment.
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Maximizing Revenue

Internal company documents indicate that financial projections, rather than the cost of providing
instruction and other student services, determine tuition pricing. For example, in an email discussing a
tuition increase for a nursing program at a Kaplan campus in Sacramento,*” the program’s finance direc-
tor recommended an 8§ percent increase, and justified it partly by saying: “With the new pricing, we can
lose two students and still make the same profit.”** The chief financial officer of National American Uni-
versity emailed senior executives and campus presidents that “the university (as a system) was not suc-
cessful in achieving its summer quarter profit expectations and “as a result” a “mid-year tuition increase”
and change in how the company bills students was necessary to hit these expectations.**

In 2008, Westwood conducted pricing experiments to see if reducing tuition could increase
revenue by attracting more students. An internal presentation showed that the company reduced the
tuition for a small group of its programs, but determined that the reduction had “no discernible impact”
on recruitment. As a result, the presentation recommended a tuition increase of between 3.5 percent and
4 percent for the following year.>

Similarly, part of an internal presentation from DeVry’s Chamberlain College of Nursing on
whether to raise tuition proposed that “Chamberlain could take an aggressive price leadership position”
by raising tuition above competitors [emphasis in original].*® While the suggestions presented were
ultimately not pursued by DeVry, managers reasoned that “so long as out-of-pocket expenses can remain
minimal, significant price increases will likely create minimal changes in demand.” Another idea pro-
posed but not implemented was that in order to keep students’ out-of-pocket costs minimal, the company
should arrange for additional private student loans.

Some companies’ financial models are even more complex, setting different price points for each
geographic region and academic program separately. The investigation found that one company set at
least 59 different credit-hour tuition prices, based on program type and location. As an example, this re-
sulted in the company individually setting 17 different tuition rates for its interior design program alone.
An analysis of 2010 tuition prices showed that Apollo-owned University of Phoenix charged 13 different
prices, between $47,500 and $67,000, for a Bachelor’s degree in business, depending on the campus,
and Corinthian-owned colleges charged at least 5 different prices, between $58,000 and $77,000.°

52 Kaplan Higher Education Corporation (“Kaplan”) is a for-profit higher education company that enrolled 112,141 students as of 2010
and is based in New York City, NY. Kaplan is owned by the publicly traded Washington Post Corporation.

3 Kaplan Internal Email, September 2009, re: Sacramento Price Increase (KHE 173528).

* National American University Internal Email, October 2007, re: Mid Year Adjustments (NAU0013678). National American University
is a publicly traded for-profit higher education company that enrolled 9,700 students as of fall 2010 and is based in Rapid City, SD.

3% Westwood Internal Presentation, 2009, Marketing Presentation on Tuition Pricing (WP000004111, at WP000004116 and
WP000004118).

% Devry Internal Presentation, February 2009, Net Promoter Score (NSP)*, Strategic Pricing, Brand Building: A Presentation to the
Chamberlain Leadership Team (DEVRY 0036668, at DEVRY0036696). Chamberlin College of Nursing is a brand of DeVry, Inc.
(“DeVry”), a publicly traded for-profit higher education company that enrolled 128,676 students as of fall 2010 and is based in Down-
ers Grove, IL.

57 Senate HELP Committee staff analysis of tuition information provided to the committee by Apollo and Corinthian.
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Maximizing Revenue By Matching Tuition to Federal Student Aid

Companies appear to use available Federal aid as a general benchmark for tuition levels. First-
year independent students (those considered to be financially independent from their parents) can access
$9,500 from Federal Stafford loans, and the average Pell grant recipient receives $3,705 towards tuition
and fees for a total of approximately $13,205 in available aid.** As the chart below illustrates, a number
of publicly traded for-profit colleges appear to set 4-year degree tuition close to that figure. *

One Year Cost at 12 For-Profit Colleges
$25,000 - Compared to Available Aid, 2011
$20,000 -
$15,000 -
Available Federal
< i $13, 205 ‘l
$10,000 -
$5,000
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Further, a 2012 study sponsored by the National Bureau of Economic Research found that for-profit
colleges receiving Federal student aid funds charged far more for tuition than those that were not eligible to
receive Federal aid.° For-profit colleges receiving Federal student aid dollars, the authors found, raised their
tuition by approximately the amount of grant aid for which students were eligible. The authors of the study
also note that the amount of the tuition premium charged by for-profit colleges that receive title IV program

8 Higher Education Amendments of 1972, Pub. L. No. 92-318, 86 Stat. 235 (1972); College Board Advocacy & Policy Center, Trends
in College Pricing 2011, College Board, pg. 13 (2011), http://trends.collegeboard.org/downloads/College Pricing 2011.pdf (accessed
May 3, 2012).

% The chart below is based on the Bachelor’s degree program tuition at the 12 for-profit education companies which received a docu-
ment request from the committee and enrolled at least 5,000 students between July 1, 2008, and June 30, 2009.

¢ David J. Deming, Claudia Goldin, and Lawrence F. Katz, “The For-Profit Postsecondary School Sector: Nimble Critters or Agile
Predators?,” Journal of Economic Perspectives, vol. 26(1), Winter 2012, pp. 139-164, http://www.frbatlanta.org/documents/news/

conferences/11employment_education_demming.pdf (accessed Apr. 27, 2012).
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funds is about equal to the average amount that for-profit colleges spend to recruit each new student.®!

Because available Federal aid limits vary by student, these limits are not the only factor com-
panies use to determine tuition. However, at least one company, Bridgepoint Education, Inc., based its
charges almost entirely on the most broadly available Federal student aid limits from the Federal Staf-
ford Loan program.®® In 2008, Congress raised the annual Stafford Loan limit to $9,500 for first-year
students, and somewhat higher for subsequent years.®* By 2010, Bridgepoint’s Ashford University had
raised its tuition and “technology fee” to a combined $9,486 per year, just $14 below the newly available
student loan funds for first-year students.

Internal Bridgepoint documents demonstrate the company’s deliberate approach to matching
charges to the broadly available title IV student aid. Bridgepoint created a new fee for most courses,
called the “Course Digital Materials” fee, unexpectedly pushing the total cost of attendance approxi-
mately $400 above the $9,500 Stafford loan limit. Bridgepoint’s CEO, Andrew Clark, learned of this
$400 difference, which the company described internally as a “shortfall” of money the student would
have to provide, and emailed the chief financial officer, , saying:

The tuition increase for bachelor degree students is going to cause a $400 short fall!!! People are

talking about crazy stuff like alternative financing. You told me there would be no short fall! You

need to follow up with Sheng [the Vice President for Operations] immediately and then follow up
with me.*

The CFQO’s reply, explaining that the shortfall was a result of the new fees, illustrates the com-
pany’s marketing practice of using fees to increase revenue while keeping published “tuition” figures
artificially low:

With this increase and one additional increase we can still say that our ‘tuition’ is below title 4
limits at every grade level.%

An in-depth review of Bridgepoint’s internal communications regarding tuition revealed little,
if any, discussion of the short- or long-term financial impact to students, nor of the cost to educate those
students. Instead, Bridgepoint’s internal discussions focused on maintaining the strategic marketing
message that students can pay for school entirely with Federal funds. That strategy brought the company
impressive growth over recent years.

Internal Alta, Inc. documents reviewed by the committee indicate that Alta executives looked for
ways to structure the colleges’ programs so that the company was able to collect as much Federal money
as possible. A 2009 pricing strategy document recommended that the company “restructure terms to 3

o 1d.

2 Bridgepoint Education, Inc. (“Bridgepoint™) is a publicly traded for-profit higher education company that enrolled 77,179 students as
of fall 2010, and is based in San Diego, CA.

% The loan limits are lower for students who are still claimed as dependents by a guardian who could borrow a Parent PLUS loan.

¢ Bridgepoint Internal Email, February 2010, re: Re: MAJOR ISSUE (BPI-HELP_00048618, at BPI-HELP_00048619).

 Bridgepoint Internal Email, February 2010, re: Re: MAJOR ISSUE (BPI-HELP_00048618).
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trimesters/year or quarter time (so that we can grab more of the students’ Stafford).” ® Similarly, a 2007
presentation suggested that the company design “shorter program i.e. fewer number of credits or longer
time spent i.e. quarter time so that we can grab more of the students’ Stafford” loans.®’

Pricing Unrestrained by Federal Benefits, Value, or Competitors’ Prices

Remarkably, some companies within the for-profit industry charge higher tuition than their peers,
have poorer outcomes, and enroll large numbers of students. The committee staff review of tuition prices
revealed that program costs at ITT and Corinthian colleges are among the highest in the industry.®® ITT
reports that a Bachelor’s of Business Administration costs an estimated $93,624.% This is 30 percent
higher than comparable degrees from the University of Phoenix or DeVry University, and it is three
times the cost of a comparable degree from American Public University, which charges $30,350.7° At the
Associate level, ITT charges $48,228 for an Associate in Business Administration degree, and Everest
College, owned by Corinthian, charges $43,344 for an Associate in Business.”' In contrast, Kaplan Uni-
versity charges $30,065 for an Associate in Business Administration, while the University of Phoenix
charges $24,000.7> All of these colleges charge significantly more than comparable public institutions:
community colleges had an average published tuition price of $5,926 for a 2-year degree.” To put this
in perspective: an independent college student who qualifies for the maximum amount of Pell grants and
Federal Stafford loans would not be able to completely pay for an ITT Bachelor’s degree.

ITT and Corinthian charge these higher prices even though their students fare worse after school
than many of their peers in the for-profit sector. Only 31 percent of ITT’s recent students are making
payments on the principal of their Federal student loans, and only 24 percent of Corinthian’s recent
students are able to do so.”* The other 13 publicly traded institutions’ average repayment rate is 40

% Alta, February 2009, Pricing Manager Business Case, (HELP-ALTA-000153, at HELP-ALTA-000159).

7 Alta, September 2007, Pricing Strategy Discussion Document (WP000004122, at WP000004154).

% See Appendix 14.

% ITT Technical Institute, Program of Study Information, Program Disclosures, http:/www.itt-tech.edu /programinfo/psi-ind.pdf (ac-
cessed December 14, 2011).

University of Phoenix, School of Business: Bachelor of Science in Business with a Concentration in Management, Program Dis-
closures, http://cdn-static.phoenix.edu/content/dam/altcloud/programs/Sealsheets/BSB-M-025B.pdf?cm_sp=Program+Page- -
SealSheet+PDF-_-BSB-M (accessed December 14, 2011)(see program disclosures); DeVry University, Gainful Employment Disclo-
sures, http://www.devry.edu/degree-programs/college-business-management/business-administration-consumer-info.jsp (accessed
December 14, 2011); American Public University, Program Disclosures, available at: http://www.apu.apus.edu/academic/programs/
degree/15/bachelor-of-business-administration (Accessed 12/14/2011).

ITT Technical Institute, Program of Study Information, Program Disclousures, http://www.itt-tech.edu/programinfo/psi-ind.pdf (ac-
cessed December 14, 2011).; Everest College, Program Disclosures, http://disclosures.everest.edu/disclosures/everest-college-ontario-
metro.pdf (accessed December 14, 2011). Everest Colleges and Everest University (“Everest”) are brands operated by Corinthian Col-
leges, Inc. (“Corinthian”), a publicly traded for-profit higher education company that enrolled 113,818 students in 2010 and is based in
Santa Ana, CA.

Kaplan, Des Moines Campus Tuition and Fees, http://desmoines.kaplanuniversity.edu/Pages/tuition.aspx (accessed December 14,
2012); University of Phoenix, School of Business: Bachelor of Science in Business with a Concentration in Management, Program
Disclosures, http://cdnstatic.phoenix.edu/content/dam/altcloud/programs/Sealsheets/BSB-M-025B.pdf?cm_sp=Program+Page-_-
SealSheet+PDF-_-BSB-M (accessed December 14, 2011)(see program disclosures).

CollegeBoard Advocacy & Policy Center, Trends in College Pricing 2011, College Board, pg. 10 (2011), http:/trends.collegeboard.
org/downloads/College Pricing 2011.pdf (accessed May 3, 2012).

Senate HELP Committee staff analysis of data from Department of Education, Cumulative Four-Year Repayment Rate by Institution.
http://www2.ed.gov/policy/highered/hearulemaking/2009/ge-cumulative-rates.xls. On June 30, 2012, the District Court for the District
of Columbia struck down the gainful employment rule stating that the Department had failed to provide sufficient justification for
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percent.” In spite of this poor record of student success, ITT still asserts that its regular annual tuition
increases—at least 5 percent for each of the 14 years between 1996 and 2010—reflect the return on
investment students receive.”®

However, when discussing a proposed gainful employment regulation in 2010, the ITT CEO
and board made clear that they were aware that many former students did not earn enough to pay their
tuition debt. Congress requires that for-profit colleges provide educational programs that lead to “gain-
ful employment” in order to obtain access to title IV funds.”” Accordingly, the administration issued
a proposed regulation to clarify what qualified as “gainful employment.” The rule, as proposed at the
time, would have set restrictions on colleges’ access to Federal student aid based on whether graduates
earned enough to pay down their loans. A board presentation discussing the proposed rule declared: “the
overwhelming majority of our programs do NOT comply with the proposed ‘GE [gainful employment]
bright line,’[emphasis in original]” but went on to declare that ITT could comply with the proposed rule
by reducing tuition levels by an average of 11 percent.’

Though an 11 percent cut would still keep ITT’s program costs well above those at Kaplan,
DeVry, Apollo, and other for-profit colleges, the presentation declared that the tuition reduction was
the “least economically efficient scenario” because it would reduce debt levels for all students, not just
graduates, while the proposed regulation only applied to the debt-to-income ratios of graduates.” While
ITT executives discuss how much debt they can impose on their students, HELP Committee analysis
indicates that a high proportion of ITT’s students withdraw within 1 year without a degree, a fact absent
from those discussions.*

The board presentation then asserted that the “most economically efficient” solution would be
to provide selective financial awards to students likely to graduate. By focusing on graduating students,
these awards could affect “only revenue from program completers,” but would still “result in a reduc-
tion of the median loan debt balance of graduates in each program of study.”* ITT continued to increase

the requirement that 35 percent of students are repaying loans. Association of Private Colleges and Universities v. Duncan, 2012 DC
D 1:11-CV-01314-RC U, p. 29-31, available at http://big.assets.huffingtonpost.com/judgeordergainful.pdf (accessed July 6, 2012).
While the decision questioned the basis for the repayment rate threshold as a part of Department’s rulemaking, it did not question the
accuracy of the repayment rate data.

3 1d. The average repayment rate for all 15 publicly traded companies, including ITT and Corinthian, is 38 percent.

" ITT Internal Spreadsheets, Quarterly Financial Statements for 1996-2007 (ITT-00119308)

77 Higher Education Amendments of 1972, Pub. L. No. 92-318, 86 Stat. 235 (1972). On June 30, 2012, the District Court for the District
of Columbia struck down the gainful employment rule stating that the Department had failed to provide sufficient justification for the
requirement that 35 percent of students are repaying loans. Association of Private Colleges and Universities v. Duncan, 2012 DC D
1:11-CV-01314-RC U, p. 29-31, available at http://big.assets.huffingtonpost.com/judgeordergainful.pdf (accessed July 6, 2012).

ITT Internal Presentation, April 2010, Board of Directors Meeting (ITT-00133682, at ITT-00133684 and ITT-00133692). On June 2,
2011, the administration released its final rule, which was significantly less impactful than the rule discussed by the board. Under the
final rule, a school’s program does not lose access to title IV funds unless it violates three separate thresholds (loan repayment rates
below 35 percent, annual average loan payment above 30 percent of students’ discretionary income; and the annual loan payments
above 12 percent of students total earnings) three separate times in 4 years. On June 30, 2012, the District Court for the District of
Columbia struck down the gainful employment rule stating that the Department had failed to provide sufficient justification for the
requirement that 35 percent of students are repaying loans. Association of Private Colleges and Universities v. Duncan, 2012 DC D
1:11-CV-01314-RC U, p. 29-31, available at http://big.assets.huffingtonpost. com/judgeordergainful.pdf (accessed July 6, 2012).

ITT Internal Presentation, April 2010, Board of Directors Meeting (ITT-00133682, at ITT-00133692).

8 Senate HELP Committee staff analysis of data provided by for-profit education companies. See Appendix 15.

SITTT Educational Services, 2010, Q1 Earnings Conference Call with Investors.
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tuition charges and told investors that the company funneled much of that additional revenue into institu-
tional “scholarships,” leaving per-student revenue flat.®?

One of the scholarship programs created around the same time, the Presidential Scholarship,
appears to match the school’s strategy articulated in the board presentation. It gives a 20 percent tuition
reduction for well-performing students, applied retroactively after a student completes a given quarter.
Further, only Bachelor’s degree students who first enrolled in a Bachelor’s program after September
2008 are eligible, and only if they first graduated from an ITT Associate program.®* While the scholar-
ship does incentivize retention and graduation—a positive for students—it seems that company is able
to reduce the debt loads of graduates, without “inefficiently” forgoing higher revenue from students who
are not expected to graduate.

Executives’ Recognition That Higher Tuition Leads to More Withdrawals

In some cases, tuition prices continue to increase despite for-profit executives’ awareness of the
burden that these increases represent, and the increased risk that this burden will force students to leave
school without a degree. A director of admissions for Herzing’s Madison campus wrote in an email:

We would prefer to see no increases as there is already a struggle for many students . . . many of
our students are already coming to us with large amounts of loans from prior institutions. Any in-
crease will make it much more difficult for students to be able to graduate in their programs. This
is only adding to the student’s debt without them gaining additional marketable skills/degrees.*

The company ignored this advice and subsequently increased tuition by more than 5 percent.®> A
Director of Financial Services at Herzing added,

In my experience, and especially lately, the majority of our students cannot afford higher
payments. We have people coming in weekly asking to reduce their contributions or take out the
maximum loans to increase their credit balances . . . ’'m concerned that we will have increased
drops and fewer starts.%¢

Similarly, a Kaplan executive wrote,

Increases above 3% especially in lowa. . .would cause a disruption in student packaging expecta-
tions that would lead students to reduce their class loads, or as worst case scenario, drop from our
programs to attend a cheaper program where they could reduce out-of pocket tuition expenses.®’

821d.

8 See for example, ITT Technical Institute, 2011, Albuquerque, NM, 2011 Course Catalog, http://www.itt-tech.edu/campus/down-
load/060.pdf (accessed May 3, 2012).

8 Herzing Internal Email, November 2009, re: Tuition Increase Recommendations (HP000006785). Herzing, Inc. (“Herzing”) is a for-
profit higher education company that enrolled 8,253 students as of 2010 and is based in Milwaukee, WI.

85 See, for example, Herzing, Tuition Price Increases Between 2009—-10 (HP000005259).

8 Herzing Internal Email, November 2009, re: Tuition (HP000005730, at HP000005730).

87 Kaplan Internal Email, December 2009, re: RE: Tuition Discussion with Campus Presidents (KHE 178035, at KHE 178035).
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And according to one Apollo executive, “They are starting to hear an increase in the reason that
the student is not returning to school is because they are advising that the price increase/high tuition is
preventing them from returning.” *® An EDMC executive wrote in an email,

I am really concerned that we will lose many of those students since many of the parents are tell-
ing SFS [Student Financial Services] that they feel that they have been deceived. I am also facing
a moral [sic] problem in SFS department. They have been very excited to have moved so many
students and now they feel that their work has actually been a negative.®

This awareness has led some for-profit executives to question the prudence of continued tuition
increases. One EDMC executive wrote,

While I do not agree with an October increase for the above stated reasons, at least if we’d been
informed our admissions team would have used that to push up July and August starts. . .What do

we gain compared to what we may lose by doing this? More importantly is this the right thing to
do?

This followed an earlier email from the same executive in which he wrote, “a decision to subse-
quently increase their rate might be viewed very negatively. [Employee] is concerned they will see it as,
‘bait and switch.”” *!

However, documents reviewed by the committee indicate that internal discussions among for-
profit executives regarding tuition often revolve around how best to sell these continued tuition in-
creases. In response to an email question as to whether they could remove the 90-day notice for raising
tuition from the enrollment agreement, an EDMC executive wrote, “The problem is when we change the
tuition on existing students if we do not provide with [sic] this time it creates a back lash on the school
and our potential for student drops is larger. They need to absorb the information and get over the initial
emotional impact.” °* The company states that the 90-day notice was not ultimately removed. A different
EDMC executive wrote, “Although we all know intellectually why we are doing this, the fact remains
that the sticker shock of a tuition increase of this magnitude, coupled with the financing issues we will
face with the resulting gaps, could easily cause a blip in our enrollment and new start plans for fall.”

Concealing the Cost of Tuition

Why does the high cost of tuition not lead to a decrease in student demand? In other words, if
for-profit colleges are more expensive, why do students choose to attend them? The answer lies in the
asymmetry of access to information. While for-profit college executives have access to full pricing
information, in many cases, students do not. Intensive advertising and marketing means that for-profit

8 Apollo Internal Email, October 2008, re: RE: GP (AGI0045758) (University of Phoenix).

8 EDMC Internal Email, May 2007, re: New Tuition Increase (EDMC-916-000212577) (The Illinois Institute of Art-Chicago).
% EDMC Internal Email, May 2007, re: FW: October Tuition (EDMC-916-000220747).

o1 1d.

2 EDMC Internal Email, May 2008, re: Re: Tuition Increase (EDMC-916-000212943).

% EDMC Internal Email, June 2008, re: Bonuses (EDMC-916-000211780).
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colleges contact hundreds of thousands, or for some companies millions, of potential students to try to
persuade them to enroll. If a potential student asks about the price of tuition, recruiters, as explained
below, often are encouraged to evade directly answering questions about cost. And, as illustrated further
below, many for-profit colleges emphasize to prospective students that they will have to pay little or no
out-of-pocket expenses through the use of student loans and grants.”

Moreover, for many for-profit colleges, it is difficult to find a current and accessible source for
the price of tuition. Despite regulations requiring colleges to clearly post the price of tuition and fees,

some for-profit education companies continue to employ tactics to make this information difficult to
find.”

For example, Rasmussen’s Web site features a prominent link to the “Tuition” page.’® But even
after clicking this link and entering a zip code and the degree sought, prospective students only learn the
cost per credit hour.”” There is no statement of how many dollars or credits are required for a degree,
for a year of classes, or even for a term. Moreover, links produced by a search of “tuition” that returned
results including “Frequently Asked Questions” and“Financial Aid” do not provide any further informa-
tion.” *® Only the eleventh link, “Rasmussen College Student Investment Disclosure Information,” the
mandated disclosure, actually explains the cost.”” Similarly, clicking “cost and financial aid” on the Ca-
pella Web site eventually leads to a page telling potential students that a Bachelor’s degree requires 180
credits, which cost $290 per credit hour for lower level courses and $350 per credit hour for upper level
courses.'” But the page does not tell the student that the program requires, at a minimum, that a student
take 96 upper-level credits (a potential cost differential of up to $5,760).!"! The page instead twice men-
tions that an “enrollment counselor,” the company term for recruiters, can help the student determine the
price. Upon contacting the company via an online chat, a committee staff member received three sepa-
rate cost estimates.'*

Even in the case of companies that charge the same price for each credit and reveal the number
of credits required for a degree, students can still find it difficult to determine total program cost. For
instance, at Career Education Corporation-owned Colorado Technical University, the officially dis-
closed program cost for a “Bachelor’s Degree in Business Administration and Management, General” is

% See also Corinthian Colleges Internal Document, Admissions Representative Training Manual Section on Overcoming Common Ob-
jections and Responses (CCi-00046774, at CCI-00046777).

% U.S. Department of Education, “Program Integrity Issues,” Final Rule, 75 Fed. Reg. 66833, October 29, 2010. See also David P.
Smole, Department of Education Final Rules for Postsecondary Education Programs That Prepare Students for Gainful Employment
in a Recognized Occupation, Congressional Research Service, September 20, 2011.

% Rasmussen Colleges, Inc. (“Rasmussen”) is a for-profit higher education company that enrolled 17,090 students as of fall 2010 and is
based in Minnetonka, MN.

7 Rasmussen, Tuition at Rasmussen College, www.rasmussen.edu/tuition (accessed May 2, 2012).

%8 Rasmussen, Search Results for Tuition, www.rasmussen.edu/search?s=tuition&x=0&y=0 (accessed May 22, 2012).

»1d.

100 Capella Education Company (“Capella”) is a publicly traded for-profit higher education company that enrolled 38,634 students as of
fall 2010 and is based in Minneapolis, MN.

10 Capella, 2012-2012 University Catalog, vol. 12-13, no. 1, p. 102, July 2012, http://www.capella.edu/inc/pdf/catalogs/catalog.

df?linkID=22991&WT.mc_id=22991&Refr=http://search2.capella.edu/?submit=Search&sp cs=UTF-8& %?20catalog (ac-
cessed May 3, 2012).

122 Senate HELP Committee staff online chat with Capella admissions representative, Capella.org, April 20, 2012.

—Ccourse
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$31,453.19 A notation then explains, “Tuition, Fees & Books information above represents the average
total charges incurred by students who completed the program in normal time between 07/1/2009 and
6/30/2010.” However, this information is out-of-date, and the Web site does not disclose that a student
enrolling today could pay nearly $22,000 more.'*

Some companies also mask program costs by adding expensive fees that are not included in cited
tuition figures. For instance, Bridgepoint Inc.’s Ashford University charges a “technology fee” of $1,290
to every new student’s account during the 6th week of enrollment.!”> Westwood charges all online stu-
dents a $40 per-credit-hour fee, which adds up to over $6,000 over the course of a Bachelor’s degree.!%
Nonetheless, by labeling the fee separately from tuition, Westwood can list a lower tuition, while still
increasing the per-credit-hour cost to its students.

While prospective students face the most sophisticated evasion tactics, some companies also hide
the cost of attendance from current students. For instance, an accreditor’s review panel member suggest-
ed that an ITT campus could post tuition increases in the student lounge, so that current students would
be notified without first having to locate and read the updated course catalog. ITT’s Regulatory Affairs
Manager denied the request, stating: “We comply with State requirements and ACICS criteria 3-1-342(a)
by clearly posting the tuition and other charges in the catalog. Until the ACICS criteria require an addi-
tional posting all ITT Technical Institutes will list tuition and other charges as required in the catalog.”!"’

Aggressive and Deceptive Recruiting

In order to make a profit, the product [an education] must first be sold to as many appropriate
people as possible. This can happen only when a good sales team is performing well.

—Kaplan Director of Admissions training manual'*

Demonstrating enrollment growth is critical to the business success of for-profit colleges. Ac-

163 Colorado Technical University, Tuition, Fees, and Median Loan Debt Disclosure, http://www.coloradotech.edu/Disclosures/~/media/
Disclosures/CTU/Colorado-Springs/Colorado-Technical-University-Colorado-Springs-010148-00-Tuition-Debt-Disclosure.ashx (ac-
cessed May 3, 2012). Colorado Technical University is a brand operated by Career Education Corporation (“CEC”) a publicly traded
for-profit higher education company that enrolled 118,205 students as of fall 2010 and is based in Schaumburg, IL.

194 While the disclosure appears to be in compliance with the regulation, if the required credit hours are multiplied by the current cost per
credit hour the cost is significantly higher than the disclosure suggests.

195 Ashford University, Tuition and Fees, http:/www.ashford.edu/admissions/online_tuition_fees.htm (accessed May 3, 2012).

106 See Westwood, Course Catalog Addendum Effective 08/01/12, http://www.westwood.edu/~/media/Files/files/ pdf/catalogs/wco_ad-
dendum.ashx (accessed July 1, 2012). See also Westwood Internal Document, 2008, Draft Tuition Pricing Table (WP000003947);
Westwood Internal Document, 2008, Draft Tuition Pricing (WP000003948); Westwood Internal Presentation, 2009, Marketing
Presentation on Tuition Pricing (WP000004111); Westwood Internal Presentation, 2009, Marketing Presentation on Tuition Pricing
(WP000004381).

7 ITT Educational Services, January 2009, re: RE: Tuition Increase—posting for students (ITT-00080730).

18 Kaplan, Kaplan Higher Education Western Region Director of Admissions Tool Kit (KHE 056793, at KHE 056796). Kaplan states
that training materials for admissions representatives are approved through a formal review process at Kaplan’s home office, and that
this document was not authorized through that process and was used by a single manager and admissions team in California, and was
removed from use by early 2008.
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cordingly, college employees are incentivized to enroll as many students as they can, sometimes using
misleading and deceptive tactics. Prior to the committee’s investigation, media reports and lawsuits
exposed some of the incentive structures and unscrupulous recruiting tactics used by for-profit colleges.

For example, Apollo, parent company of the University of Phoenix, paid $78 million to settle a
2002 lawsuit claiming that it illegally paid its recruiters based on the number of students each recruiter
enrolled.'®” In 2005, following a “60 Minutes” report on CEC’s recruiting practices, the company’s
schools were investigated by State agencies in New Jersey and Pennsylvania, the U.S. Department of
Justice, the U.S. Department of Education, and the U.S. Securities and Exchange Commission.''’ Alta-
owned Westwood recently settled with the Colorado attorney general for allegedly misleading students
and falsely advertising job placement rates, salary, transfer of credits and other important information.'!
Many other schools, including Corinthian Colleges, Inc. and ITT, have faced shareholder and whistle-
blower lawsuits stemming from their recruiting practices.''?

The companies, as well as their lobbyists and trade associations, blame these practices on a few
“bad apples” among an otherwise well-trained and ethical enrollment staff. The investigation, however,
found that the tactics associated with recruiting students to enroll in for-profit colleges are widespread.
Internal company documents, undercover recordings by the Government Accountability Office, HELP
Committee staff interviews with employees and students, and testimony and statements from former
recruiters all demonstrate that recruiters at many schools are trained to aggressively pursue and enroll as
many students as possible, often with little regard for ethical standards or the best interests of the pro-
spective students. At many schools, at least during the period examined, misleading students to secure
enrollment contracts appeared to be a common practice rather than an exception.

Faced with evidence of recruiting abuses, many companies operating for-profit colleges point
to their official policies setting out high ethical standards for their recruiters. Any violations of these

199 Carly O’Reilly and Daniel Golden, “Apollo Settles University of Phoenix Recruiting Suit (Update 3),” Bloomberg, December 14,
2009, http://www.bloomberg.com/apps/news?pid=newsarchive&sid=a7cFhPKPB1mA (accessed May 19, 2012). For a description of
complaint against University of Phoenix see Appellant’s Opening Brief, United States ex rel. Hendow v. University of Phoenix, 461
F.3d 1166 (2006) (No. 04-16247). For personal accounts from former University of Phoenix counselors that confirm allegations made
in the claim, see: Julie Albertson Beh, Exhibit F to Appellant’s Opening Brief, United States ex rel. Hendow v. University of Phoenix,
461 F.3d 1166 (2006) (No. 04-16247). Both documents available at http://www.citronresearch.com/wp-content/uploads /2009/03/
nice_case summary.pdf (accessed May 3, 2012).

10 Eric Wills, “2 More States Open Investigations Into Colleges Owned by Career Education Corp,” The Chronicle of Higher Education,
August 3, 2005, http://chronicle.com/article/2-More-States-Open/120885/ (accessed May 3, 2012); Rebecca Leung, “For Profit Col-
lege: Costly Lesson,” CBS News, February 11, 2009, http:/www.cbsnews.com/2100-18560_162-772913.html?pageNum=2&tag=cont
entMain;contentBody (accessed May 3, 2012); Stephen Burd, “Promises and Profits,” The Chronicle of Higher Education, January 13,
2006, http://chronicle.com/article/PromisesProfits/12779/ (accessed May 3, 2012). The SEC took no action against the company, but
the U.S. Department of Education prohibited CEC from expanding until it had resolved issues with financial statements and program
reviews connected with Collins College and Brooks College. Career Education Corporation (“CEC”) is a publicly traded for-profit
higher education company that enrolled 118,205 students as of fall 2010 and is based in Schaumburg, IL.

1T Alta Colleges, Inc. (“Alta”) is a for-profit higher education company that enrolled 19,190 students as of fall 2010 and is based in
Denver, CO. Attorney General, Colorado Department of Law, “Attorney General Announces $4.5 Million Settlement with Westwood
College to Address Deceptive Business Practices,” March 14, 2012, http://www.coloradoattorneygeneral.gov/press/news/2012/03/14/
attorney_general _announces 45_million_settlement_westwood college address dece (accessed March 14, 2012).

12 See, for example, Stuart Pfeifer, “Whistle-blower lawsuit against Corinthian Colleges restored,” Los Angeles Times, August 20, 2011,
http://articles.latimes.com/2011/aug/20/business/la-fi-corinthian-20110820 (accessed May 19, 2012); Goldie Blumenstyk, “ITT Wins
a Round in Ex-Recruiters’ Suit,” The Chronicle of Higher Education, November 5, 2004, http://chronicle.com/article/ITT-Wins-a-
Round-in/26180 (accessed May 19, 2012).
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standards, they say, are the work of rogue employees. But evidence indicates that at some schools, those
standards are, in fact, routinely disregarded. Internal coaching and disciplinary memoranda show that
recruiting managers focus on one thing: meeting quotas of new enrollments set from above.

These quotas, as discussed below, are enforced through incentives and punishments meted out to
recruiters. Since 1992, the Higher Education Act has banned “any commission, bonus, or other incentive
payment based directly or indirectly on success in securing enrollments or financial aid to any persons
or entities engaged in any student recruiting or admission activities or in making decisions regarding
the award of student financial assistance.” This ban applies to all institutions of higher education. In
2002, the Department of Education through its rulemaking process created 12 “safe harbors” that es-
sentially allowed incentive-based payments to recruiters. These safe harbors were eliminated effective
July 2011. At the same the Department of Education revised the definitions and provisions that describe
the activities that constitute “substantial misrepresentation” by an institution regarding the nature of its
educational program, its financial charges, or the employability of its graduates. Since the the documents
discussed below were obtained pursuant to a document request in 2010 and reflect recruiting practices
and policies in place before these strengthened regulations were put in place. It is important to note that
though the elimination of the safe harbors means companies may no longer pay their recruiters based on
enrollments, there is no law or regulation preventing them from firing recruiters who do not meet enroll-
ment quotas.

Kaplan recruiter training presentation slide:!'®

A sales call

Create trust, credibility and rapport
Gain simple preliminary information
Create excitement and mystery
Identify a plan

Set the appointment

Get them to show

i g,
CONFIDENTIAL KHE 052061

113 Kaplan Internal Presentation, “Explore” Another Piece of My Heart: Turning Inquiries into Appointments (KHE 052058 at KHE
52061). Kaplan instituted a new program, the Kaplan Commitment, in late 2010 (after the date of the training materials) that allows all
students to withdraw within 5 weeks of starting classes without incurring any obligation to the school or to lenders. If a student leaves
Kaplan within that time, or if the company determines that because of the student’s performance or attendance he or she is unlikely to
succeed, the student can withdraw paying only a minimal application fee. See Kaplan University, The Kaplan Commitment Statement,
http://getinfo.kaplan.edu/kaplancomittment.aspx (accessed July 1, 2012).
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Recruiters Operate in a Boiler-Room Sales Atmosphere

In order to understand the prevalence of the misleading and deceptive tactics documented by the
committee, it is important to understand how a typical for-profit college recruiting apparatus works. Un-
like traditional colleges, for-profit colleges employ a huge number of recruiters. Although the for-profit
industry prefers to call these sales employees enrollment “advisors” or “counselors,” their job is to fol-
low a script and, in most cases, to attempt to

enroll every prospective student. Recruiters are often divided into teams that work under a manager who
closely supervises the number of contacts they make. In many cases, whether recruiters keep their jobs
depends on whether they meet their enrollment quotas.

Documents provided by 30 for-profit education companies show that in 2010 the sector em-
ployed more than 35,202 recruiters, or about one recruiter for every 49 students attending a for-profit
college.!"* Kaplan employed 3,069 recruiters, ITT employed 2,550, Career Education Corporation had

2,668, and Corinthian had 2,811.'"%

Comparison of Number of Students Enrolled to Number of Recruiters, 2009-1016
Company Fall 2010 Number of Recruiters | Ratio Students to
Enrollment’ Recruiters

Apollo Group, Inc. 470,800 8,137 57
Education Management Corporation 158,300 5,669 27
Kaplan Higher Education Corporation 112,141 3,069 36
Corinthian Colleges, Inc. 113,818 2,811 40
Career Education Corporation 118,205 2,668 44
ITT Educational Services, Inc. 88,004 2,550 34
DeVry, Inc. 130,375 2,350 55
Bridgepoint Education, Inc. 77,179 1,703 45
Grand Canyon Education, Inc. 42,300 1,065 39
Lincoln Educational Services Company 33,157 711 46
All 30 Companies Examined 1,732,067 35,202 49

The pressure to recruit as many students as possible starts at the top of the for-profit education

business model. Investors, whether public or private, demand revenue growth. Revenue growth requires
enrolling a steady stream of students. Thus, executives, unless there are balancing priorities, are account-
able for bringing in as many students as possible. For instance, the compensation of ITT’s management

14 Senate HELP Committee staff analysis of data provided by for-profit education companies. Appendix 24.

115 Id‘

"¢ Information is for the 10 companies that employ the largest number of recruiters, organized by number of recruiters.

7Senate HELP Committee staff analysis of fall 2010 Enrollment Data, from IPEDS or for-profit education company SEC Filings
(where available).
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employees depends on meeting several “corporate objectives” related to enrollment and revenue: “Total
Enrollment Growth” of 9 percent, “Earnings Per Share” of 20 percent and “Free Cash Flow” of 15 per-
cent.'"® The way to increase enrollments is to hire a large team of recruiters. As one Wall Street analyst
noted, “More admissions counselors has historically correlated amazingly highly with more students,
and thus more revenues.” '

Corporate executives, in turn, put pressure on recruiting managers at each campus or call center
to hit their budgeted sales numbers. Line-level recruiters are responsible to these managers for the num-
ber of students they bring in, termed “starts.” The performance of each person in the admissions chain,
from CEO to newly-hired junior recruiters, is rated at least in part based on the number of students he or
she brings in the door. While the re-instituted ban on incentive compensation may have relieved some
of this enrollment pressure, information detailed below shows that at least some companies enrollment
quotas are still enforced through disciplinary actions and terminations of recruiters.

Hiring and Firing

For-profit colleges prefer to hire recruiters with past sales experience. Some colleges make this
clear in their hiring and training documents. A Corinthian Colleges training manual, for example, in-
structed Directors of Admissions to look for “sales experience” and “phone, telemarketing experience”
among potential hires.'® Anthem Career College’s training manual stated that a recruiter “is a sales posi-
tion.” '?! Similarly, the official job description of a recruiter in one Kaplan manual made it clear that sell-
ing was the dominant focus of the position.'?> A recent job advertisement by ATI, a Texas-based chain of
schools, stated its recruiter positions offer a “lucrative” opportunity for applicants with a “proven track
record of sales performance.” ' A recent EDMC posting for an Assistant Director of Admissions posi-
tion told applicants “the position is heavily sales focused and is not a traditional counseling position.” '**

"8 TTT, Completed 2008 Performance Planning and Evaluation (PP&E) Form (ITT-00041048). ITT states that this document is a draft.
Below the corporate management level, Directors of Recruitment are judged based on the performance of the recruiters below them.
An internal document from Vatterott Educational Centers, Inc., for example, shows that the recruiting director at a Vatterott campus
was demoted for her department’s failure to

enroll enough students. Vatterott Internal Memorandum, October 2009, re: Transfer to Admissions Representative Position (VAT-02-
15-00350).

19 Bill Wolf, “Why Shorts and the Street Have it Wrong About Bridgepoint,” Seeking Alpha, December 14, 2011, http://seekingalpha.
com/article/313976-why-shorts-and-the-street-have-it-wrong-about-bridgepoint (accessed May 3, 2012).

120 Corinthian College, CCI Director of Admissions Operations Manual (CCi-00045638).

12 Anthem College, April 2010, Assistant Director of Admissions & Senior Admissions Representative Training Program Workshop I
(2AEG-HELP-14-00000811). Anthem Career College is a brand operated by Anthem Education Group (“Anthem”), a for-profit higher
education company that enrolled 12,792 students as of fall 2010 and is based in Phoenix, AZ.

122 Kaplan, Kaplan Higher Education Western Region Director of Admissions Tool Kit (KHE 056793) (“Your successful recruiters will
make money for themselves and for you”). Kaplan states that training materials for admissions representatives are approved through
a formal review process at Kaplan’s home office, and that this document was not authorized through that process and was used by
a single manager and admissions team in California, and was removed from use by early 2008. See also Corinthian College, CCI
Director of Admissions Operations Manual (CCi-00045638); Anthem College, April 2010, Assistant Director of Admissions & Senior
Admissions Representative Training Program Workshop I (2AEG-HELP-14-00000811) (“This is a sales position”); Vatterott, March
2007, DDC Training (VAT-02-14-03904).

123 WorkinTexas.com, Admissions Representatives, April 16, 2012, https://wit.twc.state.tx.us/WORKINTEXAS /wtx?pageid=EM_JP_
JOB_DETAILS&id=2578066 (accessed May 23, 2012). ATI is a for-profit higher education company that was not one of the 30
companies to receive a document request by the committee in the course of its investigation.

