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that the country will not meet the national education goals set forth by President O
without an adaptablepostsecondarysystem that operates differently than it has in
pasta system that embraces diversity and innovation

More Americans than ever need a college degree and are seeking access to
education Jobs today requirdrigher education yet out of 132 millimm people in th
labor force,morethany n YAt f A2y R2y Qd KI @56 million adiilte
have never everstarted college These individualare increasingly looking for ways
remain competitive and advance in their careary’ G 2 Rl @ Q& .3t 206 | f

Those seeking access to higher education are less prepared than in the pastanie
greater support. High school dropout rateare now approximately 55% imany major
cities like New York and Los Angeles. Even moneernng, many studentsvho do
graduate cannoperform at thetwelfth grade level in reading or math.

h@SNI 1> 2F (2RFe&Qa &a0dzZRSyIdNA RR NB 2 y BOm
O2ttS3Sa YR dzyA@SNEAGASE Y adiohavefatnBasand
professonal obligations that make itncrementally challenging to pursue a colle
degree.

Traditional colleges and universities are the backbone tife U.S higher educatiot
system but they alonecannot meetthe O 2 dzy itidéds. Ohis system, which is exclus
by design,was built to meet the needs of a different era when only a small portion ¢
YIEGA2YyQa 62N] T2NDOS .¢¥SRBRS Qa4 comiediv kidERige
based economy requires a more broadly educatediety.

President Obama has set forth three important goals for the U.S. higher educati
systemwhich are critical to the country regaining its standing asgobal leader ir
education On a sobering noteye estimatethat without proprietary schoolsmeeting
these goalsvould costU.S. taxpayexmore than$800billion over the next ten years

Accredited, acgreegranting proprietary institutions, which have been a strong sour
of innovation, play a critical rolein the future of education Theseinstitutions provide
access to students who previously have been left behind by or extlfrden the
traditional higher education systeriVell managedproprietary institutions can meethe
demandfor educationat asignificantlylower cost to society.

At Apollo Group, we strive to demonstrate responsible, ethical leadership in hig
education. We agreethat thoughtful and consistent regulation gitical to the future
success ofhe higher educatiorsystem. ApolldGroupis focused orensuringregulatory
complianceat University of Phoenix and our othamstitutions, providing robuststudent
protectionsfor our current and prospective studentanddeliveringquality education:
offeringsti 2 (i 2 R itradi@ohal Iga2ngrs

Legal DisclosureThe statements and claims made are the position of Apollo Grtnup based on information and analyBism various
sourceseferenced in the Appendix of this reporhcluding the U.S. Department of Education, various independentgartdes, and
Apollo Goup company dataFor more information, please refer to the Appendix of this report.
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Executive Summary

What kind of nation will we be aecade or two from no® Will our system of high
education be the bridge that takes us to a safer, stronger future, or will it be a burde
holds us backWe will address these questions in this report.

At Apollo Group, we believe America is at a crossroads with respect to the future direc
higher education. Wéind ourselvesat a point in time when we as a nation, as citizenas
policy makers anés leaders in educatianmust makea choice betweerdefining ourselve
as a nation in the Zicentury witha limited educated elite class who enjoy the benefitsa
college degree (and all of the corresponding professional, financial and personal bene
a degreebrings)or a societywith a broadly educated, productive and globatlympetitive
workforce

Thechoice is clearltis imperative to recognize thahe world and the labor force of today
much different than the one of a century ago when much of the traditional highecailn
system wasestablishedand when the United States was still a largely agrarian econom
evenseveral decadeago whenit wasthe g 2 NImRn@Qficturing powerhouse.

Salient evidence supports this positidn 1950 (when the U.S. economy was laygdiven b
manufacturing and assembly line workers) only about 20% of jobs required a ski
educated worker.Today, with knowledge & the backbone of ourinformation-basec
economy, more than 60% of jobs requiradvancedskills training or education® And no
surprisindy, it is expected thathe fastest growing jobs in the coming decad#l require ¢
college level degreer higher2

As a result, mre Americans than ever need a college degard are seeking access to hig
educationin order toremain competitive and advance in their caredrfowever despite the
shift in educational requiremestfor jobs over the yearsgurrently only 35% of Americe
workersover the age of 2%have achieved a foryear degree There are approximately 1!
million Americans in the U.S. labor foraeer the age of 250f whom over80 million do no
KFE@S | ol OKbS {2 2KNINIaQ BRrEsRNNEEfRSiGans havenever started colleg
and more than 30 million have never completed tleir degree 8 According to the Worl
Economic Foru® Global Competitiveness Repothe U.S. haslost its number one
competitive ranking in the world

Recognizing thiproblem, the Obama administration last year set forth thriegportant goals
for the U.S. higher education systémtnat are critcal to the country regainingststanding as
leader in education and to remain competiti in an increasingly global economy. Those ¢
include:

vy To have every American receive at least one year of collegeation;
y  To once again have the highest graduation rate among developed countries by 202
y  To encourage lifelong learning.

