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This Week’s Highlights: 

• Quarterly earnings results for 
many companies… 

• Annual Educause 
convention… 

• Results from the National 
Assessment of Educational 
Progress … 

• States prepare for possible 
budget deficits in 2008… 

• Survey describes traditional 
school approach to online 
courses… 

• Electronic textbook adoption 
slower than forecast… 

• Boom in masters programs… 

• Study shows increase in 
starting salary for class of 
2007… 

• First U.S.-based for-profit 
med school one step closer… 

• Laureate makes bid for 
Malaysian university… 

• For-profit firms enter U.K.’s 
postsecondary education 
market… 

• Chinese government touts 
continuing ed program… 

Sold Out Forum for Post-Sec Ed Tech 
Last month, vendors and buyers in the 
post-secondary technology market
converged in Seattle for the annual
Educause convention. This year, the
annual event was sold out weeks in
advance – certainly we think a positive 
indicator for the greater acceptance of, 
enthusiasm for, and evolution of 
technology on college campuses.  

Thematically, IT security was top of mind
among many IT professionals. Once again
in 2007, the annual Campus Computing
Project survey of campus IT professionals
listed “Network & Data Security” as the
most important issue among IT directors
as it has for the last four consecutive
years. Interestingly, after four years in the
“most important” slot and three years in
the number two spot, “Instructional
Integration of IT” -- near and dear to 
Blackboard -- did not make the CCP top 
three list.       

We attribute the reduced priority for
instructional integration as a sign of the 
ubiquity of academic computing. This
trend is positive for course management
systems providers in terms of their

Educause and effect 
relative importance in campus IT budgets, 
and perhaps in terms of the appetite for 
added functionality. However, we think it 
also points to the saturation of the CMS 
market for new licenses and the need for 
providers to move in new product 
directions to extend long term growth in 
the post-secondary market.  

So what are the potential directions for 
instructional integration of IT? The 
Educause “Evolving Technologies” 
Committee presented white papers on
seven emerging technologies. The 
technologies covered by the committee 
include the Web, Google Apps, Web
conferencing, m-learning, 3D printing, 
virtualization, and information lifecycle 
management and physical storage 
technologies for digital preservation. For 
the most part these suggest a movement 
towards Web 2.0 themes that could 
diffuse drivers of commercial software 
products. 

K-12 Heating Up 

With the IPO of Knowledge Universe 
company K12.com imminent, the still-
recent acquisition of eCollege by 
Pearson, high profile acquisitions of 

Education Index Performance  
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YTD 2007: 
(through Friday 11/2/07) 

NASDAQ +16.4% 
S&P 500  +6.4% 
Russell 2000 +1.3% 
K-12  -8.4% 
Post-Secondary +73.7% 
Education Comp. +16.6%  
 

Chinacast Education (+61.0%) led 
winners since September 28th, 
which spans period since we last 
published Education Signals. The 
stock was helped by its move 
from the OTCBB to the 
NASDAQ. DeVry (+43.3%) 
rallied after the company reported 
stellar results for its first fiscal 
quarter and overwhelmingly beat 
street consensus. Apollo Group 
(+33.4%) also was helped by solid 
enrollment numbers. 
LearningTree (+26.4%), Capella 
Education (+25.2%), Career 
Education (+24.3%) and New 
Oriental Education & Technology 
Group (+23.1%) all registered 
gains of over twenty percent, 
mostly due to positive earnings 
reports. Some other winners 
include Collegiate Pacific 
(+11.2%), Plato Learning 
(+18.8%), Princeton Review 
(+10.0%) and Strayer Education 
(+9.7%). 

On the other side of the ledger, 
Varsity Books (-25.9%), Whitney 
Information (-22.8%), Bright 
Horizons (-11.7%) and SumTotal 
Systems (-12.6%) were some of 
the largest losers. Other decliners 
included Franklin Covey (-7.2%), 
Leap Frog (-7.4%) and McGraw 
Hill (-8.8%).  

virtual high schools by Apollo Group (NASDAQ: APOL; Hold) and, more recently, DeVry Inc., 
(NYSE: DV; Buy) and recent discussion by Blackboard (NASDAQ: BBBB; Hold) management 
about investment spending towards building out K12 functionality among other areas, signs point 
to the emerging opportunity in elementary and secondary schools as representing the next frontier 
of academic computing. Certainly these companies would all have us believe this is the case. 

Fair Warning 

Yet investors should know that K12 buyers are simply not as appealing as post-secondary buyers 
given that they tend to have less control over the dollars they are spending, decision-makers turn 
over more frequently and, as a consequence, directions tend to shift more frequently. 