124 Craigslist San Francisco Bay Area, listing under “sales jobs” accessed March 26, 2012. EDMC is a publicly traded for-profit higher
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Recruiting managers at some companies created an atmosphere that prioritized hitting an enroll-
ment quota. For example, a Kaplan manual instructed recruiting managers to clearly “establish expecta-
tions” with new recruiters that the enrollment numbers mean everything.'? This was often accomplished
through rigorous and constant monitoring of recruiters’ activities. In some cases, managers sent out
multiple emails each day to the whole recruiting department listing the “production” of each recruiter.
At Corinthian, managers continuously monitored a number of performance metrics for each recruiter
including appointments being set, interviews conducted, applications taken and daily enrollment.'?

An EDMC manager’s email, from January 2008, illustrates further: “The goal is 100 March starts and
we only have 47 on the books. So we must take no less than 15 March apps each week for the next 6
weeks.”'”” Another email from an EDMC manager instructed recruiters “PLEASE EVERYONE HIT
THE PHONES!!!,” because “WE ARE FAR BEHIND WHERE WE NEED TO BE!!!” [emphasis in
original].'?

Recruiters at some companies were evaluated not only based on overall enrollment numbers, but
also the number of calls made, appointments set, the ratio of leads-called-to-appointments-set, ratio of
appointments-to-applications, and ratio of applications-to-starts. At Bridgepoint, recruiters were ex-
pected to bring in three new student applications a week.'” Newly hired Kaplan recruiters were expected
to hit “Minimum Standards” of 10 interviews, 3 applications and one enrollment per week."** Vatterott’s
“expectations” for recruiters included: “Outbound Calls—50 MINIMUM. Appointments Set—S5. Ap-
pointments Held—3. [And] 3 Packaged per week” [emphasis in original]. '*!

Recruiters who continued to fail to bring in enough students were put through a disciplinary
process, regularly ending in termination. “If your performance does not show immediate and sustained
improvement, further corrective action may be taken, up to and including termination of employment” is
a common admonition in training materials and performance improvement plans at multiple companies
examined by the committee.'*?

education company that enrolled 158,300 students as of fall 2010 and is based in Pittsburgh, PA.

125 Kaplan Internal Presentation, Training and Development Professional Development Series: Conversion Coaching (KHE 061037).

126 Corinthian College, CCI Director of Admissions Operations Manual (CCi-00045638, at CCi-00045678-79).

127 EDMC Internal Email, February 2008, re: NO NSR Tomorrow!!! (EDMC-916-000232415) (Art Institute of Charlotte).

12 EDMC Internal Email, January 2008, re: FW: Conversion (EDMC-916-000234003) (Art Institute of Charlotte).

12 Bridgepoint, Admissions Advisor Goals Form (BPI-HELP_00032028).

130 Kaplan Internal Presentation, Training and Development Professional Development Series: Conversion Coaching (KHE 061037, at
KHE 061942).

131 Vatterott, March 2007, DDC Training (VAT-02-14-03904). See also Bridgepoint, Enrollment Representative Matrix 1 (BPI-
HELP_00062002)(Ashford University). Vatterott Education Holding (“Vatterott™) is a for-profit higher education company that
enrolled 11,163 students as of fall 2010 and is based in St. Louis, MO.

2 ITT, November 2009, Completed Employee Counseling Form (ITT-00023885); see also Bridgepoint, January 2009, Conversion
Tracker (BPI_HELP_00062021); ITT Internal Email, April 2007, re: Letter of Concern (ITT-00023887); ITT Educational Services,
Plan for Hitting Start Goals (ITT-00022941); Vatterott College Internal Memorandum, June 2009, re: MEMO OF UNDERSTAND-
ING/PERFORMANCE IMPROVEMENT PLAN (VAT-02-30-07962); Anthem College, April 2010, Assistant Director of Admissions
& Senior Admissions Representative Training Program Workshop I (2AEG-HELP-14-00000811); National American University
Internal Memorandum, January 2009, re: Performance Improvement Plan (NAU0025042); National American University Internal
Memorandum, June 2005, re: Performance Improvement Plan (NAU0025482); National American University Internal Memorandum,
June 2009, re: Performance Improvement Plan (NAU0025534); ITT, January 2008, Completed Employee Counseling Form (ITT-
00023885); Concorde Career Colleges, December 2009, Presentation from Board of Directors Meeting (CCC000000545); Kaplan,
Kaplan Admissions Advisor Compensation Plan (KHE 0048796); Kaplan Internal Email, June 2010, re: [redacted employee name]
termination request (KHE 267972); Kaplan Internal Email, June 2010, re: PICK IT UP (KHE 282794).
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At Bridgepoint, every recruiter who does not hit his or her numbers faced intensive coaching and
discipline. An internal document shows that a Bridgepoint recruiting manager met at least 18 different
times over 3 months with one recruiter who had a “lack of production.” '** These meetings included: “In-
dividual trainings on overcoming objections,” sitting in on the manager’s recruiting calls, and discussing
“minimum call volumes, scheduling activities, block schedules, daily plan.” '** Another low-producing
recruiter faced 14 meetings before being fired after only 6 months on the job.'*

Managers were also trained to play recruiters against each other by withholding the “leads” (the
industry term for contact information of potential students) that are essential for a recruiter to hit their
sales numbers. For example, a Corinthian training manual recommended that managers not “distribute
an equal amount of [leads] to a new Ad Rep nor an Ad Rep that is underperforming versus a top produc-
ing Ad Rep.” *®* Whistleblowers confirmed that giving “top producing” reps—who often used deception
and high-pressure sales tactics—the most leads is a commonplace tactic, which can create acute compe-
tition and an ethical race to the bottom among recruiting staff.'?’

In addition to attrition due to firing under-performing recruiters, the high-pressure atmosphere of
for-profit education sales results in high rates of recruiter turnover. For example, one Rasmussen campus
saw half of its recruiters leave within a year."*® Company documents indicated that many employees who
quit simply walk out without any notice.'*’

Compensation

Before the ban on incentive compensation was re-instituted in mid-2011, recruiters’ salaries at
many for-profit colleges were tightly tied to enrolling a certain number of new students, known in the
industry as “starts.” For instance, Heald College’s 2007 compensation plan for online recruiters included
“minimum Starts” quotas based on the recruiter’s seniority.'** Junior level recruiters had to achieve at
least 45 starts every 6 months. To be eligible for a promotion or raise, though, recruiters had to enroll
even more students. Sixty new recruits are necessary for a 10 percent salary increase.'*! Seventy new

133 Bridgepoint, September 2008, Log of Activity Coaching and Disciplining Recruiter for Lack of Production (BPI-HELP_00063036);
see also Bridgepoint, October 2008, Log of Activity Coaching and Disciplining Recruiter for Lack of Production (BPI-
HELP_00063243); Bridgepoint, August 2008, Log of Activity Coaching and Disciplining Recruiter for Lack of Production (BPI-
HELP_00063503); Bridgepoint, October 2008, Log of Activity Coaching and Disciplining Recruiter for Lack of Production
(BPI-HELP_00063587); Bridgepoint, March 2009, Log of Activity Coaching and Disciplining Recruiter for Lack of Production
(BPI-HELP_00063642).

134 Bridgepoint, August 2008, Log of Activity Coaching and Disciplining Recruiter for Lack of Production (BPI-HELP_00063503).

135 Id‘

136 Corinthian College, CCI Director of Admissions Operations Manual (CCi-00045638).

137 See Comment submitted to Department of Education by Brent Park, Ashford recruiter; Joshua Pruyn (former Admissions Representa-
tive, Alta College, Inc., Denver CO), Testimony before the Senate Committee on Health, Education, Labor, and Pensions, For-Profit
Schools: The Student Recruitment Experience, 112th Congress (2010).

138 Rasmussen College Internal Presentation, May 2006, Report of CEO Michael Locke to the Board of Directors (RAS00001285, at
RAS00001296).

13 Rasmussen College Internal Presentation, September 2010, Admission Turnover & Career Path (RAS00007757).

140 Heald College, December 2007, Adult Admissions Advisors Compensation Plan (CCi-00041544). Heald College was purchased by
Corinthian College in late 2009, and was independent of Corinthian at the time this document was created.

141 Id‘
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recruits warranted a 20 percent increase.'*?

In addition to salary increases, managers sometimes used prizes and awards to drive sales.
EDMC managers used carrots such as “GET OUT OF WORK AT 3p.m.” cards to push recruiters to en-
roll more students.'** At ITT, a recruiter manager emailed his team in December 2009 that “ANY TEAM
WITH 6 APPOINTMENTS SET OR 2 APPLIED CAN WORK AN EARLY SHIFT ON WEDNES-
DAY” [emphasis in original]."** Other schools use much larger prizes, like company-paid trips. “Looks
like [recruiter’s name] might be going to Hawaii!!!” a recruitment manager emailed her recruiting staff
after looking at the daily enrollment report.'*> The company asserts that it never sponsored a trip to
Hawaii for its recruiters. The top recruiters at Westwood were rewarded with all-expenses paid trips to
Cancun.'*

Misleading and Deceptive Tactics

The priority placed on “sales” numbers, and the incentive and termination structure that for-profit
colleges used to meet those numbers, led recruiters to use tactics most people would find misleading and
deceptive in order to secure enrollments. These tactics vary somewhat from company to company. How-
ever, internal documents, interviews and Government Accountability Office (GAO) undercover record-
ings demonstrate that virtually every company reviewed misled some prospective students or omitted
information with regard to the cost of the program, the availability and obligations of Federal aid, the
time to complete the program, the completion rates of other students, the job placement rate of other
students, the transferability of the credit, and the reputation and accreditation of the school.

This is particularly troubling because recruiters present themselves to prospective students as
“counselors” who provide unbiased information about college programs. They often lead students into
believing their intent is to advise the student on what is best for him or her. As one Bridgepoint recruiter
wrote, “During the 2 week new employee training, we are told to always consider the best interests
of the student. . . All the employee literature and documentation also states the same things based on
high morals. But once you get to the sales floor the way they actually conduct business is opposite.”

147 Joshua Pruyn, a former recruiter at Westwood College, testified that management often rewarded
high-performing recruiters who had a reputation for using high-pressure sales tactics and deception, and
singled them out as exemplary to other employees.'*®

142 Id

143 EDMC Internal Email, May 2008, re: FIW: conversion (EDMC-916-000234047) (Art Institute of Charlotte).

M4 ITT Internal Email, December 2009, re: CONTEST UPDATE ! ! ! 30 APPOINTMENTS—YAHOO ! I I ITT-00028551).

145 EDMC Internal Email, December 2008, re: FW: CARS Report Attached (EDMC-916-000232456) (Art Institute of Charlotte).

146 Joshua Pruyn (former Admissions Representative, Alta College, Inc., Denver CO), Testimony before the Senate Committee on Health,
Education, Labor, and Pensions, For-Profit Schools: The Student Recruitment Experience, 112th Congress (2010). Mr. Pruyn testified
regarding a number of misleading and deceptive tactics used by Westwood employees that called into question the integrity of recruit-
ing practices at Westwood College. More than four months after his testimony, in December 2010, lawyers for Westwood contacted
the committee and asserted that Mr. Pruyn’s testimony regarding one point (whether his supervisors had contacted a military student
who had changed his mind about enrolling was not correct). While it is possible that Mr. Pruyn’s recollection is not correct regarding
this point, other parts of his testimony on other points have been substantiated by internal documents produced to the committee and
by a March 2012 complaint filed by the Colorado Attorney General’s office as part of a settlement reached with Westwood.

147 Comment submitted to Department of Education by Brent Park, Ashford recruiter.

148 Joshua Pruyn (former Admissions Representative, Alta College, Inc., Denver CO), Testimony before the Senate Committee on Health,
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Misleading and Deceptive Tactics: Cost, Financial Aid, and Time to Complete

Recruiters at some schools misstate or mislead prospective students about the cost of attending
a school. According to multiple whistleblowers interviewed by committee staff and corroborated by un-
dercover recordings made by the GAO, recruiters commonly emphasize to students that they can quickly
complete a program, and recruiters cite a time-to-completion based on year-round full-time attendance.
By contrast, when telling the student how much the program will cost, they cite the yearly cost as if the
student were only paying tuition for attending part of the year.

Undercover recordings made by GAO agents show that they repeatedly encountered this tactic
at the schools it visited. For example, at a University of Phoenix campus in Hohokam, the undercover
student was interested in a Bachelor’s program in elementary education that required 120 credits.'* The
recruiter said, “This is a Bachelor’s so it’s 4 years, you would finish in exactly 4 years, that’s the worst
scenario. . . . There are ways to speed it up.” When the undercover prospective student asked about
cost, the recruiter replied, “With books and everything it’s right about $9,500 a year.” In reality, if the
prospective student were to take full-time classes, year-round, to finish in less than 4 years, it would
cost about $12,000 a year. Josh Pruyn, a former recruiter at Westwood College, explained that his new
employee training instructed recruiters to state the cost in a misleading way: “We would say the cost per
term is approximately $4,800 per term. The problem with that is that often times the student will auto-
matically assume there are only two or three terms like a traditional school, and there is in reality, five
per year. And so it can mislead the student on the total cost.” '3

The committee staff reviewed many complaints from students who were misled regarding how
long it would take to complete a degree. As one student, a military servicemember, said in his complaint,

University of Phoenix is using deceptive practices to lure students into the schools, the enroll-
ment counselors tell students that they should be complete with their course of studies in a short
period of time fully knowing how long it is going to take. . . . | have talked with other students at
the University of Phoenix and this appears to be a common tactic used by University of Phoenix’s
enrollment counselors.'*!

Internal training manuals demonstrate tactics recruiters can use to avoid giving a prospective stu-
dent an accurate answer about the cost of attending. For example, South Dakota-based National Ameri-
can University training materials instructed recruiters to deflect questions about the cost of tuition and
“do not bring up the subject again unless they do.” '** If the prospect brought cost up again, the recruiter

Education, Labor, and Pensions, For-Profit Schools: The Student Recruitment Experience, 112th Congress (2010).

149 See for example, Audio Recording: Undercover Recordings of Visits by GAO Agents to For-Profit Schools, School 1, Scenario 2 at
minute 00:11:10 and 00:13:58, available at http://harkin.senate.gov/help/gao.cfm (accessed May 3, 2012) (hereinafter GAO Audio Re-
cording). See also GAO Audio Recording, School 2, Scenario 2; School 5, Scenario 1; and School 10, Scenario 1, available at http://
harkin.senate.gov/help/gao.cfim (accessed May 3, 2012).

130 Joshua Pruyn (former Admissions Representative, Alta College, Inc., Denver CO), Testimony before the Senate Committee on Health,
Education, Labor, and Pensions, For-Profit Schools: The Student Recruitment Experience, 111th Congress (2010).

15 Apollo, May 2009, Letter from Office of the Attorney General Department of Consumer Information, re: Online Consumer Complaint
(1-AGI0051856).

152 National American University, 2008, New Admissions Representative Training Manual 2008 (NAU0014515).
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was instructed to give another non-answer. If the prospect asked a third time, the recruiter was instructed
to state the cost per credit hour, but not the number of credits required to graduate in the program. Lest
there is any doubt, the next page instructed, “Do not give out the complete program cost.” '

As discussed below, some for-profit colleges enforced a policy of preventing or discouraging
prospective students from speaking to a financial aid employee, who can answer questions about cost
and aid eligibility, before the prospect signed an enrollment agreement. At the Dallas campus of ATI
Career Center, an undercover GAO prospective student expressed concern about being able to afford
school and asked to speak to a financial aid representative. A recruiter replied, “They won’t even let you
back there.” * When the prospective student asked again, a recruiter aggressively replied, “Let me ask
you something, are you serious about this program?” '*°

Beyond just hiding financial aid information, recruiters routinely claimed that financial aid would
fully cover the cost of going to school. For example, a veteran who attended Bridgepoint-owned Ashford
University was repeatedly told by recruiters that his post-9/11 GI bill benefits would cover the entire cost
of his degree, only to find out after he was enrolled that he would owe Ashford approximately $11,000
that his benefits did not cover. “I was extremely disappointed, confused and angry,” he wrote, “ I felt that
I have been misled, deceived or even outright lied to in an effort to gain my contractual agreement.” '3

Misleading and Deceptive Tuctics: Graduation, Job Placement, and Salary

Recruiters at some colleges misrepresented the college’s ability to help the prospective student
achieve his or her career goals, employing deceptive statements regarding graduation, job placement,
and salary.

For example, at Potomac College in Washington, DC, an undercover GAO applicant asked
about graduation and job placement rates. The school’s representative replied, “Our graduation rate is
good, but exactly what it is I don’t know because there is, something online about it, but I don’t think
it is completely accurate.” 17 In reality, far from being “good,” according to the Department of Educa-
tion, only 25 percent of students graduate with a Bachelor’s degree from the school in 6 years or less.'*
Likewise, at a Kaplan College campus in California, in response to a question from the GAO undercover
student about how many people graduate, the recruiter said, “I want to say 90 percent.” '** Analysis of

153 1d. NAU notes that in 2009 it revised the code of conduct for all recruiters and specifies that all recruiters are required to sign the
code of conduct and are held strictly accountable to the code. See National American University, August 2010, Admissions Code of
Conduct, (NAU0021252).

154 GAO Audio Recording, School 15 (ATI Career Training Center), Scenario 2 at minute 00:21:58. See also, GAO Audio Recording,
School 7 (MedVance Institute), Scenario 2; GAO Audio Recording, School 15 (ATI Career Training Center), Scenario 2 at minute
00:24:30.

155 GAO Audio Recording, School 15 (ATI Career Training Center), Scenario 2 at minute 00:21:58.

156 Bridgepoint Internal Memorandum, August 2010, re: “This Constitutes My Formal Complaint” (BPI-HELP_00026639).

57 GAO Audio Recording, School 5 (Potomac College), Scenario 1 at minute 00:07:34. See also GAO Audio Recording, School 3
(Westech College), Scenario 1. Potomac College is a small education company with campuses in Washington, DC and Vienna, VA,
offering business and IT degrees. It is not part of the 30 companies that received a document request from the committee in the course
of its investigation.

138 U.S. Department of Education, IPEDS, Data for OPEID 03218300. Data cover only first-time full-time students.

1% GAO Audio Recording, School 4 (Kaplan College Riverside), Scenario 2 at minute 00:19:55.

-55-



data gathered by the HELP Committee shows that, in fact, for students enrolling in 2008-9, at least 45.7
percent of students withdrew from that campus before completing their certificate.'*

At Bennett Career Institute in Washington, DC, which awards certificates in barber styling, the
recruiter told the GAO undercover student that barbers can earn $150,000 to $250,000 a year.'®' The
reality is very different— the mean wage for barbers in Washington, DC is less than $30,000 a year.'s?
At another school, the recruiter said, “We will get you a job. I can’t promise you that just because I can’t
say those words here, but I’'m telling you right now, you will get a job.” '

Misleading and Deceptive Tuctics: Accreditation and Credit Transfer

Many for-profit colleges hold national accreditation, meaning that they are accredited by an
agency that traditionally handles vocational or distance learning schools. Holding this type of accredi-
tation, however, generally means that the credits earned are rarely accepted at regionally accredited
schools, which include all major non-profit and public universities and some for-profit colleges.'** And
even credits awarded at regionally accredited for-profit colleges may not transfer to other regionally ac-
credited non-profit and public colleges.

Recruiters sometimes play on prospective students’ ignorance about accreditation in order to use
their schools’ accreditation as a selling point.'®® For example, at Kaplan College in Florida, GAO record-
ings documented a recruiter falsely stating that the college was accredited by “the top accrediting agen-
cy” and that “Harvard and University of Florida, they all use that accrediting agency.” ' While Kaplan
University based in lowa is regionally accredited, the Kaplan College division does not hold regional
accreditation and not from the same agency as Harvard or the University of Florida.'®’

Too often, students do not learn that their credits will not transfer until after they leave school.
One Remington student explained,

The Recruiter told me that their credits would transfer to any college and that it was accredited

1600.8S. Senate HELP Committee staff analysis of data provided by Kaplan Higher Education.

161 GAO Audio Recording, School 6 (Bennett Career Institute), Scenario 1. Bennett Career Institute is not part of the 30 companies that
received a document request from the committee in the course of its investigation.

162 Bureau of Labor Statistics, Occupational Employment Statistics, 39-5011 Barbers. http://www.bls.gov/oes/current/oes395011.htm.

16 GAO Audio Recording, School 8 (Kaplan College Pembroke Pines), Scenario 2 at minute 01:57-02:10.

164 See, for example, Council for Higher Education Accreditation, The Fundamentals of Accreditation: What Do You Need to Know,

Council for Higher Education Accreditation, p. 7, September 2002, http://www.chea.org/pdf/fund_accred 20ques _02.pdf (accessed

May 24, 2012).

See, for example, GAO Recording (University of Phoenix Wayne), Scenario 1 at minute 00:06:56.

166 GAO Audio Recording, School 8 (Kaplan College Pembroke Pines), Scenario 1 at minute 03:07:50.

167 See, for example, Kaplan College Pembroke Pines Campus, Accreditation Information, http://pembroke-pines.kaplancollege.com/
Pages/Accreditation.aspx (informing prospective students that Kaplan College in Pembroke Pines is accredited by the Accrediting
Council for Independent Colleges and Schools). Compare The Office of the Provost of Harvard College, Accreditation, http://www.
provost.harvard.edu /institutional research /accreditation.php (accessed May 24, 2012) (informing prospective students that Harvard
is accredited by the New England Association of Schools and Colleges); University of Florida, Southern Association of Colleges and
Schools, http://www.ir.ufl.edu/factbook/SACS.htm (accessed May 23, 2012) (linking to detailed documentation relating to University
of Florida’s accreditation status with Southern Association of Colleges and Schools).

165
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and I wouldn’t have any trouble applying it to a military commission. Since then I have tried to
apply it to the Community College of the Air Force—they do not accept the credits. I have tried
to transfer it to the University of Memphis and Southwest Community College in Memphis—they
do not take their credits. I have tried to start over and obtain a new degree, but I can’t get state
scholarships (even veteran ones) because | have this Bachelor’s degree from them. . . . [ was mis-
led and made a terrible mistake.'®®

One student, an Army veteran, interviewed by committee staff chose a for-profit college partly
because recruiters said he could finish the VA program in 20 months and then transfer to pursue his
Bachelor’s degree.'® He was later told by a community college that none of his credits would transfer
because the for-profit college was not regionally accredited.!” Another veteran interviewed decided
to earn a Bachelors of Science in construction management from a for-profit college because it was a
3-year program.'”! He wanted a program he could finish quickly and start working again. However, he
also wanted to transfer his credits later to a school where he could earn his Master’s degree, and the col-
lege’s recruiter assured him the credits would transfer. About halfway through the program, he became
frustrated with the poor quality of the program, and tried to transfer his credits. Only then did he learn
that his credits would not transfer.'”

Similarly, college recruiters sometimes misled students about whether the school’s programs will
qualify students for licensing credentials or a higher degree program. For instance, one student was told
he would be able to receive his teaching license from Ashford. He found out a year later, right before his
scheduled graduation, that Ashford was not allowed by the State of lowa to award teacher licenses, so he
would have to attend a “cooperating school” in Arizona for a year. He states, “I was really blown away
to find out that I had spent so much time and money at a College that I was not going to be able to obtain
my Teacher’s license from.” '

One ITT student stated that,

During the tour and meeting with the student representative for admissions, I was given an over-
view of the school’s programs, which explained that [ would earn a BA in Criminal Justice, which
would support the needs I was seeking, of which were to apply for law school. I was advised that
should T decide to transfer to another college, that the credits were transferable. '

168 Remington External Correspondence, June 2010, Notice of Student Complaint from Tennessee Higher Education Commission (5-
000042). Remington is a brand operated by Education America, a for-profit higher education company that enrolled 10,018 students as
of fall 2010 and is based in Heathrow, FL.

169 U.S. Senate HELP Committee staff telephone interview with Marvin Arandia, November 12, 2010 (on file with committee). See
also Eric Gorski, “For-Profit Colleges Cashing In On Veterans” Huffington Post, December 9, 2010, http://www.huffingtonpost.
com/2010/12/09/forprofit-colleges-cashin_n_794398.html (accessed June 12, 2012).

170 Id‘

M1U.S. Senate HELP Committee staff telephone interview with Jason Longmore, November 12, 2010 (on file with committee). See
also Eric Lipton, “Profits and Scrutiny for Colleges Courting Veterans,” New York Times, December 8, 2010, http://www.nytimes.
com/2010/12/09/education/09colleges.html?pagewanted=all (accessed June 12, 2012).

172 Id‘

173 Bridgepoint, August 2010, Completed Formal Grievance Submission Form (BPI-HELP_00026807) (Ashford University).

#ITT, February 2007, Student Comment/Complaint Report (ITT-00006208).
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Two years and tens of thousands of dollars later, the student discovered that he could not transfer
credits, and that most law schools would not accept the degree.'”

Targeting Sales to Most Vulnerable Populations

For-profit colleges target a population of non-traditional prospective students who are often less
familiar with higher education than other prospective college students and may be facing difficult cir-
cumstances in their lives. For instance, Vatterott’s internal “Student Profiles,” part of a manual to train
recruiters, detailed the demographic subgroups that the company targets for enrollment: “Welfare Mom
w/Kids. Pregnant Ladies. Recent Divorce. Low Self-Esteem. Low Income Jobs. Experienced a Recent
Death. Physically/Mentally Abused. Recent Incarceration. Drug Rehabilitation. Dead-End Jobs-No Fu-
ture.” 176

Recruiting materials indicate that some for-profit colleges viewed these populations as widely
open to influence. “We deal with people that live in the moment and for the moment,” Vatterott’s train-
ing materials explained.'”” “Their decision to start, stay in school or quit school is based more on emo-
tion than logic. Pain is the greater motivator in the short term.” '”® The next page contained a number
of quotes ostensibly from administrators and teachers: “Lately it seems admissions has been putting in
some really troubled people . . . could this be a trend?,” “the last batch of students you guys dumped
here are about the worst I’ve seen in years,” “Do your ads say, LOSERS ENROLL HERE!” ' The next
page answered these quotes with, “These Students Are The Reason We’re in Business!” %

A number of schools have tried to generate business by visiting social service agencies and
providers. An internal Kaplan email indicates that a recruiter dropped business cards off at “an office
for section 8 [public] housing.” '8! An internal Concorde email indicates that company employees had
visited “welfare offices” and “unemployment offices,” although recruiters were later told to stop visiting
these offices because it may be a violation of accreditation standards.'®

Agoressive Sales Tuctics

In addition to misleading and deceptive information, recruiters sometimes used hard-sell tactics
to enroll prospective students. Internal documents at some colleges admonished recruiters not to think

7S 1,

176 Vatterott, March 2007, DDC Training (VAT-02-14-03904).

177

178 ij

179 Id

180 Id

181 Kaplan Internal Email, February 2010, re: Homeless Shelter clarification (KHE 207174).

182 Concorde Internal Email, June 2010, re: FW: Recruitment at Unemployment and Welfare offices (CCC000105156). The
company states that the employees did not work for the admissions office and that they were visiting workforce training
centers that were co-located with the “welfare” and “unemployment” offices. Concorde Career Colleges, Inc. (“Con-
corde”) is a for-profit higher education company that enrolled 7,952 students as of fall 2010 and is based in Kansas City,
MO.
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of the call as anything other than a sales pitch. One school’s training document, titled “Turning Inquiries
into Appointments,” made this stance clear in the first bullet point: “Understand this is a sales call.” '*3
Similarly, a former Bridgepoint recruiter commented,

Its a boiler room . . . selling education to people who don’t really want it [sic]. We are trained spe-
cifically on how to work the angle of psychology . . . we tell students this is the right thing to do,
it will make their parents proud, it will make them a role model for their kids, it will help them
fulfill lifelong goals. If we don’t have a degree they want, we are supposed to convince them that
one of ours will work for them anyway.'™

Some bricks-and-mortar schools make clear that the point of the call is actually to give the pros-
pect as little information as possible so that they are more likely to come to the campus. For instance,
Career Education Corporation admonishes its recruiters, “DO NOT GIVE TOO MUCH INFORMA -
TION” over the phone so that the prospective student must come in for a sales interview [emphasis in
original].!®

For both sales pitches conducted over the phone or in person, many for-profit colleges used
specific scripts that tell the recruiter what to say to prospective students. These scripts are designed with
tested selling techniques and psychology in mind.'*¢ They allow the recruiter to control the enrollment
conversation so that prospective students have little chance to ask questions.'¥’

Techniques to Close a Sale

Recruiters at some colleges were specifically trained to exploit the emotional vulnerabilities
of prospective students by using an array of ethically questionable tactics. These techniques included
pushing on “pain points,” “overcoming objections” to signing an enrollment agreement, and “creating
urgency’ to press prospective students to sign up right away.

183 Kaplan Internal Presentation, “Explore” Another Piece of My Heart: Turning Inquiries into Appointments (KHE 052058).

184 Comment submitted to Department of Education by Brent Park, Ashford recruiter.

185 Career Education Corporation, Telephone Technigues (CEC000014470).

186 See, for example Westwood College, Admissions New Hire Classroom Training, January 2010 (WP000036036 at WP000036052).
187 National American University, 2008, New Admissions Representative Training Manual 2008 (NAU0014515).
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“Poking the Pain’’ of Prospective Students

ITT recruiter training presentation slide:!s?

FIND OUT WHERE

THEIR PAIN IS.

One pervasive sales technique found in the documents of multiple companies is to manipulate a
prospective student’s emotions.'®® One recruiting manager explained that recruiters “need to focus on . . .
digging in and getting to the pain of each and every prospective student.” '

According to this technique, a recruiter asks probing questions to find a prospective student’s
“pain”—about a dead-end job, inability to support their children, failing parents or relatives."! They
then use that “pain” to make the student feel vulnerable.'”> Then, when the prospective student feels vul-
nerable, the recruiter will offer the prospective student the possibility of a college degree as the opportu-
nity to make that pain go away.'”?

S ITT, Increasing Your Scheduled to Conduct Ratio (ITT-00028362 at ITT-00028377).

189 See, for example, Bridgepoint, Psychology of a Student (BPI-HELP_00004019) (internal training documents); ITT, ITT Technical In-
stitute Questionaire: Exhibit 3 (ITT-00010050) [The company asserts that the document was created and used only for a short period
of time by a few individuals at a single campus and was never approved by ITT management]; Vatterott, March 2007, DDC Training
(VAT-02-14-03904). Vatterott, March 2007, DDC Training (VAT-02-14-03904); Vatterott, March 2007, DDC Training (VAT-02-14-
03904).

OITT Internal Memorandum, June 2007, re: June Analysis 2007 (ITT-00025689). The company asserts that this document is not repre-
sentative of the school’s policies or procedures. See also Vatterott, March 2007, DDC Training (VAT-02-14-03904).

91 See, for example, Joshua Pruyn (former Admissions Representative, Alta College, Inc., Denver CO), Testimony before the Senate
Committee on Health, Education, Labor, and Pensions, For-Profit Schools: The Student Recruitment Experience, 111th Congress
(2010).

192 Id

193 Id
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29 ¢

ITT’s training materials detailed the steps of this tactic: “Establishing Rapport,” “transition into

digging for the motivation,” “transition into feeling the pain,” and “transitioning into making the con-
nection between the motivation and getting a degree.” '** To address students who sign an enrollment
agreement but indicate they may not want to start school, recruiters were instructed to “poke the pain a
bit” and “remind them what things will be like if they don’t continue forward and earn their degrees.” '

ITT, however, went a step further than most other companies in their pain-based sales techniques
with a “Pain Funnel:”

2. Pain Funnel and Pain Puzzie
Eight Questions

1. Tell me more about that...?

2. Can you be more specific?
Give me an example.

. How long has it been a problem?

Level 1 Pain

. What have you tried to do about
that?

(What have you done to fix it?)
N\ And did that work? 7

hat results did you get?)

at has’}%}’ﬁqﬂ,

Level 2 Pain

Level 3 Pain 7.

Level 4 Pain 8.

with the problem?

Does the prospect have enjough pajn to qualify for the next step?

Does the prospect
recognize the problem?

Is the problem one Problem

that you can fix? Reasons

Do they acknowledge it

. is a problem?
Consequences
Are they committed to fixing it? x_@_&\A(;ULi S {' e
Are they willing to do som.zthing about it now? S R Sy

CONFIDENTIAL ITT-00010048

4 ITT, Completed Phoning Techniques Training Worksheet (ITT-00015566). The company asserts that this document was created and

used by only a few campus-level employees and never approved by the corporate office.
S ITT Internal Memorandum, re: Ways to combat “drops” in Marketing during the class building period (ITT-00014590). The company

asserts that this document represents an unauthorized set of training materials utilized by a single campus.
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After a recruiter located a prospective student’s pain point, the“pain funnel” presented a number
of questions that the recruiter can ask that are progressively more hurtful.'® In “Level 1” a recruiter asks
prospective students, “tell me more about that” or “give me an example.” In “Level 2” the recruiter asks
“What have you tried to do about that?” The highest level asks a hurtful question to elicit pain: “Have
you given up trying to deal with the problem?”

After Chairman Harkin released these documents during a statement on the Senate floor in Febru-
ary 2011, counsel for ITT wrote to the Chairman noting that “the conduct suggested by the documents
referenced in your statement was not sanctioned by ITT.” '’ It goes on to note that ITT regrets that the con-
duct was suggested and has opened an investigation to determine the extent of the conduct and respond ap-
propriately and decisively.””® However, also following the release of the document, HELP Committee staff
were contacted by counsel for a former ITT recruiter who had created the ITT-specific version of the Pain
Funnel. Committee staff subsequently interviewed the recruiter.'”” As the recruiter details in her letter to
the committee, she adapted documents from a sales training that ITT had paid for her to attend and brought
them to her ITT campus.”® She states that she trained many other ITT staff using the Pain Funnel:

In addition, at quarterly district meetings I did pain funnel training for nearly every top recruit-
ment representative, financial aid coordinator, dean, instructor, department chairs, all functional
managers, all college directors and the district manager for the entire Southern California District,
the largest district in the country. The presentation material was also given out to over 100 ITT
Tech employees throughout every department in the district.?"!

She goes on to state that she submitted the document to executives at ITT headquarters for con-
sideration for an award:

In October 2009, I wrote up a BEST OF THE BEST (BOB) submission to HQ that included
the same “Pain Funnel and Pain Puzzle” and how proper usage of this tool can bring a prospect to
their inner child, an emotional place intended to have the prospect say yes I will enroll.***

At Kaplan, the company’s training materials described its “pain” technique as asking “a se-
ries of probing questions to determine the prospective students buying profile.” 2 Kaplan labels these
tactics “ARTICHOKE,” a method of “peeling back the layers” and “Getting to the PAIN ” [emphasis in
original].*** Recruiters were instructed to:

YSITT, Pain Funnel and Pain Puzzle (ITT-00010049) (training materials prepared by Sandler Sales Institute). See also ITT, ITT Techni-
cal Institute Questionnaire: Exhibit 3 (ITT-00010050); Bridgepoint, Psychology of a Student (BPI-HELP_00004019).

197 Letter to Chairman Harkin, from ITT Counsel, Gibson Dunn & Crutcher, LLP, February 10, 2011.

198 Id

19 Majority HELP Committee staff interview with Laura Brozek and Wayne Beaudoin June 21, 2011

200 Letter from Laura Brozek, June 24, 2012.

201 Id

202 Id

23 Raplan, Kaplan Higher Education Western Region Director of Admissions Tool Kit (KHE 056793). Kaplan states that training materi-
als for admissions representatives are approved through a formal review process at Kaplan’s home office, and that this document was
not authorized through that process and was used by a single manager and admissions team in California, and was removed from use
by early 2008.

204 Kaplan, April 2010, Custom OBS & Quality Hybrid Job Aid Based on the Latest Undergraduate Outbound Script Published on April
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KEEP DIGGING UNTIL YOU UNCOVER THEIR PAIN, FEARS, AND DREAMS. . . . IF
YOU GET THE PROSPECT TO THINK ABOUT HOW TOUGH THEIR SITUATION IS
RIGHT NOW AND IF THEY DISCUSS THE LIFE THEY CAN’T GIVE THEIR FAMILY BE-
CAUSE THEY DON’T HAVE A DEGREE, YOU WILL DRAMATICALLY INCREASE YOUR
CHANCES OF GAINING A COMMITMENT FROM THE STUDENT! IF YOU CAN STIR UP
THEIR EMOTIONS, YOU WILL CREATE URGENCY! [emphasis in original].?®

True to these training materials, undercover recordings show that at many schools visited by GAO
agents posing as prospective students, recruiters would “interview” the agents at the beginning of the
session, asking them questions about their motivation for returning to school and their financial situation.
Then, as the GAO recordings show, the recruiter repeatedly returned to the prospective students’ answers
and reminded them that their lack of a degree is responsible for their problems.?* For example, at Kaplan’s
Riverside, CA campus, when an undercover student expressed his insecurity about signing an enrollment
agreement and paying for school, the recruiter replied, “I thought you really wanted to do this?” 2°7

Overcoming Objections

In addition to specific “pain” tactics, another sales technique that for-profit recruiters are com-
monly trained to use is “overcoming objections” that the student raises to signing an enrollment agreement.
Many schools’ training materials posed hypothetical objections that a prospective student might raise, and
instructed the recruiter how to answer them.?”® An Apollo Group manual instructed recruiters to answer
objections with questions back to the prospective student. If the prospect said “you’re too expensive,” the
recruiter was instructed to respond, “Can you afford not to go?” or “If student loans will match your pay-
ment to your income when you are in repayment, why do loans scare you?” or “Why would you not want
to invest in yourself?”” 2 If a student complained that the University of Phoenix is expensive compared to
other schools, the recruiter was instructed to say, “When your degree hangs on the wall in a few years . . .
will you tell your friends and family you bought the cheapest degree you could find?” 21

Recruiters were driven to close a sale on the spot, instead of waiting for a student to return after
they have had time to consider their decision or to speak with a financial aid employee. Kaplan’s training
materials told recruiters that “we ideally want to close on commitment and enroll the student before they go
to FA [financial aid].” #!' This is clearly demonstrated in the recordings of an undercover visit to a Kaplan

2010 (KHE 096357); Kaplan, July 2009, Job Aid: Outbound With Rubric & OBS References Based on Undergraduate Script Pub-
lished on July 08, 2009 (KHE 084935).

205 Kaplan, July 2009, Job Aid: Outbound With Rubric & OBS References Based on Undergraduate Script Published on July 08, 2009
(KHE 085294). Documents obtained by the committee contain multiple versions of the “artichoke” training. See for example, Kaplan,
July 2009, Job Aid: Outbound With Rubric & OBS References; Kaplan, April 2010, Custom OBS & Quality Hybrid Job Aid Based on
the Latest Undergraduate Outbound Script Published on April 2010 (KHE 096357).

26 See, for example, GAO Audio Recording, School 5 (Potomac College), Scenario 1; GAO Audio Recording, School 12 (Anthem Col-
lege), Scenario 1 at minute 00:52:02.

27 GAO Audio Recording, School 8 (Kaplan College Pembroke Pines), Scenario 2 at minute 00:41:45.

28 See, for example, Bridgepoint, Overcoming Objections (BPI-HELP_00005921); ITT, Overcoming Objections (ITT-00025676).

29 Apollo, 2007, Enrollment Counselor Guide: School of Advanced Studies (AGI0015231, at AGI0015339) (University of Phoenix). The
company states that this document is no longer used.

219 Apollo, 2007, Enrollment Counselor Guide: Online Campus (AGI0014312, at AGI0014465) (University of Phoenix). The company
states that this document is no longer used.

21T Kaplan Internal Email, October 2009, re: Admissions Process Flow (KHE 279097).
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campus in Florida.?'? During the visit, the undercover prospective student asked at least five times to speak
to a financial aid employee so that he can find out how much he would qualify for in grants and how much
he would have to pay back in loans. He was rebuffed each time, and made to feel that the question is stu-
pid. The recruiter’s replies were: “My question back to you is why is this right now a concern?” and “let’s
assume that Uncle Sam will help you out” and “this [enrollment agreement] is not signed in blood.” '3

False Urgency and Inflated Prestige

Recruiters sometimes created a false sense of urgency in order to get a student to immediately
sign an enrollment agreement. To do so, recruiters would tell students they must enroll immediately to
reserve a seat. In reality, there are many (or in the case of online programs, virtually unlimited) spots
available and most schools have scheduled class start dates every few weeks.

For example, Apollo documents instructed recruiters, “Do not tell the student we have classes
running every week unless you can agree on a start date, or rolling start dates is a selling point.” !4
Recruiters were supposed to tell every prospective student, “It looks like I might be able to squeeze you
into” the next start date.?'> Two Apollo manuals specifically instructed recruiters not to say “you have
plenty of time to get everything in order,” because “if the student thinks he/she has plenty of time, he/she
might wait and apply later.” !¢ The company states that these manuals are no longer used.

Bridgepoint’s “Creating Urgency” job aid similarly instructed recruiters how to “use pressure to
PREVENT them from procrastinating” [emphasis in original].?'” A Career Education Corporation “Tele-
phone Techniques” manual instructed recruiters to “limit the time-frames that you offer to that student
[for an in-person appointment] and always express to them how busy your schedule is. . . . If you offer
too many time availabilities, it appears as though there is no urgency or demand.” ?'*

Once a student signs up, the schools make it very difficult to back out or start classes at a later date.
At Kaplan, for instance, documents indicate that students who sign an enrollment agreement are put in a
“12 step lock-in process” to prevent them from backing out.?"” Kaplan recruiting documents admonish:

The director of admissions or executive director must approve all rescheduled enrollments. No
exceptions. Local students must reschedule, in person . . . not by mail or telephone. . . . No one
should be rescheduled until they have paid all applicable fees, tested, packaged in financial aid

212 GAO Audio Recording, School 8, Scenario 2.

23 1d. at minutes 00:38:33; 00:39:36 and 00:40:13. This Kaplan campus was subsequently shut down .