We applaud these goals and agree withe Presidenf) éecognition of the importance ¢
fostering abroadly educated societyn order to keep America competitive as a nation.

Unfortunately, the country faces numerous challenges in achieving these goals.

First among them is a-K2 system that is not preparing students for colldgeel study a
well as it once did. The natiwide dropout rate of high school students in 262809 wa
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a[ SG YS 68 ¢
profit institutions play a
vital role in training young
people and adults for jobs
They are critical to helping
America meet the
President's 2020 goal. Th
are kelping us meet the
explosive demand for skill:
that public institutions
Otyyz2i Ftgle

- Secretary of Education
Arne DuncanMay 11, 201(

OAt the start of my
administration | set a goal
for America: by 2020, this
nation will once agaimave
the highest proportion of
college graduates in the
world. We used to have
that. We're going to have i
again &

- President Barack Obame
July 14, 2010
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approximately 30%nd it was significantly higher in major urban argasching 55% in bo
New York City and Los Angel®sEqually strikingpf students who make ito the twelfth
grade 65%o0f them cannot read at twelfth grade level and 77% are not proficientmath a
a twelfth grade level’

Despite the U.S. spending more orX education per pupil than almost any other count
deficienciesat the k12 levelhave caused the U.S. gdion in international testing to sl
when compared toother nations, and we now rank Zlout of 30 OECQOrganization fc
Economic Caperation and Developmentyountries in science scores and"26ut of the
same 30 countries in math scor@mth measired at age 15)

In addition to more student®einginadequately prepared for collegevel study,increasini
numbers of workingearnerswho never started or never completed their college educs
(many of whomhave not been in a classroom environment in y¢an® now recognizing tl
need for a college degree in order to retool their skills or advance in their careers.

Both of these factors a greater number of less prepared high school graduatesagicate
number of working adults now looking to attain a degreare placing burdens on a higl
education system that was not built to accommodate the needs ob¢hmdividuals. Ar
these burdentomeat a time wherpublic funding for higer education is undepressureand
budgets and capacity are being cut at traditional scho@l#hout the skills essential to
knowledgedriven economy, America will continue to lose ground in its econ
competitiveness.

At Apollo Group, & are concerned thabur country will not meet the national educatis
goals set forth byhe President without gpostsecondarsystemthat canserve the needs 1
more non-traditional students than wasriginally intended

Traditional schools public and independent private collegeend universities are the
backbone of the U.Shigher educatiorsystem but they alone cannot meet thedemandsof
our society We believe innovation and new alternatives are required to adapt to our re
changing world.

LY 2NRSNJ G2 YSSi 2dzaid 2yS 27F t1iNBsarihgityeler
American receives one year of collegee estimate it would require the tradition
education system to provide accessmore than 50 million firstime students, lire and trair
500,000 newfaculty members create 12 million additionaklassesand build the equivalel
of thousands of new colleges and universiti¥sFurthermore, we estimate that utilizing
public institutions alonewould costthe taxpayersmore than $800 billionover the next ter
years to educate the additional 13.1 milliongraduates necessaryto meet Presiden
h 0 I Y go@laf America once again having the highest graduation rate among develc
countries by 2020

Achieving this feat would benonumental in itself, but to do so at a time when traditio
d0K22f aQ NB &2 dz2ibd SakeslthdFask dzyidarSmpbskililily. aThintye state:
have cut funding to public colleges and universities in the past @tkemelz and schools al
being forced to cufaculty positions and student seat capacity just to remain viable.