In the quarter just passed we also have reminders of the myriad of pitfalls that have perennially 
plagued K-12 education technology. Scientific Learning (NASDAQ: SCIL; Buy) saw big orders 
get pushed forward in September, Renaissance Learning (NASDAQ: RLRN; NR) management is 
forecasting another two quarters of flat performance (better than down…) and new stories have 
begun to emerge around state budget pressures. There is even a recent story (see below) on the 
failure of digital curriculum content to be accepted by teachers reluctant to be trained.  

And yet… 

In all fairness, the historical players in Ed Tech have been focused on content and these “hot” new 
applications are focused instead on the learning process itself and on expanding access. This 
proved to make all the difference in the post-secondary world and it could be that this is the 
critical ingredient to create an exciting Ed Tech investment in the K-12 education world as well.  

 

K-12 Index Over Past 10 Years

50

100

150

200

250

300

350

Nov-97

Nov-98

Nov-99

Nov-00

Nov-01

Nov-02

Nov-03

Nov-04

Nov-05

Nov-06

Nov-07

K
-1

2 
In

de
x 

(S
ta

rt 
= 

10
0)

Cumulative return 
over past 10 years: 

-4.7%

 
* Market cap weighted index includes Plato Learning (TUTR), Renaissance Learning (RLRN) and 
Scientific Learning (SCIL). 
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Quarterly Earnings 

Company/Event EPS Revenue ($MM) 

Bright Horizons  
(NASDAQ: BFAM; Buy) 
Q3:07 (Sep.) 

Reported: $0.38 
Prior Yr:  $0.35 
First Call: $0.41 
Growth: 7.0% 

Reported: $189.5 
Prior Year: $172.2 
First Call: $190.4 
Growth: 10.1% 

Revenue of $189.5 million, up 10.1% y/y, was in line with the company pre-announcement last week and 
the original (before company's pre-announcement) Street consensus of $188.5 million. Gross margin of 
19.2% (-15 bps y/y) was below our original 19.7% forecast, while SG&A of 9.2% (+116 bps y/y) was 26 
bps higher than our estimate. Overall operating margin of 9.4% (-127 bps y/y) compared to our 10.2%. 
This resulted in EPS of $0.38, which was in line with the company's preannouncement and below our and 
the Street consensus' original $0.41 forecast. Management attributed the earnings miss preannouncement 
to a group of 35 community-based centers where management overestimated enrollment levels and failed 
to adjust staffing levels to match seasonally lower enrollments. The shortfall was approximately 225 
enrollments. All of these centers were operated on the company's profit-loss model and were primarily 
located in Colorado and Europe. Management believes that the miss does not signal any external 
macroeconomic issue or industry weakness, but instead believes localized execution error is to blame. The 
plan to fix the ailing centers includes enhancing marketing, reviewing staffing patterns, properly enrolling 
and pricing part-time care, and addressing other issues on a center by center basis. Management expects 
the affected centers to remain at depressed margins during Q4 and to normalize over the course of 2008.  

During the quarter, the company opened 13 new centers, 12 in the United States and one in the U.K. Year-
to-date the company has opened 34 new centers, of which 30 have been organic and four through 
acquisitions. Bright Horizons also opened its second elementary school in Bellevue, Washington with 
capacity for 400 elementary school students when fully ramped up. The company also closed nine centers, 
four in the U.S. and five in Europe. 

LeapFrog Enterprises 
(NYSE: LF; NR) 
Q3:07 (Sep.) 

Reported: ($0.04) 
Prior Yr:  ($0.79) 
First Call: ($0.05) 
Growth: NM 

Reported: $144.0 
Prior Year: $184.7 
First Call: $143.0 
Growth: (22%) 

Net sales from the U.S. Consumer segment totaled $109.5 million compared with $138.3 million in 
Q3:06. Net sales from the International segment totaled $30.2 million, down from $39.6 million in Q3:06. 
Net sales from the SchoolHouse segment totaled $4.3 million, compared with $6.8 million in Q3:06.  

Despite lower sales, gross profit improved to $60.8 million compared to $49.2 million in the prior year as 
a result of a gross margin of 42.2% versus 26.6% in Q3:06. Lower charges for excess and obsolete 
inventory and purchase order cancellations contributed to the improvement. Operating expenses were 
nearly flat at $63.8 million compared to $63.9 million in Q3:06.  

According to management, Q3 sales were weaker than expected driven by the performance of legacy 
products. Management hopes that new products and the Leapster handheld business, combined with the 
new 2008 product line will provide growth in 2008. Cash and investments totaled $97.5 million at 9/30. 

Renaissance Learning 
NASDAQ: RLRN; NR 
Q3:07 Earnings (Sep.) 