214 Apollo, 2007, Enrollment Counselor Guide: School of Advanced Studies (AGI0015231, at AGI0015333) (University of Phoenix). The
company states that this document is no longer used.

215 1d at AGI0015334.

216 Apollo, 2007, Enrollment Counselor Guide: Online Campus (AGI0014312, at AGI0014504) (University of Phoenix). The company
states that this document is no longer used.

21" Bridgepoint, Creating Urgency (BPI-HELP_00005972).

218 Career Education Corporation, Telephone Techniques (CEC000014470).

219 Kaplan, Making it Count: The 12 Step Lock-In Process (KHE 054136). See also Vatterott, Appointment to Lead — What to Look For
(VAT-02-14-03822).
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and completed all necessary enrollment paperwork.??

Kaplan, however, instituted a new program in late 2010 (after the date of the training materials)
that allows all students to withdraw within 5 weeks of starting classes without incurring any obligation
to the school or to lenders.??! If a student leaves Kaplan within that time, or if the company determines
that because of the student’s performance or attendance he or she is unlikely to succeed, the student can
withdraw paying only a minimal application fee.

In addition to fabricating a sense of urgency, for-profit colleges also strived to create an aura of
prestige around their brands, which the company then pushed recruiters to use to help “sell” students.
Bridgepoint, for example, instructed recruiters to tell students that Ashford University was “established
in 1918” and has been “regionally accredited since 1950,” claims that were repeated in marketing
materials distributed at college and military job fairs nationwide.??> However, Ashford University did
not exist until 2005, when Bridgepoint Education, Inc. used funds from Wall Street private equity firm
Warburg Pincus to buy a small religious college formerly known as Mount St. Clare in Clinton, IA. In
fact, in 2006, Bridgepoint employees were invited to a “celebration of the one-year anniversary of [Ash-
ford],” where CEO Andrew Clark would be speaking.??

The Role of Lead Generators

Before the sales process begins, for-profit colleges must gather contact information for prospec-
tive students. These so-called “leads” are generated either directly by the for-profit colleges themselves,

220 Raplan, Kaplan Higher Education Western Region Director of Admissions Tool Kit (KHE 056793). Kaplan states that training materi-
als for admissions representatives are approved through a formal review process at Kaplan’s home office, and that this document was
not authorized through that process and was used by a single manager and admissions team in California, and was removed from use
by early 2008.

21 See Kaplan University, The Kaplan Commitment Statement, http://getinfo.kaplan.edu/kaplancomittment.aspx (accessed July 1, 2012).

222 Bridgepoint, June 2009, Need, Feature, Benefit (BPI-HELP_00005925) (Ashford University).

23 Bridgepoint Internal Email, March 2006, re: FAST 03-17-06 (BPI-HELP_00048670). See also, Kaplan, July 2009,

Job Aid: Outbound With Rubric & OBS References Based on Undergraduate Script Published on July 08, 2009 (KHE
084935). In early 2011, the Chairman decided to hold a hearing that was a case study of Bridgepoint and to invite CEO
Andrew Clark to provide testimony. Bridgepoint Chief Executive Officer Andrew Clark was invited to appear at the
hearing. Attorneys for the company were notified in early January 2011 that the committee planned to hold the hear-

ing in mid-February and intended to invite Mr. Clark. Attorneys for the company raised concerns about the timing of
the testimony, given that the Department of Education Inspector General had recently issued a Final Audit Report on
Bridgepoint regarding its management of Federal student aid funds and its recruiting policies and practices. Mr. Clark’s
representatives insisted that it was imperative that the company have the opportunity to meet with the Department of
Education Office of Federal Student Aid (FSA) staff, who would ultimately be responsible for determining the penalty
based on the Final Audit Report’s findings before he could appear at a public hearing. The committee agreed to move the
hearing to March 10 to accommodate the concerns. And indeed Bridgepoint made its submission to FSA and met with
FSA staff regarding the Final Audit Report. Both the Department of Education and the inspector general’s office made
clear they had no concerns with the committee having Mr. Clark as a witness. Nevertheless, Mr. Clark, through coun-
sel, declined to appear, and thus declined the opportunity to give his perspective on the weighty issues of accountability
and compliance with Federal law and regulation raised in the Final Audit Report and elsewhere. The committee held the
hearing on March 10 without Mr. Clark but with the participation of the inspector general; the President of the Higher
Learning Commission, Ashford University’s accreditor; a retired official from the lowa Department of Education, where
Ashford is based, and a respected expert in higher education policy
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or purchased from third-party companies known as “lead generators” that specialize in gathering contact
information and selling those contacts to schools. Documents show that for-profit colleges paid between
about $10 and $150 per lead, depending on the type of lead provided.?** “Everything on a campus or an

Admissions department begins and ends with leads,” one executive at a for-profit college commented.**

Documents demonstrate that for-profit colleges examined by the committee purchased leads from
at least 62 lead-generation companies. Many of these companies derive either all or a substantial portion
of their revenue from delivering leads to for-profit institutions.*® Lead generators advertise themselves
on Web sites, billboards and on TV as a free, safe, and reliable way to get information about college. But
lead generator sites generally direct students only to schools and programs that pay them. Lead-gener-
ation companies have a history of engaging in online marketing using aggressive and misleading meth-
0ds.??” The Chronicle of Higher Education, a leading publication covering higher education, interviewed
a former lead generator employee who said:

he told students that they would hear from their preferred public college, even though they almost
never did. In the meantime, he said, they should consider attending a for-profit college—such as
Kaplan University and Westwood College. Most of the prospective students were confused. Some
hung up. But sometimes the pitch worked. Some people, especially high-school students, believed
he was an educational counselor and gave weight to his recommendations.??®

Moreover, crucial information is often missing from these sites. Tuition and fee information and
curricular details are absent from most lead-generation sites. For example, EarnMyDegree.com, one
high profile lead generator, merely serves as a gatekeeper to program details—a search of the business
administration degrees listed by the site only directs visitors to a page with a brief description of the
demand and salary for business majors and invites users to request more information.”” Even a search
of the word “tuition” returns no information about the cost of attending any of the advertised programs.
Rather than disclose comparative costs of various colleges, lead generators entice prospective students
with promises of how quickly and easily a person can earn a degree and how much money a student can
make at a subsequent career.

224 See, for example, Rasmussen, Insertion Order (RAS00003280) ($37 per lead); Rasmussen, Advertising Agreement (RAS00003443)
($75 per lead); Alta, Lead Development, Maintaining High Conversion Rates (HELP-ALTA_000123) (Westwood College) ($150 per
lead).

22 Kaplan Internal Presentation, Who Are Our Leads? (KHE 056401).

226 See, for example, AcademixDirect, Inc., http://www.academixdirect.com (“100% of our business comes from the higher education
market.”); Lead2Class, “Higher Education Lead Generation Services,” http://www.lead2class.com (“Our approach to Internet adver-
tising is highly targeted and designed to promote online education programs.”).

27 See Josh Keller, “Online Search Ads Hijack Prospective Students, Former Employee Says,” The Chronicle of Higher Education, Sep-
tember 7, 2011, http://chronicle.com/blogs/wiredcampus/online-search-ads-hijack-prospective-students-former-employee-says/33047
(accessed May 3, 2012) (reporting that a former call center employee for Vantage Media recalled contacting “hundreds of students per
day” and was “expected to keep students on the phone long enough to deliver three leads”). Lead-generation companies have been
observed participating in Internet advertising campaigns that “falsely implied relationships with public colleges” in order to obtain
prospective students’ contact information for their for-profit clients. See id; see also Josh Keller, “Colleges Fight Google Ads That Re-
route Prospective Students,” The Chronicle of Higher Education, July 31, 2011, http://chronicle.com/article/Colleges-Fight-Google-
Ads-That/128414/ (accessed May 3, 2012).

228 Id‘

2 See EarnMyDegree.com, “Online Business Administration Associate Degree Programs,” www.earnmydegree.com/online-education/
associate/business/business-administration.html (accessed December 15, 2011); EarnMyDegree.com,“Associate’s in Business,” www.
carnmydegree.com/online-education/online-degrees/everest-university/business-associates-13.html (accessed May 3, 2012).
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Frame from 2011 EducationConnection TV advertisement:*°
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Some lead generators use television commercials to drive traffic to their Web sites. Education-
Dynamics, for example, places televisions ads directing viewers to EducationConnection.com.?*' The
television ads emphasize the ease and flexibility of online degree programs. In one spot, a young woman
says, “You could be getting that online degree, right from your home, in your pajamas.” **> Some of the
commercials employ many of the same tactics observed online, such as messages implying that online
degree programs described at EducationConnection.com serve as prerequisites to future financial suc-
cess: “Remember, people with a degree, on average, earn a million dollars more in their lifetime.” ** In
another, seen above, the message “make $25,000

more every year” flashes while a woman sings, “if I earn a degree I will make a bigger salary.” »**

Once a lead generator has the name of a prospective student who requests more information, it
is transferred quickly to the schools that pay the lead generator. The Government Accountability Of-
fice (GAO), as part of their undercover investigation, entered an investigator’s name and number into
a single lead generation site. Within 5 minutes, the GAO received the first calls from recruiters. In 1
month, the investigator received over 180 calls.?**

230 EducationConnection, Commercial, posted April 27, http://www.youtube.com/watch?v=aDR28IIRGZw (accessed July 15, 2012).

21 See, for example, Television Commercial: EducationConnection.com, “College in PJ’s 2010, available at http://www.youtube.com/
user/EducationConnection#p/u/6/0OISn3TXFxII; EducationDynamics, “What We Do,” http://www.educationdynamics.com/About-Us/
What-We-Do.aspx. (accessed March 15, 2012).

232 Television Commercial: EducationConnection.com, “Don’t Choose Blindly,” available at http://www.youtube.com/
watch?feature=player_profilepage&v=8kddCyeXIMU (accessed May 20, 2012).

233 Id.

234 EducationConnection, Commercial, http://www.youtube.com/watch?v=aDR28IIRGZw (accessed July 15, 2012).

35 Gregory Kutz (Managing Director, Office of Forensic Audits and Special Investigations, U.S. Government Accountability Office),
Testimony before the Senate Committee on Health, Education, Labor, and Pensions, For-Profit Schools: The Student Recruitment
Experience,111th Congress (2010).
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Military Focused Recruiting

Servicemembers, veterans, spouses, and family members have become highly attractive prospects
to for-profit colleges, and many schools have invested significant resources into recruiting and enrolling
students eligible for military education benefits. The recent expansion of military education benefits pro-
vided the industry with a new source of potential revenue. Most military benefits are grants rather than
loans, allowing students to earn a higher education with smaller debt burdens. This is particularly impor-
tant for companies at risk of losing Federal aid eligibility due to their students’ high loan default rates. And
even though the benefits come from Federal taxpayer dollars, military educational benefits are not counted
toward the maximum 90 percent in Federal revenues that for-profit colleges are permitted. Thus, these ben-
efits provide a new tool to help for-profit colleges avoid this regulatory restriction.

As one example of how companies are investing heavily to recruit servicemembers and veter-
ans, Kaplan, in one presentation, detailed plans to spend $29 million and hire 45 people over 3 years to
enroll more military personnel.”*® Another document, regarding Kaplan’s military recruiting strategy,
stated that the company must “transition Kaplan into a ‘top of mind’ educator within the active duty and
military segment, penetrating the key decision-maker and influencer (education service officers).” 7 To
do so, it planned to place ads in key military publications and target key military installations. Kaplan
also planned broad-based outreach through phone calls, Web sites, direct-mail, and a presence at military
events. ITT initiated a similar military marketing plan with the goal of increasing military enrollments
by 20 percent at selected campuses.”® ITT’s CEO wrote in an email: “we didn’t even make the top 40
providers to the military! What an opportunity that we have in front of us!” and that “we need to see
how we can penetrate this world.” **°

Military-Specific Lead Generators

There are a number of lead generation Web sites specifically designed to attract members of the
military and veterans. QuinStreet, Inc., a publicly traded corporation that aggressively targets service-
members, manages Web sites that initially appear to provide information of general interest to service
members, with domains such as GIBill.com, Military-Net.com, and MilitaryGIBill.com.?** Some of
these sites use layouts and logos similar to official military Web sites, but do not inform users that the
purpose of the site is to collect contact information on behalf of paying for-profit clients. However, a
search of the two sites for programs accepting GI bill funds results in markedly different lists of options.

26 Kaplan Internal Presentation, Kaplan Military University (KHE 267362). It is unclear whether the company invested these resources
in their military efforts given that the company received comparably little post-9/11 GI bill funds in the years following the presenta-

237 tIlgn'

B8ITT Internal Email, December 2009, re: 2010 Military Marketing Plan (ITT-00144499).

BITT Internal Email, fw:Stifel: Education-Summary From the CCME Conference Kickoff (ITT-00140384).

240 A review of documents provided to the committee shows that QuinStreet provided lead-generation services to Anthem Education
Group, Apollo Group, Inc., Capella Education Company, Concorde Career Colleges, Inc., DeVry, Inc., ECPI Colleges, Inc., Na-
tional American University Holdings, Inc., TUI Learning LLC, Universal Technical Institute, Inc., and Walden University. Full list
of QuinStreet-owned lead generator sites: ArmyStudyGuide.com, ArmyToolbag.com, GIBenefits.com, GIBill.com, GIBillAmerica.
com, GruntsMilitary.com, Military-Net.com, MilitaryConnections.com, MilitaryGIBill.com, MilitaryPay.com, NavyStoreKeeper.com,
US-Army-Info.com, and VNIS.com. See also QuinStreet, Connecting Customers to You, http://quinstreet.com/what we_do; Army
Toolbag, Army Toolbag.com: Tools for Army Leaders, http:/www.armytoolbag.com.
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A search of the VA site displays a list of all 155 institutions accepting GI bill dollars for a given State, in-
cluding private, non-profit colleges and public universities. But QuinStreet’s lead-generation site returns
a list of only five schools—all for-profit colleges—representing four different companies.?*! Military-
friendlyschools.com, a lead generator site, releases a heavily-advertised list of the “top military schools.”
The rankings, however, are not based on academic quality or other student-focused factors, but on the
schools’ efforts to recruit military students.?*> On June 27, 2012, 20 State attorneys general announced a
settlement of a lawsuit against QuinStreet. The States alleged that QuinStreet violated the States’ con-
sumer protection laws in the course of operating Web sites that generate leads primarily for the for-profit
education industry and that several of the company’s sites targeting military servicemembers, including
GIBill.com, were deceptive and misleading.?** GIBill.com, for example, mimicked the form and layout
of the official GI bill Web site operated by the Department of Veterans Affairs (VA).?* The settlement
requires the company to turn over the Web site GIBill.com to the Department of Veterans Affairs, pay a
$2.5 million fine, and fundamentally alter its disclosures on military and other Web sites. 2%

Targeting Wounded Warrior Centers and Veterans’ Hospitals

The documents produced showed that some schools’ pursuit of military benefits led them to
recruit from the most vulnerable military populations, sometimes recruiting directly at wounded war-
rior centers and veterans hospitals. This practice was first highlighted in a Bloomberg News article about
recruiters from a for-profit college making sales pitches to severely injured soldiers living in wounded
warrior barracks.?*® As the article put it, “US Marine Corporal James Long,” a veteran who suffered a
traumatic brain injury, “knows he’s enrolled. . .he just can’t remember what course he’s taking.” 7

For instance, in the training materials for military recruiters at Kaplan, the committee found ex-
press recommendations that recruiters look for potential recruits at both veterans’ hospitals and wounded
warrior programs:

Veterans’ hospitals are another place that you can expect to find veterans . . . many of the facilities
allow schools to come on site and set up in a common area, such as a lunch room, and provide an
information tables. You can expect to see not only veterans but also family members of veterans,
and hospital staff that will come to your table for information. . .

Check with your local Wounded Warrior program to find out how Kaplan University can best fit
into their educational offerings. 243

241 See U.S. Department of Veterans Affairs, “WEAMS Public,” http://inquiry.vba.va.gov/weamspub/ searchlInst.do#content-area.

22 Military Friendly Schools, “G.I. Jobs Military Friendly Schools ® Methodology,” http:/www.militaryfriendlyschools.com/methodol-
ogy.aspx (accessed March 26, 2012).

243 http://migration.kentucky.gov/Newsroom/ag/quinstreetave.htm; see also, Bloomberg.com, GI Bill Site Called Misleading Closed in
Settlement, Carter Dougherty-Jun 27, 2012.

24 See U.S. Department of Veterans Affairs, “Welcome to the GI Bill Web Site,” http://www.gibill.va.gov.

245 Id‘

2% Daniel Golden, “Marine Can’t Recall His Lessons at For-Profit College (Update 2),” Bloomberg, December 15, 2009, http:/www.
bloomberg.com/apps/news?pid=newsarchive&sid=al8HttoCG.ps (accessed May 3, 2012).

247 Id‘

28 Raplan, Military Training (KHE 267268). Kaplan states that this document does not reflect a training program approved or imple-
mented by Kaplan or Kaplan’s approach to enrollment of military personnel.
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Kaplan states that this document does not reflect a training program approved or implemented by
Kaplan or Kaplan’s approach to enrollment of military personnel. However, one Kaplan recruiter spoke
of visiting a wounded warrior unit with the hope of getting “some good soldiers out of the deal” and that
they “definitely need to take advantage of” the fact that this was going to occur on a monthly basis.**

A recruiter at Grand Canyon University sent a superior the following note regarding her recruit-
ing event for a wounded warrior unit:

We were a big hit. . . I consolidated our position with the Army National Guard at this event. . .
I also made many contacts with the wounded warrior unit that I had not been able to make in the
past (the post has a non-solicitation policy). . . [ also gained 5 solid leads that will turn into ap-
plications this next week.?*°

Misleading Servicemembers Regarding Military Bill Benefits

In addition to aggressively seeking military personnel, the investigation showed that many recruit-
ers misled or lied to service members as to whether their tuition would be covered by military benefits.

In some cases, students have felt duped by schools that claim to be eligible for GI bill funds.
Jon Elliott, a Staff Sargent in the Army and Iraq veteran who publicly shared the story of his experi-
ence at ATI Career Center in Texas, said: “I was assured over the phone that . . . they had been accepted
back in April for the Post-9/11 program. I went in, did a face-to-face with a recruitment official. Once
again I asked, ‘Are you sure we’re good for the Post-9/11?° He said, ‘Yes’ and we started doing some
paperwork.” ! Yet, 3 months later, Sgt. Elliot received a letter from the Department of Veterans Affairs
stating that ATI “was not an authorized institution of higher education, and no benefits would be paid.”
Sgt. Elliott could not afford to pay the tuition without using his benefits, dropped out of school, and was
subsequently pursued by ATI for the $9,600 that he had been told the GI bill would pay for.>>

In other cases, schools misled servicemembers regarding the cost of the program, and whether
or not they would need student loans. One combat veteran with Post Traumatic Stress Disorder wrote to
ITT saying:

The ITT Representative I met with told me that the military would pay for my schooling. Then a
few months letter [sic], I got bills from Sallie Mae saying I owe money for two loans! A federal
and a private loan! What!? I was told I would never see a bill.>**

2% Kaplan Internal Email, March 2010, re: Wounded Warrior (KHE 195614).

2% Grand Canyon University, April 2010, re: RE: Pizza Receipt (GCUHELP 019907). Grand Canyon Education, Inc. (“Grand Canyon”)
is a publicly traded for-profit higher education company that enrolled 42,300 students as of 2010 and is based in Phoenix, AZ.

1 Video: Tom Harkin, “Senator Harkin and Senator Carper Unveil New Data on Post-9/11 G.I. Bill Benefits and For Profit Colleges,”
http://harkin.senate.gov/help/video press.cfim.

232 After Chairman Harkin invited Sgt. Elliott to tell his story at a press conference, ATI contacted Sgt. Elliott to forgive the alleged debt.

23 ITT Internal Email, January 2009, re: REDACTED (ITT-00007708).
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The mother of the same soldier wrote in about her son’s experience with an ITT representative:

The Rep. told him he needed a co-signor just so he could start school immediately, but not to
worry about it, because the military was going to pay for everything, even give him money to live
on and pay his expenses. He sounded so hopeful, something I hadn’t heard from him since before
the war. It was really hard for him to admit he couldn’t continue going to school. He said, he just
couldn’t retain the material . . . He could hardly come around me when he found out Sallie Mae
was calling me for payment of his loan. Veterans with PTSD commonly isolate themselves from
family and friends. This made it even worse.**

The first GI bill made it possible for millions of service members returning from World War II to
attend college and make rapid economic advances; in turn, their success helped to build the middle class,
and led to an unprecedented era of shared prosperity in the United States. Congress has made every ef-
fort to repeat this success by providing generous educational benefits to the new generation of Iraq and
Afghanistan veterans. But this success can only be achieved if taxpayer money is invested in quality
institutions that yield a good education and solid career prospects for veterans. When for-profit colleges
see veterans as “dollar signs in uniform” as Mrs. Hollister Petraeus, head of the Office of Servicemem-
ber Affairs of the Consumer Financial Protection Bureau, put it in a recent Opinion piece, it does a dis-
service to veterans and taxpayers alike.?>

254 Id
23 Hollister K. Petraeus, “For-Profit Colleges, Vulnerable G.1.’s,” New York Times, September 21, 2011, http://www.nytimes.
com/2011/09/22/opinion/for-profit-colleges-vulnerable-gis.html (accessed May 24, 2012).
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How Are Students Performing?

At the outset of the investigation, a fundamental question facing the committee was what propor-
tion of students at for-profit colleges were successfully completing their courses of study. Retention of
students is one area over which colleges exercise significant control. Enrolling students who are likely to
graduate, and supporting them along the way with academic services and counseling is a primary gauge
of a successful institution. Completing a program is a student’s first step on the way to securing employ-
ment, and repaying student loan debt.

Personal narratives and some statistics suggest that many students are succeeding in for-profit col-
leges. Apollo-owned University of Phoenix alone had graduated hundreds of thousands of students, most of
whom might never have completed a degree at a traditional school.>*® Anecdotal evidence, supported by the
companies’ internal documents, indicate that for-profit colleges provide a particularly accessible route for
students who have completed at least 1 year of higher education prior to enrolling. Meanwhile, community
colleges are increasingly turning away potential students in some programs because of limited capacity.

Yet at the outset of the investigation, limitations in available data made it very difficult to understand how
many students were succeeding at for-profit colleges and in what types of degree programs.

Current publicly available graduation-rate data focus only on first-time students attending on a
full-time basis; these data do not account for a large proportion of students attending for-profit colleges.
To fill this information gap, the committee requested detailed student-retention data from 30 for-profit
education companies. These data indicate that 54 percent of students who enrolled in school during a
1-year period between 2008 and 2009 had left school without a degree by mid-2010.%7

Inadequate Public Data for Meaningful Oversight

Consistent and comprehensive institutional-level information tracking for-profit college student
retention and graduation rates is not regularly available. The colleges themselves do not voluntarily
disclose this information, and the measurements that the Department of Education collects and publishes
are lacking in two key respects.

The Department of Education graduation rate measurement tracks only students who attend on a full-
time basis and have not attended college previously. As the University of Phoenix explains the problem:

The issue for institutions such as the University of Phoenix is that IPEDS data is calculated us-
ing “first-time students.” These are students who start at one institution and complete their entire
degree at that same institution. That student is an anomaly at University of Phoenix.?*®

2% In 2012, the University of Phoenix announced it had reached the milestone of 700,000 graduates. Apollo Group, Q2 Statement Issued
March 12, 2012.

27 Senate HELP Committee staff analysis of data provided by for-profit education companies. See Appendix 15. Data from two compa-
nies were not usable due to compromised data integrity.

28 University of Phoenix, Academic Annual Report 2008, http://cdn.assets-phoenix.net/content/dam/altcloud /doc/about_uopx/academic-
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The company notes in its 2011 Annual Academic Report that Associate degree completion rates
are 12 percent higher, and Bachelor’s degree completion rates are 25 percent lower for its total student
population than for the students captured in data reported to the Department of Education.?’

The Department of Education also measures student retention by counting students who are
enrolled in the fall of 1 year, and are still enrolled as of the fall of the following year. However, for-profit
colleges enroll students throughout the year, not on a traditional fall to spring academic calendar. Data
obtained by the committee show that many for-profit college students leave without earning a degree
within a few months. Thus, none of those students who started later than the fall and departed before the
following fall would be counted in the Department’s measurement.

Moreover, the retention data also includes only first-time students who have never attended any
other college.”® For example, the Corinthian Colleges, Inc.-owned schools reported an overall retention
rate of 64 percent to the Department of Education in the 2008—9 reporting period.?*! This number was
based on a first-time full-time population of 15,488 students.*** Yet, documents produced to the commit-
tee show that 130,920 students enrolled in Corinthian schools between 2008 and 2009. The retention rate
measure failed to capture the vast majority of those students.

Low Student Retention

Because public data are so limited, the committee’s request for student-level enrollment data
from 30 for-profit colleges provides the most comprehensive view of the student retention landscape at
for-profit colleges. The companies provided a table of each student, identified by a unique ID number,
who enrolled in a specified period and whether each student was currently classified as completed, still
enrolled or withdrawn. This dataset shows that 54 percent of students who started at a for-profit college
examined by the committee in 20089 left without a degree by mid-2010.2% In total, almost 600,000
students left the colleges without a degree. Among 2-year Associate degree seekers, 63 percent, almost
300,000 students, departed without a degree. Among 4-year Bachelor’s degree seekers, 54 percent, or

annual-report-2008.pdf (accessed May 3, 2012).

2 1d.; University of Phoenix, Academic Annual Report 2011, http://cdn.assets-phoenix.net/content/dam/altcloud /doc/about_uopx/
academic-annual-report-2011.pdf (accessed May 3, 2012).

260 In April 2012, the Department of Education announced plans to expand the persistence and completion reporting requirements to
include part-time and transfer students. U.S. Department of Education, “Education Department Releases Action Plan to Improve
Measures of Postsecondary Success,” Press Release, April 11, 2012, http://www.ed.gov/news/press-releases/education-department-
releases-action-plan-improve-measures-postsecondary-success. (accessed May 19, 2012).

261 TPEDS data for Corinthian for 2008-9.

262 Id‘

26 Senate HELP Committee analysis of comprehensive student-level data provided by 30 for-profit education companies, including all
publicly traded companies. Data from two companies were unusable due to compromised data integrity. Rates track students who
enrolled between July 1, 2008 and June 30, 2009. For-profit education companies use different internal definitions of whether students
are “active” or “withdrawn.” The date a student is considered “withdrawn” varies from 10 to 90 days from date of last attendance.
Two companies provided amended data to properly account for students that had transferred within programs. Committee staff note
that the data request instructed companies to provide a unique student identifier for each student, thus allowing accurate accounting
of students who re-entered or transferred programs within the school. The dataset is current as of mid-2010, students who withdrew
within the cohort period and re-entered afterward are not counted. The for-profit model allows students to stop and easily re-enroll
assuming they have no outstanding tuition balance with the school. It is unclear how many students who drop out within weeks or
months of enrolling do in fact re-enroll at a future date. Some students counted as withdrawals may have transferred to other institu-
tions.
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over 200,000 students, left by mid-2010. Completion rates were significantly better across most colleges
for shorter duration Certificate or diploma programs: just 38.5 percent of students seeking those creden-
tials left.?**

Status of Students Enrolled in For-Profit Education Companies in 2008-9, as of 2010
Degree Level Enrollment Percent With- Median
drawn
Days
Associate Degree 474,817 9.1 28.0 62.9 126
Bachelor’s Degree 374,264 4.6 41.1 54.3 131
Certificate 246,792 56.8 4.7 38.5 100
All Students 1,095,873 18.3 27.2 54.4 124

Worst Performing Programs

Some for-profit colleges had significantly lower retention rates. The chart below shows the 10
Associate degree programs with the worst retention outcomes for students, 9 of which had withdrawal
rates over 60 percent. In total, 247,617 Associate degree-seeking students left these 10 companies with-
out a degree. These 10 companies are among the largest institutions of higher education in the country;
they enroll over one million students, almost half of all for-profit students.

For-Profit Education Companies with the Highest Associate Degree Withdrawal Rates
Company Percent With- Students With-
drawn drawn

Bridgepoint Education, Inc. 84 6,691
Lincoln Educational Services Company 70 4,306
Kaplan Higher Education, Inc. 69 23,030
Corinthian Colleges, Inc. 66 29,547
Apollo Group, Inc. 66 117,738
The Keiser School, Inc. 2 65 5,877
Education Management Corporation 64 20,444
Rasmussen Colleges, Inc. 63 4,887
Career Education Corporation 62 33,634
Alta Colleges, Inc. 58 1,463
All Companies 66 247,617

Overall, the retention rate for Bachelor’s degree students is only slightly better. Among the

26 However some certificate programs showed a far higher proportion of students leaving without completing their course of study.
25K eiser asserts that their withdrawal rate includes students temporarily classified as not-enrolled while awaiting entry into the core
nursing curriculum or who withdrew and later re-enrolled. For additional information see Keiser school profile.
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companies with the 10 highest Bachelor’s withdrawal rates, between 57 and 70 percent of students left
without a degree. In total, 118,087 students left these 10 companies without a Bachelor’s degree. Five
of these companies have withdrawal rates over 60 percent. Four of them are among the lowest retention
colleges for both Associate and Bachelor’s degree students.?¢

For-Profit Education Companies with the Highest Bachelor’s Degree Withdrawal
Rates?®’
Company Percent With- Students With-
drawn drawn

Kaplan Higher Education, Inc. 68 21,390
Rasmussen Colleges, Inc. 64 1,198
Bridgepoint Education, Inc. 63 25,898
Education Management Corporation 61 23,609
Capella Education Company 60 3,378
Corinthian Colleges, Inc. 59 1,889
Grand Canyon Education, Inc. 58 10,212
The Keiser School, Inc.2® 57 1,061
Alta Colleges, Inc. 57 6,237
DeVry, Inc. 56 23,215
All Companies 61 118,087

Online Student Retention

For-profit colleges exhibit even lower retention rates, on average, among their students who at-
tend exclusively online. Among companies that provided data detailing online enrollment, 64 percent of
students attending online programs left without a degree compared to 46 percent of students attending
campus-based programs offered by the same companies.’® According to the CEO of ITT, the typical
for-profit college student “does not necessarily do well in an unstructured, self-motivated environment
like online learning.” #’° That reality, combined with the fact that for-profit colleges, as discussed below,
typically invest less in academic instruction or student services, provides some explanation for the low
retention amongst online students.

Online learning is already playing an important role in higher education, and this role is likely to
increase in future years. In contrast to non-profit and public providers who appear to be producing much
higher levels of student success for comparable students, more needs to be done to ensure that for-profit

2 Bridgepoint, Lincoln, EDMC, Corinthian, and Kaplan.

*"Data exclude Lincoln Educational Services Company due to small sample size.

28K eiser asserts that their withdrawal rate includes students temporarily classified as not-enrolled while awaiting entry into the core
nursing curriculum or who withdrew and later re-enrolled. For additional information see Keiser school profile.

2% Apollo, Bridgepoint, Career Education Corporation, DeVry, ECPI, Grand Canyon, Herzing, Kaplan, Keiser, Vatterott, and Westwood.

210 Statement of ITT CEO Kevin Modany at the Robert W. Baird Growth Stock Conference.
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colleges are meeting the needs of the online student population.””!

Comparison of Withdrawal Rates for Students
Attending School Online and On Campus
Degree Level ONLINE ON CAMPUS
Percent With- Students Percent With- Students
drawn drawn
Withdrawn Withdrawn
Associate Degree 68 172,256 51 28,013
Bachelor’s Degree 57 94,214 55 55,041
Certificate 59 698 34 26,600
All Students 64 277,046 46 100,110

Online outcomes are particularly troubling at some of the larger publicly traded companies. Ca-
reer Education Corporation’s online Associate program had a withdrawal rate of 69.5 percent, compared
to a rate of 44 percent for its on-campus students.

Retention Rates at Career Education Corporation for Online and Campus
Students, 2010

Campus 44.0%

Online 69.5%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

" students Completed or Still Enrolled Students Withdrawn

211 For example, Western Governors University, a non-profit online college has a first-time full-time retention rate of 76 percent and
spent $2,172 per student on instruction in 2009—-10. IPEDS, First-Time Full-Time Retention, and Instructional Expenses.
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At Kaplan, which has since instituted a new orientation program that is expected to have an
impact on this rate, 69.5 percent of online Bachelor’s students withdrew within a year, compared to 44
percent of its on-campus students.

Publicly Traded Company Student Retention

Retention rates are also lower among the large publicly traded for-profit education companies,
which enroll approximately two-thirds of all for-profit college students.?’”> Together, the publicly traded
companies had withdrawal rates 9 percent higher than privately held companies.?”® The five largest
companies by enrollment, all of them publicly traded, had an average withdrawal rate of 57 percent and
account for 62 percent of all students in the dataset who withdrew.?’*

Comparison of Withdrawal Rates for Students Attending Publicly Traded and Privately
Held For-Profit Education Companies
Company Type Percent Students
Withdrawn
Withdrawn

Five Largest For-Profit Education Companies, by Enrollment 57 369,656
Publicly Traded For-Profit Education Companies 55 549,773
Privately Held For-Profit Education Companies 46 46,832

Heavy “Churn”

Because so many students leave school after a short period of time, for-profit colleges must en-
roll an enormous number of new students each year to meet Wall Street investor expectations of enroll-
ment growth. This practice is known in the industry as “churn.” For example, Corinthian Colleges, Inc.,
began 2010 with 86,066 students and ended with 110,550, a growth of 24,484 students.?”* But, in the
same period, 113,317 students left the company (some by graduating or completing programs), requir-
ing Corinthian to enroll 137,831 new students to achieve that growth.?”® In other words, to achieve net
enrollment growth, Corinthian has to enroll the equivalent of its entire student body each year. The same
trend is visible in the enrollment-withdrawal cycle at other colleges. In 2010, Apollo Group enrolled
371,700 new students to achieve a growth of 27,800 students. ITT enrolled 89,123 new students in order
to grow its total student population by 3,920."

272 1.4 million out of 2 million total for-profit college students attend a college owned by a publicly traded company. IPEDS, Fall Enroll-
ment, Fall 2009 for unit identification numbers controlled by for-profit education companies.

213 Senate HELP Committee staff analysis of data provided by for-profit education companies. See Appendix 15.

21 Apollo, Career Education Corporation, Corinthian, Education Management Corporation, and Kaplan.

275 Corinthian Colleges, Inc., Form 10-Q for period ending 03/31/2012; Corinthian Colleges, Inc., Form 10-Q for the Period Ending
12/31/2011; Corinthian Colleges, Inc., Form 10-Q for period ending 09/31/2012. Corinthian SEC quarterly filings. Churn can most
easily be tracked for public companies that report their quarterly enrollment numbers in SEC filings.

276 Id‘

217 Apollo Group, Inc., Form 10-K for period ending 10/21/2010; ITT Educational Services, Inc., Form 10-K for period ending
02/18/2011.
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Community College Comparison

Making an accurate assessment of community college withdrawal rates is equally challenging
because of the same data limitations. Many students who enroll in community colleges similarly do not
show up in data collected and reported by the Department of Education because they attend on a part-
time basis and a significant number who enroll, like those at for-profit schools, are not attending college
for the first-time.?”®

Because the committee’s withdrawal data were the result of a for-profit college-specific docu-
ment request, it is not possible to do an accurate comparison to other sectors of higher education. How-
ever, a more limited dataset from the Beginning Postsecondary Students (BPS) Longitudinal Study
indicates that withdrawal rates at community colleges are similarly high.?”® A recent Harvard analysis
of students entering in 2004 indicates 22 percent of community college students seeking an Associate
degree completed the degree while 28 percent of for-profit students did so. Among bachelor degree-
seeking students, however, 66 percent of students attending 4-year public schools attained their degree,
but only 26 percent of for-profit students did so.?*° While the BPS dataset is based on a statistical sample
of students, rather than all students, it does track students who are not first-time students and represents
the best available comparative dataset.?!

However, because the BPS study looks at a cohort of students who entered school in 2004, the
study does not capture the growth, and the corresponding completion problem, with students enrolling
in for-profit Associate degree programs between 2004 and 2010. For example, in 2004, the University of
Phoenix enrolled 4,000 Associate degree students, which represented 2 percent of the company’s total
enrollment. But, by 2008, the company enrolled 146,500 Associate degree students who made up 41
percent of the student body.?®> The committee staff analysis shows that 66.4 percent of students enrolling
in the University of Phoenix Associate degree programs in 2008-9 withdrew, and did so within a median
of 4 months.

This growth has been challenging for policymakers to track effectively because most data does
not separately track Associate degree students who attend colleges that also offer Bachelor’s degrees.??
Yet, virtually across the board, colleges analyzed by the committee staff had significantly worse with-
drawal rates for 2-year Associate programs than for 4-year, certificate or diploma programs. In the case
of the Apollo Group, the withdrawal rate is 15 percent higher for students enrolled in 2-year programs
compared to 4-year degree programs, and the company itself estimated that the 2006 cohort of Associate

278 In April 2012, the Department of Education announced plans to expand the persistence and completion reporting requirements to
include part-time and transfer students. U.S. Department of Education, “Education Department Releases Action Plan to Improve
Measures of Postsecondary Success,” Press Release, April 11, 2012, http://www. ed.gov/news/press-releases/education-department-
releases-action-plan-improve-measures-postsecondary-success (accessed May 19, 2012).

2 David J. Deming, Claudia Goldin, and Lawrence F. Katz, “The For-Profit Postsecondary School Sector: Nimble Critters or Agile
Predators?,” Journal of Economic Perspectives, vol. 26(1), Winter 2012, pp. 139-164, http://www.frbatlanta.org/documents/news/
conferences/11employment_education_demming.pdf (accessed Apr. 27, 2012).

280 Id‘

31 Apollo Group, Inc. 10-K for period ending 8/31/2008.

282 Id‘

28 Although the Department of Education collects this information through IPEDS and the reported annual graduation data separately
breaks out Associate degree students who attend colleges that also offer Bachelor’s degrees, it is not easily accessible.
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degree students is likely to have a lifetime student loan default rate in excess of 70 percent.?®*

While community colleges and 2-year for-profit programs have similarly low retention rates, the
cost of the for-profit programs makes those programs more risky for students and Federal taxpayers. For-
profit colleges are much more expensive than community colleges, forcing more for-profit students to
borrow, and to borrow higher amounts.?® While 96 percent of those attending a for-profit college borrow
to attend, just 13 percent of community college students do so.?*® Thus, the expense and risk incurred
from an attempt at college that did not end in a degree is greater at for-profit colleges, while most com-
munity college students have little or no debt if they leave school without a degree. However, commu-
nity colleges clearly struggle to provide non-traditional students with the support they need to complete
programs and appear to have slightly worse to comparable student outcomes than for-profit colleges.

Companies That Charge More do not Show Higher Student Retention

Among for-profit colleges, those that charge more do not retain a higher percentage of students.
In fact, as the table below indicates, some schools that charge extremely high tuition have some of the
highest withdrawal rates.

Withdrawal Rates of For-Profit Education Companies with the
Highest Associate Degree Tuition for Students Enrolling in 2008-9
Company Associate De- Percent of Students
gree Tuition Withdrawn
Alta Colleges, Inc. $48,194 57.6
Education Management Corporation $47,410 63.7
ITT Educational Services, Inc. S44,895 53.1
Corinthian Colleges, Inc. $41,149 66.5
Rasmussen Colleges, Inc. $39,432 63.0

For instance, EDMC’s Art Institute Pittsburgh campus charges tuition of $94,765, despite the fact
that EDMC has a 61.9 percent withdrawal rate across all Bachelor’s degree programs. Career Education
Corporation’s American InterContinental University and Rasmussen charged $30,659 and $39,432 for
Associate degrees, while, respectively, 62 percent and 63 percent of their students left school without a
degree. In contrast, the tuition and withdrawal rates were sharply lower at the for-profit college Ameri-
can Public Education, Inc. (APEI).?*” APEI charged $30,350 for a Bachelor’s degree, and 46.4 percent of
the company’s students withdrew without a degree within a year.

The mismatch between student retention and tuition charges points to a larger lack of account-
ability in the for-profit higher education sector.

284 Apollo Internal Email, May 2010, re: RE: Default Information (AGI0049553).

85 The average student debt among companies that received a document request is $10,915. Senate HELP Committee staff analysis.

28 College Board Advocacy & Policy Center, Trends in College Pricing 2011, College Board, pg. 13 (2011), http://trends.collegeboard.
org/downloads/College Pricing 2011.pdf (accessed May 3, 2012).

27 American Public Education, Inc. (“APEI”) is a publicly traded for-profit higher education company that enrolled 77,000 students as of
fall 2010 and is based in Charlestown, WV.
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The Costs of Withdrawal

The high withdrawal rates raise a fundamental question about the value of for-profit colleges for
low-income students. Students who leave school without earning a diploma are 10 times more likely to
default on their loans according to a National Center for Higher Education Policy report.?*® These institu-
tions ask students with the most modest financial resources to take a big risk by enrolling in their high-
tuition colleges. If students succeed at this gamble, they may increase their income. However, if they
drop out, as a majority does at some institutions, they are left with significant debt, and a high chance of
default. In the words of one Kaplan executive:

The value proposition does not exist for a dropped student. The value they gave (indebtedness . . .
) is greater than the value received (an incomplete education). So they default.?®

28 Lawrence Gladieux and Laura Perna, Borrowers Who Drop Out: A Neglected Aspect of the College Student Loan Trend, National
Center for Public Policy and Higher Education, May 2005, http://www.highereducation.org/reports/borrowing/borrowers.pdf (ac-
cessed July 5, 2012).