Accredited, @greegranting proprietary institutions (also known as feprofit institutions;
play a critical rolen the future of educatiorby providing access to students who previou
have been left behind by or excludé&om the traditional higher education systeim the US
¢ 2RI &Qa & JaaiReSand piofessior@lbligations that make it challenging to pu
a college degree and successfully make it through to graduatdready, 73% of U.
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students are classifiedsanon-traditional by the Department of Educatiolf, meaning the
have risk factes that make it more difficult to reach graduatipsuch as working whi
attending school or having dependents of their avanoprietaryinstitutionslike University ¢
Phoenix (a subsidiary of Apollo GrolpNB YSSGAy3 GKS ySSRmE a
students areresponding to the value proposition of this educational offering. We do th
providing flexible scheduling, a choice of online campusbased classrooms, small cle
aA1 Saz RSINBS LINRBPINIYaA NBf SGI yhave frafessiors
experience in their field of instruction, and high levels of student support to help stu
succeed These adaptations and innovatiehave enabled University of Phoenix to pro\
strong academic outcomes as well as career enhancempportunities to students whan
many casescarry a higher level of educational riskas defined by the Department
Education This does not mean that these students are less talented or incapable of le
odzi NI GKSNJ AGQA || NBO23IyAGA2Y GKIFG &azys

Funding for education is provided directly to students, and studentschomsingto attend
certain proprietary institutions because of the factors mentioned abovBy questionin
whether proprietary institutions are the recipients of too much financial aid funding, ¢
are actually questioning whethenon-traditional and socioeconomically disadvantac
individuals deserve the right to have access to the same student financial aid funds, a
access to an education, as more affluent students do. If we are to meet any of Pn
hol YIQa 321 fax ¢S 0StASOGS GKS FyasSN Yc
It is important to note that proprietary institutions do not burden the taxpayernearly as
much as traditional publicly funded or independent private universitieas they do nc
receive direct state subsidies and do not benefit from-fi;ge endowmentcontributions
Rather, proprietary institutions pay significant taxeback to the public cofferdNe estimate
the annualnet cost to society, inclusive of defaults on student loansp@aximately$1,50
per student at University of Phoenixxompared witha cost of $,051 per student a
independent privatenstitutions and $1,340per student at public institutions* Given thes
figures, we estimate that having a properly regulated and healthy proprietary postsect
education system in this country would allow the President to reachhigker educatio
goals while spendingess thanhalf the $800 billion necessanp do the same thing throuc
the traditional college system along.

Apollo Group isplaying a leadership role in higher educaticand we are proud of our
heritage in helping to pioneer higher education for the working learmegr 35 years agy
followed by the introduction of online educationover 20 years agoln addition we are
currently investinghundreds ofmillions of dollarsinto the nextgeneration of learnersy
develqing a worldclass adptive learning platforndesigned for the classroom of tomorroy

Critics of the proprietary postsecondary sector have raised concerns about industry re«
practices, student outcomeand student debt levelsWhile Apollo Group and University
Phoenix strive for excellence all of these aregswe recognize that we can continue
improve. In this paper, we discuseme of the misperceptions about University of Pho
and our students, as well @me of the initiatives we have undertaken to deliver contin
improvement.Importantly, we are committed to deliveringcuality education to those wh
are willing to work hard enough to realize its benefitec®gnizing that we were experienc
an increasing numbeof students who were less prepared for the rigors of our de
programs, in early 2008@niversity of Phoenibegan testing and recently announced thel
implementationof a University Orientation progranThisthree weekprogram will beoffered
at no costto studentsand is designedto ensure thatprospectivestudents understand th
time and commitment required to be successfmlour rigorous programs of studgrior to

August 201

df you are low income in
the United States, you ha\
a higher chance of going t
jail than you do of getting i
four-year degreed

- Bill GatesFebruary 5,
2009
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enrolling in our University This is especially impamt as it allows students to mela fully
informed decision about attending our University before taking on college debt.

Apollo Group and University of Phoerskive to always act in the best interests of ¢
students Our god is to help educate some of the 50 hah Americansin our labor forci
today who have neveattempted college eithetbecause thelR A Ry Qi NBF f Al
GKSY 2NJ RARY QG .(AKdA ishportaktly weduhd@rstani? tBadivhpyteSrolling
students for the sake of financial gains widiver prove successfuin the end Why? Becaus
we believethat only byconsistently provithg a strong value proposition to our studentar
our shareholdergenerate sustainable returrever timed L G Qa GKIF G aAyYl
¢2 GKFG SyYyRI ¢ SQiégDadditondstaes gratestonshcludingfinancia
literacy tools such asur Responsible Borrower Calculator, whiehcourage students tc
borrow only the amount they needor their education Critics are right to point out that tt
cost of college hagcreaseddramatically over the past several decades, causingentsin
certain institutions to take orunusuallyhigh levels of debt. At University of Phoenix,
majority of our degree granting programs are either at or belowfeégeral Title IV loatimits
set byCongress.And, importantly, RS&LIAGS GKS FFO0dG dGKFG 68
to borrow up to the federally set Title IV limitgtal student debt levels at Universitpf
Phoenixare within national averageshen compared to boh public andndependentprivate
four-year colleges and universities.