Reported: $0.05 
Prior Yr:  $0.07 
First Call: $0.07 
Growth: (28.6%) 

Reported: $25.8 
Prior Year: $25.2 
First Call: $26.6 
Growth: 2.4% 

Deferred revenue increased by $8.9M in Q3:07 versus a $5.2M increase in Q3:06. Third quarter orders, 
excluding laptops, were up almost 15%. The company has seen substantial growth in order dollars per 
school for schools who have upgraded to AR and AM Enterprise. Of the approximately 63,000 schools 
using Renaissance’s reading products, about 10,000 have purchased AR Enterprise and have increased 
average orders by slightly more than $1,000 per school.  

The company added about 700 new customer schools in the U.S. and Canada during the quarter, bringing 
total North American schools that are actively using the Company's products to over 73,000. Of these, 
over 63,000 are using the Company's reading products, over 29,000 are using the Company's math 
products and over 19,000 are using at least one Renaissance Place product. Management believes that 
Q4:07 and Q1:08 EPS will be similar to the prior year. Order growth for 2008 is expected to be 15-20%. 

Source: Company Reports and First Call. 
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Quarterly Earnings 

Company/Event EPS Revenue ($MM) 

Scientific Learning 
(Nasdaq: SCIL; Buy) 
Q2:07 (June) 

Reported: $0.01 
Prior Yr:  ($0.02) 
First Call: $0.08 
Growth: NM 

Reported: $11.4 
Prior Year: $9.9 
First Call: $13.5 
Growth: 14.4% 

The company reported financial results below expectations. Revenue increased 14.4% y/y to $11.4 
million, but was below our $13.0 million forecast and consensus of $13.5 million. Product revenue of $7.5 
million was most disappointing, increasing only 6% y/y and was $1.7 million below our expectations. 
Services and support revenue of $3.9 million was stronger, increasing 33% y/y. Blended gross margin of 
79.5% increased 487 bps y/y, while sales and marketing expense of 54.1% rose 290 bps.  G&A expense of 
16.7% declined 186 bps y/y and R&D expense of 9.0% fell 170 bps y/y. The resulting operating margin of 
0.3% (+553 bps y/y) compared to our 9.7% estimate. EPS of $0.01 fell short of our and the consensus 
estimate of $0.08. 

The company reported $14.5 million in booked sales (+14.6% y/y), which was below our $16.7 million 
expectation. Management attributed the shortfall to an order from a large school district that slipped into 
Q4. K-12 booked sales increased 14% y/y, including a $668K purchase by the state of Mississippi. The 
international segment displayed the most strength, jumping 39% y/y.  

The company lowered guidance. Guidance for 2007 is for revenue of $46.5-47.5 million, reduced from 
previous guidance of $49-52 million. Booked sales growth for the year is expected to be 17-20%. EPS is 
expected to be $0.07-0.11, down from previous guidance of $0.17-0.22. Due to the increasing amounts of 
deferred revenue to be recognized over the next 12-18 months, management feels visibility is improved 
for FY:08 and consequently left guidance unchanged at revenue of $60-$63 million and EPS of $0.24-
$0.30. 

Source: Company Reports and First Call. 

 NAEP Results Better – Just in Time fo NCLB Debate 

In the most recent results of the annual National Assessment of Educational Progress (NAEP) 
elementary and middle schoolers posted solid gains in math and more modest improvements in 
reading.  

• 39% of fourth-graders were rated proficient or better in math, up from 36% two years ago, 
when the test was last given.  

• Nearly a fifth of the fourth-graders tested still couldn't do basic-level work, such as subtracting 
a three-digit number from a four-digit one. But fewer students fell into that category than in 
2005. 

• Among eighth-graders, 32% were proficient or better in math, up 2 percentage points from last 
time. 

• 71% performed at the basic level or better, up from 69% two years ago. 

In reading, fourth-grade scores were higher than they were two years ago. But eighth-grade 
reading scores only moved up a little. 

• A third of fourth-graders were proficient or better at reading — up 2 percentage points from 
2005. Kids working at that level could identify a literary character's problem and describe how 
it was solved. 

• 67% of fourth-graders could do at least basic-level work, up from 64% last time. 

• There was no increase in eighth-graders working at the proficient or advanced levels. About a 
third could do that level of work, meaning they could identify the literary genre of a story, for 
example. 