28 Kaplan Internal Email, November 2008, re: RE: KU CDR Original Loan Amount and Default Rate (KHE 197327).
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Why Do Many Students Fail to Complete For-Profit Programs?

Spending Choices of For-Profit Education Companies

In the absence of regulation that requires for-profit colleges to focus on high retention or other
measures of student success, some for-profit companies dedicate up to 30 percent of revenues to market-
ing and recruiting efforts that ensure a stream of new “starts,” while minimizing spending on education
and academic support services. Some companies also retain a large percentage of revenue as pre-tax
profit, pay their executives far more than other colleges, and divert significant sums to non-educational
activities such as lobbying.

Marketing, Recruiting, and Profit

Some for-profit colleges, including many with the highest profit margins, spend more per student
on marketing, recruiting, and profit than on instruction. Publicly traded for-profit education companies
spent, on average, $248 million on marketing and recruiting in 2009.° Marketing and recruiting in-
cludes all spending on advertising, other marketing spending, lead generation, and the recruiting sales
staff.?! That spending equates to 23 percent of total revenue, on average.?> Some companies dedicate a
higher percentage: Grand Canyon and Bridgepoint Education, two companies with common roots, spent
32.6 and 32.1 percent respectively on marketing and recruiting. Alta Colleges, Inc., a privately held
company that operates Westwood Colleges, devoted 29.1 percent of its revenues to marketing and re-
cruiting. Together, the 30 education companies examined by the committee spent $4.2 billion on market-
ing in 2009, or 22.7 percent of all revenue.”* This translates to approximately $2,622 per student spent
on marketing.**

20 See Appendix 22.

I Companies report spending on marketing and recruiting in different ways. In order to develop the most comprehensive estimate of
spending on marketing and advertising as well as enrollment and recruiting for fiscal year 2009, committee staff used a combination
of the annual 10-K statements of publicly traded companies, audited financial statements and information produced pursuant to item
number 1 of the second tranche in the committee document request of August 5, 2010 (see Appendix 4). Form 10-K annual state-
ments and financial statements were used wherever both marketing and recruiting expenses were broken out or where the two catego-
ries were combined (“marketing, promotion and selling”). See Appendix 22.

22 See Appendix 19.

293 Id‘

»* Student enrollment (denominator) is the “Full Time Equivalent” enrollment reported to the Department of Education. Henley Putnam
is not included in this calculation because the company did not participate in title IV student aid programs and therefore is not required
to report these data to the Department.
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Spending on Marketing and Recruiting at 30 For-Profit Education
Companies, 2009

For-profit colleges have asserted that marketing and advertising are critical to reach the non-
traditional students that have the potential to benefit the most from obtaining some level of higher
education. But attracting non-traditional students through marketing and advertising does not mean that
a college must employ aggressive recruiting tactics. For instance, the public online University of Mary-
land University College has managed to implement an advertising and marketing program directed at
reaching these same students. UMUC spent $27.3 million on marketing and advertising in fiscal year
2010 or $1,325 per full-time equivalent student.?> However, UMUC does not appear to use the tactics
of repeated phone calls and emails, sales pitches based on overcoming objections or the deceptive and
misleading tactics documented above regarding cost, graduation and job placement.

For-profit education companies are successful as businesses; throughout the 2000s many of the
companies had profit margins that topped most of Wall Street.*¢ In 2009, publicly traded for-profit col-
leges had an average profit margin of 19.7 percent and generated a total of $3.2 billion in profit.*’ (Al-
together, the 30 companies examined by the committee generated $3.6 billion in profit, or 19.4 percent
of revenue, that year. This amount translates to $2,277 per student spent on profit.) In comparison, the
highly successful Walt Disney Company reported a profit margin of 18.5 percent in 2009.2°® Similarly,

25 Senate HELP Committee analysis of data provided by University of Maryland.

2% More recently, some for-profit education companies have seen their profit margins dip.

27 Profit figures represent operating income before tax and other non-operating expenses including depreciation. See Appendix 3.

2% Walt Disney Company, Form 10-K for period ending 10/02/2010, available at http://thewaltdisneycompany.com /investors/financial-
information/sec-filings (accessed May 24, 2012).
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Coca-Cola reported a 26.6 percent profit in 2009.2%

Profit Margins (Operating Income) at For-Profit Education Companies,
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Of the 30 companies surveyed 24 posted double digit profit margins. Three companies, ITT,
Strayer, and TUI posted profit margins above 30 percent.** Apollo, the largest education company,
posted a profit of $1.1 billion in 2009.3°! That company collected $3.1 billion in Federal student aid, in
addition to $46 million in military education benefits.*** Proportionally, 86.8 percent of the company’s
revenue, and $925 million of their profit, is attributed to Federal taxpayer sources.

The profit of many education companies is evidently disconnected from the value for students:
revenues (from Federal financial aid dollars) continue to grow even though the most students leave with-
out completing a degree, and many are not able to make payments on their student loan debt. Given that
taxpayers are the source of most of those increasing revenues, they have the right to demand educational
programs that work for more students.

2 The Coca-Cola Company, Form 10-K for period ending 02/26/2010, available at http://ir.thecoca-colacompany.com/phoenix.
zhtm1?c=94566&p=irol-sec (accessed May 24, 2012).

39 TUI Learning LLC (“TUI”) is a for-profit higher education company that enrolled 7,307 students as of fall 2010 and is based in
Arlington, VA.

3 Apollo Group, Inc., Form 10-K for period ending 8/31/2009.

321.S. Department of Education, Federal Student Aid Data Center, title IV Program Volume Report for Apollo, http://federalstudentaid.

ed.gov/datacenter/programmatic.html.
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Executive Compensation

At some for-profit education companies, a substantial amount of tuition dollars that could be
spent on instruction are instead channeled to executives of for-profit education companies as salaries and
bonuses. In addition, executives are awarded stock options that add up to sometimes enormous sums,
even though students at the colleges they oversee are not achieving sought-after outcomes. The CEOs
of the large publicly traded for-profit education companies, took home, on average, $7.3 million each in
fiscal year 2009.3” That year saw some of the largest pay packages in the history of the sector: Andrew
Clark, CEO of Bridgepoint Education, Inc., collected $1.1 million in salary and bonus and $19.4 million
in stock options, and Robert Silberman, the CEO of Strayer, received $40 million in stock options, in ad-
dition to $1.5 million in salary and bonus.’*

Five Highest Paid Executives at Publicly Traded For-Profit Education Companies, 2009

Executive Base Salary Bonus and Other Compen- | Total
Stocks sation
Robert Silberman $665,000 $40,815,000 $9,800 $41,489,800

Strayer Education, Inc.
Andrew Clark $372,917 $20,133,261 $26,126 $20,532,304

Bridgepoint Education, Inc.
Karl McDonnell $330,000 $10,500,000 $9,800 $10,839,800

Strayer Education, Inc.
John Sperling $850,000 $7,403,089 $229,265 $8,617,597

Apollo Group, Inc.
Kevin Modany $712,500 $6,855,000 $61,670 $7,629,172

ITT Educational Services, Inc.

In comparison, the highest paid leader at each of the eight Ivy Leagues received an average of $1.1
million in compensation, or nearly seven times less than for-profit CEOs.** Harvard President Drew Gilpin
Faust, for example, received compensation that totaled $822,000 in 2009.2% The five highest paid leaders
of large public universities averaged compensation of $1 million while the five highest paid leaders at non-
profit colleges and universities averaged $3 million with most others earning far less.*”’

3% Tncludes compensation information for 13 of 15 publicly traded for-profit education companies. Kaplan, owned by the Washington
Post Company, does not disclose compensation for its executives. And National American University was not listed on a major stock
exchange in 2009.

3% Silberman’s $40 million in options vests over 10 years. Much of Clark’s 2009 compensation was made up of stock options connected
to Bridgepoint’s IPO. Bridgepoint Education, Inc. Form DEF 14A for Period Ending 05/12/2012.

395 Sandy Baum (Policy Analyst at the College Board and Senior Fellow at George Washington University School of Education) Testi-
mony before the Senate Committee on Health, Education, Labor, and Pensions, Drowning in Debt: Financial Outcomes of Students at
For-Profit Colleges 112th Congress (2011).

3% The Chronicle of Higher Education, Salaries of Private-College Presidents, 2009, http://chronicle.com/ article/Sortable-Table-Sala-

ries-0f/129982/ (accessed May 24, 2012).

Id. Football coaches at some non-profit and public schools are paid more than the college President. The top five salaries for coaches

in 2011 are: University of Texas $5.1 million, University of Alabama $4.8 million; University of Oklahoma $4 million; Louisiana

307
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Average Compensation for Leaders at Ivy League, Public and For-Profit

Colleges, 2009
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Perhaps most troubling is that the pay of executives at for-profit schools is based primarily on
enrollment and profit goals, not student success. For example, at Corinthian, “75 percent of the annual
bonus opportunity for executives [is] based on operating profit performance.” **® Corinthian Colleges,
Inc., has some of the highest student loan default rates and lowest retention rates among large for-profit
college operators, yet it paid its CEO Peter Waller $4.5 million in 2009.%* UTI, a publicly traded school
focused on automotive technology, bases its bonus structure on the company’s earnings.’!® Thus, they are
paid large salaries and bonuses regardless of whether student outcomes improve or decline.’!!

For-profit colleges also divert significant sums that could otherwise be spent on education, to
lobbying. In 2010, the industry spent more than $8.1 million on lobbying members of Congress.*'? That

State University $3.8 million; University of Towa $3.7 million. See, Christopher Schnaars, Jodi Upton and Kristin DeRamus, USA
TODAY College Football Coach Salary Database, USA TODAY, http://www.usatoday.com/sports/college/football/story/2011-11-17/
cover-college-football-coaches-salaries-rise/51242232/1 (accessed May 20, 2012). Sandy Baum, Policy Analyst at the College Board
and Senior Fellow at George Washington University School of Education, noted the mismatch in her testimony before the committee:
“Average compensation for the five highest-paid public university chief executives in 2009-10 was $860,000. The five highest-paid
Ivy League presidents received an average of $1.3 million in 2008-9. The top five leaders of publicly traded for-profit postsecondary
institutions received and average of $10.5 million in 2009.” Sandy Baum (Policy Analyst at the College Board and Senior Fellow at
George Washington University School of Education) Testimony before the Senate Committee on Health, Education, Labor, and Pen-
sions, Drowning in Debt: Financial Outcomes of Students at For-Profit Colleges 112th Congress (2011).

3% Corinthian Colleges, Inc., Form DEF 14A for Period Ending 11/15/11.

309 Id'

319 Universal Technical Institute, Inc., Form DEF 14A for Period Ending 2/22/12. Universal Technical Institute, Inc. (“UTI”) is a publicly
traded for-profit higher education company that enrolled 21,000 students as of 2010 and is based in Scottsdale, AZ.

3TUTI had some of the better outcomes of programs analyzed by the committee with 32 percent of Associate students and 36 percent of
certificate students withdrawing in the period analyzed. See Appendix 15.

312 A consistent criticism of the investigation has been that the for-profit college sector was not given sufficient opportunity to be heard
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amount is two and a half times greater than the amount the sector spent on lobbying in 2009. The com-
panies and trade association spent another $8 million in the first 9 months of 2011.3!* These funds paid
for 158 lobbyists from 37 firms and for-profit education companies.*'* Some companies have significant-
ly increased their lobbying spending. Capella Education Co., based in Minneapolis, for example, spent
$100,000 on lobbying in the first 9 months of 2010, five times more than in the same period in 2009.3'3
Moreover, since the definition of a “registered lobbyist™ is fairly narrow and does not include State
lobbying activity, media campaigns, or funds paid to public relations firms specializing in astroturfing
(creating the appearance of grassroots movements), the true amount that the industry spends on influenc-
ing lawmakers may be significantly higher.>'¢

Top For-Profit College Registered Lobbying Expenditures January 2010 to October 20113"
Company Lobbying Expenditures
[in millions of dollars]

Washington Post Company $1.7
Coalition for Educational Success $1.7
Career Education Corporation $1.6
Association of Private Sector Colleges and Universities $1.5
Apollo Group S1.4
Corinthian Colleges S1.4
Education Management Corporation S1.4
Bridgepoint Education S1.2
Total $11.9

Instructional Spending

After spending on marketing, recruiting, profit and other non-education expenses is subtracted,
the amount left for educating and supporting students appears relatively meager at many for-profit col-
leges. The amount that publicly traded for-profit companies spend on instruction ranges from $892 to
$3,969 per student per year. Among all companies that received a document request, companies spent an

in the hearings. The committee invited for-profit education executives to provide testimony in three of the six hearings. The hear-
ings were conducted according to committee rules and while the committee minority chose to not call witnesses at some hearings,
they were always afforded the opportunity to do so. An additional hearing was planned for the spring of 2011, but was not held after
leaders of two major for-profit education companies that receive over a billion in taxpayer dollars each year indicated that they would
not appear. While the Chairman considered compelling the executives to appear, ultimately the facts documented in the investigation
speak for themselves.

313 Eric Lichtblau, “With Lobbying Blitz, For-Profit Colleges Diluted New Rules,” New York Times, December 9, 2011, http://www.
nytimes.com/2011/12/10/us/politics/for-profit-college-rules-scaled-back-after-lobbying.html?pagewanted=all (accessed May 3, 2012).

314 Paul Blumenthal, “Regulations Lead To Lobbying Surge By The For-Profit College Industry,” Sunlight Foundation Blog, March 10,
2011, http://sunlightfoundation.com/blog/2011/03/10/regulations-lead-to-lobbying-surge-by-the-for-profit-college-industry/ (accessed
May 3, 2012).

315 Drinker Biddle & Reath, LLP, Lobbying Report for Capella University for First Quarter 2010; Drinker Biddle & Reath, LLP, Lobby-
ing Report for Capella University for Second Quarter 2010; Drinker Biddle & Reath, LLP, Lobbying Report for Capella University
for Third Quarter 2010.

316 The for-profit college sector engaged outside entities like the DCI Group and LawMedia Group to assist in their public relations
campaign.

31"Eric Lichtblau,“With Lobbying Blitz, For-Profit Colleges Diluted New Rules,” New York Times, December 9, 2011, http://www.ny-
times.com/2011/12/10/us/politics/for-profit-college-rules-scaled-back-after-lobbying.html? pagewanted=all (accessed May 3, 2012).
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average of $2,050 on instruction per student in 2009.*'® The chart below details the annual per student
spending on instruction and marketing and recruiting for each of the five for-profit institutions with the
highest profit margins.*"’

Spending Per Student on Marketing and Instruction at the Five Most
$3.500 - Profitable For-Profit Education Companies, 2009
$3,156

$3,000
$2,500
$2,000
$1,500
$1,000

$500

$-
Apollo ITT Strayer TUI Walden
" Marketing Per Student ™ Instruction Per Student

In contrast, public and non-profit schools, which by definition do not retain any revenue as profit
and do not pay taxes, generally spend a higher amount per student on instruction, and spend a far lower
amount on marketing and recruiting. For example, Northern Virginia Community College spends about
$4,068 per student per year on instruction.’” It devotes two-fifths of 1 percent of its budget to marketing,
or about $22 per student per year.*?! Portland Community College in Oregon spends $5,953 per student
on instruction, and about 1.2 percent of its budget, or $185 per student, on marketing.’*?

Some for-profit executives also assert that when comparing institutions’ spending on marketing,
money spent by public and non-profit schools on marketing and recruiting for sports programs includ-

318 See Appendix 21. Senate HELP Committee staff analysis of documents produced by companies for marketing, and IPEDs data for
instruction spending. Instruction cost is composed of “general academic instruction, occupational and vocational instruction, special
session instruction, community education, preparatory and adult basic education, and remedial and tutorial instruction conducted by
the teaching faculty for the institution’s students.” Denominator (students) used is the U.S. Department of Education’s “Full Time
Equivalent” enrollment for 2009.

31 Appendix 21 and Appendix 22.

320 TPEDS 2009 reported data for Northern Virginia Community College.

321 Senate HELP Committee staff analysis of fiscal year 2010 data provided by college.

322 Senate HELP Committee staff analysis of data provided by college and IPEDS.
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ing football and basketball should be included. However, these programs are generally not funded with
student financial aid dollars, and are in many cases self-financed with receipts from ticket sales and me-
dia rights.’*® Even the University of Tennessee and the University of Texas at Austin, institutions with
the highest spending on sports marketing and recruiting at $8.7 million and $7.8 million respectively,
pay these expenses from the revenues generated by the sports programs, and still spend a fraction of the
amount spent by many for-profit colleges.*?*

Student Success is Divorced From Company Success

The analysis above demonstrates that the problem of student withdrawals is much more acute
among publicly traded for-profit education companies.*** Looking at only the five publicly traded for-
profit companies that were among the worst performers for both Associate degree and Bachelor’s degree
students, we also see companies with some of the highest profit margins in the country:

Profit Margins of For-Profit Education Companies with the
Highest Associate Degree Withdrawal Rates

Company Percent of Students | Company Profit
Withdrawn Margin (Year)

[in percent]

Bridgepoint Education, Inc. 84 30 (2010)
Lincoln Educational Services Company 70 19 (2010)
Kaplan Higher Education, Inc. 69 13 (2009)
Corinthian Colleges, Inc. 66 14 (2010)
Apollo Group, Inc. 66 21 (2010)

Student withdrawal rates call into serious question the annual Federal investment of $32 billion
in Federal financial aid to these companies. Further, the contrast between the low levels of academic suc-
cess among students and the high levels of business success among some companies highlights the fact
that the current regulatory environment is fundamentally insufficient to ensure that for-profit colleges
are focused on an educational mission. Publicly traded companies are duty-bound to demonstrate growth
and profitability with no countervailing requirement that they demonstrate high rates of student success.
The consequence is a situation in which education companies disproportionately invest in marketing
and recruiting while keeping educational spending low and tuition prices high. The 15 publicly traded
companies, which saw more than half of their students, 549,773 people, who enrolled in 2008-9 leave
without completing degrees, spent a total of $1.9 billion on marketing (at least 85.6 percent of which
came from Federal taxpayer dollars), and gave $189 million to their top executives.*¢ It is unclear that it
is either prudent or sustainable to continue providing a large guaranteed stream of Federal taxpayer dol-

323 See ESPN, “The money that moves college sports,” Database, http://b2.caspio.com/dp.asp? AppKey=900c1000 ead66e223e-
104a22814a (accessed May 20, 2012).

324 Id‘

32 Because the committee had not fully developed its research on for-profit education companies owned by private equity firms at the
time the document request was issued, further analysis of the outcomes and spending in private equity-owned colleges is warranted.

326 Senate HELP Committee staff analysis of publicly available executive compensation information and data.
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lars to companies who use those dollars for marketing and profit in the absence of requirements that they
also demonstrate high levels of student success.

Academic Quality

A school that dedicates relatively little of its revenues to teaching students, on its face, raises
serious questions about its academic quality and value. Students and employers should be able to expect
and trust that institutions of higher education, especially career-focused education, have the integrity and
rigor to teach skills that are valued in the workplace. Undercover observation and student complaints
reveal that many for-profit schools have curricula that do not challenge students, academic integrity
policies that are sparsely enforced, and teaching practices that in some cases do not lead to successful
student learning and outcomes.

In 2011, undercover employees from the GAO enrolled in 12 different online colleges using
fictitious identities and academic credentials.**” A review of screenshots and other documents from the
employees’ undercover work presents a window into the for-profit online college experience.

The course structure, across the schools, consists of self-directed reading from books and Web
sites, online discussion-threads, online tests, individual written assignments or power-points, and a few
courses that included group assignments. ** The discussions look like what one might expect from an
online blog or social networking site, and discussion posts were often worth between 10 percent and
40 percent of the overall course grade.*®® One Introductory Computing quiz included questions such as:
“When entering text within a document, you normally press Enter at the end of every ,” with pos-
sible answers including: page, sentence, line, and paragraph.**® Interaction with the teacher was primar-
ily through text-based chat rooms, discussion posts, and direct emails.**! Few of the courses featured
video or audio lecture components.

327 GAO employees attempted to enroll at 15 different institutions using fictitious (and unverifiable) proof of graduation from high school
or its equivalent. Only 3 of the 15 schools declined or rescinded the students’ admission as a result of those unverifiable credentials,
while the other 12 institutions allowed admission. See U.S. Government Accountability Office, For Profit Schools: Experiences of
Undercover Students Enrolled in Online Classes at Selected Colleges, Report to the Chairman, Committee on Health, Education,
Labor, and Pensions, October 2011, http://www.gao.gov/assets/590/586456.pdf [hereinafter GAO II].

328 See, for example, GAO Investigation Documentation, January 2011, History of Electronic Messages Between GAO Investigator and
Online Intro to Computer Instructor (GAOHQ-4750764); GAO Investigation Documentation, May 2011, Week Two Class Discus-
sion, Instructions and Student Comments (DALLAS-334889); GAO Investigation Documentation, December 2011, ITT Technical
Institute Discussion Forum Summary Page (HQ-4643279). See, for example, GAO Investigation Documentation, 7itle: TB 141 Week
2 Quiz (HQ-4628843); GAO Investigation Documentation, February 2011, Record of Analysis: Rasmussen—IB—Week 7 Quiz (HQ-
4687765).

See, for example, GAO Investigation Documentation, The Gross Domestic Product (HQ-4600689); GAO Investigation Documentation,
A SWOT Analysis for Online Learning (HQ-4631902).

32 See, for example, GAO Investigation Documentation, January 2011, History of Electronic Messages Between GAO Investigator and
Online Intro to Computer Instructor (GAOHQ-4750764); GAO Investigation Documentation, May 2011, Week Two Class Discussion,
Instructions and Student Comments (DALLAS-334889); GAO Investigation Documentation, December 2011, ITT Technical Institute
Discussion Forum Summary Page (HQ-4643279); GAO Investigation Documentation, 7Zitle: TB 141 Week 2 Quiz (HQ-4628843);
GAO Investigation Documentation, February 2011, Record of Analysis: Rasmussen— IB—Week 7 Quiz (HQ-4687765); GAO Investi-
gation Documentation, 7he Gross Domestic Product (HQ-4600689); GAO Investigation Documentation, 4 SWOT Analysis for Online
Learning (HQ-4631902).

30 GAO Investigation Documentation, 7itle: TB 141 Week 2 Quiz (HQ-4628843).

3T GAO 1L
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Moreover, GAO employees were charged thousands of dollars to enroll in 3- to 6-week basic
courses such as “Keyboarding” and “Learning Strategies and Techniques.” **? Schools also enrolled the
GAO’s employees in: Introduction to the Criminal Justice Program, Introduction to Paralegal Studies,
Introductory Computing, Introductory Math, Critical Thinking, and Introduction to the Medical Billing
Program (I and IT).>*

The GAO’s employees used various tactics to examine academic standards including: submit-
ting obviously plagiarized work; submitting non-responsive or objectively incorrect work; and failing
to submit assignments.*** While several of the for-profit colleges tested responded appropriately to the
subpar student performance, the GAO employees’ experiences reflect, in many cases, a lack of academic
integrity and rigor on the part of for-profit schools.**

GAO employees enrolled in five different courses at Rasmussen University and Corinthian-
owned Everest University.>* These employees repeatedly submitted plagiarized work for each of those
courses.”” Four of the five courses granted full or partial credit for multiple plagiarized assignments, and
instructors in two of those courses never acknowledged the plagiarism in any way. Although according
to the methodology established by the GAO, all students ultimately failed the courses, the failure to dis-
cipline the student is contrary to Everest’s academic honesty policy provides for discipline ranging from
expulsion to reduced credit.**® Rasmussen’s policy requires that no credit be granted for the first dishon-
est assignment and removal from the course after the second. Neither school followed its own academic
honesty policy in response to the plagiarized work.*’

These failures were not due to the plagiarism being difficult to detect. The plagiarized material
was often copied directly from Web sites like Wikipedia or Answer.com, and GAO employees included
links to the source Web sites, making it easy to identify plagiarized work.>*

In some cases, teachers failed to notify the student or the school of plagiarized submissions that
were copied verbatim from other students’ discussion posts for the same assignment. Several assign-

32 GAO 11, Table 1: Federal Financial Aid and Out-of-Pocket Costs of Undercover Student Attendance at 15 For-Profit Colleges.

33 GAO 11, Table 2: Selected Case Details from Undercover Testing at 15 For-Profit Colleges.

334 Id‘

35 GAO produced documentation to HELP Committee staff of their employees’ experiences. This documentation included screenshots
and printouts of submitted coursework and communications with the school. Identifying information was first redacted by the GAO to
protect the identities of parties involved.

336 While the identity of individual companies were not made public at the time of the release of the GAO report For-Profit Schools—Ex-
periences of Undercover Students Enrolled in Online Classes at Selected Colleges, the information was provided to the committee.
The undercover GAO staff enrolled in the following schools: Community Care College, Bridgepoint-owned Ashford University, Ka-
plan University, Career Point College, CEC-owned International Academy of Design and Technology, Rasmussen College, Corinthi-
an-owned Everest College, Newport Business Institute, Pinnacle Career Institute, ITT, Fortis College, and Trumbell Business College.
The three schools that did not permit GAO to enroll were University of Phoenix, DeVry, and Anthem. ITT was school number 10 in
the GAO report; Rasmussen was school number 6, and Corinthian-owned Everest College was school number 7.

37 Another agent submitted a single partially plagiarized assignment at a sixth school, Community Care College, and received partial
credit for that assignment in accordance with the school’s policies. See GAO Il at 12.

38 GAO 1T at pg. 20 (GAO refers to Everest College as School 7).

39 GAO II. GAO agents withdrew after one term, thus any later actions the school might have taken to enforce the academic honesty
policy would not be recorded in the GAO documentation.

30 See, for example, GAO II; GAO Investigation Documentation, Submitted Essay Assignment (HQ-4686888).
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ments submitted by GAO employees were given full or partial credit even when the teachers noted that
the assignment was plagiarized. For instance, in an Introduction to Business course at Rasmussen Uni-
versity, the GAO’s employee submitted material copied directly from the Bureau of Labor Statistics’
Web site.**! The teacher gave 24.5 out of 30 points for the assignment. Even after acknowledging that
the answers were not written by the student, the teacher seemed less concerned with cheating and lack of
original work than with the fact that the student plagiarized material that was not relevant to the assign-
ment. The teacher said:

It appears that you copied and pasted from the website. By doing so you put a lot of extra informa-
tion that I didn’t need. Next time I would prefer if you would read the information and only include
what is needed. I know that this was a hard assignment though. Everyone struggled with it [sic].***

In some cases, teachers did note plagiarism. The most responsible reaction to the plagiarized
work came from a teacher of Everest’s “Learning Strategies and Techniques” course, who consistently
noted the dishonest conduct and gave little or no credit for plagiarized assignments. However, even
though the teacher filed incident reports for multiple assignments, Everest failed to follow up with disci-
plinary action.**

GAO employees not only submitted plagiarized work, but also poor quality assignments. Although
according to the methodology established by the GAQ, all students ultimately failed the course, those
who submitted low quality work frequently received higher credit than they should have according to the
schools’ own academic standards. In 6 of the 20 courses examined by committee staff, undercover em-
ployees received full or partial credit that exceeded the grade prescribed by the school’s established grad-
ing standards. For example, a Career Point College written exam required the student to submit written
answers to four questions.*** The GAO employee instead submitted photographs of political figures and
celebrities, but nevertheless got a passing grade of “C-" for the exam.**> At Newport Business Institute, a
student submitted an assignment answering only half of the questions. The teacher acknowledged that the
submission was only “worth 50%” of the grade, but granted the assignment a grade of 75 percent.**¢

Further, even where a student “earned” a credit by the school’s own grading standards, the aca-
demic experience was far less rigorous than a student or potential employer might expect. For instance,
at Career Point, it is extremely difficult for students to fail a course because if a student does fail a test,
they are required to re-take the same test.**’” For example, after failing a few assignments, an undercover
agent was told by a Career Point teacher:

31 GAO Investigation Documentation, The Gross Domestic Product (HQ-4600695).

32 GAO Investigation Documentation, January 2011, Record of Analysis: Rasmussen —IB—Email 3 (HQ-4610903).

3 GAO Investigation Documentation, May 2011, Record of Analysis: Everest —(Strategies for Success)—Professor Feedback (DAL-
LAS-335083).

34 Career Point College is not one of the 30 for-profit higher education companies that received a document request from the committee
in the course of its investigation.

3 GAO 1L

346 Id

3T GAO Investigation Documentation, August 2010, Career Point College, Introduction to Computers Syllabus and Course Outline
(GAOHQ-4662274).
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Those assignments you did not pass, I’ve opened them up so you can retake them. They are open book
so there should not be any failure. All answers are right in the book and there is no time limit.>#

Teachers also varied widely in terms of how rigorously they graded material. For example, in a
“Learning Strategies and Techniques” course at ITT, students were instructed to write one to two pages
describing the eight steps to problem solving and applying them to a work, school, or personal problem.
The undercover agent submitted a Word document that listed four steps of problem solving, along with
five short sentences referencing a time management problem. The teacher awarded the submission a
grade of 90 percent, along with the following feedback: “Paper met expectations, however, it was sub-
mitted two days late resulting in a 10% deduction.” **

Further, because of the structure of these courses, there is often little interaction with teachers.
What interaction does occur is typically via email or text-chat, but even those communications often
reflect remarkably little time or attention from the teacher. Given the examples described above, it is un-
clear whether some teachers even reviewed assignments prior to awarding grades for those assignments.
For example, one teacher from Everest University seemed to copy-and-paste the exact same feedback
for multiple assignments, including identical grammatical and typographical errors in the teacher’s com-
ments.**° This teacher included the following feedback for 5 of 10 discussion assignments, usually with
just one or two additional sentences identifying the assignment in question:

Remember that you must response to entire of the main question as well as two responses to other
people’s posts [sic]. As we learn from each other responses to the course material [sic]. Please

let me know if there is any assistance [ can provide to assist you in succeeding in the course next
discussion.*!

The GAO employees’ experience is borne out by separate complaints of students and instructors
at for-profit schools. Although complaints do not represent the experience of the majority of students,
they do provide a useful window into some common student grievances. For instance, an instructor at a
UTI-owned campus called NTI wrote,

Every day that I come to work, I hear students tell me that they have encountered employers that
point blank tell them that they do not hire NTI students because of consistent poor performance.
Meanwhile we at NTI are being told to pass students who should fail because we are ‘training
entry level technicians who paid for the certificates like everybody else.’ I am sorry if this offends
you, but I was under the impression that our students paid for an education, not just a piece of
paper!! I have been told to give students points to pass my courses when they should fail 2

Similarly, a Lincoln instructor stated,

3 GAO Investigation Documentation, January 2011, History of Electronic Messages Between GAO Investigator and Online Intro to
Computer Instructor (GAOHQ-4750764).

3 GAO Investigation Documentation, February 2011, Problem Solving Writing Assignment Instructions and Response (HQ-4682883).

3% GAO Investigation Documentation, May 2011, Record of Analysis: Everest—(Computer Applications)—Professor Feedback (DAL-
LAS-335023).

351 Id‘

352 UTI Internal Email, August 2008, re: FW; (UTI-C-000492). UTI was not one of the institutions investigated by GAO 1II.
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I was hired to teach Anatomy & Physiology. There was no syllabus, no order to the course, and I
was given no direction as to how teach using the ‘Oklahoma Model.” Test questions were outdat-
ed. I was told to leave students alone for hours to do case studies and other instructors left them
alone for up to 3 hours at a time on most days. Students even asked me if I was going to ‘teach’
them anything because they were left alone to teach themselves so often. I was unaware that PN
students were able to teach themselves nursing!*>

Students complained about easy classes that they believed did not prepare them for the job
market, highly variable instructor quality, difficulty getting questions answered, and old equipment and
facilities.

“The complete and total lack of preparation, effort, and desire to perform on the part of the
instructor has made this course without any doubt in my mind the largest waste of time, money, effort,
and resources since I have begun attending this school,” complained one ITT student.*** Another student
said, “[I was] rather frustrated with the class I took, felt that I learned nothing and do not feel a bill for
$2500 is a fair amount to be paying for a rather inadequate education.” *3 One summary of a Kaplan
student’s complaint stated, “Basically student is upset about quality of instructors; having to teach her-
self the material; the poor quality of students in the class” **° A summary of another student’s complaint
read, “At Kaplan the price is high and the instruction lacking. He is not happy with the quality of the
faculty and says that lab experiences have been few and far and between” 7 The complaint ends with,
“This is a corporate run school and as such...Money is the main object, not the quality of the education
provided.”*

A Herzing student wrote of one class, “We are currently in our fourth week of class and ... I can
honestly say that I have not learned anything in this class.” ** She goes on to note that on several occa-
sions when students asked teachers basic questions, the teacher was unable to answer.** One UTI stu-
dent stated,

what I’ve gathered in my first course is that it appears I’ve indebted myself $15k dollars to show
up in uniform and decipher procedures from a service manual, basically teaching myself instead
of receiving accurate and consistent direction from an instructor regarding practical, procedural
instruction ... the fact that he was left to instruct us without having a demonstrable mastery of all
the concepts and procedures covered is something I can’t comprehend or ignore without critique
... L know that many instructors at the school are former technicians or were otherwise involved
in shop operations at dealerships or their own private enterprises, but this type of experience
alone doesn’t make a good teacher. Mr. [redacted] is the worst teacher I have ever studied under,

333 Lincoln, May 2007, Letter of Complaint from Instructor to New Jersey Board of Nursing (LINC0000044). The New Jersey Office of
the Attorney General closed the investigation into this complaint without finding violations of law or issuing sanctions. Lincoln was
not one of the institutions investigated by GAO II.

34 ITT Educational Services, August 2006, Completed Student Comment/Complaint Report (ITT-00003876).

35 ITT Educational Services, July 2010, Letter from Better Business Bureau Regarding a Student Complaint (ITT-00009785).

3% Kaplan, June 2008, Document Describing Complaint from a Medical Assistant Student (KHE 0038274).

37 Kaplan, August 2009, Document Describing Complaint from a HVAC Student (KHE 0038727).

358 Id‘

3% Herzing Student Email, November 2009, Student Letter of Complaint (HP000002321).

360 Id‘
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including my associate degree and all the various workshops, paid courses, schools, and seminars
I’ve attended throughout my life [emphasis in original]. !

Twenty-two students, an entire class of nursing students at a Concorde Career Colleges, Inc.
campus, wrote to school administrators that “instructors [were] late to start class by 20-40 minutes;”
lectures were “vague” and “lack[ed] structure;” instructors were “ill-prepared” and spent time “search-
ing for lost papers or tests or equipment;” they were not being taught crucial material about anatomy and
pathology; and when instructors were absent the class was “left to sit unlectured, unguided, untested and
uninformed,” and classes were sometimes excused an hour early.**

One ITT student taking courses in information technology and Web site design complained,
“Several of the classes were inadequate due to untrained or unqualified instructors, the lack of any in-
structor in certain class, the lack of book availability in other courses, and problems accessing equipment
and software in others.” The student’s Web Design class

was inadequate due instructor not teaching any HTML coding language and instead encouraging
students to find code for other Internet websites and copy and paste said code as the student’s own
work. Furthermore, [instructor] installed a computer game on computers which were supposed to
be for students’ final exam website demonstrations and spent the class period playing that game
instead of evaluating student projects. 3¢

Another ITT student complained, “I have a huge problem. I have no teacher. It seems like ITT
has yet again fired a teacher that plays a very important role up there without a replacement. Therefore,
there was a class full of students up there last night and not one person knew what was going on.”

While it may suit some colleges’ purposes to simply pass students despite negligible learning,
this is a betrayal of both students and taxpayers. It fails to equip students for jobs in their chosen fields,

and it provides little or no benefit to the economy or the tax base.

Part-time Faculty

Documents produced to the committee show that the majority of faculty at for-profit colleges
consists of part-time and adjunct faculty, rather than full-time faculty. Among the 28 colleges analyzed,
80 percent of the faculty is part-time. Together, the companies employed 99,565 faculty members, of
whom 79,738 were not full-time, and 22 of the 28 companies had a majority of part-time faculty.’®

At a number of schools, the disparity is particularly striking. At Bridgepoint, for instance, 98.3
percent of the faculty is part-time, and 96.1 percent of Grand Canyon University’s faculty is part time.**

31 UTT Internal Email, October 2007, re: FW: Course 2 ESI full report (UTI-C-001040, at UTI-C-001041).

32 Concorde, September 2009, Letter of Complaint from Class of Nursing Students to Concorde Deans and Administration
(CCC000109599).

33 ITT Educational Services, February 2007, Completed Student Comment/Complaint Report and Attachements (ITT-00005086).

34 ITT Educational Services, December 2006, Completed Student Comment/Complaint Report (ITT-00004629).

3 Appendix 24.

3% Senate HELP Committee analysis of data provided by companies. See Appendix 24.
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Part-time and adjunct instructors are less expensive to employ and frequently are hired on a
short-term basis, thus helping to minimize educational costs. While this model is affordable and effi-
cient, it is unclear if it allows for faculty to exercise genuine academic independence or to have a vested
stake in the quality of the institution, two key questions for accreditors. At least one recent study found
that community colleges with higher portions of part-time faculty also have lower student graduation
rates.’” While the part-time adjunct model is clearly an important innovation, it is unclear whether suf-
ficient attention is being paid to ensuring that quality is not sacrificed as a result of this trend.
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Student Services

First of all, we all need to understand there s a radical difference in educating and graduating a
low-income first-generation student than there is a middle-income student... [In] the for-profit sector they
addpress the financial barriers, but they have not adequately addressed the supportive services barriers.

— Dr. Arnold Mitchem, President of the Council for Opportunity in Education.*®

37 Daniel Jacoby, “Effects of Part-Time Faculty Employment on Community College Graduation Rates,” The Journal of Higher Educa-
tion, Vol. 77, No. 6, November/December 2006, pp. 1081-1103.

3% The Federal Investment in For-Profit Education: Are Students Succeeding?, Hearing Before the Senate Committee on Health, Educa-
tion, Labor, and Pensions, 111th Congress (2010).
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For-profit schools enroll large numbers of non-traditional adult learners including low-income
and first generation college students, who require more extensive support and services in order to suc-
ceed in college ** ITT employees, for example, indicated in an internal email that over 90 percent of
their students cannot do basic math.’”® For-profit colleges extol the access to higher education they
provide to non-traditional low-income and minority students, who have historically been underserved by
traditional higher education. While the industry often points to the high enrollment of at-risk students to
explain poor student outcomes, many for-profit schools fail to make the necessary investments in student
support services that have been shown to help students succeed in school and afterwards. Two large for-
profit colleges, committee staff found, offer no organized tutoring services aside from the instructor.’”!

Support services, when they are provided, include tutoring and other out-of-class academic help,
as well as advising students on choosing classes, librarian services, and connecting students with child
care and transportation help. These services enable students to confidently move through their academic
programs and overcome the day-to-day hurdles that may hinder their successful completion. As Dr. Ar-
nold Mitchem, president of the Council for Opportunity in Education, testified at the committee’s hear-
ing in September 2010:

What am I talking about when I talk about supportive services? I’m talking about you have to
engage these students. You have to provide intensive counseling. You have to provide mentoring,
you have to provide tutoring, you have to provide learning communities. There’s a variety of tac-
tics, services, and treatments that you have to put in play to work with this individual. You have to
work with them in a holistic way. 3"

The relatively low number of student services staff available to help students at many for-profit
colleges severely limits the availability and quality of services the colleges provide. While the services
available at individual colleges range from robust to nearly non-existent, in general, staffing is priori-
tized towards recruiting not student services.

Due to resource constraints, student services are also lacking at many community colleges and
at many minority-serving institutions. This helps explain low retention and completion at some of those
institutions. However, those colleges, many of them struggling financially, commit available funds to ef-
forts to boost retention and completion. Staffing data indicate that for-profit institutions, many of which
generate tens or hundreds of millions of dollars in pre-tax profit, by and large do not invest significantly

3% According to the recently released GAO Report “Student Outcomes Vary at For-Profit, Nonprofit, and Public Schools,” for-profit
schools enroll a much higher percentage of African-American or Hispanic students compared to other sectors. Forty-seven percent
of the students at for-profit colleges are African-American or Hispanic, compared to 28 percent at public schools, and 24 percent at
private non-profits. The same report indicates that for-profit colleges enroll a higher proportion of low-income students. At for-profit
colleges, 76 percent of students are financially independent and have an annual median family income of $22,932. These numbers
were 34 percent and $61,827 for private non-profits, and 46 percent and $44,878 for public schools. For-profit colleges also enroll a
larger number of first generation college students as only 34 percent of their students have parents with an Associate degree or higher,
compared to 46 percent at private non-profits, and 52 percent at public schools. U.S. Government Accountability Office, Postsecond-
ary Education: Student Outcomes Vary at For-Profit, Nonprofit, and Public Schools, GAO-12-143 (December 2011), http:/www.gao.
gov/assets/590/586738.pdf (accessed May 3, 2012).

SOTTT, April 2010, Budget Forecast Spreadsheets (ITT-0014496).