Robustand enforcedregulatorycompliance is critical to the future of any university, and
universiies areno exception. Our students have access to a compliance hotline 24 hot
day, and we monitor over 30,000 conversatiopsr day between ourcurrent as well ¢
prospectivestudents andour counselors. Tdurther reinforce that our counselors are n
pressured in any way to enroll a studemtho isnot ready or prepared for University
Phoenix, we have announcethat a new evaluation andcompensation planfor our
counselorswill be rolledout University widebeginningthis fall In this new plan,no partof a
O 2 dzy & SoimgeNgat@n will have anyink to the number of students they enroll at ot
University. Rather, ourcounselorswill be evaluated on andompensated foalwaysacting ir
the best interest ofthe student essentially, advising the studetlie way they woulda
brother, sister, sondaughter, or close friendWe feé strongly thatthe new planwill further
solidify our goal of always putting the student first.

At ApolloGroup we strive to demonstrate responsible, ethical leadership in higigeication
We recognize thattih & | LJ2 f f 2 D NP dztgidaiory Nd@npliSncelia? UniSeysity:
Phoenix and our otheinstitutions. To help ensure this, we hava large dedicatedteam of
full-time complianceprofessionals at Apollo GroupgCompliancestarts at the top, and weare
strivingto be the best in this critical area. Further, on occasiamere we find mistakes
compliance violations, wstrive to handle them with the urgency, care and attention tl
deserve.

Above all,University of PhoenixA y @SaiGa KSIF@Afte Ay AGa
services, as well ag building the learning environment of tomorrowEducational an
instructional spending is by far our highest category of expendituhéle our marketing cos
to enroll a new student argenerallyin-line with the average of all schodtsthe US™®

Ultimately, the value of the education we deliver to our students is the determinant ¢
longterm success of our institution, as positive outconyésld success for our graduatéhe
University deliversvalue toits students and transparently publishés outcomesso tha
students can make informed decision#/e are proud of our record and highlight
followingachievements

August 201
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vy University of Phoenistudents enter with lower average assessment scores thar
national average but substantially close that gap by their senior year, meaning
demonstrate a greater rate of learning compared to national averﬁilées

vy University of Phoeniassociatestudents graduate ata slightly higherrate than the
national averageando I O K Sstu@entgiaduate below the national average owim
part, to the greater numbers of risk factorgs defined by thédepartmentof Education
that nontraditional studentdike ours exhibit™

v University of Phoenix studerfls &y@a@loan default rate for the 2008 cohort
estimated to bgust 6.7% on a dollabased calculation;”

vy For sudents who have graduated with a University of Phoenix degree, we estima
cumulaive default rateis less than 1%using the official 2005, 2006 and 2007 col
files) * and

vy University of Phoenix students realize average incre@gsesmnual compensationf 8.5%
F2N) 0l OKSt 2NDR&a 3INI RdzZ §S& I+ yR dedurse of Thei
program compared téhe 3.8% national average increase during that same pefiod

In today's world we need edemand, rapidly deployedffective education.Today's workin
learners need industradaptive faculty and curriculumfaculty who areactivein their fields
of instruction and teach curriculum that can imediately be applied in the woférce.
Educational ppgrams need to prepare students for today's econpmgt the economy ¢
yesterday

By providing an accessible, high quality educatibmiversity of Phoenix is produci
successful outcomegraduates who are better positioned to enjoy the professional, fina
and personal benefits that a degree brings, as well as a more educatedetitivepsociety a
a whole.

Through a framework of thoughtful and consistent regulation, well managed propr
colleges and universitiesthose that are committed to responsible, ethical practices
regulatory compliance play a vital role inthe ful8 2 F ! YSNR Ol Q& KA
helping it to rise to the challenge of meeting the needs of the millions oftraxitional
f SINYSNA FYR LINPRdAzOAY3I (GKS 3IAINYRdzZl 6§Sa vy
and economic goals. Apollo Growgpcommitted to leading the nation towards this future.