• 74% could read at a basic level, up 1 percentage point from 2005. 
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Seattle K-12 Start-up Raises Capital 
DreamBox Learning, which the Seattle Post-Intelligencer describes as a “superstealthy children's 
education startup,” has raised $7.1 million from undisclosed angel investors. Executives at the 15-
person company would not tell the P-I much about the product direction or target market, 
reserving those discussions for a company launch tentatively slated for February. The company’s 
corporate tagline is "Where Kids Come to Learn" and a slogan on the Web site says the company 
"envision(s) a future where every student enjoys an individually tailored, world-class learning 
experience." The company was co-founded by Lou Gray, in February 2006 along with former 
Microsoft executive Ben Slivka. Gray previously was president of Bellevue-based UIEvolution 
and worked as an entrepreneur-in-residence at Ignition Partners. Slivka spent 14 years at 
Microsoft and was best known for starting the Internet Explorer team in 1994. Gray declined to 
say how he and Slivka came up with the idea. The company declined to say if it will be focused 
specifically on online education, though a few Seattle-area companies -- including InfiLearn and 
LiveMocha -- have been launched in that arena in the past few months according to the Post-
Intelligencer. 

Smarterville Launches Hooked on Phonics Internationally 
The Baltimore Sun reports that Hooked on Phonics which became a well-known brand through 
television advertising and infomercials on late-night television, is once again contemplating that 
strategy as it sets its sites on international markets. Smarterville Inc., the successor to Educate's 
products division after the parent went private under a management-led buyout in June, is turning 
to infomercials to market Hooked on Phonics in Latin America, Asia and Europe. According to 
the Sun, the company hopes the strategy will help expand its business abroad as demand for 
English language instruction grows, partly fueled by foreign parents who see English as a way to 
give their children a leg up in the global market. A year ago, Costco began stocking Hooked on 
Phonics' Learn to Read English products in stores in South Korea, Japan and Taiwan. Sales in 
those markets exceeded U.S. sales, accelerating the company's plans to expand globally. 

The company will market a product that was made specifically for international consumers: 
Hooked on English, which is designed to teach non-English-speaking children, ages 4 to 6, the 
language. The product, which costs about $200, includes DVDs, CDs and flashcards for more 
than 50 English lessons. There are multiple versions of Hooked on English in numerous 
languages, including Spanish, German, Russian, Korean, Japanese and Portuguese. An 
infomercial for Hooked on English made for the Mexican market and featuring local celebrity 
Martha Debayle began airing in that country last month. A second direct-sales commercial, to be 
dubbed in various languages, is expected to roll out this month in Italy, India and Central 
America, including Guatemala, Panama and Nicaragua. By next month, more than a dozen 
countries, including Portugal, Poland, the Czech Republic, as well as Brazil and Chile, are 
expected to air the infomercial. The company also is in discussions to air its infomercial in South 
Korea, Japan, Denmark, South Africa and Turkey.   

Electronic Textbook Adoption Slower Than Forecast 
Recently, Education Week explored the slower-than-expected transition to electronic textbook 
materials. While the article cites several districts that have made transitions, such as California 
schools that have switched to a social studies and history series from Pearson Education delivered 
primarily via the Internet, overall uptake has been slower than many in the industry have 
expected. The article cites pushback for electronic/digital curriculum as having come from 
teachers resistant to the training required to use the new interactive materials, unequal home-
Internet access by students, and the desire by administrators for digital curriculum to possess a 
“bulletproof infrastructure.” Additionally, publishers point to state textbook-adoption policies 
which they believe are resistant to digital materials. The Software and Information Industry 
Association (SIIA) believes that many state and district adoption committees use reviewers with 
little experience in evaluating electronic resources. However, the article concludes that change 
may be slow but inevitable as a survey conducted by San Diego-based Greaves Group and 
Colorado-based Hayes Connection, found that 80% of curriculum directors agreed that printed 
texts would gradually be seen as supplementary resources, with their central place taken by a new 
generation of digital materials. 

Elementary & Secondary

“In the U.S., if you are making 
$2 for every $1 spent on media, 
it's something to be happy 
about. Internationally, we have 
seen [ratios] as high as 8-to-1."

-- Osania Del Rio, director of 
marketing at Williams 
Worldwide Television. 
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Supremes Deadlock on Special Ed Case 
The U.S. Supreme Court let stand a lower court ruling requiring the New York City school district 
to pay the private-school tuition for  a special education student in spite of the school district’s 
insistence that it could provide the needed services. The court was deadlocked four to four after 
Justice Kennedy recused himself from the case and so the lower court’s ruling stands. The 
Associated Press said the father, identified in court papers as Tom F., is former Viacom Inc. Chief 
Executive Officer Tom Freston. The federal Individuals with Disabilities Education Act (IDEA) 
requires schools to provide disabled children with a “free, appropriate public education.” If the 
school can't, it must reimburse parents for private education. In oral arguments, several justices 
suggested that the law requires parents to give a district's program a chance before seeking 
payment for private school. The father enrolled his son at the private Stephen Gaynor School in 
New York, which specializes in helping students with special needs.  