371 Senate HELP Committee interviews with executives of Bridgepoint and CEC.

372 Arnold Mitchem, Ph.D. (President, Council For Opportunity In Education), Testimony before the Senate Committee on Health, Edu-
cation, Labor, and Pensions, The Federal Investment in For-Profit Education: Are Students Succeeding?, 111th Congress (2010).

- 96 -



in these kinds of efforts compared to the sum they invest in recruiting new students.*”?

Among the companies that provided usable data in 2010, the schools employed 35,202 recruiters
compared with 3,512 career services staff and 12,452 support services staff.*’

The deficit of services is reflected in formal complaints students lodged seeking help with academics.
For example, one Ashford student, in and out of the hospital due to a chronic disease, felt that she was left to
“flounder.” She filed a complaint citing “failure on [the school staff’s] part to find ways to help [her] during that
time period, and also their failure to communicate with [her].”*”> A Kaplan student took issue with an “academic
success center,” which Kaplan’s Web site advertises as “offer[ing] assistance with writing, math, and science.”
In reality, that center did not have a single tutor.*’® Another student, the first in her family to attend college, was
told by ITT school administrators after she attempted to obtain tutoring that, “I needed to watch who I spoke to,
and how the people I was talking to weren’t my friends, that they were . . . saying I was agitating them.” *”” The
student concluded: “In so many ways I feel like my life’s dream has been ripped right out of my hands.” 37

Formal complaints also reveal a pattern of inattention by the schools encompassing virtually every de-
partment, from academic advisors to financial aid to technical support. An Ashford student was careful to tell the
enrollment advisors that she was pregnant with twins and “having a great deal of medical issues.” 3" After being
enrolled and taking classes for a number of weeks, she tried to get help because she would not be able to log in
to attend class for a week due to these medical issues. After receiving no help, she submitted a complaint: “No
one is responding and giving me the correct information that I need.” **° Another Ashford student wrote, “My
major complaint is the fact that when I was enrolling in classes I had no problems with someone from the school
returning my phone call. . . . Now that I am an existing student I cannot get anyone to return my phone calls.” 3!

One Herzing student reported receiving very attentive treatment while being recruited, but then not
getting phone calls returned once enrolled.”® She stated, “In my experience, communication between Herzing
and online students does not exist.” *** She continued, I am absolutely astonished by the lack of communi-
cation, lack of effort and lack of support that I have had from Herzing.” ** A UTI student complained about
problems with “Student Services, Financial Aid, Accounting, and Employment services. All of these depart-
ments are very unorganized and unprofessional. Nearly every time I went into one of these departments, I
only went away unhelped, mad and frustrated.”

373 The analysis for the table below excludes six companies that were either not in operation or did not provide data for all years.

37 Appendix 24. TUI and Walden did not provide information for 2010. Additionally, TUI, Chancellor and Henley Putnam were not in
existence for the entire period and CEC provided only 1 year of information.

375 Bridgepoint Student Email, May 2010, re: I want to file a grievance please. (BPI-HELP_00025856).

376 Kaplan Internal Document, October 2008, Student Complaint Record (KHE 0039787).

STTITT Student Complaint, June 2006, Student Letter of Complaint (ITT-00004357).

378 Id

3" Bridgepoint Student Complaint, April 2010, Student Letter of Complaint ( BPI-HELP_00026171).

380 Id

381 Bridgepoint Student Email, July 2008, re: This is my formal complaint (BPI-HELP_00027543).

382 Herzing Student Correspondence, May 2009, re: Herzing University at Birmingham, AL (HP000002286).

383 Id

384 Id

385 UTT Student Email, October 2009, re: (no subject) (UTI-C-000604, at UTI-C-000608).
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Career Placement Services

For-profit schools present themselves as career-oriented, skill-focused places. Indeed, most adver-
tising for for-profit higher education focuses on “getting the job” after graduating from school. As an ex-
ample, DeVry recently ran a bus-shelter billboard advertising campaign: “John doesn’t need to take the bus
anymore because he was given the company car because he got a job with a big-time contractor because he
studied game and simulation programming at DeVry University,” the ads read.**® But data and testimony
collected during the investigation indicate that for-profit schools’ investment in career services is meager.
Among colleges that offered career services, the ratio of students to career advisers ranged from 91 to 1545
students per career services advisor. The University of Phoenix, with a student population of nearly half a
million, has no career placement staff at all.*®” Bridgepoint-owned Ashford University employs one career
placement official for a student population of 77,179 students (as of fall 2010).%*

This limited investment also often appears focused on satisfaction of placement requirements
mandated by accreditors rather than thorough career counseling.

Even where career services are available, many students report that those services are not help-
ful. A robust investment in career services would ensure that career placement employees are able to
foster employer and alumni networks, provide resume and interviewing advice, and give students and
graduates access to non-public job information about potential hiring. But Kathleen Bittel, a career
services employee at the EDMC-owned Art Institute online division, described a very different process
during her testimony at the committee’s September 2010 hearing:

I see a systemic problem here when there are only nine employees servicing the students that are
being recruited by an admissions workforce of almost 1,600. Career Services employees are be-
ing paid nearly a third of what the top performers in the admissions department receive. I believe
these facts speak volumes as to where the real priorities lie within these companies.’®

Ms. Bittel was responsible for assisting as many as 180 departing students at a time. “I would
have loved to have been able to do so much more for my grads, but there was no time,” she told the
committee. Eric Schmitt, a former Kaplan student testified at the committee’s June 2011 hearing,

The school’s Career Services didn’t seem prepared or able to help me. I stopped in the office on
campus a few times but always seemed to get contradictory or confusing resume tips from them.
Career Services would frequently send out emails notifying graduates of jobs being offered that
I had seen on lowa Workforce Development or in the Waterloo Courier. These were job postings

3% Image: DeVry Bus Stop Ad, “John doesn’t need to take the bus anymore,” available at http://images.greatergreaterwashington.org/

images/200903/devry.jpg (on file with the committee).

U.S. Senate HELP Committee staff analysis of documents produced by the companies. See Appendixes 7 and 24. In Apollo’s re-

sponse, found in Appendix 6, the company, for the first time, stated to the committee that it utilizes a third-party provider to “acceler-

ate the delivery of career services to University of Phoenix students.”

%8 U.S. Senate HELP Committee staff analysis of documents produced by the companies.

3% Kathleen A. Bittel (Acme, PA), Testimony before the Senate Committee on Health, Education, Labor, and Pensions, The Federal
Investment in For-Profit Education: Are Students Succeeding?, 111th Congress (2010).
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that I could apply to on my own, instead of driving to the school.**

Student complaints highlight the lack of quality career services. One Kaplan student, who gradu-
ated summa cum laude, stated that the “Career Placement Service is horrible.” **' Another Kaplan stu-
dent stated that the “job assistance program really is NO help what so ever! [sic]” and that any job leads
he received were from Craigslist, not the school.*”* One Herzing complaint noted that the only support
the student received from the career services office was to be sent job postings that he had already found
himself.*** He stated, “If I would have known I would be without a job a year after I finished school then
I would never have [come] to your school. [sic]” ***

A Lincoln student complained,

After graduation I went to the school to look for job placement and the two women who worked
in that department had quit their jobs. I was told that no one would be able to help me find em-
ployment. I left my email address with an admission representative and she never emailed me any
job leads. My Federal aid was wasted on something that I cannot even consider an education. *°

A Concorde student wrote, “It was made to sound like they had connections that a graduate at
any point in their career as long as they asked for help [sic].” *¢ “The only ‘job placement’ the school
does is search three websites (main websites as in Craig’s List, Monster, and one other ). . . Everyone
searches these websites.”

The Criminal Justice Department Chair at UEI College, a for-profit college in California, wrote
to Senator Harkin to relate his experience: “The real problem I saw was that there was no one in Career
Services working on getting these students’ jobs. I have kept in contact with some students and so far I
believe none of my former CJ [Criminal Justice] students have been able to obtain a job in the field.” 3%
A former ITT student wrote expressing similar frustrations at his school. “After graduating with highest
honors (3.85 GPA), ITT did not get me a single interview. . . . The job packet they would give you was
full of fake jobs, after becoming unemployed a couple of years after graduating ITT, I went to the cam-

30 Eric Schmitt (Hampton, TA), Testimony before the Senate Committee on Health, Education, Labor, and Pensions, Drowning in Debt:
Financial Outcomes of Students at For-Profit Colleges?, 112th Congress (2011). The company states that 14 out of 17 graduates from
Mr. Schmitt’s class (who did not seek further education) were placed in jobs. The company also notes that Mr. Schmitt did take a job
with the law firm at which he externed, though the job was short-lived because of disciplinary action and misconduct on the part of the
partner at the firm.

1 Kaplan Internal Document, August 2010, Record of Student Complaint (KHE 0039225).

392 Kaplan, July 2010, Record of Student Complaint About Insufficient Career Services (KHE 0039604).

3% Herzing External Email, September 2009, Former Student Complaint About Lack of Job Assistance (HP000002319).

394 Id‘

3% Lincoln External Correspondence, December 2008, re: CHRO No. 0930220 [redacted] v. Lincoln Technical School (LINC0000264).
The agencies to which the complaint was submitted closed the investigations into this complaint without finding violations of law
or issuing sanctions. Lincoln Education Services Company (“Lincoln”) is a publicly traded for-profit higher education company that
enrolled 33,175 students as of fall 2010 and is based in West Orange, NJ.

3% Concorde External Correspondence, December 2009, Notification of Student Complaint Submitted to the Better Business Bureau

(CCC000110342).

Letter from Paul Scazillo, former instructor at UEI College, to Chairman Tom Harkin, July 7, 2010. UEI is not one of the 30 for-profit

higher education companies that received a document request from the committee during its investigation.
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pus and grabbed a job packet and it had the same jobs as it did two years earlier.”

Aside from difficulties students face in obtaining meaningful career counseling, several investiga-
tions have called into question the credibility of job placement data reported by for-profit schools.*” Career
services staff are often incentivized to report as high a number as possible to satisfy their managers, which
in turn is used to satisfy regulators and as a promotional tool to convince prospective students to enroll.

Incentives for Career Services Staff

Testimony and internal documents indicate that some for-profit career services offices are more
focused on reporting positive placement numbers than actually helping students achieve worthwhile full-
time employment.

Kathleen Bittel, who worked in EDMC’s Art Institute online job placement office, testified that
placement counselors work under a quota system. These employees were required to document that
a certain percentage of graduates were employed in a job in their field of study. If she met her quota
of 85.9 percent of her students placed in their fields, Ms. Bittel’s testified, she could earn a 33 percent
bonus (up to $12,000 per year over her salary of $36,000). Conversely, she testified, she was repeatedly
told that she would be fired if she failed to meet her placement quotas.*”

The first step in meeting the requirement, she said, was eliminating certain graduates from the
calculation altogether so they would not count against the quota. For instance, graduates would typically
be excluded from placement calculations if the counselor reports that they are military spouses or stay-
at-home parents, even if they are unemployed or working in a low-wage retail job. “Established profes-
sionals” working in an unrelated field can also be excluded. This is true even though at least some of
these individuals presumably pursued a degree to further a different career.*’!

One key exclusion employed by a number of colleges is the placement exception for “pursuing
further education.” In an email between two campus directors at Kaplan University, one director wrote,
“John, I was wondering if you could send a list of your MA and MOS graduates from the last 2 years so
we can reach out to them to offer the MPM Associate Degree Program. If they haven’t been employed
yet this will help you with your placement numbers since they will be continuing school.” 40

If a student cannot be excluded from the quota, placement counselors must find a way to count
graduates as employed in their field of study. As Ms. Bittel explained, her colleagues at EDMC “were
expected to convince graduates that skills they used in jobs such as working as waiters, payroll clerks,

398 Letter from Steven Gossman, former ITT Student, to Chairman Tom Harkin, April 9, 2011.

3 A description of several investigations is included in the “Job Placement Rate Manipulation” section of this report, discussing regula-
tory evasion.

400 Kathleen A. Bittel (Acme, PA), Testimony before the Senate Committee on Health, Education, Labor, and Pensions, The Federal
Investment in For-Profit Education: Are Students Succeeding?, 111th Congress (2010).

401 Id

402 Kaplan Internal Email, May 2010, re: Re: MOS and MA Graduates (KHE279471).
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retail sales, and gas station attendants were actually related to their course of study in areas like graphic
design and residential planning” so that the students would consent to sign documentation that they were
employed in their field.*”* Ms. Bittel testified that, particularly with graphic design students, one of the
most successful strategies was to encourage them to take freelance work and pursue self-employment.
While she felt this was one of the few options available for some of the students she counseled, it is un-
clear whether many of those students were genuinely self-employed and supporting themselves.

Internal documents from ITT illustrate the highly flexible criteria that some schools use to de-
termine whether students are employed in their field. ITT’s procedure manual defines work in a “related
field” as requiring only “20-49% of time spent on the job using the skills taught in the core courses” of a
student’s program.** Another ITT document indicates that counselors are sometimes permitted to clas-
sify graduates of the digital entertainment and game design program as successfully placed if they work
at “a Blockbuster or an electronics department that sells video games.” 4% To classify students, many of
whom took on significant debt, as successfully placed when they take a retail job requiring no special-
ized training indicates that the job placement requirements are not always aligned with the best interest
of students.

Dissatisfaction with career services was a common source of student complaints in the docu-
ments reviewed by the committee. For instance, one ITT student filed a complaint stating that “during
a discussion with Career Services they wanted me to register a business so that they could have 100%
placement for this class.” 4 Westwood Colleges recently settled a Colorado lawsuit for $4.5 million that
stemmed, in part, from the college’s practice of counting students as “placed” if they did as little as a
few days of freelance work.*"’

Many students enroll at for-profit universities and colleges because they are looking to start a
new career and are often promised a new and better job if they enroll. They correctly expect assistance
from the school in making the transition from school to work.

But, for many for-profit colleges, helping students achieve educational and career goals is not a
priority. Most for-profit colleges examined devote fewer resources to student services than to recruiting
and enrolling students. As student complaints make clear, students often felt a personal connection with
the recruiter who enrolled them. But, they did not receive a similar level of attention from the student
services representatives. Both the quantity and quality of attention given to students often decline sharp-
ly once students are officially enrolled and attending classes. As a result, some for-profit schools are
shortchanging their students and failing to provide an education worthy of Federal funding.

403 Kathleen A. Bittel (Acme, PA), Testimony before the Senate Committee on Health, Education, Labor, and Pensions, The Federal
Investment in For-Profit Education: Are Students Succeeding?, 111th Congress (2010).

Y4 ITT Internal Document, Career Services Graduate Employment Definitions CS-2 (ITT-00065475).

S TTT Internal Document, FAQs on Employment Classification (ITT-00065499, at ITT-00065501).

6 ITT External Correspondence, Notification of Student Complaint Submitted to the Better Business Bureau (ITT-00005144).

7 Office of the Colorado Attorney General, “Attorney General Announces $4.5 Million Settlement with Westwood College to Address
Deceptive Business Practices,” Press Release, March 4, 2012, http://www.coloradoattorneygeneral.gov/press/news/2012/03/14/attor-
ney_general announces 45_million_settlement westwood college_address dece (accessed May 3, 2012).
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Programmatic Accreditation and Licensure

For-profit colleges sometimes offer programs that do not carry the industry-standard accredita-
tion that allows graduates to obtain employment in the field. Graduates from these programs are often
surprised to learn that, although they went to an institutionally accredited school, they cannot practice
the professions for which they purportedly trained. Some fields, mostly in the health care occupations,
require program-specific accreditation. If a college offers a program that does not carry programmatic
accreditation, then students often cannot find work because employers only hire graduates from accred-
ited programs, or because State laws prohibit graduates from non-accredited programs from practicing
their specialty. In spite of these serious consequences, for-profit schools that offer unaccredited programs
seldom provide a meaningful warning to their students about this issue. As a result, many students first
learn about their program’s accreditation after accumulating debt, attending school, and attempting to
enter the workforce.

What Is Programmatic Accreditation

There are two broad types of accreditation for institutions of higher education. The first type is
institutional accreditation, which indicates that a membership organization approved by the Department
of Education has conducted a peer review of the institution and certified that the college or university
meets specified school-wide standards of quality. Institutional accreditation is critical for all colleges and
universities because it is required for any school to be eligible to receive financial aid funds from the
U.S. Department of Education.

In contrast, rather than certifying an entire school or institution, programmatic accreditation
certifies that a specific degree or certificate program meets standards expected within a particular field
or profession. Different professions and different States place a different emphasis on programmatic
accreditation. For instance, in almost every State, recent law school graduates can become licensed to
practice law only if they graduated from a program accredited by the American Bar Association.**® In
contrast, no State laws mandate that diagnostic sonographers graduate from programs accredited by
the Commission on Accreditation of Allied Health Education Programs (CAAHEP).*” However, most
employers seek to hire only registered sonographers, and registration is not open to recent graduates of
non-accredited degree programs. In order to become registered, students must either graduate from an
accredited program or work for a number of years in the field. Because employers prefer to hire already-
registered sonographers, gaining work experience in lieu of an accredited degree can be very challeng-
ing. Accordingly, while State law does not create an absolute barrier to practicing for students from
unaccredited programs, the practical effect can be the same for many students.

408 National Conference of Bar Examiners, Comprehensive Guide to Bar Admission Requirements 2012, National Conference of Bar
Examiners and American Bar Association Section of Legal Education and Admissions to the Bar, http://www.ncbex.org/assets/me-
dia_files/Comp-Guide/2012CompGuide.pdf (last accessed May 15, 2012).

49 See U.S. Department of Labor, Bureau of Labor Statistics, “Diagnostic Medical Sonographers,” Occupational Outlook Handbook,

March 29, 2012, http://www.bls.gov/ooh/healthcare/print/diagnostic-medical-sonographers.htm (last accessed May 15, 2012).
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Students Are Not Informed About Programmatic Accreditation

Institutions that offer programs that lack programmatic accreditation are highly inconsistent in
how they disclose this lack of programmatic accreditation. Some make a note on the programs’ Web
pages, albeit rarely in a prominent location. Others post the disclosure deep in their Web sites or in the
fine print within pages of enrollment agreements, while framing the disclosure in terms that prevent stu-
dents from recognizing the gravity of this issue.

Few people would enroll in a program if they knew they would be unable to use their degree or
diploma to qualify for a job in their field after graduation. Unfortunately, the investigation has docu-
mented multiple examples of students who have been recruited into non-accredited programs under the
mistaken belief that their investment of time and money would lead to a valuable credential and access
to a job in the field.

Yasmine Issa, who testified before the committee on June 24, 2010, attended Sanford-Brown
College New York, a school owned by Career Education Corporation (CEC).*"® CEC is the fourth larg-
est for-profit higher education corporation in the country and operates 36 Sanford-Brown facilities in
18 States. Ms. Issa enrolled in the 18-month program to study sonography with the goal of working in
an obstetrical office performing ultrasounds. She completed the program in 2008 at a cost of $32,000.
However, it was not until after she completed the program that she learned, from prospective employers,
that she needed to take a licensing examination and be certified by the American Registry for Diagnostic
Medical Sonographers (ARDMS) in order to be hired. Unfortunately, since the program Ms. Issa at-
tended was not programmatically accredited, she was not allowed to sit for the licensing exam unless she
first had a year of work experience in the field.*'' But no employer would give her the work experience
in the absence of the license. As she put it, “I thought that going to school to learn a marketable skill
would allow me to provide for my family. Instead, it has left me more than $20,000 in debt and unable to
be hired in the field I trained for.” #'2

During a visit to a hospital in New Jersey, the supervising ultrasound technician explained to Ms.
Issa that she could have taken the certification exam without work experience if her degree program had
been programmatically accredited. This was the first Ms. Issa had heard about her school’s lack of pro-
grammatic accreditation. Because the school failed to share that information, except in a disclosure buried
in pages of enrollment documents, Ms. Issa cannot find work in her field, nor repay her student loan debt.

Similarly, on June 7, 2011, Eric Schmitt of Hampton, 1A testified before the committee regarding
his experiences pursuing his degree at Kaplan University’s Cedar Falls, IA campus. Mr. Schmitt testi-
fied that, in the course of obtaining his associate degree in paralegal studies, the campus dean told him

410 Yasmine Issa (Yonkers, NY), Testimony before the Senate Committee on Health, Education, Labor, and Pensions, Emerging Risk?
Federal Spending on For-Profit Education, 111th Congress (2010).

4T ARDMS is not itself a programmatic accrediting agency, rather it allows students to sit for examination who graduate from programs
accredited by the Commission on Accreditation of Allied Health Education Programs (CAAHEP). The program Ms. Issa attended is
not accredited by CAAHEP.

412 Yasmine Issa (Yonkers, NY), Testimony before the Senate Committee on Health, Education, Labor, and Pensions, Emerging Risk?
Federal Spending on For-Profit Education, 111th Congress (2010).
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he could go on to law school by attending Concord Law School, also owned by Kaplan Higher Educa-
tion.*® As Mr. Schmitt put it, “It seemed . . . that Kaplan could provide everything I needed to fulfill my
dream of practicing law.” #14

It was not until several years later, as he was finishing his Bachelor’s degree with Kaplan, that Mr.
Schmitt happened to mention Concord to a temporary adjunct professor. The professor broke the news
that Concord, an online law school, was not accredited by the American Bar Association. The only way to
take the bar exam would be to sit for the exam in California, and practice in California if he passed, which
was a serious problem since Mr. Schmitt had never planned to relocate from lowa.*"” To learn these facts
from Concord’s Web site requires a prospective student click on a small-print section titled “Concord Law
School accreditation and disclosure information” and to read multiple small-print paragraphs.

The experiences of Ms. Issa and Mr. Schmitt are not isolated. On March 10, 2011, the committee
heard testimony from a retired official of the lowa Department of Education, Arlie Thoreson Willems,
regarding the experiences of students attending Ashford University.*'* Ms. Willems testified that she and
her colleagues regularly received calls from around the country about Ashford graduates’ lack of eligi-
bility to obtain a teaching credential in their State, many from students who were misled by Ashford’s
recruiters regarding that eligibility. Even though Ashford is operated by California-based Bridgepoint
Education, Inc. and its tens of thousands of online students live in all parts of the country, students called
Ms. Willems because Ashford operates a single small physical campus located in lowa. In order to work
as elementary school teachers, students attending Ashford, had to participate in an approved clinical pro-
gram from another college.*'” Ashford partnered with an Arizona-based community college, Rio Salado,
approved by the State of Arizona to provide online clinical teaching programs leading to Arizona State
teaching licenses.*'® Through the partnership, students who attended Ashford followed by a separate on-

413 See Eric Schmitt (Hampton, IA), Testimony before the Senate Committee on Health, Education, Labor, and Pensions, Drowning in
Debt: Financial Outcomes of Students at For-Profit Colleges, 111th Congress (2011). See also email from Eric Schmitt to the Senate
Committee on Health, Education, Labor, and Pensions, March 28, 2011 (on file with committee).

414 1d. The company states that the initial conversation with the dean, according to Mr. Schmitt’s testimony, occurred in the second
year of his Associate degree program when law school was no more than a thought on the horizon. The company also states that Mr.
Schmitt never applied to Concord law school, and if he had he would have immediately learned that he would not be eligible to sit for
the Iowa bar exam.

415 Mr. Schmitt was encouraged by a Kaplan academic dean to attend Concord Law School, however Mr. Schmitt did not learn about
Concord’s accreditation status—and its effect on his ability to sit for the bar exam—until he had already completed three-quarters
of the work required for his bachelor’s degree. See Eric Schmitt (Hampton, IA), Testimony before the Senate Committee on Health,
Education, Labor, and Pensions, Drowning in Debt: Financial Outcomes of Students at For-Profit Colleges, 112th Congress (2011).
Some States might let Concord graduates sit for the bar exam if they first practice law in California for several years. National Confer-
ence of Bar Examiners, Comprehensive Guide to Bar Admission Requirements 2012, National Conference of Bar Examiners and
American Bar Association Section of Legal Education and Admissions to the Bar, http://www.ncbex.org/assets/media_files/ Comp-
Guide/2012CompGuide.pdf (last accessed May 15, 2012).

416 Arlie Thoreson Willems, Ph.D. (Administrative Consultant for Practitioner Preparation, Iowa Department of Education, retired),
Testimony before the Senate Committee on Health, Education, Labor, and Pensions, Bridgepoint Education, Inc.: A Case Study in
For-Profit Education and Oversight, 112th Congress (2011).

47 Although Ashford’s brick-and-mortar education programs do qualify graduates for a teaching credential, the institution’s online edu-
cation programs do not meet the State’s Department of Education standards. Therefore, graduates from the online program cannot use
their degree to qualify for a teaching credential in Iowa. Further, over 99 percent of Ashford’s students are online-only students. See,
Chapter on Bridgepoint, infra.

418 New approval requirements from the Towa Department of Education will impact distance education programs offering a path to a
teaching credential. Rio De Salado has advised the lowa College Student Aid Commission that they do not plan to seek approval for
a practitioner preparation program in lowa under the new requirements. Accordingly, once the new requirements take effect, Rio De
Salado’s teaching program will not be able to enroll lowa students. Email correspondence with Carolyn Small, Postsecondary Regis-
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line year-long program at Rio Salado, were eligible for an Arizona teaching license. However, depending
on the laws of a given student’s State, that Arizona license might or might not allow them to be licensed
to teach in their own State. The University of Phoenix has a similar arrangement with Rio Salado for its
teacher programs.

Student complaints produced to the committee by Ashford’s parent company, Bridgepoint, pro-
vide multiple examples of the misleading tactics used with regard to this program in other States. For
instance, a Kansas student wrote to the university saying,

I was really blown away to find out that I had spent so much time and money at a College that |
was not going to be able to obtain my Teacher’s license from. The only reason I left my other col-
lege was because I was told that I would be able to receive my Teacher’s license from Ashford.*!’

Similarly, another student wrote:

I was told by my state’s department of education that neither Rio Salado [nor] Ashford was
transferrable to Ohio and that if | continue with my Bachelor’s Degree from Ashford...that my
Bachelor’s Degree would not be recognized and I would have to start all over with a school here
in Ohio...I am extremely upset about this because I was told when I enrolled that I could obtain
my BA from Ashford regardless, but that [ would only need to see if my state would accept Rio
Salado.**

Complaints filed by students at other schools reflect a similar feeling of being misled about program-
matic accreditation. A Kaplan student, who was similarly frustrated with his electrician program, wrote,

I started attending Kaplan Career Institute in February of 2007. I noted the overly eager sales
representative who reeled me in. ... [ was told by the instructors that the classes we were taking
were going to count towards our licensing as electricians, but later down the road I began to hear
differently. The School is accredited by the state, but the Electrician program was not recognized
by the Electrical board.**!

A Concorde student contacted the Florida Attorney General’s office saying, “when I signed up for
surgical tech at Concorde, they told me they were accredited.” *** Then 5 months into the program, “they .
.. told us we had to sign papers” that stated that “if they don’t become accredited before we finish it’s basi-
cally not their fault.” She told the attorney general’s office that if the course was not accredited, she could
not sit for the surgical technology certification exam and that she felt lied to. The school’s response did not
dispute that the program lacked programmatic accreditation, only that the student had signed a statement
attesting that she had read the campus’s course catalog, which disclosed the lack of accreditation and the
fact that the campus was trying to obtain it. The school states that the accreditation was not, at the time,

tration Administrator at the lowa College Student Aid Commission, August 4, 2010.
419 Bridgepoint, August 2010, Formal Grievance Submission Form and Attachments (BPI-HELP_00026808).
420 Ashford University, Formal Grievance, July 29,2010 (BPI-HELP_00026393).
#21 Kaplan, August 2007, Record of Student Complaint and Follow-Up (KHE0038613).
422 Concorde, August 2006, Student Complaint Submitted to FL Attorney General (CCC000109930).
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required. However, the student makes clear that to be employable the accreditation was essential.

Some students with similar experiences at other for-profit institutions have successfully sued
their schools for misrepresenting or omitting accreditation information.** In a recent case, the North
Carolina Attorney General opened an investigation into allegations that Kaplan College was operating an
unaccredited dental program and for which no application was pending while allegedly telling students
accreditation should be approved soon.*** As a result, the school reportedly refunded over $1 million to
students in the program, and surrendered its license to operate that program.*?

It is clear that some for-profit colleges are working to rectify these problems, though at least
some schools still offer programs that do not meet programmatic accreditors’ standards. Additionally,
even high-quality programs must initially operate without programmatic accreditation while the ac-
creditor reviews the program. However, many other institutions fail to inform students about accredita-
tion issues, despite the fact that accreditation is critically important to professional success. While most
schools now include some mention of programmatic accreditation on their Web sites, this information is
often in fine-print and seldom conveys how it can be for students’ job prospects.

A Case Study of Sanford-Brown’s Disclosures for Popular Program Areas

Committee staff examined three programs at Sanford-Brown, (the school attended by Ms. Issa)
for which programmatic accreditations are important: surgical technology, dialysis technology, and
veterinary technology. A review of program information provided by Sanford-Brown’s Web site dem-
onstrates that the company is not forthright in its presentation of its degree programs’ programmatic
accreditation status. Programmatic accreditation information is buried deep within the site, presented in
difficult-to-read paragraphs, and fails to note those campuses that lack accreditation. Further, the page’s
discussion of accreditation minimizes the relationship between accreditation and graduates’ prospects for
professional success.

Programmatic Accreditation and Emplovment for the Three Fields

The three programs examined vary somewhat in terms of how strictly programmatic accredita-
tion is required to find work in the field. Surgical technologists regularly seek certification from the
National Board of Surgical Technology and Surgical Assisting (NBSTSA). While certification from the
NBSTSA is not an absolute requirement for employment, the Bureau of Labor Statistics reports that
most employers seek to hire certified surgical technologists.*** Students may sit for the certification exam
if they graduated from a program accredited by the Commission on Accreditation of Allied Health Edu-

42 See, for example, Completed Jury Verdict Form, Cooney v. Saybrook Graduate School, Case No. 1:04cv11572 (D. Mass. April 2,
2007) (awarding a graduate $137,000 for fraud regarding programmatic accreditation for a counseling degree).

424 “Whistleblower 9: Students say they were misled by local college,” WSOTV.com, November 22, 2011, http://www.wsoctv.com/news/
news/whistleblower-9-students-say-they-were-misled-by-1/nGSy3/ (accessed May 15, 2012).

425 Ames Alexander, “Kaplan College Reimburses Students After Probe of Dental Program, Charlotte Observer, February 10, 2012,
http://www.charlotteobserver.com/2012/02/01/2974937/college-reimburses-students-after.html (accessed May 15, 2012).

426 See U.S. Department of Labor, Bureau of Labor Statistics, “Surgical Technologists,” Occupational Outlook Handbook, May 29, 2012,
http://www.bls.gov/oco/ocos106.htm (accessed May 9, 2012).
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cation Programs (CAAHEP). While an alternate path to certification exists for students from unaccred-
ited programs, it requires that students accumulate years of on-the-job training or work experience.

As with the surgical technology program, accreditation in the field of dialysis technology im-
pacts the professional success of program graduates. Many employers and some States require that
dialysis technicians be certified. Indeed, under regulations promulgated by the Centers for Medicare &
Medicaid Services (CMS) in 2008,*7 clinics must demonstrate that all technicians have passed either a
national certification exam or State-sanctioned test that meets the basic conditions outlined by CMS.**
In order to sit for one of the national certification exams, applicants must either graduate from an accred-
ited program or from a program that provides students with hands-on, clinical training.*? Despite these
requirements, Sanford-Brown claims that “graduates who have diligently attended class and their extern-
ship, studied, and practiced their skills should have the skills to seek entry-level employment as dialysis
technicians.”*?

Finally, certification is especially important in the field of veterinary technology. Most States
require that veterinary technicians pass a credentialing examination, and even in those States that do not,
most employers strongly prefer to hire certified technicians.*' The majority of jurisdictions rely on the
Veterinary Technician National Examination (VTNE) as a means of evaluating applicants’ suitability
for practice and eligibility to be credentialed.**? Although an independent credentialing body determines
the format of the VTNE, the State Boards of Veterinary Examiners or other State agencies tasked with
regulating the exam typically require that VINE candidates graduate from a training program that is ac-
credited by either the American or Canadian Veterinary Medical Association.**?

Misleading Disclosures

Sanford-Brown offers programs in surgical technology at 10 campuses, including three that are
not programmatically accredited. Yet the online promotional materials detailing the three programs
that lack programmatic accreditation do not mention the programs’ status. Sanford-Brown does publish
information about the accreditation and licensure of its training programs online, but only discloses ac-
creditation status in a single location on its Web site.** Prospective students investigating the suitability

471U.S. Department of Health and Human Services, Centers for Medicare and Medicaid Services, Conditions for Coverage for End-

Stage Renal Disease Facilities Final Rule, 42 CFR §§ 405, 410, 413 et al. (2008), http://www.cms.gov/CFCsAndCoPs/downloads/
ESRDfinalrule0415.pdf (accessed May 9, 2012).

428 Id‘

42 Dialysis technology programs are accredited by the Board of Nephrology Examiners, Inc. Nursing and Technology (BONENT), but
certifications exams are offered by Nephrology Nursing Certification Commission (NNCC), BONENT, and the National Nephrology
Certification Organization (NNCO). See Mark Neumann, “Time Running Out for Technicians,” Nephrology News, March 2010, http://
www.nephrologynews.com/renal-policy/article/time-running-out-for-technicians (accessed May 17, 2012).

40 Sanford-Brown, Certificate Program in Dialysis Technology, http://www.sanfordbrown.edu/Areas-Of-Study/Allied-Health-Techni-
cians-And-Therapists/Dialysis-Technology/Certificate-Program-In-Dialysis-Technology (accessed May 9, 2012).

1 See U. S. Department of Labor, Bureau of Labor Statistics, “Veterinary Technologists and Technicians,” Occupational Outlook Hand-
book, March 29, 2012, http://www.bls.gov/oco/ocos183.htm (accessed May 9, 2012).

42 See American Association of Veterinary State Boards, http://www.aavsb.org/VTNE (accessed May 9, 2012).

433 See American Association of Veterinary State Boards, Eligibility for First Timers, http://www.aavsb.org/VTNE/eligibility for first
timers (accessed May 9, 2012).

434 See Sanford-Brown, Accreditation & Licensure, http://www.sanfordbrown.edu/About-Us/Accreditation-And-Certification (accessed
May 9, 2012).
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of a program or campus will not find such accreditation information on the pages describing the program
itself. Rather, they would have to select a particular campus,** read through the curricular information
provided for the surgical technology program available at that location, and then click the link titled “For
accreditation and certification information and disclosures for this and other Sanford-Brown programs
and campuses, please click here.” ¥*¢ That, in turn, would take the student to a page providing an exten-
sive list of the credentials and licenses issued to each Sanford-Brown campus and program. Even after
navigating that long list, however, a student would only see a list of the programs and campuses that
have achieved accreditation, not locations that continue to offer training but lack programmatic accredi-
tation.

Thus, Sanford-Brown’s surgical technology programs at campuses in New York City, Skokie,
IL, and St. Peters, MO, do not appear on the “Accreditation & Licensure” page, as each currently lacks
programmatic accreditation. Similarly, the six campuses that lack programmatic accreditation for dialy-
sis technology and the four campuses that lack accreditation for veterinary studies are all omitted from
the disclosures. Confusingly for a student, however, the locations do remain listed among the campuses
offering those degree programs, and no mention is made of the fact that the programs lack accreditation.

The page on which the accreditation and licensure information is published also downplays the
role of accreditation. The Sanford-Brown Web site states that “accreditation is a voluntary process which
may be undertaken by schools to demonstrate compliance with specific standards designed to indicate a
level of education quality.” *7

Tellingly, the online program description for the veterinary technology program offered at San-
ford-Brown’s Portland, OR, campus claims that “graduates who have diligently attended class and their
clinical, studied, and practiced their skills should have the skills to seek entry-level employment as vet-
erinary technicians.” #*® In truth, the program has not been accredited by the American Veterinary Medi-
cal Association (AVMA). And, the Oregon Veterinary Medical Examining Board (OVMEB) demands
that VINE applicants graduate from an AVMA -accredited program. Applicants with solely on-the-job
experience are not allowed to sit for the test.*** While graduates of the program may be able to move to
other States to gain entry in the field, this would present an untenable burden for many people.

The company appears to purposefully diminish the significance of programmatic accreditation
and fails to inform prospective students that the lack of accreditation can stand as a barrier to profes-
sional success following graduation.

435 See Sanford-Brown, Surgical Technology, http://www.sanfordbrown.edu/Areas-Of-Study/Allied-Health-Technicians-And-Therapists/
Surgical-Technology (accessed May 9, 2012) (providing a list of every Sanford-Brown campus at which a surgical technology pro-
gram is available).

43¢ See Sanford-Brown, Associate of Applied Science Degree Program in Surgical Technology, http://www.sanfordbrown.edu/Areas-of-
Study/allied-health-technicians-and-therapists/surgical-technology/Associate-of-Applied-Science-Degree-Program-in-Surgical-Tech-
nology (accessed May 9, 2012) (describing the associate degree program available at the St. Peters, MO, location).

437 Id‘

48 Sanford-Brown Career Training Programs, Associate of Applied Science Degree Program in Veterinary Technology, http://www.
sanfordbrown.edu/Areas-Of-Study/Allied-Health-Technicians-And-Therapists/Veterinary-Technology/Associate-Of-Applied-Science-
Degree-Program-In-Veterinary-Technology (accessed May 9, 2012).

49 Oregon Veterinary Medical Examining Board, Veterinary Applications, http://www.oregon.gov/OVMEB/ applications.shtml (accessed
May 9, 2012).
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A Comparison of Multiple Schools’ Disclosures for Two Smaller Degree Programs

Committee staff also analyzed disclosures for two smaller degree programs that are commonly
understood to require licensure: law degrees or Juris Doctorates (JD), and Doctoral programs in clinical
psychology. Four of the 30 institutions offered doctoral programs in clinical psychology, and two com-
panies offered JD programs.

The JD programs were offered by Concord Law School, owned by Kaplan, and Western State
School of Law, owned by EDMC. Western State School of Law is accredited by the ABA, while Con-
cord Law School is not. Concord’s JD Program Web page correctly notes that graduates of the program
are eligible to sit for the California Bar Exam and, if they pass the bar exam and meet other require-
ments, would be eligible to practice law in California.*** However, the page does not mention that the
program was not accredited by the American Bar Association and that as a result, even students who
ultimately passed the California Bar Exam would not be allowed to sit for the required bar examination
in many other States.*!!

Each of the four clinical psychology doctorate programs correctly stated the American Psy-
chological Association (APA) accreditation status of the program. With regard to clinical psychology,
attending an APA accredited program is required in some States in order to practice as a psychologist.
Of the four companies offering a doctorate in clinical psychology, Argosy College—owned by Educa-
tion Management Corporation, the second largest for-profit higher education corporation—was the only
school with some programs accredited by the APA. Argosy’s Web site provides a list of campuses at
which its doctoral clinical psychology programs were accredited.*** Like Sanford-Brown’s disclosures,
however, the same page neither mentioned that two of its 11 programs were not accredited, nor that
graduates from those two programs would not be able to practice in several States.*

Web sites for the other three companies with Clinical Psychology Doctorates acknowledged that
they lacked programmatic accreditation. Two of the schools, Laureate-owned Walden University** and
Bridgepoint-owned University of the Rockies,** took the additional step of noting that accreditation is

440 Concord Law School, Juris Doctorate Degree Program, http://www.concordlawschool.edu/juris-doctorate-degree.asp (accessed May
9,2012).

41 Some States might let Concord graduates sit for the bar exam if they first practice law in California for several years. National Con-
ference of Bar Examiners, Comprehensive Guide to Bar Admission Requirements 2012, National Conference of Bar Examiners and
American Bar Association Section of Legal Education and Admissions to the Bar, http://www.ncbex.org/assets/media_files/Comp-
Guide/2012CompGuide.pdf (accessed May 15, 2012).

442 Argosy University, Clinical Psychology Programs, http://www.argosy.edu/colleges/ProgramSummary.aspx?id=12 (accessed May 9,
2012).

43 Florida, Georgia, Mississippi, and Oklahoma require APA accreditation for some licenses. Other States, including Connecticut, Idaho,
and Illinois, among others, accept APA accreditation as sufficient to demonstrate a program’s eligibility for certification purposes, but
also allow students from some non-APA-accredited programs to become certified. See Association of State and Provincial Psychol-
ogy Boards, Handbook of Licensing and Certification Requirements, http://www.asppb.org/HandbookPublic/HandbookReview.aspx
(accessed May 9, 2012).

444 Walden University, Clinical Psychology Specialization—Doctoral Programs, http://www.waldenu.edu/Degree-Programs/Doctor-
ate/18013.htm (accessed May 9, 2012). Walden LLC is a for-profit higher education company that enrolled 47,456 students as of 2010
and is based in Minneapolis, MN.

445 University of the Rockies, Doctor of Psychology—Clinical Specialization, http://rockies.edu/degrees/psyd clinical.htm (accessed May
17,2012).
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required to obtain a license in some States, although they failed to list those States. The third school,
Capella University, made no mention that the lack of program accreditation meant that, as a practical
matter, graduates would be unable to practice in some States.*® Capella also chose to print the accredita-
tion information in an easy-to-miss greyed-out font near the end of the page.