August 201
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The Current Statef Higher Education

We believeAmerica is at a crossroads with respect to the future direction of higher edus
in this country. We are standing at a point in time wherwas a nation, as citizens, as pa
makers and as leaders @aucatiormr must make a choicéVe must eitheefine ourselves a
a nation with only a small, educated elite class who enjoy the benefits of a college
(and all of the corresponding professional, financial and personal benefitstthahgs) oras
asociety with a broadly educated, productive and globatiynpetitive workforce.

Why Does Higher Education Mattér

Ly OFrasS (KFrdG OK2AO0OS AayQid OpoStsedbBdar educatic
brings considerable benefits to both individuals who attain higher degrees, as well as
as a whole. Individuals benefit from greater professional opportunity, higher ea
potential and a lower incidence of unemploymeﬁt.

Exhibit 1: Unemployment Rate and Earnings by Level of Educational Attainment

Unemployment Rate Median Weekly Earnings

25% I Doctoral degree $1,532

2.3% - Professional degree $1,529
3.9% [ Master's degree $1,257
5.2% _7 Bachelor’'s degree | $1,025
6.8% [  Associate degree $761
8.6% __ Some college $699
9.7% _ High school diploma $626

100 o "s" 5<1o0! IPloT2 |y suse

Source: Bureau of Labor Statistics, Current Population Survey. Data are 2009 annual averages for persons
age 25 and over. Earnings are for full-time wage and salary workers.

Society as a whole benefits from widespread productivity increases, a higher taathts
local, state and federal levefsom increasé earnings and reduced dependence on pul
assistance programs, according to the College Board rﬁmrl:atiorPays23

Can the Higher Education System Stand Still When the World is Changing #
It?

Despite the obvious personal and societal benefits of higher educaitids,imperative tc
recognize that the world and the labor force of today is muitfierent than the one of
century ago The traditional higher education system wasiginally establishedwhen the
United States was still a largely agrarian econoamg thrived as America becantbe
manufacturing powerhouse of the worldThe world, andour economy, has chang
significantly.

August 201
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Consider a few factdn 1950 (when the U.S. economy was largely driven by manufac
and assembly line workers) only about 20% of jobs required a skilled or educated vigul
the days when an individual coutdise a family on an unskilled manufacturing or asse
line job arein rapid decline Today, with knowledge as the backbone of our informati
based economy, more than 60% of jobs requadvancedskills training or education™

Exhibit 2: Jobs of the Past versus Today

Jobs in 1950 Jobs Today

60% 65%

20% 20% 15% 20%

H E =

Unskilled Semi-skilled Skilled Unskilled Semi-skilled Skilled

Source: Milken Institute, 2010 Global Conference.

And not surprisinty, it is expected that the fastest growing jobs in the coming decad
those that will require a college level degree or higﬁ%r.

Exhibit 3: Future Job Growth by Education Level (2008-2018)

Associate 19%

First professional 18%

Master's 18%
Doctoral 17%
Bachelor's 17%

Vocational award

Related work experience

Onthe-job training

Source: U.S. Bureau of Labor Statistics, Occupational Outlook Handbook, 2010-11 Edition.

As a result, more Americans than ever need a college degree and are seeking access
education in order to remaicompetitive and advance in their careers. Howe\daspite this
shift, currently only 35% of American workers have achieved a-yfear degree.The
remaining twothirds of all U.S. workersver the age of 2§more than 80 million people
the labor force today) do not have a foyear degreeOfthose individualsapproximately50
million never started collegeandan additional30+ million never completed their degreé6
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Exhibit 4: Educational Attainment of the U.S. Labor Force
(132 million workers over 25 years of age)

Bachelor's
degree or
higher, 35%

Less than
bachelor's
degree, 65%

Source: U.S. Bureau of Labor Statistics, Current Population Survey.

Importantly, 2 R @ Q&  {-bAsed jpbS Rra Portable across geograpboundaries If
American workers do not have the necessary education and skills to meet tt
requirements,it is likelysomeone else will. Unfortunately, according to the World Econ
C2NHzyQa Df 206kt [/ 2YLISGA dreadyfost Bsinambev Snel@ripdtitie
ranking in the world?’

What is Needed for America to Remain Competitive?

Recognizing this problem, the Obama administration last year set forth three importan
for the U.S. higher education systégrmat are critcal to the countryregaining is standing
a leader in education and to remain competitive in an increasingly global economy.
goals include:

y  To have every American receive at least one year of college education;

y To once again have the highest graduation rate amaexgloped countries by 2020; an
y  To encourage lifelong learning.

2SS LI IdzR GKS&asS 3J21rfa FyR FAaINBS 6AGK

fostering a broadly educated society in order to keep America competitive as a nation.