States Prepare For Possible Budget Deficits in 2008  
According to an article in Stateline, states expect a weak housing market combined with low sales 
tax collection to create budget deficits in 2008 for the first time in almost two years. In an attempt 
to balance their budgets and prevent spiraling deficits from occurring, states like Florida, 
Michigan, Maryland and Arizona are cutting billions in spending or in some instances raising 
taxes. Some critics are pointing to previous unrealistic revenue projections by state legislatures as 
contributing to the projecting deficits, while others are criticizing states on engaging in massive 
spending sprees and tax breaks to corporations. However, some experts are optimistic that there 
will not be a repeat of 2001-03 period, when many states faced dramatic budget issues.         

Interactive Whiteboards to Reach $1 Billion by 2008 
A recent article in Education Week cites the strong growth in the interactive whiteboard market as 
prices drop due to technological advancement. According to a study from Decision Tree 
Consulting, the worldwide interactive whiteboard market is expected to reach $1 billion by 2008, 
and by 2011, one out of every seven classrooms is expected to feature an interactive whiteboard. 
According to the article, uptake in the United States where 12% of classrooms feature an 
interactive whiteboard trails several countries, including the United Kingdom, where the 
comparable figure is 60%. Countries with faster adoption rates have been those with more 
centrally financed education systems, as compared to the United States where spending is more 
localized.  

Bush Challenges Congress to Reauthorize NCLB 
President Bush commented on NCLB reauthorization legislation, according to Bloomberg News, 
saying he would not compromise on the “basic principle” of the current law, that students need to 
be tested, and to learn to read and do math at grade level. He called on Congress to reauthorize the 
legislation, which he said was “vital” to educating students. According to the report, Democrats 
plan to introduce changes to the education law later this month. The law, up for renewal this year, 
requires almost 50 million American public-school children to be tested in reading and math. 
Compliance is a condition for states that seek $37 billion a year in federal school funds. 
Democrats have said Bush needs to be more flexible in the reauthorization of the law to use 
different measures to judge schools.  

GAO Issues Report on Teen Treatment Programs 
According to Education Week, the Government Accountability Office (GAO) has cited increasing 
numbers of alleged abuses occurring on residential treatment programs for troubled teenagers. 
The GAO has examined thousands of alleged abuse cases from 1990 to 2007, including pending 
and closed criminal and civil cases, and allegations posted on the internet. In 2005, 33 states 
reported that 1,619 staff members of residential programs have been involved in alleged abuses in 
residential therapy program. The GAO is planning to release a more comprehensive report in 
2008, which will provide further details on the residential therapy programs and the alleged 
incidents that took place. Rep. George Miller, D-Calif., the chairman of the House education 
committee plans to introduce legislation to regulate such facilities. Legislation of this type has 
been pending in Congress for years, but with Democrats in charge, may actually move to 
becoming law. 

Elementary & Secondary

A College Board study shows 
that college graduates are more 
likely to volunteer, vote, donate 
blood and have more tolerance 
towards differing views. Other 
benefits of college education 
includes higher rate of 
employer health, more pension 
benefits, lower unemployment 
and poverty rates and a greater 
lifetime earnings compared to a 
high school graduate.  
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Briefly Noted 
Politics 

Education Week reports that under new 
legislation signed by California Governor 
Arnold Schwarzenegger, school districts will 
be eligible to receive over $70 million for 
supplemental instruction and counseling 
services targeting students who have reached 
the end of their senior year without passing the 
state’s mandatory high school exit exam. In 
addition to the new funding, the governor has 
included more than $188 million in current 
fiscal year’s budget for summer and after-
school programs to help students prepare for 
the exit exam. In 2007, an estimated 37,000 or 
8.6% of total high school graduates did not 
take or pass the exam. 

A study conducted by the Economic Policy 
Institute found that competition from a long-
running voucher program in Milwaukee has 
not consistently improved that city’s public 
schools. Researchers examined elementary 
school test scores from 1996 to 2004 and while 
they found that public schools improved for 
the two years following the expansion of the 
voucher program, the gains were not sustained. 

According to Education Week, Ohio Attorney 
General, Marc Dann, is spearheading a legal 
battle to shut down charter schools that he 
argues have been underperforming. In the three 
complaints filed with the Court of Common 
Pleas in Montgomery County, the Attorney 
General is contending that the targeted charter 
schools have persistently failed to come close 
to meeting the state’s academic standards. 
Alliance for Public Charter Schools, a pro-
charter advocacy group is expected to counter 
the Attorney General’s efforts.   