Lower Licensing Exam Pass Rates*’

In some cases, the for-profit college sector is not performing as well as other sectors in prepar-
ing students for licensing exams in comparison to other sectors of higher education. Between 2008 and
2010, even for those schools that possess the required programmatic accreditations, graduates of for-
profit schools generally had lower pass rates than graduates of non-profit and public schools, with wide
differences among sectors in a number of fields.**

A December 2011 GAO survey determined that, the pass rate for students who attended for-profit
colleges was 8.8 percent lower than for students who attended non-profit colleges, and 9.1 percent lower
than for students who attended public colleges.*® Surgical Technology, a program offered by many for-
profit schools such as American Career College, Everest, Anthem, Brown Mackie, and Sanford-Brown,
had the widest disparity in pass rates: students who attended for-profit schools failed that exam more
than twice as often as students who attended public schools.*°

Student complaints frequently refer to for-profit colleges’ inadequate preparation for licensing
exams.”! For example, at Vatterott College, students complained that the Pharmacy Assistant program
did not prepare them for the Certified Pharmacy Technician exam.*? In response to these complaints,
school officials denied that Vatterott had ever represented that their program could prepare students to
become Certified Pharmacy Technicians. Instead, officials claimed, the program was designed to prepare

46 Capella University, Doctor of Psychology (PsyD), http://www.capella.edu/schools_programs/psychology/psyd /clinical_psychology.
aspx (accessed May 17, 2012).

4“7 Defined by GAO to refer to exams that are required to work in a specific occupation, even though some of those exams are technically
certification exams. For instance, according to The National Board of Surgical Technology and Surgical Assisting, certification as a
surgical technologist is voluntary. However, as discussed above, licensing is often required by employers.

4“8 1U.S. Government Accountability Office, Postsecondary Education: Student Outcomes Vary at For-Profit, Nonprofit, and Public
Schools, December 2011, GAO-12-143, http://www.gao.gov/assets/590/586738.pdf (accessed May 17, 2012). (“The nine licensing
exams for which graduates of for-profit schools generally had lower pass rates were for Registered Nurses (RN), Licensed Practical
Nurses (LPN), Radiographers, Emergency Medical Technicians (EMT), Paramedics, Surgical Technologists, Massage Therapists,
Lawyers, and Cosmetologists. On some exams, the differences across sectors were statistically significant, but relatively small. For
example, 85 percent of graduates earning a bachelor’s degree from for-profit nursing programs passed the RN exam, compared to 87
percent of such graduates from nonprofit schools. While we were unable to calculate overall pass rates on the 10th exam (for funeral
directors), separate analyses of the two sections of the exam suggest that graduates of for-profit schools had similar or better pass rates
than graduates of nonprofit and public schools. While for-profit graduates as a group generally had lower pass rates, some individual
for-profit schools had relatively high pass rates.”)

449 Id‘

430 The sample was based off of 225 for-profit students and 393 public students. American Career Colleges, Inc. (“ACC”) is a publicly
traded for-profit higher education company that enrolled 4,716 students as of fall 2010 and is based in Irvine, CA. Brown Mackie is a
brand of colleges operated by Education Management Corporation (“EDMC”), a publicly traded for-profit higher education company
that enrolled 158,300 students in 2010 and is based in Pittsburgh, PA.

41 See, for example, Vatterott External Correspondence, March 2009, re: Complaint of [redacted student name] (VAT-02-05-02337).
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students for “entry level” positions in a pharmacy, such as a position as a pharmacy office assistant.*>

Many professional licensing organizations require potential professionals to meet certain pre-
paratory requirements before they are eligible to sit for a licensing exam. Nonetheless, recruiters some-
times mislead students about those requirements in order to secure an enrollment. For example, Chair-
man Harkin received a letter from a graduate of Apollo’s Associate degree-based Axia College who had
a felony drug conviction from her teenage years.*** Axia’s admissions counselor told her that the convic-
tion would not hinder a career as a pharmacy technician after she finished her degree at Axia. The stu-
dent graduated with a 3.61 GPA, and $27,000 in debt, only to discover that the required licensing board
placed a lifetime bar on individuals with felony drug convictions sitting for the exam.*>

Conclusion

Some for-profit colleges make the investments in academics and support services necessary to
help students succeed. However, across the for-profit spectrum, tremendous amounts of taxpayer dollars
are being diverted from education-related spending to marketing and recruiting efforts that are some-
times misleading and deceptive. This focus on ensuring the financial success of the companies without
first ensuring the academic success of students has tremendous consequences.

453 Id
434 Letter from Aubrie Roupe, former University of Phoenix student, to Senator Tom Harkin, April 2, 2011.
455 Id
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What Are the Consequences for Students?

High Debt

At the committee’s June 7, 2011 hearing, Sandy Baum, a policy analyst at the College Board and a top
expert on student debt, testified that ““student loans are an important and justified component of our higher educa-
tion financing system” but “there is overwhelming evidence that large numbers of students, particularly stu-
dents from low-income backgrounds, are suffering great hardship as a result of excessive borrowing required to
finance their enrollment in for-profit institutions.” *® As college costs continue to rise, more students are borrow-
ing to pay for school, and they are taking out large loans. Student debt across all sectors is growing.*’ Funds paid
out under title I'V student loan programs have tripled in the past 10 years. The amount students are borrowing
at public colleges has doubled in the past 2 years. High student debt is a serious issue, explored in HELP Com-
mittee hearings in February 2007, April 2008, March 2012 and most recently in July 2012. High borrowing is a
problem in higher education generally, but students at for-profit institutions are more likely to borrow, and more
likely to borrow large loan amounts, than their peers at other types of institutions.**

Share of Students Borrowing by Sector, 2009
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Ninety-six percent of for-profit students take out student loans, according to the most recent
U.S. Department of Education data.* In comparison, 13 percent of students at community colleges, 48

43¢ Drowning in Debt: Financial Outcomes of Students at For-Profit Colleges, Hearings Before the Senate Committee on Health, Educa-
tion, Labor, and Pensions, 112" Congress (2011).

47 Sandy Baum (Policy Analyst at the College Board and Senior Fellow at George Washington University School of Education) Testi-
mony before the Senate Committee on Health, Education, Labor, and Pensions, Drowning in Debt: Financial Outcomes of Students at
For-Profit Colleges 112th Congress (2011).
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439 College Board Advocacy & Policy Center, Trends in College Pricing 2011, College Board, pg. 13 (2011), http:/trends.collegeboard.
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percent at 4-year public, and 57 percent at 4-year private non-profit colleges borrow money to pay for
school.*® For-profit schools typically enroll students who are independent from their parents and who
do not have high income or assets to pay for school. But that fact does not fully explain the high volume
of borrowing, since many community colleges generally enroll this same population of students. One
difference is that, as discussed above, for-profit schools charge higher tuition than public schools and do
not generally have institutional scholarship money available, as many private non-profit schools do.*!
The combination of factors contribute to this harsh reality: nearly every student who enrolls in a for-
profit school must borrow money.

Not only do more students at for-profit schools borrow, they borrow more money than their
peers at other types of schools. Independent students, who make up most of the for-profit student body,
leave for-profits schools with a median debt of $32,700, but leave public colleges with median debt of
$20,000, and private non-profit colleges with a median debt of $24,600.%* Moreover, for-profit schools
enroll far more high-dollar borrowers. While most for-profit students do not graduate, the 57 percent
of Bachelor’s students who do graduate owe $30,000 or more.** In contrast, 25 percent of those who
earned degrees in the private non-profit sector and 12 percent from the public sector borrowed that
much. 4%

These high debt loads place a heavy burden on students who leave for-profit schools, whether
they withdraw or graduate. A Lincoln student filed a complaint with the college, telling officials, “I
went to school to better my life, and when my loans become due, I will actually be in worse financial
shape than I was before I attend[ed] school. I wish I would have never attended school at all.” > An ITT
student told the college, “I’ve heard of 10k for a 2 year degree but 40k?! [emphasis in the original].” #6¢
Another ITT student filed a complaint stating that he took out student loans “in the hopes of improving
my knowledge so that I could improve my worth in society, for a higher paying job. Instead now I have
a loan to pay off and absolutely nothing to show for it.” *” Some students are incurring debt that they
may never be able to pay off. An uncle of a Kaplan student with cerebral palsy told the school that his
nephew “is left with $8,400 in loans for a degree he could not possibly obtain.” *® Students with dis-
abilities often require extra accommodations that ensure they can perform at their full level of ability; in
the case of this Kaplan student, those accommodations were not provided.

org/downloads/College Pricing 2011.pdf (accessed May 3, 2012).

460 Id‘

41 See, generally, Delta Cost Project, Trends in College Spending 1999-2009: Where Does the Money Come From? Where Does It Go?
What Does It Buy?, Delta Project on Postsecondary Education Costs, Productivity, and Accountability (2011), http://www.deltacost-
project.org/resources/pdf/Trends2011_Final 090711.pdf (accessed May 3, 2012).

462 Median debt for students receiving a Bachelor’s degree in 2007-8. Sandy Baum (Senior Fellow, George Washington University
School of Education and Human Development), Testimony before the Senate Committee on Health, Education, Labor, and Pensions,
Drowning in Debt: Financial Outcomes of Students at For-Profit Colleges, 112" Congress (2011).

43 1d. at 2.
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465 Lincoln External Email, January 2007, re: BBB Complaint Case#42006975(Ref # 58-6023-42006975-4-12200) (LINC0000001, at
LINCO0000003). The Better Business Bureau did not pursue an investigation of this complaint.

46 ITT External Correspondence, January 2009, re: ITT Technical Institute (ITT-00009376, at ITT-00009383) (response to student’s
complaint with text of student’s complaint enclosed).

47TTT External Correspondence, July 2010, Notice of Student Complaint to Better Business Bureau (ITT-00009785, at ITT-00009786).

468 Kaplan Internal Record, July 2006, Record of Student’s Family’s Letter of Complaint (KHE 0038287).
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Low Repayment and High Default

Struggling under their debt burdens and unable to find work that allows them to pay down that
debt, many students who attended for-profit schools are not actively repaying their loans or have already
defaulted.

A little over one-third, about 36 percent, of students who attended for-profit schools are paying
down the principal on their student loans, according to Department of Education data.*® In comparison,
54 percent of students at public colleges, and 56 percent at private non-profit institutions, are actively
repaying their student loans.*”® Some for-profit schools have higher repayment rates: At UTI, for exam-
ple, 54 percent of students were making payments on their loans.*”! Other schools have very low rates:
only 23 percent of Vatterott’s students and 18 percent of Remington’s students are actively repaying their
loans.*"?

Students who do not make their student loan payments for 360 days are considered in default.*”
Slightly more than 1 in 5 students who attended a for-profit college (22 percent) defaulted on a student
loan within 3 years of leaving the school, according to the most recent data.*’* In contrast, 1 student in 11
at public and non-profit schools defaulted within the same period.*”> On the whole, students who attend-
ed for-profit schools default at nearly three times the rate of students who attended other types of insti-
tutions.*”® The consequence of this higher rate is that almost half of all student loans defaults nationwide
are held by students who attended for-profit colleges.*”’

49 Senate HELP Committee staff analysis of data from Department of Education, Cumulative Four-Year Repayment Rate by Institu-
tion. http://www2.ed.gov/policy/highered/hearulemaking/2009/ge-cumulative-rates.xls. On June 30, 2012, the District Court for the
District of Columbia struck down the gainful employment rule stating that the Department had failed to provide sufficient justification
for the requirement that 35 percent of students are repaying loans. Association of Private Colleges and Universities v. Duncan, 2012
DC D 1:11-CV-01314-RC U, p. 29-31, available at http://big.assets.huffingtonpost.com/judgeordergainful.pdf (accessed July 6, 2012).
While the decision questioned the basis for the repayment rate threshold as a part of Department’s rulemaking, it did not question the
accuracy of the repayment rate data.
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47 Under the Direct Loan Program. Under the Federal Family Education Loan (FFEL) program, default occurred on the date that a guar-
antee agency paid a claim of default, which could be between 270 and up to 360 days delinquent.

474 Senate HELP Committee staff analysis of U.S. Department of Education Trial Cohort Default Rates fiscal year 2005-8, http://feder-
alstudentaid.ed.gov/datacenter/cohort.html. Default rates calculated by cumulating number of students entered into repayment and
default by sector.

475 Id‘

476 Id‘

477 Id‘

114 -



Trial 3-Year Default Rates by Sector, 2005 and 2008
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The trend in default rates points upwards. Among the schools the committee examined, the cohort de-
fault rate has been growing 8.9 percent each year for successive groups of students entering repayment in 2005
through 2008.4® In terms of the impact for students, this growth means that tens of thousands more students are
defaulting each year. The situation at some individual campuses is dire. At Lincoln’s Southwestern College in
Dayton, OH, 19.7 percent of students default within 3 years, for the 2005 cohort.*” For the 2008 cohort, the pro-
portion of students defaulting jumped to 35.3 percent. Remington College’s Tampa, FL, campus saw its 3-year
default rate jump by nearly 50 percent, from 16.9 percent to 25.1 percent between 2005 and 2008.*%°

As total student debt reaches $1 trillion and students across all sectors of higher education are con-
fronted with higher debt than previous generations and fewer than expected job opportunities, it is likely that
default rates across all sectors of higher education will increase. Since 1996 average debt for Bachelor’s de-
gree students has jumped 35 percent, partially accounting for the 68 percent drop in net worth of households
led by those under 35 between 1984 and 2009.%!

However, students who attended a for-profit college already account for 47 percent of all borrowers
in default, and 1 in 5 students enrolling in a for-profit college (22 percent) defaults within 3 years of entering
repayment on his or her student loans. This is already an unacceptably high rate of failure that needs to be ad-
dressed.

478 Id'

479 Id'

480 Id'

41 Matt Townsend, “Young Consumers Pinch Their Pennies,” Bloomberg Businessweek, March 22, 2012, http://www.businessweek.com/
articles/2012-03-22/young-consumers-pinch-their-pennies (accessed May 20, 2012)._
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Corinthian Colleges, Inc. Default Rates, 2005—-8
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Some for-profit education companies have particularly troubling default rates. Corinthian Col-
leges, the company with the highest default rates among any large for-profit operator, saw 23,623 of
its students who entered repayment in 2008 default on a Federal student loan. Among all the students
leaving Corinthian-owned schools from 2005-8, over 73,000 defaulted.*®> Moreover, as discussed below,
some for-profit education companies use default management tactics that may cross the line to default
manipulation and place former students in forbearances or deferments so that these students do not show
up in the companies’ reported default rates.

Lifetime Default Rates

While the Department of Education only reports school-specific default rates for the first 3 years of
students’ repayments, the Department of Education publishes a Budget Lifetime Default Rate that measures the
dollars (as opposed to student borrowers) that the Department expects to default for each sector of higher edu-
cation.”®® The Department estimates that 46.3 percent of all dollars lent to for-profit students who entered repay-
ment in 2008 will default.”®* The comparable number for 2-year public and non-profit colleges is 31.1 percent.*

42 Senate HELP Committee staff analysis of U.S. Department of Education Trial Cohort Default Rates fiscal year 2005-8, http://feder-
alstudentaid.ed.gov/datacenter/cohort.html. In March 2012 Corinthian announced that its 2009 3-year default rate had fallen by 7.3
percent to 28.8 percent.

43 U.S. Department of Education, Information for Financial Aid Professionals, Cohort Default Rates Charts (2010), http://ifap.ed.gov/
cannouncements/attachments/122010CDRIlifetimerateattachment2ratechart2010.pdf (accessed May 3, 2012).
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The committee’s investigation uncovered internal documents showing some schools’ own internal
calculations of lifetime default rates. An email between Apollo Group executives indicated that the company
estimated lifetime default rates for the company’s Western International University, which included all 2-year
degree program students, as high as 77.7 percent.**® For its larger University of Phoenix division, including all
4-year degree students, estimated lifetime default rates ranged from 21.7 to 33.5 percent.*” These numbers,
which track students leaving college 5 to 10 years ago, are especially disturbing in light of the increase in the
cost of tuition and the heavy borrowing of students in the past few years.

High Interest Institutional Loans

In addition to Federal debt, some students, because of the high price of tuition, must rely on alterna-
tive financing. Prior to 2007, the standard practice was for students to obtain this financing through the private
lending companies. After the 2008 credit crash, private lenders (led by Sallie Mae) made the decision that
they would no longer provide third party private loans to most for-profit college students.”*® The result was the
creation of institutional loan programs operated by for-profit education companies themselves. These loans
often carry high interest rates, and do not provide students with the same safeguards as Federal loans.

While the interest rate on undergraduate subsidized Federal Stafford loans is currently 3.4 percent (5.6
percent in 2009), for-profit colleges charged students much higher rates for institutional loans. Interest rates
documented by the committee range from 13 to 18 percent, though some companies have since lowered their
rates. For example, in 2009, Corinthian Colleges lent $65 million to its students at an average interest rate
of 14.8 percent, with some students paying as much as 18 percent.”*’ For comparison, the Federal Reserve
calculated that the average interest rate on credit card debt in 2009 was 14.3 percent.**

Institutional Loan Interest Rates by Company, 2009

Company

Alta Colleges, Inc. 18
Career Education Corporation 13
Corinthian Colleges, Inc. 18
DeVry, Inc. 12
Education Management Corporation 11.2
Kaplan Higher Education, Inc. 15

ITT Educational Services, Inc. 14.75
Department of Education 3.4

Moreover, for-profit colleges anticipate high rates of expected default on their institutional loan

486 Apollo, May 2010, re: RE: Default Information . . . (AGI0049553). Estimated lifetime default rate was 77.7 percent for 2-year degree
students in the 2006 cohort.

487 Id'

48 Doug Lederman, “The Credit Crunch Takes a Toll,” Inside Higher Ed, January 23, 2008, http://www.insidehighered.com/
news/2008/01/23/credit (accessed May 9, 2012).

489 Note that in 2010 Corinthian lowered its rate to 6.8 percent.

40 Board of Governors of the Federal Reserve System, Report to the Congress on the Profitability of Credit Card Operations of Deposi-
tory Institutions: Recent Trends in Credit Card Pricing, June 2012, http://www.federalreserve.gov/publications/other-reports/credit-
card-profitability-2012-recent-trends-in-credit-card-pricing.htm (accessed July 5, 2012).
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programs. In their internal accounting, companies estimate the portion of the amounts they lend to
students that will default.*”! For instance, according to the company’s own internal analysis, Corinthian
estimates that 55 percent of its institutional loan balances will default at some point.*? Kaplan expects
that as high as 80 percent of its institutional loan balances will default.***

Institutional Loan Program Expected Student Default
Rates by Company, 2009

Company Expected Default

Rate

[in percent]

Alta Colleges, Inc. 44
Career Education Corporation 48
Corinthian Colleges, Inc. 55
DeVry, Inc. 45
Education Management Corporation 42
Kaplan Higher Education, Inc. 80
ITT Educational Services, Inc. N/A
Department of Education 16

These loans underscore the for-profit colleges’ knowledge and expectation that a majority of students
will not succeed in obtaining the employment and financial security necessary to avoid default. An internal
Kaplan email between executives discussed defaults in the course of creating the company’s new institutional
lending program. A senior executive reported that the company ““should assume an 80% default rate for loans
in repayment.” *** This assumption was based on private student loans made by a private lender to Kaplan
students (before the lender stopped making the loans), which had experienced defaults of 70 percent and 65
percent for loans made in 2006 and 2007, respectively.*”® Typically, students who are taking out private and
institutional loans have already borrowed the maximum eligibility for Federal loans. Accordingly, this Kaplan
assessment indicates that the risk of default for Federal loans may be equally extreme.

What Default Means for Students and Society

Default rates are driven by students who drop out, for whom their incomplete education and no degree
leaves them with debt but little means to repay it. Students’ ability to repay their loans is tightly tied to wheth-
er they stayed in school and achieved a degree. The Institute for Higher Education Policy, a non-partisan non-
profit, reported that, for all sectors of higher education, among students who attended for 1 year or less, nearly
two-thirds became delinquent (30 percent) or defaulted (34 percent) on their loans.** Internal documents

41 This equates closely with student defaults but since students borrow varying amounts, the measurement of the amount of the loans
that default is different from the number of student borrowers who default.

42 Corinthian Colleges, Inc., August 24, 2009, Q4 Earnings Conference Call.

493 Kaplan Internal Email, April 2009, re: RE: KC Loan Default Assumption/[Redacted] (KHE 137576).

494 Id‘

495 Id‘

46 Alisa F. Cunningham and Gregory S. Kienzl, Delinquency: The Untold Story of Student Loan Borrowing, Institute for Higher Educa-
tion Policy, March 2011, http://www.ihep.org/publications/publications-detail.cfm?id=142 (accessed May §, 2012).
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indicate that this point has not gone unnoticed among for-profit executives. In a November 2009 email, a
Kaplan executive notes that “97% of KU defaulters ‘drop’ rather than graduate.” *” He goes on to point out
that students who drop in the first term default at a rate of 27 percent.

When a school has a large proportion of its students defaulting on their loans, this can indicate prob-
lems with program quality, retention, student services, career services, and reputation in the employer com-
munity. Students who default, in many cases, have not achieved their educational or career goals that led them
to attend college. Behind each student loan default is a person who is struggling financially and who may
have to put off or cancel plans to continue their education, buy a home or car, or start a family. The number of
students facing default points to a huge problem: Among for-profit students who entered repayment on their
student loans between 2005 and 2008, more than 638,000 students defaulted.**

Because default rates look at the student population that left school 3 years earlier, it cannot provide
an accurate snapshot of what is happening now. Thus, there is a significant risk that a higher proportion of stu-
dents will default in the coming years. The committee determined that, among students enrolling in 20089,
54.4 percent withdrew by summer 2010, but it is currently unknown as to how many of these students will
ultimately end up in default.*”

The for-profit industry points to student demographics as a justification for high default rates. The
companies argue that non-traditional students are less likely to be able to repay their debts. The colleges,
their argument implies, have little ability to change this. But when a school enrolls a student, sets tuition, and
recommends that the student take out a loan, the school is making a de facto investment recommendation. For
each student who defaults, schools have access to information such as the student’s program, total debt load,
how long he or she stayed, and whether he or she had prior college credit. The school can use this information
to predict how other prospective students are likely to succeed academically, earn a degree that will actually
help them secure a good job, and be able to repay their loans. Over the past 18 months some for-profit colleg-
es including Kaplan, Apollo, Rasmussen and Walden have introduced varying types of orientation programs
that are based at least in-part on these sorts of analyses and appear to be having a beneficial impact on the
likelihood of success for students enrolling in those schools.

Some for-profit executives also advance the argument that because students are dropping out quickly,
they are not accumulating massive amounts of debt.® Retention data obtained by the committee indicate that
among students who withdrew, median attendance was approximately 4 months.**' Withdrawn students have
an estimated average debt of $4,000 to $11,000.°* For the typical student who attends a for-profit college,

#7 Kaplan Internal Email, November 2008, re: RE: KU CDR Original Loan Amount and Default Rate (KHE 197327).

%8 The total number of defaults in the for-profit sector is actually higher because these data only include the 30 for-profit companies
examined by the committee, which account for most, but not all of, the enrollment in the sector.

4 Senate HELP Committee staff analysis of enrollment data provided to the committee by for-profit education companies.

90 “Furthermore, debt levels of those who leave school early, and who account for the vast majority of defaults, are relatively low. In
fact, the average debt among Kaplan non-graduates who default is $4,400. In fact, the average debt of our graduates who default is
less than twice that amount—37,700. These are not insignificant amounts, but neither are these students burdened with ‘mountains of
debt.”” Kaplan, Letter to Chairman Tom Harkin, May 26, 2011 [emphasis in original].

1 Students who withdrew from colleges operated by publicly traded companies stay an average of 3.5 months.

392 The Return on the Federal Investment in For-Profit Education: Debt Without a Diploma, Report of Chairman Tom Harkin, Chairman,
Committee on Health, Education, Labor, and Pensions, September 30, 2010, http://harkin.senate. gov/documents/pdf/4cat6639e24c3.
pdf.
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this level of debt coupled with the lack of a degree, is a significant burden. New skills, self-confidence, and
alumni networks assist college graduates to find a well-paying job. This should be true whether a student is
rich or poor, white or Latino or African-American. A school that enrolls students who have struggled finan-
cially and academically in the past is taking on the responsibility to make sure that those students have a rea-
sonable chance of success. Access to debt is not the same thing as access to the opportunity offered by a good
education. States have designed a national network of low-cost, open-access community colleges to make
sure that students who have a lower probability of graduating are able to try out higher education with very
little financial risk. While some community colleges face serious challenges because of State budget cuts and
strained capacity in some programs, they nonetheless offer a much lower risk option to students, while offer-
ing a similar chance of successful completion and economic advancement.

Higher Unemployment

Students who attend for-profit schools are more likely to experience unemployment after leaving school.
Twenty-three percent of students who attended for-profit schools were unemployed and seeking work, accord-
ing to the most recent Department of Education longitudinal data.’®® At the time of this report’s publication, the
national unemployment rate is 8.2 percent, nearly a third the rate of people who attended for-profit schools.>*

While some of the former students who are unemployed might have had trouble securing employment
due to other factors, the role that college plays is significant. One UTI student told the college,

It would be wise, dollar for dollar to regain the respect of employers in the area who cringe when they
hear ‘UTI Student.” That’s not an image you want or should have, especially for a private run com-
pany. I for one won’t be advertising UTI once I’'m finished here and I don’t know too many who will
for the fear of being laughed at and dismissed from an interview.’®

The effect of this higher unemployment extends beyond individual students. A school that leaves large
numbers of students without the means to pay back their education debt is not offering an acceptable return
on taxpayers’ investment in terms of building a stronger, better-educated, and better-skilled workforce. Even
many of those students who ultimately can pay back their loans must service a large debt into middle age and
beyond. To repay this debt, they often must put off life decisions that have a significant positive impact on the
American economy, such as starting a family and buying a house.

The type of training that for-profit schools offer can make a difference in unemployment rates and
earnings of former students. Education Sector’s analysis of Department of Education longitudinal data shows
student borrowers “who graduated from for-profit, less-than-4-year institutions had an unemployment rate
comparable to, but slightly higher than, the overall unemployment rate for borrowers who dropped out (27

% David J. Deming, Claudia Goldin, and Lawrence F. Katz, “The For-Profit Postsecondary School Sector: Nimble Critters or Agile
Predators?,” Journal of Economic Perspectives, vol. 26(1), Winter 2012, pp. 139-164, http://www.frbatlanta.org/documents/news/
conferences/11employment_education_demming.pdf (accessed Apr. 27, 2012)

304 U.S. Department of Labor, Bureau of Labor Statistics, Labor Force Statistics from the Current Population Survey: Unemployment
Rate (extracted on July 9, 2012).

05 UTI Student Correspondence, September 2009, Letter in Regards to [Redacted] as a UTT EM at Norwood Campus (UTI-C-000567, at
UTI-C-000577).
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percent versus 25 percent).” 3% In other words, students who enrolled at a for-profit school and left without
earning a degree or certificate had similar unemployment rates to students who earned those credentials.

Earnings from employment is another concern. As discussed above, for-profit schools have been
expanding their Associate enrollment rapidly in the past decade. Yet the long-term economic benefits of com-
pleting an Associate degree, especially at a for-profit college, is significantly less than for a Bachelor’s degree.
According to an analysis by the College Board, a typical person who earns an Associate degree will earn
about $42,000 a year. That is $8,200 more per year than a person with just a high school diploma, but $13,700
less than a person who earns a Bachelor’s degree.””” The increased earnings potential does not always justify
the tuition that some for-profit colleges charge for an Associate degree. Moreover, a recently published study
by economists at the National Bureau of Economic Research states that “students who obtain certificates/
degrees from a public or not-for-profit institution receive a large wage premium. ... In contrast there is little
evidence of a return to any certificate or degree from a for-profit institution. The estimated return to an associ-
ates degree is ... a modest 9.2 percent return.” %

Credentials in Lower Demand Careers

Though for-profit colleges tout their career-focused, get-out-and-get-a-job approach, evidence indi-
cates that many colleges’ programs are not in high-demand career fields. One of the biggest advantages that
for-profit colleges have over traditional colleges is the ability to respond quickly to emerging workforce needs
and implement programs that genuinely meet those needs. The sector has a demonstrated ability to develop
curricula and implement programs far more rapidly than most traditional institutions. Yet in some cases for-
profits do not base programming on workforce needs, so much as they base programming on revenue poten-
tial. For example, nearly every large for-profit education company operates one or more criminal justice pro-
grams. Yet criminal justice programs offer few clear paths to quality employment opportunities. As the CEO
of ITT noted in a recent call with investors, the company placed enrollment caps on some criminal justice
programs because they were not generating good student outcomes, meaning retention, completion and job
placement.’” Programs offered in the health care field offer another example. For example, for-profit schools
offer a multitude of programs to prepare students for jobs in the health care field. For-profit colleges often
cite data showing that in 2018 there will be 2.8 million job openings in that field.’'° But the health care field
is divided into many separate sectors, not all of which promise such high growth. The higher-growth areas of
the healthcare field are concentrated in direct patient care jobs, such as nursing. However, as the Center for
American Progress found, the majority of for-profit programs in the health care field, 44 percent, were medi-

3% Mary Nguyen, Degreeless In Debt: What Happens to Borrowers Who Drop Out, Education Sector, http://www.educationsector.org/

sites/default/files/publications/DegreelessDebt CYCT RELEASE.pdf (accessed May 8, 2012).

In April 2012, the Department of Education announced plans to expand the persistence and completion reporting requirements to

include part-time and transfer students. U.S. Department of Education, “Education Department Releases Action Plan to Improve

Measures of Postsecondary Success,” Press Release, April 11, 2012, http://www. ed.gov/news/press-releases/education-department-

releases-action-plan-improve-measures-postsecondary-success (accessed May 19, 2012)..

%8 Kevin Lang and Russell Weinstein, “Evaluating Student Outcomes at For-Profit Colleges,” National Bureau of Economic Research,
June 2012, http://www.nber.org/papers/w18201. (For students starting in Associate degree programs at public and non-profit colleges,
“the value of an associates degree is large and statistically significant.” In contrast, “there is little evidence of any certificate or degree
from a for-profit institution.”)

SOTTT Call with Investors, Q1 January 21, 2012.

510 “Julie Margetta Morgan and Ellen-Marie Whelan, Profiting from Health Care: The Role of For-Profit Schools in Training the Health
Care Workforce, Center for American Progress, January 2011, http://www.americanprogress.org/issues/2011/01/profiting_from _
health care.html (accessed May 8, 2012).
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cal assistant, medical billing or massage therapy programs, while just 9 percent of health care programs were
Licensed Practical Nursing and Registered Nursing programs.*'!

Why is This Happening?

All institutions of higher education that receive Federal student aid are regulated by three distinct
entities: the Federal Government, the State in which the institution operates, and an accrediting body
recognized by the U.S. Secretary of Education. Together, these three bodies are referred to as “the triad,”
and are collectively tasked with ensuring that the schools are meeting basic guarantees of academic qual-
ity and fiscal soundness, and that they are complying with pertinent State and Federal laws.’'> Recur-
ring problems in the for-profit sector have exposed weaknesses of the triad in regulating sophisticated
national and international for-profit education companies. The nature of the for-profit education business
model and the extreme growth in the sector have strained the capacity of regulators to protect students,
ensure academic quality, and safeguard State and Federal taxpayer dollars.

Accreditation

I would just like to take up the distinction you made between a multistate, billion-dollar corpora-
tion and a school, and to urge you as you seek solutions, perhaps to think about distinguishing, so that
insofar as this is a multistate, billion-dollar corporation, you may well need to have a different regula-
tory scheme at the Federal level.

—Sylvia Manning, Executive Director of the Higher Learning Commission, a regional accreditor.’'?

Accreditors are private, non-profit bodies that organize peer review of institutions of higher
education. Because the Department of Education requires that institutions be accredited in order to ac-
cess title IV funds, student aid to ensure that schools apply adequate standards of academics to receive
taxpayer dollars, accreditors also serve as de facto gatekeepers for billions of dollars of Federal educa-
tion benefits each year.’'* Unfortunately, the traditional accreditation process has not placed much weight
on student outcomes like retention and student loan default. As a result, for-profit institutions routinely
obtain and retain accreditation in spite of low graduation rates, job placement rates, or student loan debt
repayment rates. For example, as discussed in more detail below, Bridgepoint’s Ashford University
received full accreditation from the Higher Learning Commission despite information indicating that the
majority of Ashford students do not graduate.’’

511 Id‘

512 See, for example, Accrediting Council for Independent Colleges and Schools, History of Accreditation, http://www.acics.org/accredi-
tation/content.aspx?id=2258 (accessed May 23, 2012); The Higher Learning Commission, About the Higher Learning Commission,
http://www.ncahlc.org/About-HL C/about-hlc.html (accessed May 23, 2012).

13 Dr. Sylvia Manning (President, Higher Learning Commission), Testimony before the Senate Committee on Health, Education, Labor,
and Pensions, Bridgepoint Education, Inc.: A Case Study in For-Profit Education and Oversight, 112th Congress (2011).

514 See Higher Education Act of 1965, 20 U.S.C.A. § 1058(b)(1)(D) (2008) (defining an eligible institution as one “accredited by a na-
tionally recognized accrediting agency or association determined by the Secretary to be reliable authority as to the quality of training
offered or which is, according to such an agency or association, making reasonable progress toward accreditation”). Federal funds
include Pell grants, Federal student loans, and other Federal and State government funding. Students are eligible for Federal aid only
if enrolled at an institution accredited by an agency recognized by the Department of Education.

315 See Ashford University, November 2009, Institutional Snapshot (BPI-HELP_00021644).
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Accreditation has traditionally existed as “a process of external quality review created and used
by higher education to scrutinize colleges, universities, and programs for quality assurance and quality
improvement.” ' Once granted, accreditation can be good for up to a 10-year period, although factors
like change of ownership or the addition of new campuses may trigger a review by an accreditation
team.>!’

There are two types of accrediting agencies: national accreditors that focus on accrediting for-
profit schools, and regional accreditors that accredit most public and non-profit universities. Eight re-
gional accrediting commissions currently operate in six regions throughout the United States.’'® Region-
al accreditors are responsible for accrediting 3,040 institutions, 96 percent of which are degree-granting
non-profit or public colleges and universities.’' National accreditors oversee the accreditation of 3,933
institutions, 70 percent of which are non-degree granting.”?® Approximately 90 percent of the schools
accredited by national accreditors are for-profit institutions.”?! While national accreditation was created
as a means to ensure the quality of non-degree programs, thus allowing those programs to access title IV
student aid funds, in reality it now offers some large degree-granting for-profit colleges a path to Federal
dollars without having to meet the same academic quality standards as traditional public and non-profit
colleges. The first step of accreditation typically consists of the school performing an institutional self-
assessment to determine whether its operation and performance meet the standards of the accrediting
organization. This self-assessment is usually followed by a site visit, during which an outside team of
volunteers-higher education faculty and administrators, practitioners in specific fields, and sometimes
interested members of the public-evaluate the school or program. The visiting team typically prepares an
accreditation report that includes judgments about the institution’s or program’s strengths, weaknesses,
and potential for improvement. The draft report may be discussed with accrediting agency staff before
the final version is submitted to the accreditation agency’s decision making body, with recommendations
for action.>*

Structural Defects in the Accrediting Process

The self-reporting and peer-review nature of the accreditation process exposes it to manipulation
by companies that are more concerned with their bottom line than academic quality and improvement.>?
Because national accreditation agencies are composed primarily of for-profit members, for-profit ex-
ecutives dominate the boards of two large national accrediting bodies—the Accrediting Council for
Independent Colleges and Schools (ACICS) and the Accrediting Commission of Career Schools and

516 Judith S. Eaton, An Overview of U.S. Accreditation, Council for Higher Education, p. 1 (2009).

SIT1d. at 4.

518 Council for Higher Education Accreditation, Recognized Accrediting Organizations (as of May 2012) (2012), http://www.chea.org/
pdf/CHEA_USDE AllAccred.pdf (accessed May 23, 2012).

519 Senate HELP Committee analysis of publicly available accreditor membership information.

520 Senate HELP Committee analysis of publicly available accreditor membership information.

321 See Accrediting Council for Independent Colleges and Schools, ACICS Member Directory, https://personify.acics.org/ACICSMem-
berDirectory/tabid/204/Default.aspx (accessed May 15, 2012); Accrediting Commission of Career Schools and Colleges, School
Directory Search, http://www.accsc.org/Directory/index.aspx (accessed May 15, 2012).

522 Judith S. Eaton, An Overview of U.S. Accreditation, Council for Higher Education, p. 4 (2009).

S8 1d. (“Accrediting organizations are funded primarily by annual dues from institutions and programs that are accredited and fees that
institutions and programs pay for accreditation reviews.”) ACCSC, for example, charges around $9,500 for the initial accreditation
process and then collects annual fees.
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Colleges (ACCSC). The current chair of ACCSC’s board also serves as the executive vice president of
operations for Corinthian Colleges, Inc., a for-profit school with more than 113,000 students enrolled.>**
The Commission has no members who are current faculty. Its 13-member board includes six members
representing the for-profit sector, including Kaplan Higher Education, Lincoln Educational Services, and
Remington Colleges, Inc., among others.’® Similarly, ACICS’s 16-member board includes representa-
tives from eight for-profit institutions, and the 2012 chair-elect currently serves as the executive vice
president, general counsel, and chief compliance officer at Education Corporation of America, a for-

profit education company that operates 35 campuses and an online division under four brand names.*

Regional accrediting bodies do not suffer from the same inherent conflicts given the diversity
of their membership. However, one regional accreditor, the Higher Learning Commission of the North
Central Association of Colleges and Schools, accredits a significant portion of the for-profit sector, and
for many years accepted a comparatively large number of for-profit education companies seeking re-
gional accreditation.’”” Additionally, while regional accreditors appear to have more stringent standards
as it relates to academic quality, unlike regional accreditors, national accreditors at least require some
demonstration that students attending its institutions are finding jobs.

The fee structure also means that both regional and national accrediting organizations are by
definition financially dependent on the very institutions they review. This fee-for-review arrangement
creates a dynamic that some observers compare to the Wall Street credit ratings agencies that rubber-
stamped mortgage-backed securities and other instruments that later incurred large losses.**® This creates
particular problems for regional accreditation agencies reluctant to take on the expense of challenging
well-financed for-profit education companies and the extensive legal teams they employ. Moreover,
since institutions can select to seek accreditation from a number of agencies, if a particular accrediting
agency gets a reputation for being too tough, schools can opt for other, more lenient accreditors. This
ability to “forum-shop” makes it more difficult for national accrediting agencies to stick to tough stan-
dards. Holding to high standards could result in an accreditor putting itself out of business. In fact, after
ACCSC challenged Westwood for having poor career placement rates, Westwood applied to two other
accreditors: the Higher Learning Commission and ACICS. Michale McComis, the executive director of
ACCSC, said about Westwood:

Westwood indicated to us that they had chosen to make application to another agency. They told
us directly that it was because they were unable to meet our standards particularly with regard to
student achievement. | think that’s indicative of a problem throughout with regard to accreditation
shopping and the opportunity for that to occur.’”

324 See ACCSC, ACCSC Commissioners, http://www.accsc.org/Content/ AboutACCSCT/CommissionersBiographies.asp (accessed May
15,2012).

525 Id‘

526 See ACICS, Meet our Commissioners, http://www.acics.org/contact/content.aspx?id=2272 (accessed May 15, 2012). Regional accred-
iting commissions, responsible for accrediting most public and non-profit schools, are largely composed of college Presidents, faculty
and representatives of the public interest. In other words, members come from an academic, not business or operational, background.

27 Higher Learning Commission, Currently or Previously Affiliated Institutions—05/24/2012, http://www.ncahlc.org/Directory-of-HLC-
Institutions.html (accessed May 24, 2012).

328 See for example, Doug Lederman , “Comparing Higher Ed to Wall Street,” Inside Higher Ed, April 29, 2010, http://www.insidehigh-
ered.com/news/2010/04/29/shireman (accessed July 6, 2012).

2 Michale McComis (Executive Director, Accrediting Commission of Career Schools and Colleges), Prepared Testimony submitted
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In general, ACICS appears to be the least stringent standards for degree granting institutions.**

Accreditors Are Not Equipped to Properly Regulate Large For-Profit Institutions

The for-profit education sector has outpaced accrediting agencies’ efforts to measure and enforce
basic standards of quality in higher education. Self-evaluation and deference to institutional academic
judgment make sense in settings where tenured faculty are in control of the curriculum through shared
governance. But, as Barmak Nassirian, the associate executive director of the American Association of
Collegiate Registrars & Admissions Officers, testified before the committee, “Now you have an arrange-
ment in which higher education can be extremely lucrative, where executives, who are primarily busi-
nessmen as opposed to educators, design academic policy.” 33!

Accrediting agencies seek to help colleges improve. Because of this institutional focus on con-
tinuous improvement, they often appear to have difficulty drawing and enforcing bright lines and mini-
mum standards. Accreditors have struggled to effectively evaluate institutions driven by business prin-
ciples that emphasize growth and revenue maximization rather than academic improvement or integrity.
Indeed, the for-profit, business-centered model represents a sharp departure from the typical college
or university that accrediting agencies traditionally evaluated. As the current president of the Higher
Learning Commission testified, accreditors were “behind the curve” when faced with “the entry of large
private equity funds into higher education and ... the development of distance education”—both hall-
marks of the for-profit sector.’* They simply “did not have the policy framework and ...did not have the
procedures to deal with it adequately.” 533

Accrediting agencies have been overwhelmed by the rapid growth of non-traditional educational
organizations, whose size and methods of education are unfamiliar and demand different protocols of
assessment.*** Accreditors are not equipped to properly oversee the modern-day for-profit education
institution, especially those whose important decisions are made at corporate headquarters, not at the
campus level. For instance, ACCSC has 32 employees and accredits 951 schools, many of which have
multiple campuses and are spread throughout the country.”* Although about one-third of those schools
get reviewed every year, in his testimony at the committee’s August 4, 2010 hearing, Doctor Michale

to the Senate Committee on Health, Education, Labor, and Pensions, For-Profit Schools: The Student Recruitment Experience, 111"
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(accessed July 10, 2012).