Why is the 8lution Easier Said than Done?
Unfortunately, the country faces numerous challenges in achieving these goals.

Students Less Prepared for College Level Stugiyst amongthese challengess a K12
system that is not preparing students for collelgeel sudy as well as it once did. T
nationwide dropout rate of high school students in 288809 was approximately 30%8,anc
significantly higher in major urban areas.
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Exhibit 5: High School Dropout Rates (2008-2009)
%
O% 75%
65% 66%
55%  55%
i I I
J .
R & & & (\6 © &
& ° 2 <& NG L <$
N » QQO XN © ) QQ,
-0 () v AN (2 .
R < 5 ° ¢ N4
“ o e O
™ o $
Source: Milken Institute, 2010 Global Conference.
Equally striking, for students who makeadtthe twelfth grade 65% of them cannot read a
twelfth grade level and 77% are not proficientmath at a twelfth grade levef’
Despite the U.S. spending more ofiKeducation pepupil than almost any other countrff,
deficiendes at the K12 levelhave caused the U.S. position in international testing to
when compared to other nations, and we now rank'2iut of 30 OECD countries in scie
scores and 25out of the same 8 countries in math scores (both measured at agp 5
Exhibit 6: International Science and Mathematics Assessment Scores
Science scores (at age 15) Math scores (at age 15)
1. Finland 563 1 Finland 548
2. Canada 534 2 South Korea 547
3. Japan 531 3. Netherlands 531
4 New Zealand 530 4. Switzerland 530
5. Australia 527 5 Canada 527
[} Netherlands 525 8. Japan 523
7. South Korea 522 7. New Zealand 522
8. Germany 516 8. Belgium 520
9, United Kingdom 515 9. Australia 520
10. Czech Republic 513 10. Denmark 513
" Switzerland 512 11 Czech Republic 510
12. Austria 511 12. Iceland 506
13. Belgium 510 13 Austria 505
14. Ireland 508 14. Germany 504
15. Hungary 504 15. Sweden 502
186, Sweden 503 16 Ireland 501
-- OECD average 500 -- OECD average 498
17. Poland 498 17. France 496
18. Denmark 496 18. United Kingdom 495
19. France 495 19. Poland 495
20. Iceland 491 20. Slovak Republic 492
21. United States 489 2 fungary 4ot
22, Slovak Republic 488 23, Norway 490
23. ﬁpam 233 24, Spain 480
35 Linembourg pri 25. United States 474
26 Italy 475 26 Portugal 466
27. Portugal 474 27 Italy 462
28. Greece 473 28. Greece 459
29 Turkey 424 29 Turkey 424
30. Mexico 410 30. Mexico 406
Source: U.S. Department of Education, National Center for Education Statistics, Highlights from Program
for International Student Assessment (PISA) 2006.
Apollo Group, Ind.Higher Education at a Crossroads 11
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In addition to more students leaving thel® system inadequately prepared for collelgeel
study, increasing numbers of workingarnerswho never started or never completed th
college educatiorimany of whom have not been in a classroom environment in year:
now recognizing the need for a college degree in order to retool their skills or advance
careers.

Iy TYSNRAOIFIQAa | ATGKSNI 9RdzOF A2y {e&ai

Greater numbers of less prepared high school graduates and greater numbers of v
learnersnow looking to attain a degreare placing burdens on a higher education sys
that was not built to accommodate the needs of these individuatsit requiresignificantly
expanding capacity to reach greater numbers of students who also require a higher |
academic and student support services than students of the. past

In addition tothis dynamic,these factors areplacingincreasedburdens on thetraditional
postsecondarysystem at a time whempublic funding for higher education is under press
and budgets and capacity are being cut at traditional schools.

Traditional Schools Cannot Meet the Demand Alon&raditional schools public ant
independentprivate colleges and universitiesare the backbone of the U.Bigher educatio
system but they alonecannot meet the demands.

LY 2NRSNJ G2 YSSi 2dzaid 2yS 27F t1NBsarihgRityeier
American receives one year of cokggwe estimate the traditional education systewould
haveto provide acces® more than 50 million firstime students, hire and train 500,000 n
faculty members create 12 million additionaklases, and build the equivalent of thousar
of new college and universitie$® Furthermore, b increase the capacity of public institutic
G2 YSSi t NB agodkd ynierichodde ¥daif Bang the highest graduation ra:
among developed countries by 2020e estimate that it would coshundreds ofbillions of
dollarsover the next ten year,§4 as we detail later in this repart

Exhibit72-What Obamabds National Educati on Goal s

Access for over 500,000 1-2 million additional Thousands of
50 million students new teachers classes new colleges and
universities

Source: Apollo Group estimates.