Corporate 

Oregon’s state board of education is 
considering a request from Apollo Group’s 
(NASDAQ: APOL; Hold) Insight Schools to 
be granted a waiver from a state law that 
prohibits virtual schools from enrolling more 
than half of their students from outside the 
school district sponsoring their charter. 
Currently, only Oregon Connections Academy, 
which was founded before the law went into 
effect, has such a waiver. Advocates for insight 
argue that making the online high school 
widely available in the state, creates choices 
for students, whereas opponents argue the 
waiver simply empowers for profit companies 
to draw tax dollars away from public schools. 

The East Range Academy of Technology and 
Science (ERATS), a charter high school in 
northern Minnesota sponsored by Capella 
University, will open for its first day of school 
on Sept. 4. ERATS will provide a rigorous, 
curriculum to high school students of all 
achievement levels to prepare them for post-

secondary education or training, and will assist 
students in becoming independent learners 
who are proficient in the use of 21st century 
technology. By offering a curriculum that 
focuses on science, technology and 
entrepreneurship, ERATS gives students on 
the Iron Range access to educational 
opportunities that most public schools in the 
area don’t offer.  

Carnegie Learning, Inc. reported that San 
Diego Unified School District (SDUSD) has 
purchased Carnegie Learning’s Cognitive 
Tutor Bridge to Algebra program as part of the 
District’s plan to improve Adequate Yearly 
Progress (AYP) performance in 11 middle and 
high schools. The $177,000 algebra readiness 
curriculum purchase is part of a Program 
Improvement plan supported by SDUSD’s 
Education Technology and Mathematics 
Departments. 

The United States Department of Education 
has awarded a new five-year contract for the 
period 2008-2012 to the Educational 
Measurement group of Pearson PLC for 
delivering and scoring the National 
Assessment of Educational Progress (NAEP). 
Pearson has been responsible for scoring 
NAEP, also known as the "Nation's Report 
Card," since 1989.  

The Princeton Review (NASDAQ: REVU; 
NR) announced Prospects in Math and 
Prospects in ELA, two new math and English 
Language Arts curriculums to address the 
needs of high school students with academic 
difficulties who need help to pass their state's 
exit exam. Aligned to state and national 
standards, Prospects in Math and Prospects in 
ELA are designed for in-class use, after-
school, and summer school intervention 
programs nationwide. 

Scientific Learning Corp. (NASDAQ: SCIL; 
Buy) announced that Neuroscience Learning 
Co., Ltd. (NSL), based in Seoul 
(www.nslearning.co.kr), will be the exclusive 
distributor in South Korea for the Fast 
ForWord family of products. Through this 
partnership, Fast ForWord software will be 
available through a network of Fast ForWord 
centers and other providers across South 
Korea. 

Sport Supply Group, Inc. (AMEX: RBI; NR) 
announced a quarterly cash dividend of $0.025 
per share on the Company's common stock for 
Q1:08, ended 9/30/07. The dividend is payable 
on October 30, 2007, to all stockholders of 
record on the close of business on October 11, 
2007. 

Questar Assessment, Inc. (OTCBB: QUSA; 
NR) announced that it has been awarded a 
contract to continue to provide support for the 

 

 

State of Indiana's Indiana Core 40 End- of-
Course Assessment programs for high school 
students. The new Core 40 program includes 
the phasing out of the current Graduation 
Qualifying Exams. The value of this two year 
contract is $11.0 million dollars with the 
possibility of two two-year extensions for a 
total of six years. 

The company also announced the launch of 
SSSMART, a reading assessment program for 
Grades 4-8.  

Questar also announced the appointment of 
Roy Lipner as President and Chief Operating 
Officer reporting to Chairman and CEO
Andrew L. Simon. Lipner was previously the 
president and CEO of Kaplan Professional 
Publishing & Education. 

Other 

A study funded by the National Center for 
Education Statistics suggests that standardized 
tests conducted on computers are an effective 
method of measuring higher order thinking that 
cannot easily be measured via pencil and paper 
exams. The study called, “Problem Solving in 
Technology-Rich Environments (TREs),” was 
conducted on more than 2,000 eight-grade 
students from U.S. public schools. Even though 
computer-based testing looks promising, 
researchers pointed that U.S. is at least five 
years away from adopting and implementing 
computerized testing in its schools on a 
nationwide level. 

Other 

Wedbush Morgan initiated coverage of 
Leapfrog Enterprises (NYSE: LF; NR) with a 
Hold rating. 

BMO Capital Markets downgraded Bright 
Horizons to Market Perform from Outperform. 

Source: Company announcements and 
published news reports including Education 
Week and eSchoolNews. 
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Apollo Group 
(NASDAQ; Hold) 
Q4:07 (Aug.) 
 