331 Barmak Nassirian (Associate Executive Director, American Association of Collegiate Registrars and Admissions Officers), Testimony
before the Senate Committee on Health, Education, Labor, and Pensions, Improving For-Profit Higher Education: A Roundtable Dis-
cussion of Policy Solutions, 112th Congress (2011).

332 Dr. Sylvia Manning (President, Higher Learning Commission), Testimony before the Senate Committee on Health, Education, Labor,
and Pensions, Bridgepoint Education, Inc.: A Case Study in For-Profit Education and Oversight, 112th Congress (2011).

33 Dr. Sylvia Manning (President, Higher Learning Commission), Testimony before the Senate Committee on Health, Education, Labor,
and Pensions, Bridgepoint Education, Inc.: A Case Study in For-Profit Education and Oversight, 112th Congress (2011).
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112th Congress (2011).
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McComis, the Executive Director of ACCSC was unable to provide a compelling explanation of how, in
629 on-site evaluations over the previous 2 years, ACCSC did not find any “substantial noncompliance,”
yet undercover recordings show serious problems all three ACCSC-accredited campuses visited by GAO
agents.**® The current design of the accrediting process ensures only a minimal review of business and
recruiting policies practices, and accrediting bodies often have insufficient resources to comprehensively
examine policies and practices that originate at the corporate level of a for-profit school.>’

The other major national accrediting agency, ACICS, has faced similar problems. Career Edu-
cation Corporation, with 49 campuses accredited by ACICS, recently announced that it had revised its
placement data for each of its 49 campuses under scrutiny by the New York State attorney general.>**
The revised numbers showed that only 13 of the 49 campuses met the accreditor’s placement-rate stan-
dards.”” ACICS’s auditing procedures from the past several years were apparently insufficient to prevent
or discover such pervasively false data. This is particularly disconcerting given the central role that job
placement plays in the educational mission of for-profit colleges.

Higher Learning Commission of the North Central Association of Colleges and Schools

Of the approximately 1.4 million students attending publicly traded for-profit colleges, all but
160,000 of those attended a college accredited by the Higher Learning Commission, a division of the
North Central Association of Colleges and Schools.’* Companies like Bridgepoint Education, Inc. have
purchased non-profit institutions with HLC accreditation in order to inherit those institution’s access
to title IV funds. In fact, for-profit education companies have purchased at least 16 non-profit colleges
with regional accreditation since 2004.5*! The fact that HLC granted accreditation to so many for-profit
education companies has led to some serious complications for the agency; after it granted accreditation
to Career Education Corporation-owned American InterContinental University despite serious problems
with how it awards credits to students, the Department of Education issued an alert memo indicating that
HLC was at risk of sanctions by the Department.*** The Department took further action against HLC,
establishing a corrective action plan for the organization, after determining the accreditor was not pro-
viding sufficient guidance to its members regarding its minimum standards.** HLC has since instituted

536 Id‘

337 Improving For-Profit Higher Education: A Roundtable Discussion of Policy Solutions, Hearing Before the Senate Committee on
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eredwatch.newamerica.net/node/59900 (accessed May 24, 2012).

339 Career Education Corporation, Form 8K filed May 7, 2012.

3% Senate HELP Committee staff analysis of IPEDS enrollment information for for-profit college companies accredited by HLC.

341 Daniel Golden, “How Colleges are Buying Respect,” BusinessWeek, March 4, 2010, http://www.businessweek.com/magazine/con-
tent/10_11/b4170050344129.htm (accessed May 9, 2012). See also, Barmak Nassirian (Associate Executive Director, American
Association of Collegiate Registrars and Admissions Officers), Testimony before the Senate Committee on Health, Education, Labor,
and Pensions, Improving For-Profit Higher Education: A Roundtable Discussion of Policy Solutions, 112th Congress (2011) (“taxicab
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a number of new policies and procedures aimed at remedying these weaknesses.>** These policies ap-
pear to be having an impact at stemming the purchase and expansion of existing schools within the HLC
region, but it is unclear if the HLC reforms will prove sufficient to allow the agency to more accurately
assess the performance of its current members.

Bridgepoint-Owned Ashford University s Accreditation

In 2005, Bridgepoint Education, Inc., purchased Mount St. Clare, a financially struggling non-profit
school of 312 students in Clinton, IA, and converted it into the for-profit Ashford University.¥ In accordance
with the Commission’s change-of-ownership policy at the time, the college’s transformation triggered an ini-
tial review in 2006, resulting in HLC reaffirming the school’s accreditation status for a period of 10 years.>*

The Commission performed a second review following Bridgepoint’s IPO in 2009 in order to verify
continued compliance with HLC academic, staffing, and governance requirements, as well as to inspect the
institution’s finances.’*’ By the time of the second review, company leaders had shifted the school’s modal-
ity to an almost exclusively online model and grown the enrollment of the school from approximately 312
to over 50,000.>*® The Commission’s post-IPO review demanded that impartial observers apply the closest
scrutiny to the “effectiveness and outcomes of current experiential learning formats,” including the effect of
the expanded online offerings on the wider curriculum.>*

The three-member team assigned to perform the Ashford University site visit included two representa-
tives of the for-profit education industry—the provost of National American University, and the senior vice
president of American Public University System.>® While HLC’s Handbook of Accreditation provides that
“the Commission does not knowingly allow any person to participate in an organizational evaluation whose
past or present activities could affect his/her ability to be impartial and objective,” ! the balance of power on
the team sent to evaluate the fitness of Ashford University was nonetheless heavily skewed toward executives
at other for-profit institutions steeped in the business culture of the for-profit industry. When asked about this
imbalance, and if she thought it constituted “a good peer review,” Dr. Manning answered, “No.” She further
testified, “In this particular case, frankly, as I look back on it, we had a disproportion. . . . This question of as-
signing peer reviewers is something that we are in the process of reviewing and revising.” *** Additionally, the

3% The Higher Learning Commission, Commission Policies Affecting Institutional Affilitation, http://www.ncahlc.org/ (accessed May 24
,2010).

4 Donald J. Andorfer, Jerald L. Garner, and David E. Leasure, “Assurance Section to Ashford University,” Report of a Commission-
Mandated Focused Visit, April 25-26, 2005, (on file with the committee).

34 Bridgepoint External Correspondence, June 2005, Action Letter from The Higher Learning Commission Acknowledging Successful
Completion of Review (on file with the committee).

37 Michael Horowitz, Samuel Kerr and Karan Hinman Powell, Report of a Visit for Institutional Change of Control—lInstitution: Ash-
ford University, Higher Learning Commission, November 1618, 2009 (on file with the committee).

38 See Ashford University, November 2009, Institutional Snapshot (BPI-HELP_00021644).

3 Letter from Andrew Lootens-White, Ph.D., HLC Vice President for Accreditation Relations, to Dr. Jane McAuliffe, President of Ash-
ford University, January 21, 2010 (on file with the committee). According to the company’s September 2011 Securities and Exchange
Commission (SEC) filings, enrollment has risen further to 90,597 students.

3% Michael Horowitz, Samuel Kerr and Karan Hinman Powell, Report of a Visit for Institutional Change of Control—lInstitution: Ash-

ford University, Higher Learning Commission, p. 1 of 7, November 1618, 2009 (on file with the committee).

3! Handbook of Accreditation, Third Edition, Higher Learning Commission, Sections 1.3-2, October 1, 2008.

2 Dr. Sylvia Manning (President, Higher Learning Commission), Testimony before the Senate Committee on Health, Education, Labor,
and Pensions, Bridgepoint Education, Inc.: A Case Study in For-Profit Education and Oversight, 112th Congress, (2011).
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peer review team visited the small physical campus facility in lowa but did not review the company’s head-
quarters in San Diego, CA where the management team is based.

The review panel overlooked red flags at Ashford. An “Institutional Snapshot” that Ashford provided
showed that the enrollment had increased 1,150 percent in the past 3 years. And the percent of first-time new
students the college enrolled and retained for 1 year was 41 percent, meaning 59 percent of students had with-
drawn in 1 year.”> This information is substantially similar to the committee’s own analysis, which revealed
that for students who enrolled during the 2008-9 academic year (the year in which HLC’s reviewers visited)
63.4 percent of Bachelor’s degree students withdrew by 2010.%*

Despite these poor outcomes for students, the reviewers reported that Ashford was an institution thriv-
ing in the midst of monumental change.’*® Rather than discussing, or even acknowledging, the strikingly low
retention rates, reviewers only mentioned the following problems: “limited parking and challenges finding
parking, overcrowding in cafeteria, limited computer access in libraries and designated resource centers.”

5% The peer reviewers’ characterization of Ashford University completely overlooked the fact that student
outcomes had declined dramatically and included no examination of whether the recruiting practices or other
operations satisfied the requirements of institutional integrity.>*’

American InterContinental

Defects in the peer review process were also evident in HLC’s 2009 initial accreditation of American
InterContinental University (AIU), a for-profit institution owned by Career Education Corporation. When the
Commission decided to accredit AIU, the college was accredited by another regional body, the Commission
on Colleges of the Southern Association of Colleges and Schools (SACS/COC).>*® It is unclear if AIU relo-
cated its headquarters to its existing Illinois campus in order to obtain HLC accreditation as it expanded its on-
line operations and engaged in a rapid expansion. However, the comprehensive peer review used to evaluate
AIU’s application for initial accreditation fell short of rendering effective oversight.

Just as HLC’s review of Ashford University failed to take sufficient notice of drastically declining stu-
dent outcomes, the peer review team assigned to evaluate AIU’s Illinois campus declined to take appropriate
action in the face of apparent infractions. The two peer reviews were also similar in the composition of their
teams: three of the six members of the evaluation team sent to AIU were administrators at for-profit institu-
tions.™ At AIU, peer reviewers noted radical inflation in the university’s assignment of credit hours. Accord-

333 See Ashford University, November 2009, Institutional Snapshot (BPI-HELP_00021644, at BPI-HELP_00021647).

3% Senate HELP Committee analysis of data provided by Bridgepoint.

%5 See Id. at 4.

3% The Higher Learning Commission, Report of a Visit for Institutional Change of Control, p. 4, January 21, 2010 (on file with the com-
mittee).

557 Similarly, board meeting minutes from American Public University System show that the executives believed “site visit teams spend
much of their time confirming the information set forth in the institution’s self-study report.” American Public University, February
2006, Minutes of the Board of Trustees of American Public University System (1APEI-HELP-3-00000445).

38 See The Higher Learning Commission, Report of a Comprehensive Evaluation Visit for Initial Accreditation to American InterConti-
nental University, p. 3, May 4, 2009 (on file with the committee).

% See id. at 1. The HLC evaluation team included the provost and general counsel of National American University, the senior vice
president and academic dean of American Public University System, and the president of Rasmussen College.
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ing to the Commission’s report, “upper-division bachelor’s course syllabi, course assignments, and student
artifacts showed that the 9-unit courses offered by AIU are closely equivalent in content to 3-semester-hour
courses taught at traditional and other online universities.” *° AIU’s inflation of credit hours was significant
in that the Federal Government uses credit hours as a measure of student work in establishing the amount of
Federal title IV dollars a college may collect for a class or program of study.**' For a class that AIU claimed
was nine-units, AIU could collect significantly more Federal aid compared to another college that deemed
the class was 3 credit hours. The credit hours noted by the Commission at AIU represented an inflation of “as
much as 100% relative to common practice in American higher education.” 3 Despite this finding, the HLC
committee tasked with approving the peer reviewers’ report signaled that “the institution meets the Commis-
sion’s Criteria/Core Components for Accreditation.” 363

HLC’s accreditation of AIU caught the attention of the U.S. Department of Education’s Office
of Inspector General, which in late 2009 was concluding a review of regional accreditors’ credit hour
standards.*® The Inspector General discovered insufficient oversight of credit hours at three of the seven
regional accrediting agencies, together accounting for schools receiving more than 70 percent of the
Federal student aid awarded in the 2009—10 academic year. In fact, in the wake of the AIU investigation,
the Inspector General recommended that the Department reconsider HLC’s accrediting authority.’® The
Department did not suspend or limit HLC’s authority but did put in place a Corrective Action Plan.

HLC’s handling of both the credit hour problem and the Bridgepoint situation where the change
of control was immediately followed by unprecedented enrollment growth and huge drops in student
retention, makes clear the challenges that face accreditors. Further discussion is needed to determine the
appropriate process and responsibility for determining access to Federal financial aid dollars, and wheth-
er the current structure, which depends on a process focused on assessing academic quality, is the most
appropriate or sufficient method of allowing access to Federal financial aid dollars.

State Oversight

30 See id. at 17.

%1 See Dear Colleague Letter from Eduardo M. Ochoa, Assistant Secretary for Postsecondary Education, re: AMENDED—State au-

thorization under the Program Integrity Rules, p. 2, March 18, 2011, http://www.ifap.ed.gov/dpcletters/attachments/GEN1106.pdf
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ments for a course taken at an educational institution.”). See also Higher Education Act of 1965, 20 U.S.C.A. § 1058(e) (2008) (pro-
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Since its enactment in 1965, the Higher Education Act has required States to legally authorize
the postsecondary educational institutions within their States. > As a leg of the “triad,” States play a key
role in overseeing postsecondary educational institutions within their jurisdiction. Such oversight in-
cludes authorizing these institutions to operate and ensuring that students attending these schools receive
proper consumer protection. It is a State’s responsibility to vet, oversee and address complaints from
students attending its schools. Most States utilize an agency, commission or other State body to oversee
postsecondary schools, and almost every State has a law extending its authority over all students physi-
cally located within the state who are taking classes outside the State.”®” However, the U.S. Department
of Education had never defined minimum requirements for State authorization, and many States have
taken a passive or minimal role in approving institutions, ensuring their practices comply with State
law, and reviewing and addressing complaints from the public about them. Many State regulators have
been relying on the other two legs of the triad—private accrediting agencies and the Federal Govern-
ment—to vet and monitor the schools located in their States. This reliance is especially problematic in
regards to schools that are neither regionally nor nationally accredited.’®® In fact, among members of the
triad, States may have the greatest potential to properly regulate these institutions given their broad legal
authority, their public accountability, and their proximity to campuses.>*’

In a number of States, oversight has eroded over time due to a variety of factors, including State
budget cuts and the influence of the for-profit college industry with State policymakers. While the in-
dustry has gotten larger, State budgets and appropriations for regulatory oversight and enforcement have
been reduced. In New York, during the mid-1990s, the Bureau of Proprietary School Supervision had a
staff of 40 to oversee 300 schools. Today, that staff has been reduced by half and is expected to oversee
500 schools, with another 100 to 150 schools’ applications waiting to be reviewed. " A December 2011
report by the National Consumer Law Center highlighted the top five States with the highest ratios of
colleges to State-oversight staff. Washington State topped the list, with a ratio of 187 schools for every
oversight employee.””' More troubling than states without oversight resources are those States where the
regulators are the for-profit schools themselves. Arizona’s Board for Private Postsecondary Education
has eight members, five of whom are employed by the for-profit education industry. State law requires
that Florida’s oversight agency, the Commission for Independent Education, to reserve four of the seven
commissioners seats for for-profit schools.’”” In these cases, it is not clear who is looking out for the
interests of students and taxpayers.

Student complaints produced to the committee provide a clear indication of consumer protection
related issues occurring at multiple for-profit education companies, yet few States appear to have a sys-
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tem in place that encourages students to file complaints or that allows for any comprehensive assessment
of student complaints.

Concerned that “the checks and balances provided by the separate processes of accreditation and
State legal authorization [were] being compromised,” the U.S. Department of Education released a State
authorization rule in 2010.°7 In its justification for proposing the new State authorization regulation, the
Department cited recent events regarding the California Bureau for Private Postsecondary and Vocation-
al Education as an example of why it was shifting away from its past approach to the law:

The weakness of the historical approach of not requiring active State approval and oversight may
have contributed to the recent lapse in the existence of California’s Bureau for Private Postsec-
ondary and Vocational Education. The Bureau served as the State’s oversight and regulatory
agency for private proprietary postsecondary institutions until the State legislature eliminated the
Bureau. . .. During the period when there was no State agency authorizing private postsecondary
institutions, these institutions continued to participate in the title IV, HEA programs under some
voluntary agreements while the State legislature worked on creating a new oversight agency. The
proposed regulations, had they been in effect at that time, would have required that the State keep
in place the prior oversight agency, or to designate a different State agency to perform the re-
quired State functions during the transition to a new State oversight agency.>’

The Department’s finalized rule stated that the Secretary would consider an institution to be
legally authorized by a State if: (1) the authorization is given to the institution specifically to offer pro-
grams beyond secondary education, (2) the authorization can be revoked by the State, and (3) the State
has a process to review and appropriately act on complaints concerning an institution and enforces ap-
plicable State laws.’” The finalized rule also required schools offering postsecondary education through
distance or correspondence education in a State in which it was not physically located, to meet any of
that State’s requirements in order for it to offer postsecondary education to students located in the State.
The purpose of this requirement was to ensure that schools offering online classes to students in multiple
States were properly authorized by each of the States. Without this requirement, and what is happening
currently, is that many schools that primarily offer online classes to students located across the country
only have to be authorized by the State in which they are headquartered.

On July 12, 2011, the U.S. District Court for the District of Columbia struck down the distance
education portion of the regulation.”’® The U.S. Department of Education is appealing this decision.>”’

573 Reasons for Proposed Regulations, 75 Fed. Reg. 34813, June 18, 2010, http://www.gpo.gov/fdsys/pkg/FR-2010-06-18/pdf/2010-
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However, States are still expected to comply with the other components of the regulation.

Federal Law and Regulation

The Federal Government is the third leg of the regulatory triad overseeing higher education.
While for-profit education providers operated in the United States as early as the mid-19™ century, it was
the 20™ century that brought Federal money, and some Federal regulation, into the sector.

The Servicemen’s Readjustment Act of 1944 (the first GI bill) marked the first time the Fed-
eral Government provided direct resources to individuals pursuing higher education. The new revenue
stream led to an explosion of for-profit schools. The number of for-profit trade and vocational institu-
tions enrolling veterans tripled after the introduction of the GI bill.””® With the explosion in the number
of for-profit schools, concerns about their quality arose. In 1951, the General Accounting Office (GAO)
37 reported that 1.7 million veterans attended for-profit trade schools, yet only 20 percent reported
completing their studies.’® Moreover, the GAO concluded that 65 percent of for-profit schools examined
were engaged in “questionable practices that resulted in excessive charges to the Treasury.” 3! Follow-
ing the GAO’s findings, the Veterans’ Administration (VA) enacted a rule stating that no institution could
have a student body that was more than 85 percent veterans. The House Veterans Affairs Committee
at the time described the “85/15” rule as “a real safeguard to assure sound training for the veteran, at
reasonable cost, by seasoned institutions” and observed that had the rule been in effect during the admin-
istration of the World War II GI bill “considerable savings would have resulted.” **

For-profit colleges became eligible to receive Federal student aid loans and grants through the
U.S. Department of Education in 1972.%% Before that year, only non-profit and public institutions were
eligible for these title IV student aid funds.’®* Even while allowing for-profit colleges to receive loans
and grants, the Senate Education and Labor Committee at the time expressed concern that some for-
profit schools attract students through “sophisticated advertising and unfulfillable promises,” and “do not
offer the quality of education which the schools claim is available.” %

This new source of money for eligible for-profit colleges put them on an enrollment growth path.
Between 1970 and 1975, enrollment across all higher education sectors grew by 30 percent, but enroll-

adversely affect students’ ability to use title IV funds to pursue their higher education goals.” In a notice to schools on April 20, 2011,
the U.S. Department of Education announced it would not enforce the State authorization regulation before July 1, 2014 in order to
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ment in for-profit schools increased by 112 percent.’* With this growth came significant problems. By
1990, the student loan default rate at for-profit schools was double that of higher education overall.’*’

This troubling development led to an investigation by the Senate Permanent Subcommittee on
Investigations (PSI) under the leadership of then-Chairman Sam Nunn and then-Ranking Member Wil-
liam Roth, Jr. The investigation and hearings by PSI uncovered a host of troubling practices at for-profit
schools, including alarming rates of loan volume increases and student defaults. *** The investigations
found that many students attending for-profit schools received little or no training, leaving them with
“no job and a large bill to repay.” ** A review of student aid by the Government Accountability Office
found that, on average, the more revenue a for-profit school derived from Federal financial aid, the lower
its students’ completion and job placement rates and the higher its default rates.” The widespread abuse
documented by the PSI investigation and accompanying audits by the Department of Education Inspec-
tor General led to the closing of hundreds of for-profit schools.

Following the PSI investigation, as part of the Higher Education Amendments of 1992, Congress
enacted significant reforms designed to ensure better quality in the for-profit college sector. First, Con-
gress limited the amount of Department of Education student aid funds a for-profit college could receive
to 85 percent of the school’s revenues.*! This rule was modeled after the “85/15” rule put in place to
protect veterans and the GI bill program. Under the rule, a for-profit campus, as identified by an Educa-
tion Department “Office of Postsecondary Education Identification” number (OPEID), that violates the
rule in 1 fiscal year is put on provisional status for the following 2 years. As currently written, colleges
that fail to comply with the rule for 2 consecutive fiscal years lose eligibility to participate in Federal
student aid programs under Title IV of the Higher Education Act.**?

The rule was designed to require some “skin in the game”: a measurement of the amount of mon-
ey that students, employers and State agencies are willing to contribute up-front for students’ education
at a particular college. It also provides some transparency as to the amount of Federal aid dollars that a
company receives, because the Department of Education reports the number publicly. The legislation
contemplates that the quality of the programs and the institutions falling under the rule are sufficiently
high to attract at least a minimal number of cash-paying students and employers. Though the for-profit

% 1U.S. Department of Education, National Center for Education Statistics, Higher Education General Information Survey (HEGIS),
“Fall Enrollment in Colleges and Universities” surveys, 1970 through 1985; and 1990 through 2009 PEDS “Fall Enrollment Survey”
(IPEDS-EF:90-99), and Spring 2001 through Spring 2010.

87 See Abuses in Federal Student Aid Program, Hearing before the Permanent Subcommittee on Investigations, of the Committee on
Governmental Affairs, 101st Congress (1990).

88 1d.

589 Id'

0 U.S. General Accounting Office Proprietary Schools: Poorer Student Outcomes at Schools That Rely More on Federal Student Aid,
June 1997, Publication No. HEHS-97-103.

! Higher Education Amendments of 1992 , Pub. L. No. 89-329, section 487(a)(24)). At the time of enactment in 1992, for-profit
schools were prohibited from receiving more than 85 percent of their revenue from Federal student aid funds but the industry success-
fully lobbied to modify the rule to 90 percent in 1998. When the rule was translated into the Federal student aid context, it was altered
to track dollars, not students. See CRS Report for Congress, Institutional Eligibility: The Higher Education Amendments of 1992,
Congressional Research Service, Publications No. 93-861 EPW, September (Publication No. 93-861 EPW).

%2 While originally a campus that violated this rule in a single year lost Federal financial aid eligibility, in the 2008 reauthorization of
the Higher Education Act Congress loosened the sanctions to apply only when a campus exceeds 90 percent revenue from title IV
programs for 2 consecutive fiscal years.
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landscape has changed, this policy rationale remains.

In the 1992 Higher Education Act Amendments, Congress also prohibited institutions from re-
ceiving title IV funds if they either offered more than 50 percent of their programs as distance-education
courses, or enrolled over 50 percent of students in distance programs (the “50 percent rule”).””> Addition-
ally, it prohibited institutions in all sectors from receiving title IV student aid funds if more than 25 per-
cent of the institution’s student loan borrowers defaulted on their loans.*** Finally, Congress put in place
a ban on paying college recruiters based on how many students they enrolled (“incentive compensation
ban”), and sought to strengthen the accreditation system to ensure that accrediting agencies were operat-
ing separately and independently from the institutions they oversaw.

The 1992 amendments were enacted just as the for-profit sector was undergoing a shift away
from small vocational and career schools, such as truck driving and secretarial schools, and towards
large, degree-granting entities. The University of Phoenix, in particular, pioneered a new model of
enrolling students who had already earned a significant number of higher education credits at another
institution but had not finished their degree. The University of Phoenix model provided students, primar-
ily working adults, with flexibility and convenience. Students take one class at a time, moving through
a standard curriculum with a small group of students. As enrollment soared, other for-profit education
providers began to move into degree programs. DeVry and the University of Phoenix broke new ground
in the mid-1990s by becoming publicly traded companies.

With newfound capital, as the for-profit sector grew in enrollment and revenues, the sector initi-
ated a gradual campaign to roll back some of the 1992 amendments. In 1998, the reauthorization of the
Higher Education Act raised the limit on title IV revenues from 85 percent to 90 percent.’® This gave
for-profit schools that were nearing the 85 percent ceiling relief from potential penalties, and made it
possible to enroll more students who were eligible for full Federal student aid. In 2002, the Bush ad-
ministration’s Department of Education effectively dismantled the ban on paying recruiters based on the
number of students they enroll by creating “safe harbors,” which allowed incentive payments as long
as the number of students enrolled was not the sole criterion for compensating recruiters.>*® In practice,
this meant that for-profit schools could use the number of students a recruiter enrolled as the basis for 95
percent of his or her salary, and only 5 percent based on other job performance criteria.

In 2006, as part of a provision to provide relief in the wake of Hurricane Katrina, the Deficit
Reduction Act eliminated the 50 percent rule requiring at least 50 percent campus-based students and
programs.*”’ Today, three publicly traded schools now offer exclusively online programs, and many more
companies currently have more than 50 percent of students in exclusively online programs.*® Commit-

33 See Margot A. Schenet, Higher Education: Reauthorization of the Higher Education Act, Congressional Research Service, December
3,1992.

%4 Higher Education Amendments of 1992 , Pub. L. No. 89-329, section 487(a)(24)).

%5 Rebecca R. Skinner, Institutional Eligibility and the Higher Education Act: Legislative History of the 90/10 Rule and Its Current
Status, Congressional Research Service, p. CRS-6, January 19, 2005.

3% Federal Student Aid Programs, Final Regulations, 67 Fed. Reg. 67048, November 2, 2002, http://www.gpo.gov/fdsys/pkg/FR-2002-

11-01/pdf/02-27627.pdf; 34 C.F.R. 668.14(b)(22).

The claim was made that students displaced by Katrina needed access to distance education.

The three publicly traded online schools are APEI, Capella and Walden. The committee’s investigation included an additional 3 com-

597

598
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tee data indicate that, in 2008-9, at least 434,945 students were enrolled in exclusively online programs
offered by just 11 for-profit companies.*”

The Higher Education Opportunity Act of 2008 brought more rollbacks. Originally, a campus
that violated the 90/10 rule in a single year lost all Federal financial aid eligibility. The 2008 law loos-
ened the sanctions, stipulating that they would apply only when a campus exceeds 90 percent revenue
from title IV programs for 2 consecutive fiscal years.®” At the time it was passed, industry lobbyists
called the rollback “a significant change because it means that a school will no longer face an immedi-
ate” penalty for violating the rule.®! In practice, this means that a for-profit college can collect more than
90 percent of its revenues without facing a penalty by failing and complying with the 90/10 rule in alter-
nate years. The law also allowed for-profit colleges to count half of the value of loans made to students
by the school (“institutional loans”) as revenue in the year the money was loaned. This temporary provi-
sion, in effect between July 2008 and July 2012, was a significant changeswwwwWas a significant change from
previous law that only allowed payments made by students to be counted.®” Finally, the Ensuring Con-
tinued Access to Student Loans Act of 2008, which increased the Stafford Loan limit for each borrower

by up to $2,000 a year, also allowed that for-profit colleges were not required to count the increases in
the 90/10 calculation until July 2011.%

More recently, during the Obama administration, the Department of Education has attempted to
regulate some of the problems in for-profit schools.®™ As part of a rulemaking package enacted in Octo-
ber 2010, the Department of Education once again ensured that recruiters at for-profit schools cannot not
be compensated based on the number of students they enrolled. The Department also prohibited col-
leges from making misrepresentations about their educational programs, financial charges, and graduate
employability.®

panies that are over 90 percent online Bridgepoint Education, Inc., Grand Canyon Education, Inc, and TUI as well as other companies
with large online operations including Apollo, DeVry, CEC, ITT and Kaplan.

3 Senate HELP Committeee analysis of data provided by 11 for-profit education companies.

0 Higher Education Opportunity Act of 2008, Pub. L. No. 110-315, § 101, 122 Stat. 3086 (2008), available at

http://www.gpo.gov/fdsys/pkg/PLAW-110publ3 15/pdf/PLAW-110publ315.pdf (accessed July 3, 2012).

01 Association of Private Sector Colleges and Universities, HEA Conferees Include Major Changes to 90-10 Rules, Newsletter, 2008,
http://www.career.org/iMISPublic/AM/Template.cfm? Section=Search&template=/CM/HTMLDisplay.cfm&ContentID=17598 (ac-
cessed May 24, 2012) (Association of Private Sector Colleges and Universities was known as Career College Association at the time
of this newsletter’s publication).

2 Higher Education Opportunity Act of 2008, Pub. L. No. 110-315, § 101, 122 Stat. 3086 (2008), available at

http://www.gpo.gov/fdsys/pkg/PLAW-110publ315/pdf/PLAW-110publ315.pdf (accessed July 3, 2012).

3 Ensuring Continued Access to Student Loans Act of 2008, Pub. L. No. 110-227, § 2, 112 Stat. 740 (2008), available at http://www.
gpo.gov/fdsys/pkg/PLAW-110publ227/html/PLAW-110publ227.htm.

4 Program Integrity: Gainful Employment—Debt Measures, Final Regulations, 76 Fed. Reg. 34386, June 13, 2011.

5 Additional regulations enacted as part of the 2010 rulemaking package, many of which apply to all institutions of higher education
include: requirements to furnish information regarding graduation rates and job placement that will allow the determination of student
debt levels and incomes after program completion (gainful employment data collection); minimum standards for the State authoriza-
tion process; requirement of a structured and consistent policy approach to evaluating satisfactory academic progress; definition of
a credit hour that allows accrediting agencies to determine whether an institution’s assignment of a credit hour is acceptable; defini-
tions of when a student is considered to have withdrawn from a program for purposes of returning title IV aid; requirement that the
Department receive notice of new programs and potential for the Department to require formal new program approval; development
of procedures to evaluate the validity of a student’s high school diploma; enhanced authority to take action against institutions engag-
ing in deceptive advertising, marketing, and sales practices; revised Ability To Benefit (ATB) test approval procedures and criteria
and requirement of some completion of some credits before title IV aid is made available for ATB students; strengthened criteria for
when a portion of another institution’s educational program can be delivered through a written arrangement; simplification of FAFSA
verification; and allowance that a one-time retake of a course may count toward a full course load for purposes of title IV aid. Some
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In June 2011, the Department finalized a new regulation that, for the first time, defined colleges’
obligation to “provide gainful employment in a recognized occupation.” * The rule requires that each
program at for-profit colleges, as well as vocational programs offered by public and non-profit colleges,
demonstrate that 35 percent of their student-borrowers are repaying their student loans, or the ratio of
their typical graduate’s debt to their total income is below 12 percent, or the ratio of their typical gradu-
ate’s debt to the graduate’s discretionary income is below 30 percent.®”” Although this rule is a first step
towards ensuring that students attending for-profit schools are getting a valuable education that serves
them well in the job market, the extremely low bar that programs must meet, and the fact that a program
must violate all three thresholds for 3 out of 4 years, make it unlikely that many poor-performing pro-
grams will face consequences. Moreover, on June 30, 2012, the District Court for the District of Colum-
bia struck down the gainful employment rule stating that the Department had failed to provide sufficient
justification for the requirement that 35 percent of students are repaying loans.*”® While the decision will
require that the Department either prevail on an appeal, or initiate a new rulemaking process to bet-
ter substantiate the need for the 35 percent repayment rate, programs must still disclose whether they
meet the gainful employment criteria. On June 26, 2012, the first set of data indicated that 5 percent of
programs (193 programs at 93 institutions) all operated by for-profit colleges failed to meet all 3 gain-
ful employment criteria.*” Among the companies with more than five programs failing all three criteria
were Corinthian, Career Education Corporation, Westwood, Vatterott and Education Management Cor-
poration.®!?

Thus, only two key regulatory provisions impose some measure of accountability on for-profit
colleges: the weakened 90/10 rule, and the requirement that no more than 30 percent of students default
within 3 years. Data and internal documents indicate that some for-profit schools go to great lengths to
evade these modest checks.

alleged that the Department of Education improperly handled confidential information during the rulemaking process. A subsequent
investigation by the Inspector General of the Department of Education found “found no improper disclosure of sensitive information
by Department officials in their communications with outside parties.” U.S. Department of Education, Office of the Inspector General,
Department s Negotiated Rulemaking Process for Gainful Employment, Final Audit Report, June 2012 http://www2.ed.gov/about/of-
fices/list/oig/ auditreports/fy2012/a1910002.pdf (accessed July 8, 2012).

66 Program Integrity: Gainful Employment—Debt Measures, Final Regulations, 76 Fed. Reg. 34386, June 13, 2011.

97 Program Integrity: Gainful Employment—Debt Measures, Final Regulations, 76 Fed. Reg. 34386, June 13, 2011.

608 “The Department does not identify any expert studies or industry practices indicating that a repayment rate of 35 percent would be a
“meaningful performance standard,” but rather emphasizes that the number was chosen because approximately one quarter of gainful
employment programs would fail a test set at that level. ... The question before the court is whether the Department has provided a
reasoned basis for selecting the debt repayment and debt-to-income standards. The debt-to-income standards were based upon expert
studies and industry practice—objective criteria upon which the Department could reasonably rely. ... The debt repayment standard,
by contrast, was not based upon any facts at all. No expert study or industry standard suggested that the rate selected by the Depart-
ment would appropriately measure whether a particular program adequately prepared its students. Instead, the Department simply
explained that the chosen rate would identify the worst-performing quarter of programs. Why the bottom quarter? Because failing
fewer programs would suggest that the test was not ‘meaningful” while failing more would make for too large a ‘subset of programs
that could potentially lose eligibility.” That this explanation could be used to justify any rate at all demonstrates its arbitrariness.” As-
sociation of Private Colleges and Universities v. Duncan, 2012 DC D 1:11-CV-01314-RC U, p. 29-31, available at http://big.assets.
huffingtonpost.com/judgeordergainful.pdf (accessed July 6, 2012).

9 1J.S. Department of Education, “Five Percent of Career Training Programs Risk Losing Access to Federal Funds; 35 Percent Meet All
Three Standards Under Gainful Employment Regulation,” Press Release, June 26, 2012, http://www.ed.gov/news/press-releases/five-
percent-career-training-programs-risk-losing-access-federal-funds-35-percen (accessed July 6, 2012).

610 J.S. Department of Education, Federal Student Aid Data Center, 2011 Gainful Employment Informational Metrics, http://federalstu-
dentaid.ed.gov/datacenter/gainfull.html (accessed July 6, 2012). See also Libby A. Nelson, Missing the Mark on ‘Gainful,” Inside
Higher Ed, June 26, 2012, http://www.insidehighered.com/news/2012/06/26/education-department-releases-data-gainful-employment-
rule (accessed July 6, 2012).
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Evasion of Regulatory Requirements

The two primary Federal checks on for-profit colleges pertain to the proportion of Federal money that
the colleges collect and the percentage of students who default on Federal student loans. In addition, some
accreditors also require schools to meet standards regarding the percentage of graduates who obtain employ-
ment in their field of study. Some for-profit colleges employ questionable tactics to meet these requirements.
Strategies for complying with 90/10 include switching campuses between Office of Postsecondary Education
ID (OPEID) numbers, stopping the flow of funds to high-90/10 OPEIDs, maximizing cash collected from stu-
dents, creating scholarship programs, increasing tuition, establishing roadblocks for living expense stipends,
utilizing institutional loan programs, pursuing military benefits, and converting from for-profit to non-profit
status. Default management tactics involve aggressively signing students up for forbearance and deferment
plans. Job placement statistics have been plagued by irregularities and sometimes falsified data.

90/10 Strategies

Each for-profit education company must report annually to the Department of Education the amount
of Federal student aid they took in (the “numerator”’) and the company’s total revenue from academic activity
(the “denominator”) for each OPEID number under the company’s control.®’! The numerator consists of all
title IV program funds—primarily Federal Stafford Loans and Pell Grants—used for tuition, fees and other
institutional charges. The denominator is the sum of all revenues generated by the institution from tuition,
fees, and other institutional charges used for educational purposes. In addition to title IV funds, the denomina-
tor includes student-paid tuition, employer-paid tuition, State educational loans and grants, scholarships, and,
because of a loophole in the law, all other Federal funds (which includes military servicemember and veteran
educational benefits). It does not include funds generated from non-educational activities, such as outside in-
vestments, or cafeteria and school brand apparel sales. Schools must use cash-basis accounting, meaning that
revenue is recognized when it is actually received (instead of when it is earned).

Each year, many for-profit schools edge closer to the 90 percent line. Twenty-four percent of for-profit
institutions had a 90/10 ratio of 80 percent or above in 2007-8; just 2 years later, in 2009—10, the proportion
jumped to 37 percent of all for-profit institutions.®'

For-Profit Education Companies with Highest Reported 90/10 Share, 2010
Company Reported 90/10 | Estimated Share Including
Share All Federal Funds
[in percent] [in percent]
Apollo Group, Inc. 85.3 88.7

1" The determination regarding whether more than 90 percent of revenues are coming from Federal financial aid dollars is performed
for each OPEID number, not based upon all schools operating under the same name or all schools owned by the same corporation.
Typically, an OPEID number corresponds to one campus. But because of the consolidation, combinations, and growth in the for-profit
sector, one corporate entity may have one number for many campuses, or many. For example, Strayer University, with its 92 campuses
has one OPEID number whereas Corinthian Colleges, Inc., with 105 campuses, has 49 OPEID numbers.

¢12.S. Department of Education, Proprietary Schools 90/10 Revenue Percentages Tracked Over Student Aid Award Year, http://federal-
studentaid.ed.gov/datacenter/proprietary.html.
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Bridgepoint Education, Inc. 85.1 93.7
Herzing, Inc. 86.1 87.4
Kaplan Higher Education Corporation 85.9 87.9
Vatterott Education Holdings, Inc. 87.0 88.1

Instead of seeking to attract cash-paying students or employers by offering quality programs,
some for-profit schools have devised a number of tactics to artificially lower their reported 90/10 fig-
ure.’"® These tactics are detailed below.

Switching Campuses Between OPEIDs

The 90/10 rule attaches to an OPEID number, not a school or a parent company. One OPEID
number may consist of a main campus and branch campuses. Schools with multiple OPEID numbers
can shift campuses to different OPEID numbers and classify them as branches even when they are many
States apart. This requires the blessing of the Department of Education, the college’s accrediting agency,
and the State regulator, which usually grant these shifts. As an example, Career Education Corporation
recently applied to consolidate 19 of its OPEIDs into one.®'* Included in this 19 were 6 of its OPEIDs
that were over 90 percent.®"

EDMC discussed internally a consolidation and reorganization of its campuses in late 2009 in
part to address concerns with 90/10 issues at some campuses.®'® Similarly, Herzing University enlisted
the help of a consultant to review potential schools to purchase “for 90/10 strategies.” A Herzing ex-
ecutive instructed the consultant, “We are only interested in schools with low 90/10 ratios, which are
healthy, and $1M+ in revenue.” ®'7 The school also made plans to shift its current campuses around
under different arrangements of OPEID numbers. Faced with high 90/10 campuses in Toledo and Akron,
one executive wrote,

My initial thought is to match Toledo with Omaha because they are smaller enterprises and that
way we can reserve Minneapolis for Akron if necessary. Right now the Toledo/Omaha rate would
be...72.6% ... Right now Akron/Minneapolis would be . . . 78.5%. This group could in theory
go up to the $20,000,000.00 mark in combined revenue, with the current cash and still be under
the 90% threshold. ®'*

Herzing managers also discussed paying bonuses to employees based on each 0.1 percent reduc-

%13 One executive said, “90/10 is a multi-front battle, like cancer—we won’t find one single solution other than abolition.” Herzing Inter-
nal Email, September 2009, re: RE: 90/10 combining (HP000006166).

614 Career Education Corporation 10-Q for the period ending 3/31/2011. Consolidation of campuses into fewer OPEID groups is not, in
itself, a suspect practice. However, the Department of Education must be mindful of proposed consolidations that seek primarily to
evade the penalties for violating the 90/10 rule or student loan default rate rule.

615 Id‘

1 EDMC, December 2009, WASC Announcement (EDMC-916-000200071, at EDMC-916-000200081) (document on file with the com-
mittee).

1" Herzing Internal Email, June 2010, re: Brookfield opportunity etc (HP000006414).