Achieving this feat would be monumental in itself, but to do so &ire when traditiona
a0K22ftaQ NBaz2dz2NOSa | NB dzy RSNJ LINEB a anizdlBate:
have cut funding to public colleges and universities in the past gleare’™ and schools al
being forced to cufaculty positions and studnt seat capacity just to remain viablBuring
2010, he California State University system alone is cutting enrollment by 40,000 stu
and Uriversity of Illinois furloughedl1,000 employee<arlier in the yearwhen it wa:
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reported that the State of lllinois owed its flagship Universitver $400 million in overdut
subsidies™®

As wediscussin this paper, traditional public and independent private institutions pla
important role within the higher education system; howeveuge to the physical and financ
limitations of thetraditional universitymodel,they do so at a significantly higher cost to
taxpayer than proprietary institutiongeven when considering higher student loan def
rates at proprietary institutions)

For traditional institutions, delivering quality educatigenerallyrelies upon a higfixed-cost
groundbased system oflearning that requires significant investments in phys
infrastructurer dormitories cafeterias, athletic centers, parking fae, etc.It also require
both locally domiciled students and locally available faculty, meaning that it can serve
limited population of students within a limited distance.

This system whether by design orue to resource constrairtt is rigid and, at times
inflexible in the way that it adapteducational curriculum and incorporatesdvancesin
technology and information systenis2 Y SSié G(KS ySSRa 27F (2
the economics underlying KS G NI R A { &s8eyinkehsiveah@ I ot fsteucurenave
been essentially unchanged over time.

We believeit would be extremely difficultto scalethe traditional modelto meet the
increasing demand for higher education generated by a globally competitive, know
based economyvithout either major public fundingincrease (borne by a tax revenue systt
currently under significant budgetary strainj a dramatic restructuring of thevay in whicl
the entire postsecondargystemcurrently operates

Given ths, we are concernedhat the country will not meet the national education goals
forth by the President without a postsecondary system that operates differently than it
the past one that is able teeffectivelyand efficientlydeliver quality academic programs
stdzZRSy & aSNWAOS (2 o0Sad aSNWS G(KS ySSRa
Proprietarycolleges and universities apaying an increasinglycritical role in meetinghese
needs.
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The Role oProprietaryInstitutions

Despite the staggering demand for higher education and the challenges that will neet
met in order tosatisfyit, some industry observers have questioned the rpleprietary
institutionsplay in the postsecondary education system.

The U.S. postsecoady education system is very sizeable with approximafep0 school:
Included in this number are approximately 4,400 deggeanting institutions and 2,200 ne
degree granting institutions.The proprietary sectorepresents about 2,800 of the totalf
which approximately 1,100 are degrgeanting and 1,700 are not. This sector is extreme
diverse as it includes technical and vocational schools (massage, beauty and culinary)
typically nationally accredited, as well as regionally accrdditegreegranting institution:
such as University of Phoenix. There are six regional accrediting bodies in the U.S.

We firmly believe that while not all proprietary institutions are the same, accredited, de
granting schools thatomply with regulatios play a critical role in meeting the needs
i 2 RI & @aditioyia? students, andhey do so at a significantly lower cost to the taxp:
than traditional public or private independent schoolg/ell managedproprietary institution:
provide strong academic quality and career outcomes for their students, providing ther
services and capabilities that are not foundnaanytraditional institutions. These proprietal
institutions have been strong sourcesaxfademic and educational innovation deploying |
technologies including online and distance learning, networking and techr
infrastructure, new learning models and systems, networked faculty, distributed ce
footprints, and service and support cigal to helping workinglearners complete thei
educational degrees.