Reported: $0.60 
Prior Yr:  $0.53 
First Call: $0.60 
Growth: 12.9% 

Reported: $713.9M 
Prior Year: $624.9M 
First Call: $701.1M 
Growth: 14.2% 

Revenue of $713.9 million (+14.2% y/y) was above Street consensus of $701.1 million, while EPS of 
$0.60 was on par with Street consensus. However, excluding a pre-tax expense of $6.4 million for costs 
related to the stock option investigation and restatement, EPS would have been $0.62. Revenue was 
driven by population growth and assisted by revenue-per-student growth of 3.3%, powered by a 21% 
increase in revenue per student at the associate degree level. The strong gains at the associate level were 
attributable to a 10% price increase implemented at Axia on May 7, improvements in retention, and what 
management described as an easy comp. Gross margin of 54.2% improved 226 bps y/y. Selling & 
promotional expense of 24.3% of revenue increased 125 bps y/y, with the y/y increase attributed primarily 
to increased advertising expense and enrollment counselor compensation. G&A expense of 8.7% rose 173 
bps y/y, in part due to the inclusion of $6.4 million in special charges for the stock option investigation 
and readjustment of options for former employee stock options and greater legal and audit expense. 
Management also pointed to personnel investments in finance, accounting, corporate governance, legal, 
and IT, with IT being the most significant. Overall, operating margin of 21.1% was 465 bps below our 
expectations.  

Total University of Phoenix enrollments were 313,700, up 11.1% y/y, slightly below our 13.5% forecast, 
and decelerating from the 12.2% achieved last quarter. Growth was driven by associate enrollments of 
104,500, up 41% y/y; whereas bachelor's and masters degree students declined 1.4% and increased 3.0%, 
respectively, y/y. Doctoral students increased 24% off of a small base, to 5,200, According to 
management, the deceleration in population growth is in part offset in terms of value contribution to the 
company by an increase in student quality towards students that are persisting longer. Overall new 
enrollment growth was 15.4%, which showed deceleration from the 18.2% reported last quarter and the 
19.5% the quarter before that. Associate start growth was strongest at 28.8%, but sharply decelerating 
from the 45.5% growth reported last quarter. BA growth turned positive at 2.6% vs. the -1.8% decline 
registered last quarter. Master's start growth of 13.0% outpaced our 10.0% forecast, but decelerated from 
the 16.7% from last quarter. Doctoral starts continued to grow robustly, jumping 14.3% y/y. 

Blackboard 
(NASDAQ: BBBB; Hold) 
Q3:07 (Sep.) 
 

Reported: $0.22 
Prior Yr:  $0.02 
First Call: $0.22 
Growth: NA 

Reported: $61.6M 
Prior Year: $50.4M 
First Call: $61.0M 
Growth: 22.3% 

Revenue of $61.6 million (+24.3% y/y) was slightly ahead of the Street consensus of $61.0 million while 
Non-GAAP EPS of $0.22 was in line with Street consensus. Recurring ratable revenue of $46.7 million 
jumped +32.2% y/y, while non-recurring ratable revenue of $5.7 million edged up 5.0% y/y and other 
product revenue declined 25.2% to $2.0 million declined (-25.2% y/y) was in line with our expectations. 
Professional services revenue of $7.6 million rose +9.4% y/y. 

Gross margin of 73.4% improved 463 bps y/y as product margin of 77.9% increased 400 y/y and the 
professional services margin of 41.4% ascended 479 bps y/y. R&D expense fell 464 bps y/y, G&A 
expense declined 232 bps y/y, and sales and marketing expense also dropped 353 bps to 29.6%. This 
resulted in operating margin of 6.7%.  

Blackboard ended the quarter with an annualized contract value of $184.5 million (+18.7% y/y). Total 
licenses stand at 4,874, up 2.9% y/y, and down 1.0% on a sequential basis. Q3 is the company’s 
seasonally weakest for licenses as the company usually faces a number of client drops after Q2, which is a 
seasonally strong quarter for new clients. Management also admitted that more than 50% of the churn was 
from users emanating from the WebCT base. Average value per license was $37,900, up 15.4% y/y, and 
improved from $35,800 last quarter. During the quarter, the number of basic licenses fell 20.3% y/y to 
1,077, while enterprise learning system licenses grew 6.7% y/y to 2,255. Community System licenses rose 
23.5% y/y, the Content System jumped 25.5%. while the Transaction System registered a 4.3% gain. The 
company now has 502 ASP units, up from 453 last year (+10.8% y/y), and 500 last quarter.  

Source: Company Reports and First Call. 
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Capella Education 
(NASDAQ: CPLA; Buy) 
Q3:07 (Sept.) 
 