¢18 Herzing Internal Email, August 2009, re: RE: 90/10 as of 8.14.2009 (HP000006169).
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tion in 90/10 their campus achieved over the course of a year.?"”
Stopping Flow of Funds to OPEID

Documents reviewed by the committee reveal that some companies have taken the drastic step of
stopping the flow of title IV student aid money to its high-90/10 OPEID groups. Since the 90/10 regula-
tion requires schools to use cash basis accounting, schools may delay drawing down title IV funds from
the Department of Education for certain campuses and thus push that aid into the next fiscal year.**°

Stopping the flow of aid hurts students because campuses that do not receive student aid funds
may not disburse, in a timely manner, living-expense checks to students who depend on those funds
to pay for books, housing, food, transportation, and childcare. Indeed, internal documents show that
schools are well aware that withholding aid money could cause significant disruptions and potentially
drop-outs. Yet, these schools sometimes ignore the potential harm to students. In an internal email, an
EDMC executive noted that “pulling the lever [withholding disbursements] would ensure we stay under
90% in FY’10. . . . The trade-off is student and school disruption and potentially lost revenue to bad
debt on drops.” ®*! The company ultimately opted not to cease drawing down title IV funds at the end of
Fiscal Year 2010. A senior vice president in charge of student finance told the chief administrative officer
that one EDMC brand had previously used delayed aid disbursal prior to the acquisition at a few campus
locations.®” Likewise, internal documents show that Vatterott engaged in the same practice in 2008: A
concerned regional director emailed that the Quincy, IL campus had “more than $900K past due” in title
IV funds that should have been disbursed to the campus. An employee at the Quincy campus responded,
“Because of the 90/10 issue, corporate has put a hold on our title IV disbursements until the first of the
year.” 62

CEC’s withholding of Federal student aid funds to its “Fenton OPEID,” which reported that it
exceeded the 90/10 metric in 2011, led to student frustration over not being given their living stipend
disbursements: “Last year during this time, the CPC [CEC’s Student Aid Centralized Processing Center]
started to receive several calls . . . [from] students questioning why they were not able to receive their
disbursements.” ©**

Collecting Cash from Students

Internal documents demonstrate that some schools have raised their initial enrollment fee—
which must be paid in cash—or insisted on cash payments from students in order to lower their reported

¢ Herzing Internal Email, April 2010, re: RE: YTD HAPPY Bonus Results (HP000006143).

620 While this practice does not violate the 90/10 rule, it may be proscribed in certain instances in which a college violates its cash man-
agement obligations to provide students with timely stipend checks.

¢ EDMC Internal Email, March 2010, re: RE: 90-10 Forecast Summary—March 17 2010 updated (EDMC-916-000228111). See also
EDMC Internal Email, August 21, 2009, re: FW: 90/10 assistance requested (EDMC-916-000183672).

2 EDMC Internal Email, August 2008, re: RE: 90/10 definition ? (EDMC-916-000208935). The company asserts that this activity oc-
curred prior to Brown Mackie’s acquisition by EDMC.

2 Vatterott Internal Email, December 2008, re: Re: accounts receivable (VAT-02-33-00360).

624 Career Education Corporation, August 2009, re: FW: SEC 90/10—HOLD PELL (CEC000026555).
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90/10 ratio. While asking students to make up-front payments on their education can be a good idea be-
cause it is interest-free and also helps them to understand what it will be like to make payments on their
loans later, it seems that some for-profit schools are primarily seeking to drive down their 90/10 ratios
with these cash payments.

In 2007, Herzing raised its enrollment fee to $100 for its online students.®* The company also
proposed to award its recruiters extra points toward salary increases for enrolling students who make
cash payments.®?® In order to collect more cash, ITT created “SWAT teams” of three to four financial
aid employees to visit specific campuses and approach students in class who were behind on payments
to the school.®?” Kaplan proposed “sponsor[ing] tables/treats for a school-wide yard sale, flea market, or
food sales to help students obtain additional cash” to pay the school.®”® The company also initiated the
“Encourage X-tra Cash Investment Toward Education [EXCITE]” campaign to secure more cash from
students.®” The EXCITE campaign included training for financial aid and other staff to overcome stu-
dents’ objections to paying more cash.*’ The training featured this scenario:

Sally has a mortgage, car note, day care, utilities, and insurance to pay every month. She is barely
making these payments and with the current lay offs occurring at her job, she is not sure how long
she can continue to make them. When Sally decides that making $100 per month tuition pay-
ments is not a good idea, given her current situation, use the feel, felt, found method to overcome
her concerns.

The training materials instruct the employee to respond:

Sally, I understand how you feel about not wanting to make $100 per month tuition payments.
Many of our students felt the same way when they enrolled into the program. What they found,
Sally, is this investment in their future was well worth any sacrifices they had to make such as
finding ways to reduce utility costs or determine ways to obtain additional resources. Do you
agree, that the benefits of getting an education to achieve a stable rewarding career outweigh the
costs? Here at Kaplan College, we will gladly work with you to make it easier. How much do you
think you could afford? [emphasis in original].%*!

Scholarship Programs

Department of Education regulations dictate that scholarships awarded to a student do not count
as Federal financial aid and instead count on the “10” side of the 90/10 calculation, only if the scholar-
ships are awarded by an organization independent of the school. The independence requirement prevents

25 Herzing, June 2007, 90/10 Report to Finance Committee of the Board (HP000001629).

626 Id‘

®7TTT Internal Presentation, August 2008, SWAT Team Volunteers (ITT-00052133) and

Senate HELP Committee staff interview with Rashidah Smallwood, February 17, 2011.

628 Kaplan Internal Presentation, 90/10 Overview (KHE 272311, at 272318).

2 Kaplan Internal Document, EXCITE Initiative Training: Encourage X-tra Cash Investment Towards Education (KHE 272310).

0 Kaplan Internal Presentation, Overcoming Objections Tuition Payment Commitment (KHE 272320).

1 Kaplan Internal Presentation, Overcoming Objections Tuition Payment Commitment (KHE 272320, at KHE 272326 and KHE
272326).
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schools from subverting the 90/10 rule by simply recycling Federal student aid money to award scholar-
ships that count on the “10” side. However, several companies that operate for-profit colleges have de-
signed scholarship programs that appear to be awarded by outside non-profit organizations, but in reality
the design and control of the programs appears to come from within the for-profit school. In these cases,
the money used to fund the scholarship comes from sources connected to the school and the awards are
only given to students at that particular school.

ITT created the “Champagne Scholarship,” a “new scholarship named for and funded by [the
company’s] previous chief executive officer, Renee Champagne.” 2 A former employee and whistle-
blower confirmed that nearly every student who applied received the scholarship.®** Over the course of
a year, the company planned to award a total of $21 million in scholarships. That amount is enough to
move ITT’s overall 90/10 ratio by more than 1 percent, a significant achievement if a school is in danger
of exceeding 90 percent.***

Similarly, EDMC created a non-profit tax entity called the “Education Foundation” to bestow
scholarships that count towards the 10 percent side.%** The foundation awards scholarships only to
students at EDMC schools.%*¢ The money is gathered from EDMC employee donations and corporate
foundations, often representing companies that do business with EDMC or that market their products to
EDMC students, such as student loans from Bank of America, software from Journey Education Market-
ing, textbooks from Wiley and McGraw-Hill publishers, and soda-machine sales from Vending Manage-
ment Services, Inc.%” The company awarded more than 400 scholarships in 2009, ranging up to $5,000
each. In 2009, the company looked to “quadruple the amount of employee contributions and school fund
raising activity” explicitly for the purpose of 90/10 compliance.®*

Increase Tuition

Perhaps most troublingly, some schools push their tuition higher in order to create a gap between
the total amount of Federal aid a student can receive and the cost of attending. This illustrates the fun-
damental problem with the cost of for-profit schools-that the tuition fees and other academic charges
bear no relationship to the cost of providing the education. This gap means that students attending these
schools must find even more financing by taking out private loans, taking on more debt through a private
or institutional loan, or making monthly cash payments, often by credit card, directly to the school to
pay for the artificially high cost of the school. The student is left with more debt, likely at a higher rate

2 ITT Internal Document, Champagne Scholarship Fund (ITT-00060529). See also ITT Internal Presentation Slide, Champagne Schol-
arship (ITT-00052394).

3 Senate HELP Committee staff interview with Rashidah Smallwood.

0% Senate HELP Committee staff analysis of documents provided by ITT.

95 EDMC Internal Document, November 2009, 90-10 Student Mix Project Tracker (EDMC-916-000000483). The company asserts that
EDMC foundation funds are not included in its 90/10 calculation.

¢ The Education Foundation, What is The Education Foundation?, http://www.educationfdn.org/about.php (accessed May 10, 2012).

97 See EDMC Education Foundation, Charting Courses, Education Foundation Newsletter, Spring 2009, http://www.educationfdn.org/
documents/newsletter_spring_2009.pdf (accessed May 8, 2012); The Education Foundation, Building Futures Through the Education
Foundation, Program Brochure, http://www.educationfdn.org/documents/Tri-fold%202010%20brochurefinal.pdf (accessed May 8,
2012).

8 EDMC Internal Document, November 2009, 90-10 Student Mix Project Tracker (EDMC-916-000000483). The company asserts that
EDMC foundation funds are not included in its 90/10 calculation.
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of interest, just so the school can count that money towards the “10” side.

What is striking is that companies fail to consider, or consider and dismiss, the possibility of reducing
tuition and attracting some students who are willing and able to make cash payments towards their education.
This practice would align with the policy goal of the regulation: to ensure that colleges and the programs
they offer are of sufficient quality to draw some cash-paying students. It is clear, in the case of at least some
schools, that such a policy is unacceptable because of the potential reductions in revenue and profit.

Many for-profit colleges stay well under 90 percent even with comparatively low tuition. For exam-
ple, an analysis of the American Public Education Inc. (APEI), a for-profit system headquartered in West
Virgina that enrolls a significant number of military veterans and servicemembers, finds that even when all
military benefits are included on the “90” side, the company receives approximately 77.4 percent of reve-
nues from Federal dollars, well under the 90/10 threshold.®* APEI has avoided 90/10 compliance issues, in
part because the company offers much lower tuition than most for-profit education companies and is able
to attract both students and employers based on this value proposition. Colleges can also avoid 90/10 issues
by attracting employers that offer programs to their employees to pay some or all of the cost of getting a
higher degree. For example, Strayer has been able to remain well under the 90/10 threshold largely due to
its employer-sponsored tuition programs. Students who receive tuition help from their employers or asso-
ciations make up approximately 25 percent of the student body at Strayer.54

The higher a company sets tuition, the less likely it is for student contributions to provide 10 per-
cent of revenue.*! At American Public University System, a student contributing 10 percent towards his or
her Associate degree would need to pay $1,535, while the same student contributing 10 percent towards a
Corinthian Associate degree, which is priced far higher, would need to find $4,183 out-of-pocket.

An email from the vice president of Argosy University Online highlights the limitations of rais-
ing tuition to help comply with 90/10. “While I recognize a higher tuition price point has the potential
to positively impact 90/10,” he wrote, “I don’t think it can be the solution as it will constrain our ability
to get enrollments. We are already priced higher than any of our competitors so if this were a driving
factor in 90/10 we would be in a much better position as it relates to 90/10.” ¢4

Financial analysts, who are usually champions of for-profit higher education, have taken issue with
the tactic of justifying tuition raises with 90/10 compliance. After Corinthian instituted a 12 percent tuition
increase in the name of 90/10 compliance, Ariel Sokol, a financial analyst with UBS, posed a question to
Corinthian executives in an investor conference call, “I’m a little confused why the burden to comply is being
placed on the student because if the Company is providing value to businesses where it places students why
aren’t the businesses willing to offer scholarships to the students you’re willing to serve, particularly when
the alternative is either the closure of the school or burdening the students/employees with additional debt?”

9 Senate HELP Committee staff analysis.

40 Strayer, Q2 2011 Earnings Call with Investors.

%1 GAO, “For-Profit Schools: Large Schools and Schools that Specialize in Healthcare Are More Likely to Rely Heavily on Federal
Student Aid,” October 2010, Slide 28, http://www.gao.gov/assets/320/310897.pdf.

%2 EDMC Internal Email, June 7, 2010, re: AUO Pricing (EDMC-916-000229388).
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3 The CEO responded that since Corinthian focuses their recruiting efforts on people who do not have the
money to pay for school, most of their students must borrow the maximum they are eligible for.*** And since
most of their students do not have a job and are seeking entry-level positions with their Corinthian degree,
employers are not willing to help them fund the cost of school. Sokol called Corinthian’s decision to raise
tuition 12 percent “perhaps the most counterproductive public negotiating tactic that we’ve ever witnessed.”
645 Corinthian announced the tuition increase ““as if they are somehow the victims” when in reality the com-
pany knowingly pursued this kind of a growth strategy notwithstanding the existence of 90/10.% “It’s not as if
[the company’s 90/10 situation] happened by surprise,” and now, “students are being burdened with debt they
can’t repay. That’s not a viable long-term strategy,” Sokol said.

Establishing Roadblocks for Living Expense Stipends

Students are eligible for stipend checks to pay living expenses while in school if there is money
leftover after using their aid to pay tuition and institutional charges. In an effort to reduce their reported 90/10
ratio, some schools have resorted to putting roadblocks up for students to get their stipend checks. An inter-
nal document titled “90/10 plan FY2010” reveals that EDMC “put in place a tougher stipend check process
which has cut our stipends down dramatically. Students are required to fill out budgets and get letters from
their child care provider to support their stipend request. They are also counseled on the effect of taking out
more loans.” ¥ While counseling students to avoid borrowing more than they need to pay for school helps
students manage their future loan payments, the practice of making it burdensome to obtain money students
need for living expenses is not helpful.

Bridgepoint Education instituted a stipend check procedure under which students must wait 14 weeks
to get the full amount of their stipend.**” Complaints from students attending Bridgepoint-owned Ashford
University show many students frustrated by delayed payments, improper amounts, and poor communica-
tion with students.®* One student wrote that his account balance showed that the school owed him a stipend
check for $6,393.50 that was delayed multiple times. He wrote, “I am scheduled to start class on Wed the 14™,
HOWEVER, like the past 3 classes, I don’t have the money to buy books for them, so I had to take the classes

3 Corinthian Investor Call, February 2011.

4 The CEO said, “Most of our students come to us without jobs, and so, as a result, these are entry level positions and most employers
are not willing to step up and provide scholarships or fund that kind of program. . . . And because Congress has done such a good job
for our students in terms of increasing the amount of Stafford money available to students and the amount of Pell money available to
students, and our tuition historically has been going up at 3 percent to 4 percent a year, it’s created this kind of a problem.”

5 Goldie Blymenstyk, “Colleges Scramble to Avoid Violating Federal-Aid Limit: For-Profits Tactics to Comply With 90/10 Rule Raise
Questions,” The Chronicle of Higher Education, April 2, 2011, http://chronicle.com/article/Colleges-Scramble-to-Avoid/126986/ (ac-
cessed May 8, 2012).

646 Id‘

647 Id‘

8 EDMC, 90/10 plan FY2010 Akron (EDMC-916-000227880). The company asserts that the document only refers to counseling
students to limit stipend borrowing and that it has never held back stipend amounts from students. See also Corinthian Internal Email,
June 2010, re: FW: Fwd: [redacted] (CCi_00058084).

9 Bridgepoint, October 2008, New Stipend Process for Financial Aid Students: Effective 10/13/2008 (BPI-HELP_00016331).

0 See, for example, Bridgepoint Student Email, April 2009, re: This is my formal complaint (BPI-HELP_00028217); Bridgepoint Exter-
nal Correspondence, May 2009, re: [redacted] (Letter From an Attorney Regarding Student Loan Complaint) (BPI-HELP_00027873);
Bridgepoint Student Correspondence, May 2009, Student Letter of Complaint (BPI-HELP_00027845); Bridgepoint Student Email,
February 2010, re: This Constitutes My Formal Complaint (BPI-HELP_00027194) (Ashford University); Bridgepoint Student Email,
Monday 2010, re: “This constitutes my formal complaint” (BPI-HELP_00026309); Bridgepoint Student Correspondence, March
2010, Student Letter of Complaint (BPI-HELP_00026143).
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without the textbooks™ [emphasis in original].®>' Another student wrote,

After requesting to have my excess Student Loan money refunded to me and check was supposed to
be mailed out. . . . After numerous calls and many Financial Aid Representatives telling me they would
research this and follow up I have yet to receive the fund or a phone call. This is the second time this
has happened this academic year. . . . Unfortunately, I had to complete my first class without all of the
required materials.®>?

In 2010, the Inspector General of the Department of Education released a report detailing an
audit of Bridgepoint, finding, among other problems, that the company was using a flawed process for
managing stipends.®

Institutional Loans

Historically, when a school operated its own loan program, these “institutional loans” could only
be counted on the “10” side when a student makes payments on the loan, not at the time of disburse-
ment of the loan. At some colleges only a small portion of these loans are ever repaid, perhaps as low as
20-50 percent for students who leave school without a degree, and loan payments that students do make
are spread over multiple years. Thus, the utility of institutional loans to move a school’s 90/10 ratio was
low.** However, two recent developments altered the landscape. Congress enacted an exception to this
treatment of institutional loans as part of the 2008 reauthorization of the Higher Education Act (HEA).%
For institutional loans made to students from July 1, 2008 until July 1, 2012, schools are permitted to
count 50 percent of the loan amount at the time the loan is made to the student.®

Some for-profit colleges subsequently created lending programs or expanded the volume of loans
issued under existing loan programs, often at extremely high interest rates. Corinthian partnered with
a non-prime consumer credit lender to create the Genesis loan program in 2008. In the first full year of
the program, the company made $120 million in loans.®” The company planned to double the volume
of loans in the next fiscal year.®® The CFO of Corinthian told investors, “Under the current rules we can
have these institutional loans count as part of the 10 percent. So, again, we get the benefit of the incre-
mental dollars net of the discount. So if on an ongoing basis 45 percent of that price increase came to us

! Bridgepoint Student Email, July 2010, re: “This constitutes my formal complaint.” (BPI-HELP_00026309) (Ashford University).

2 Bridgepoint, April 2010, Complaint Overview Form from the Better Business Bureau (BPI-HELP_00025972).

93 U.S. Department of Education, Office of the Inspector General, Ashford University s Administration of the Title IV, Higher Education
Act Programs, Final Audit Report, January 2011.

63 Kaplan Internal Correspondence, June 2009, re: Kaplan Higher Education Corporation Reserve Estimate for Kaplan Choice Loans
(KHE 0037010).

%5 Higher Education Opportunity Act of 2008, Pub. L. No. 110-315, § 101, 122 Stat. 3086 (2008), available at

http://www.gpo.gov/fdsys/pke/PLAW-110publ315/pdf/PLAW-110publ315.pdf (accessed July 3, 2012).

9% Technically, the act allows schools to count the “net present value” of the loans at the time of disbursement. The net present value is
an estimation of the ultimate value of the payments over the life of the loan taking into account defaults and inflation. The Depart-
ment of Education later enacted a regulation allowing schools to simply count 50 percent of the value of an institutional loan instead
of going through the net present value calculation. Most schools have elected this approach. Under the act, colleges may not sell those
loans to investors until they have been in repayment for 2 years.

7 Corinthian investor call, August 2009.

8 Corinthian investor call, February 2010.
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after discount, we get the benefit of that in our 90/10 calculation as part of the 10 percent.” %° When Co-
rinthian introduced the program, students were charged as much as 18 percent interest. Similarly, EDMC
created a new “Education Finance Loan” program in 2008, carrying interest rates up to 11.2 percent.
The company made $19 million in loans in 2009, and more than tripled the size of the program the next
year to $65.9 million.*®® However, with the temporary exception soon expiring, EDMC announced that it
would shut down its institutional loan program and look to sell off the loans that it holds on its books.*¢!

Additionally, education companies have partnered with Wall Street investment banks to devise
lending programs that, through an impressively complex series of financial transactions, allow them
to count the amounts they lend to students—not just 50 percent—on the “10” side of the 90/10 ratio.
These loan programs consist of pools of money arranged by Wall Street banks and used to fund student
loans made by a third-party student lender. The student loans are packaged into securities and sold to
investors. The for-profit education company essentially guarantees the loans by obligating itself to make
“recourse” payments to investors in the event that an agreed-upon number of the loans default.®> The
Department of Education allows for-profit colleges to count proceeds from these loans on the “10” side
of the 90/10 calculation at the time the loans are made.**

ITT, the first school to utilize Wall Street backed “recourse” lending on a large scale, partnered
with Deutsche Bank to lend approximately $346 million to its students.%¢

%% Corinthian investor call, February 2010.

00 EDMC investor call, March 2010.

! Daniel Malloy, “EDMC ends loans during tough times for industry,” Pittsburgh Post-Gazette, May 11, 2012, http://old.post-gazette.
com/pg/11079/1133033-28.stm (accessed May 11, 2012).

%2 The structure of the transactions also provide other mechanisms of guarantee, such as over-collateralization and subordination.

3 .S. Department of Education, “Chapter 3: General GSA Participation Requirements,” Federal Student Aid Handbook, vol. 2, p. 32,
March 2009, http://ifap.ed.gov/fsahandbook/attachments/0910FSAHbkVol2Ch3GenRequirements.pdf (accessed May 11, 2012).

4 As part of this program, the company issued $300 million in senior debt to investors. ITT 8-K January 20, 2010.
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According to an analysis by Morgan Stanley, the PEAKS program allowed ITT to lower its 90/10
ratio by about 10 percent.®® In June 2011, Corinthian entered into an arrangement similar to ITT’s.
Corinthian was clear about the reasons for entering into the transaction; the company told investors, “the
ASFG arrangement helped us meet our 90/10 requirement of generating at least 10 percent of revenue
from non-title IV sources.” ®’ The arrangement called for $450 million to lend to Corinthian students
over 2 years. According to ASFG’s Web site, its student loans carry an interest rate of 11.9 to 17.9
percent, nearly three and a half times the current Federal subsidized interest rate of 3.4 percent.*®® Co-
rinthian is obligated to purchase every loan on which no payment has been made for 90 days, essentially
guaranteeing a profit for investors. The company expects that it will be obligated to buy back about 55
percent of the loans, in line with its previous “Genesis” institutional loan program in which the com-
pany set a reserve of 55 percent based on their own internal analysis of expected defaults.®® Although
Corinthian’s Genesis loan program was already large by industry standards, the new loan program will
have an even larger impact on Corinthian’s 90/10 number. Assuming that $225 million is lent to students
each year, judging by the company’s 2010 financial results, it will be able to lower its consolidated 90/10
number by more than 10 percent. Without this Wall Street transaction, Corinthian would be at risk of
exceeding 90/10.

%S ITT, Program for Education and Knowledge Access (PEAKS) Summary of Transaction Details, January 18, 2010 (ITT- 00146556).

6 Suzanne E. Stein, Gregory Jonas, Thomas Allen, Todd Castagno and Keith Paxton, /77 Educational Services: Accounting Treatment
of Loans Bears Watching, January 11, 2012, http://pg.jrj.com.cn/acc/ Res%SCCN_RES% SCINVEST%5C2012%5C1%5C18%5C636
7af6a-afa9-49dc-85ae-e4d6a693e127.pdf (accessed May 24, 2012).

7 Corinthian Investor Call, Q3 August 2011.

8 See, for example, FinAid, Private Student Loans, The SmartStudent Guide to Financial Aid, http://www.finaid. org/loans/privatestu-

dentloans.phtml.
69 Corinthian Colleges, Inc. Form 8-K for Period Ending 6/29/11.
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Pursuing Military Benefits

For-profit institutions have strong incentives that drive the industry’s pursuit of veterans’ and ser-
vicemembers’ benefits. One prominent reason is that the recent expansion of veterans’ education benefits
provides a huge new pool of Federal-taxpayer dollars that are risk-free revenues because they come in
the form of grants, not loans, with no obligation to repay and no risk of default. This pool is particularly
enticing to for-profit colleges eagerly looking to expand their enrollment or facing problems with meet-
ing 90/10.

Because neither Department of Defense (DOD) nor Veterans Affairs (VA) educational benefits
originate in title IV of the Higher Education Act, money received through these programs is not counted
as Federal financial aid for the purposes of 90/10. Because of this loophole, the rule considers DOD and
VA funds as non-Federal aid by allowing these funds to be counted on the “10” side of the calculation.®”
At least 18 companies received at least 2 percent of revenues from Federal military educational benefit
programs.®”! These funds have a significant potential to affect compliance with the 90/10 rule. As Ms.
Hollister Petraeus, head of the Office of Servicemember Affairs at the Consumer Financial Protection
Bureau, testified before the Subcommittee on Federal Financial Management, Government Information,
Federal Services and International Security on September 22, 2011, this loophole creates “an incentive
to see servicemembers as nothing more than dollar signs in uniform, and to use some very unscrupulous
marketing techniques to draw them in.” 72

This focus on recruiting servicemembers and veterans primarily as a 90/10 compliance strategy
is documented in the materials produced to the committee. The companies’ internal communications
reflected their strong interest in enrolling military students.®”®> For example, Bridgepoint’s CEO Andrew
Clark said in a presentation to Deutsche Bank:

We believe that when we are able to report our 90/10 for 2009 that it should decrease and we
think that decrease from 2008 will be due to our tuition assistance that our students are receiving
through the military and our penetration in particular into the military market. We’ve had a lot
of success in that are. . . . Our military enrollment grew from 1% in 2007 to 17% [in] September
2009.67

In a July 2010 memo, a consulting company employed by at least one for-profit education com-
pany identifies “military spouses” as a prime source of new students to help meet 90/10:

7 See H.R. Rep. No. 1943, 82nd Congress (1952).

7l Companies receiving more than 2 percent of revenues from post-9/11 GI bill benefits or from Deaprtment of Defense programs are:
Alta, APEI, Apollo, Bridgepoint, Capella, Career Education Corp., Concorde, DeVry, ECPI, EDMC, Grand Canyon, ITT, Kaplan,
National American University, Remington, Strayer, TUI, and UTL

72 Testimony before Subcommittee on Federal Financial Management, Government Information, Federal Services and International
Security, U.S. Senate Committee on Homeland Security and Governmental Affairs, September 22, 2011.

7 A Kaplan email described “active duty military and veterans as the big driver of non-title IV money” and stated that within Kaplan’s
criminal justice program active duty military and veterans make up 16 percent of the enrollments but 34 percent of the non-title IV
revenue. Kaplan Internal Email, February 2010, re: 90-10 Only Data v3.0.xlsx (KHE 226920, at KHE 226921).

% Bridgepoint CEO Andrew Clark Presentation to Deutsche Bank Conference, February 8, 2010.
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Probably one of the most important potential short and long-term targets . . . are the 800,000-plus
military spouses who have been authorized . . . for a one-time entitlement of up to $6,000. [Also]
under the most recent G.1. Bill, [servicemembers and veterans] can authorize up to 50 percent
of his/her education benefits for the spouse to continue their education. Therefore, in theory,
every spouse has access to two separate sources of funding [emphasis in original]. ¢°

At Kaplan, a high level executive sent an e-mail proposing possible strategies to address the
company’s 90/10 situation. His eight-point list of strategies led with: “1. Accelerate military billings/
collections at [Kaplan University]. Go to D.C. and pick up the check if you have to.” ¢ Kaplan’s chief
financial officer replied to another email titled “Active Military Update” by stating: “How can we get the
money faster? This is important for meeting 90.10. ” 77 That sense of urgency was reflected by Kaplan’s
financial investment in recruiting servicemembers and veterans. According to a Kaplan executive pre-
sentation provided to the committee, Kaplan planned to spend $29 million between 2009 and 2011 on
military recruitment and marketing. While not all of these funds were ultimately committed, the plan
called for a variety of uses, including dedicated military recruiting field staff and advertisements.®’® Ka-
plan ultimately collected $44 million in post-9/11 GI bill funds between 2009 and 2011, and $8.5 million
of Department of Defense Education Benefits in fiscal year 2011.57

An email exchange between executives at Education Management Corporation (EDMC) demon-
strates a similarly determined attitude towards maximizing military families’ benefits. A July 2010 email
from the vice president for EDMC’s Art Institute Online reported that she wanted to “ensur[e] we are
leveraging the military spouse benefits to the fullest extent possible” for 90/10.°% In February 2012, the
Art Institutes, in partnership with Military Families United, announced a scholarship program specifi-
cally for military spouses to augment their earned benefits.*®!

The president and vice president of Herzing, a smaller Wisconsin-based chain of 12 campuses
and an online division, similarly discussed whether or not to participate in the post-9/11 GI bill’s yellow
ribbon initiative, they showed a similar focus on 90/10.%*> The vice president acknowledged that they
were “all in agreement that we should do this for 90/10 if nothing else.” 6%

675 Consultant Memorandum, July 2010, (EDMC-916-000228224). The consultant’s Web site lists a number of colleges, including Corin-
thian, Des Moines Area Community College, George Mason and University of North Texas, as clients but EDMC was never a client
of Strategic Partnerships. See Strategic Partnerships LLC, Clients, http://strategicpartnershipsllc.com/clients.cfm (accessed June 28,
2012).

676 Kaplan Internal Email, November 2009, re: FW: KU 90/10 Issue (KHE 211344).

77 Kaplan Internal Email, October 2009, re: FW: Active Military update (KHE 292824).

678 Kaplan Internal Presentation, Kaplan Military University (KHE 267384)

7 Senate HELP Committee staff analysis of U.S. Department of Education, Federal Student Aid Data Center, Title IV Program Volume
Reports for Kaplan, 2009, http://federalstudentaid.ed.gov/datacenter/programmatic.html.

0 EDMC Internal Email, July 2010, re: FW: Possible Opportunities for EDMC “90:10” (EDMC-916-000228222).

1 Robert Jackson, “Military Families Deserve Access to Career Colleges,” Stars and Stripes,March 16, 2012, http://www.stripes.com/
military-families-deserve-access-to-career-colleges-1.171843 (accessed May 20, 2012). See also Education Management Corpora-
tion, “Military Families United Partners with The Art Institutes to Provide Scholarships to Spouses of All Armed Forces Members,”
Press Release, February 3, 2012, http://phx.corporate-ir.net/phoenix.zhtml?c=87813 &p=irol-newsArticle&ID=1656526&highlight=
(accessed May 20, 2012).

2 Herzing University enrolled 6,578 students in 2009, compared to EDMC’s 136,000 and ITT’s 79,208. U.S. Senate HELP Committee
staff analysis of Department of Education Data and company SEC Filings.

3 Herzing Internal Email, February 2009, re: RE: Veterans Yellow Ribbon Program (Feb 27 deadline) (H0000728).
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Conversion to Non-Profit Status

Two for-profit colleges, Keiser and Remington, have gone as far as to convert from for-profit to
non-profit status, at least in part to avoid violating 90/10.%* However, it is unclear whether this change
in tax status has been accompanied by a corresponding change in the companies’ business practices.®®
Both companies have essentially “sold” the for-profit companies to a non-profit arm that appears to be
controlled by the same owners. In both cases, a loan from the for-profit company was made to the non-
profit arm in order to then “purchase” the company.®* For the original for-profit entity and its owners,
the payment of this debt will allow them to earn a continuing profit from these debt payments. These
transactions raise fundamental questions about using non-profit status as a shield to avoid regulatory
review.

In January 2011, Keiser University announced that the company, privately held by Arthur Keiser
and other members of the Keiser family, had been sold to Everglades College Inc., a non-profit entity
created by the Keiser family in 2000. Everglades is receiving part of the company as a donation, and is
acquiring the rest through a purchase financed through a loan from Keiser University.®®” In describing
the change, Arthur Keiser specifically noted that the change was not expected to affect tuition and fees
or program offerings, saying, “it’s operating in the same way, with the same people; the only difference
is that it’s owned by a nonprofit.” ¥ In May, 2011, Mr. Keiser was re-elected as chairman of the Asso-
ciation of Private Sector Colleges and Universities, the main trade association that represents for-profit
colleges, and Keiser University remains a member of the association.®®

A week after Keiser announced its acquisition by Everglades, Remington College announced
that it had made a loan to non-profit Remington Colleges, Inc., in order to buy Remington College, thus
converting itself to non-profit status. Remington is expected to pay back the sales price, which was not
disclosed, over 15 years, from its excess cash flows. All the managers and executives will continue to
work for the college, and the founder will serve as a consultant to the college and has been appointed to

4 There are three additional issues with these conversions that require attention: (1) the terms of the deals and whether the sale of the
schools to the non-profits was done to the private benefit of the owners, (2) whether the compensation of the executives of the now
non-profit schools is unreasonable, and (3) whether converting to non-profit status in order to avoid Federal regulation without accom-
panying changes in operation is commensurate with serving a purely educational and charitable public purpose that warrants exemp-
tion from Federal taxes. Neither Remington nor Keiser publicly disclosed the terms of their transactions. On its face, this raises ques-
tions about how the values of the schools were determined. No publicly available information reveals whether appraisers were brought
in, whether they received second opinions, and what process was used to determine the value of intangibles. The Keiser School, Inc.
(“Keiser”) is a for-profit higher education company that enrolled 18,956 students as of 2010 and is based in Fort Lauderdale, FL.

%5 Tn the words of Barmak Nassirian “Until now, the very purpose of this entity was to be a profit-maximizing firm. Now we’re being
told it has suddenly taken a 180-degree turn and become a charity?” Scott Travis, “Keiser Becomes a Nonprofit; Move Could Mean
More State Aid,” Sun Sentinel., January 18, 2011, available at http://www.accessmylibrary.com/article-1G1-247153443/keiser-be-
comes-nonprofit-move.html (accessed May 20. 2012).

% Goldie Blumenstyk, “For Some Colleges, the Road to Growth is to Go Hybrid,” The Chronicle of Higher Education, http://chronicle.
com/article/For-Some-Colleges-the-Road-to/126001/ (accessed May 20, 2012); Goldie Blumenstyk, “Another College Takes the
Path From For-Profit to Nonprofit,” The Chronicle of Higher Education, January 20, 2012, http://www.intered.com/storage/deptofed/
CHE_AnotherCollegeGoesNonProfit.pdf (accessed May 20, 2012).

7 Goldie Blumenstyk, “For Some Colleges, the Road to Growth is to Go Hybrid,” The Chronicle of Higher Education, http://chronicle.
com/article/For-Some-Colleges-the-Road-to/126001/ (accessed May 20, 2012).

8 Td.; Scott Travis, “Keiser Becomes a Nonprofit; Move Could Mean More State Aid,” Sun Sentinel, January 18, 2011, available at

http://www.accessmylibrary.com/article-1G1-247153443/keiser-becomes-nonprofit-move.html (accessed May 20, 2012).

committee staff were informed by company executives that he is no longer serving in this role.
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serve on its new five-member board.®® Meanwhile, as recently as January 20 (after the change to non-
profit status), Jack W. Forrest, president and CEO of Remington, was still referring to revenue in excess
of operating expenses as “profits.” ¢! Notably, Remington has not made dramatic changes to its business
operations since becoming a non-profit.

Both Keiser and Remington had been struggling to meet the regulatory requirement to keep
Federal revenue under 90 percent. *> According to data provided by the Department of Education, Rem-
ington had a 2009 90/10 ratio of 84.3 percent.®”* However taking into account the additional $2,000
per student in Stafford funds that companies could permissibly exempt under the Ensuring Continued
Access to Student Loan Act (ECASLA), the company may have excluded an additional $10.5 million
in Federal revenues.®* If this amount is included, the proportion of the company’s revenue derived from
Federal sources could be as high as 91.3 percent.®> When Remington would no longer be able to take
advantage of the ECASLA exception, the company would have faced exceeding 90/10 at some of its
OPEID groups. Remington’s President indicated that the conversion to non-profit status was driven, at
least in part, by concern over exceeding 90/10.%%

While the full purpose of the conversions remains unclear, converting to non-profit status to
avoid a regulation would seem to defeat the purpose of the non-profit tax status, which is to provide an
educational and charitable public purpose that justifies exemption from Federal taxes.

Student Loan Default Rate Management And Manipulation

The Higher Education Act provides that colleges (defined by OPEID numbers) lose access to
Federal aid money if more than 25 percent of students default on student loans within 2 years of enter-
ing repayment, which typically occurs 6 months after a student graduates or withdraws.®” The regulation
applies to all colleges and universities, whether public, non-profit, or for-profit. The Higher Education

0 Goldie Blumenstyk, “Another College Takes the Path From For-Profit to Nonprofit,” The Chronicle of Higher Education, January 20,
2012, http://www.intered.com/storage/deptofed/ CHE _AnotherCollegeGoesNonProfit.pdf (accessed May 20, 2012).
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92 The U.S. Department of Education has advised Remington that it may require the college to continue to adhere to the 90-10 rule for a
few years as a condition of the conversion. Goldie Blumenstyk, “Another College Takes the Path From For-Profit to Nonprofit,” The
Chronicle of Higher Education, January 20, 2012, http://www.intered .com/storage/deptofed/CHE_AnotherCollegeGoesNonProfit.pdf
(accessed May 20, 2012).

3 U.S. Department of Education, Proprietary Schools 90/10 Revenue Percentages Tracked Over Student Aid Award Year, http://federal-
studentaid.ed.gov/datacenter/proprietary.html. See Appendix 9.

4 See Appendix 10.

5 91.8 percent when military educational benefits are included.

96 Goldie Blumenstyk, “Another College Takes the Path From For-Profit to Nonprofit,” The Chronicle of Higher Education, January 20,

2012, http://www.intered.com/storage/deptofed/ CHE _AnotherCollegeGoesNonProfit.pdf (accessed May 20, 2012).

Under 34 CFR 668.187(a) a school loses eligibility for Federal loans if the cohort default rate is greater than 40 percent in a single

year, or if the cohort default rate is greater than 25% for each of the 3 most recent years. An institution’s CDR is the percentage of the

institution’s former student borrowers who entered repayment on a Federal student loan during the relevant cohort year who defaulted

before the end of the next government fiscal year following the cohort year. The government fiscal year begins on October 1. There-

fore, for example, a student who leaves school in August 2010 would enter repayment after the 6 month grace period in February,

2011. This student would be included in the school’s fiscal year 2011 cohort default rate. If the student defaults any time before the

start of fiscal year 2013 on October 1, 2012, then the student would be counted as a “defaulter” under the current 2-year window. Un-

der the 3-year window, if the student defaults any time before October 1, 2013, the student would be counted as a “defaulter.” Under

the Direct Loan program, default is defined as 360 days of delinquency.
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Opportunity Act amended the law so that, in 2014, colleges will be required to demonstrate that no more
than 30 percent of students default on Federal student loans within 3 years of entering repayment on
their loans.**® Although penalties would not apply until 2014, the Department of Education has published
the 3-year rates since 2009.

Default rates among all sectors of higher education have increased in recent years. But, the trend
among for-profit schools is particularly steep. For example, Lincoln Educational Services, Inc., reported
a 3-year default rate of 21.6 percent for students entering repayment in 2005.%° Four years later, for
students entering repayment in 2008, the rate had climbed to 27.7 percent.”” DeVry saw a 40 percent
growth in the portion of its students defaulting between 2005 and 2008.™" Bridgepoint-owned Ashford
University saw its default rate more than double in the same time period.””

Because continued financial aid eligibility hinges on default rates, schools that have high rates of
students defaulting attempt to lower their rates through a variety of means known as “default manage-
ment.” Default management is not intrinsically negative. It may involve a multitude of strategies pre-
mised on sound goals, such as enrolling students who are likely to graduate and succeed, giving those
students the support and tools they need to learn and secure a degree that is valued in the job market-
place, helping them secure a well-paying job, and offering financial literacy classes and quality debt
counseling.

The Department of Education encourages all colleges to contact students who are delinquent on
Federal student loan payments in order to help those students avoid the negative and lasting consequenc-
es of default. These contacts can include alternative repayment counseling and helping students address
obstacles to repayment. However, when contacting delinquent students results in the majority of those
students being placed in forbearance or deferment rather than repayment and when these policies simply
delay default, the practice crosses a line from default management to default manipulation.

While assisting with students’ debt repayment can be helpful to students, the committee’s inves-
tigation has revealed that many for-profit schools are deploying tactics to delay student loan defaults, not
to protect the student, but rather to protect the college so that they do not lose access to Federal taxpay-
er-funded student aid dollars—the lifeblood of the for-profit model. Many for-profit schools have chosen
instead to commit significant resources to sophisticated operations that keep students out of default for
the duration of the 2-year (and now 3-year) monitoring window by aggressively signing students up for
forbearance and deferment to temporarily delay loan payments. This practice is troubling for taxpayers.
The cohort default rate is designed not just as a sanction but also as a key indicator of a school’s ability
to serve its students and help them secure jobs. If schools actively work to place students in forbearance
and deferment, this means taxpayers and policymakers fail to get an accurate assessment of default rates.

98 Beginning with the fiscal year 2014 cohort, a school loses eligibility for Federal loans if the 3-year cohort default rate is greater than

40 percent in a single year, or if the cohort default rate is greater than 30 percent for each of the 3 most recent years.

2 Senate HELP Committee staff analysis of U.S. Department of Education Trial Cohort Default Rates fiscal year 2005-8, http:/federal-
studentaid.ed.gov/datacenter/cohort.html. See Appendix 16.
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A school that has large numbers of students defaulting on their loans indicates problems with program
quality, retention, student services, career services, and reputation in the employer community. Ag-
gressive default management undermines the validity of the default rate indicator by masking the true
number of students who end up defaulting on their loans over the long run. Critically, schools that would
otherwise face penalties—including loss of access to further taxpayer funds—continue to operate be-
cause they are able to manipulate their default statistics.

While many of these tactics appear to cross the line from default management to default manipu-
lation, particularly when efforts to keep students out of default abruptly halt at the close of the 3-year
monitoring period, current law and regulations provide little guidance about what procedure constitutes
appropria