In fact, withoutproprietary colleges and universitiesye believeAmericawill not be ableto
YSSG t NSBaARSyd holYlIQa ylraAz2zylf SRdzOl G

Whatare K S wS I f A ( AdSantrazlifonate Stiderd< &

Accredited, e@greegranting proprietary institutions play a critical roldn the future of
education by providing access to students who previously have been left behind t
excludel from the traditional higher education systend. 2 Rl @ Qa & (G dzRSy 1
professional obligations that make it challenging to pursue a college degree and succ
make it through to graduatiorAlready, 73% of U.S. students are classifieda-traditional
by the Department of Educatioff’ meaning they have risk factors that make it more diffi
to reach graduation, such as working while attending school or having dependents ¢
own.
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Exhibit 8: Undergraduates with Non-traditional Characteristics
Ay non-traational characterrstc |, 739/
Financially independent |, 5 1%
tendedpartime [ 59
workeara-cme. N 3%
Hat epercerts | 7%
singleparert ([ N 13%
No high school diploma - 7%
0% 10% 20% 30% 40% 50% 60% 70% 80%
Source: U.S. Department of Education, National Center for Education Statistics, National Postsecondary
Student Aid Study (NPSAS), 2000.
These nortraditional students are typically older, financially independemeéning theylack
parental financial support), from lower income families, minority and female. T
demographic differences largely drivedverse reported quality metrics such aslower
retention and graduationrates,and highefdoandefault rates
Exhibit 9: Student Demographics by Institution Type
Percent of Population Under 25 Financial Status
:g;& 1 M For-Profit :glﬂ e B For-Profit
i M Public 1 I 4 Year Public
60 4 1% W e 60 1 k3 M 2 Year Publi
50 . rivate 50 ‘ear Public
40 40
30 30
20 | G 20
10 10
0 0
4 Year 2 Year Independent Dependent
Percent of Independent Students Non-White Students as
with Annual Income < $30,000 Percent of Student Body
% - 50% _
100% e B For-Profit
80 - 40 I Public
35 B Private
60 - 30
54% 56% 25
40 20
15
20 10
5
0 0
For Profit Public Private 4 Year 2 Year
Source: U.S. Department of Education, National Center for Education Statistics.
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Proprietaryinstitutions like University of Phoeniare meetngii KS ySSR&a 2 7F
learnersby innovating to provide flexible scheduling, a choice of online campusbasec
OfFaaNep2Yasz avitt Ofraa aArl Saz RSINBS
have professional experience in their field of instruction, and high levels of student sup
help students succeed

LT ¢S la | ylraiazy IINB (2 YSSi tNBaARS
proportion of college grduates in the world by 2020, encouraging every American to he
least one year of college, and encouraging lifeloreyrieng for all Americans, finding t
means and apacity to successfully educaten-traditional students igssential

Do Students atProprietary InstitutionsReceive @isproportionateShare ofStudent
Aid Funding?

Some industrycritics point to the growth in federal aid dollars that have gonepti@prietary
institutions in recent years, while not recognizitigg factthat student aid dollars follow tr
students(not the institutions) and student demographics agrimary determinant ofthe
amount of financial aid and student debt

Students from lower socioeconomic backgrounahp are more prevalent ainstitutions tha
choose not to focus on only the elitéjsproportionately qualif for needbased Pell Grant$n
addition, the recentntroduction of the yearround Pell Grant program creates the poter
for the neediest students to receive up to 100% of additional Pell Grants in the same
year providedhey are continuously enrollegincemanyproprietaryinstitutions are typicall
based on a continuous enrollment model, it is likely that even more Pell Grant funds
granted to students attending these institutions. On the other hand, the traditional 4
based institutions generally have limited nbers of students enrolled continuously (i.e
small percentage of students attend tisemmer term)

Additionally, institutions groprietary or otherwise) have no legal right to limit the amoun
debt a student isentitled to borrow, which inhibits anyf & (i A { dzii A 2 pufkc@ntrdlsdoi
students who over borrowFor many students at University of Phoenix, this resultthair
being able tdorrow up to the maximum of the Title IV loan limitghich are set by Congre:

Not surprisingly, financiaindependence the lack of parental financial support) of n¢
traditional students drives higher borrowing needs among studeats proprietary
institutions. Despitethese needs,students atfour-year proprietary institutions still borrow
less on averagethan those atfour-yearindependentprivate institutions. %9
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Exhibit 10: Average Student Debt Levels by Institution Type

Source: U.S. Department of Education, National Center for Education Statistics, 2007-2008 National

Postsecondary Student Aid Study (NPSAS: 08).

In addition, dhough total Pell Grant and Stafford loan usage has increased, the amc

total funding from the government per studentlative to average tuitiorat proprietary

institutionsis dramatically below previous higﬁ%.

Exhibit 11: Federal Loans and Pell Grant Funding at Proprietary Institutions

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

Student Aid Study (NPSAS), Data Analysis System, Undergraduate Survey, 1987, 1990, 1993, 1996, 2000,

2004, 2008.
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