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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.

e 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.

-10 -



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 staff 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 staff, 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.

-20-



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 Insti