Reported: $0.29 
Prior Yr:  $0.25 
First Call: $0.26 
Growth: 14.0% 

Reported: $55.5M 
Prior Year: $43.9M 
First Call: $54.3M 
Growth: 26.5% 

Revenue of $55.5 million (+26.5% y/y) compared to Street consensus of $54.3 million, while EPS of 
$0.29 beat the Street consensus of $0.26. Revenue growth was aided by the 23.8% y/y enrollment growth 
in the quarter and a 2.1% increase in average revenue per student. Management also indicated that an 
earlier class start versus year-ago drove an additional $400K to the top line. Instructional costs and 
services of 44.6% were down 127 bps y/y due to process improvements, including more efficient course 
scheduling and use of faculty. Bad debt of 1.8% compared to 1.7% last quarter. Selling and promotional 
expense of 31.7% declined 243 bps y/y as the company cited heavier advertising spending in the first half 
of the year that has reduced the need to spend in Q3 and Q4. Partially offsetting the margin gains was 
general and administrative expense of 12.4%, which rose 156 bps. Total operating margin of 11.4% beat 
our forecast of 10.5% and last year’s 9.3%.  

Enrollment growth continues to set the pace for the group. Total enrollment growth of 23.8% to 20,268 
was 1.3 percentage points better than our forecast, but was down slightly from the 24% growth registered 
in Q2. Enrollments were fueled by master’s student growth of 31.0% to 9,105 students. Bachelor’s 
students grew 23.3% to 3,027, up slightly from the 23.0% growth reported last quarter, while doctoral 
students rose 17.0% to 8,037. Year-to-date, Capella has launched six new programs, which management 
believes can hit breakeven within 4-6 quarters. Management cautioned that 2007 was an extraordinary 
year for program and specialization launches and not to expect a similar number going forward. New 
verticals were mentioned as a possibility for 2-3 years in the future, as management begins to narrow the 
possibilities down to 6-10 attractive areas. 

Corinthian Colleges 
(NASDAQ: COCO; Buy) 
Q3:07 (Sep) 
 

Reported: $0.05 
Prior Yr:  $0.02 
First Call: $0.04 
Growth: NM 

Reported: $247.5M 
Prior Year: $222.1 
First Call: $243.0M 
Growth: 11.5% 

Revenue of $247.5 million (+11.5% y/y) beat the consensus estimate of $243.0 million, and was at the 
upper end of guidance of $243-247 million. EPS of $0.05 was ahead of the consensus of $0.04. Average 
revenue per student increased 6.5% in the quarter, reflecting tuition increases and changes in program 
mix. Educational services expense of 53.1% of revenue was nearly flat y/y. Though the insisted that future 
quarters would see leverage at the educational services line. General & administration expense of 10.6% 
of revenue was down 178 bps y/y as the company begins to unwind from a series of special charges 
related primarily to the stock option pricing investigation. Sales and marketing expense of 27.4% fell 21 
bps y/y. This positive leverage at the sales and marketing line is very encouraging as it suggests much 
easier and more efficient student acquisition going forward. Operating margin increased 120 bps y/y to 
2.6%. 

Total student population of 67,445 increased 6.5%. New student starts of 28,310 jumped 13.0% y/y, 
beating our estimate of 6.5% and accelerating from the 7.5% registered last quarter. Management stated 
that the strength was broad based, across all of the company's brands and in spite of very slight October 
starts at Wyotech. Fully-online students totaled 8,741, up 40% y/y. Ground students grew 2.6% y/y, 
signaling the first quarter of growth in this metric in approximately two years. This dynamic, if it 
continues, could begin to favorably impact stagnant facility utilization across the company's campus 
network.  

Management credited the company's national advertising campaign as a major contributor to the quarter's 
impressive starts. Corinthian generated over 479,000 leads in the quarter, up 22% y/y, while accompanied 
by a 2.2% decline in cost per start, including advertising and admissions staffing expense, which is 
improved from the 4% increase reported last quarter. 

Source: Company Reports and First Call. 

 



 

November 9, 2007   10  

Education SignalsPost-Secondary 
Quarterly Earnings 
Company/Event EPS Revenue ($MM) 

DeVry 
(NASDAQ: DV; Buy) 
Q3:07 (June) 
 

Reported: $0.40 
Prior Yr:  $0.13 
First Call: $0.21 
Growth: 217% 

Reported: $250.3M 
Prior Year: $219.2M 
First Call: $243.3M 
Growth: 14.2% 

Revenue of $250.3 million (+14.2 y/y) was above our estimate of $239.9 million and consensus of $243.3 
million, driven by strength in Keller coursetakers (+12.3%) and revenue per student strength at both 
DeVry and in the company's health segment. Revenue at the DeVry University segment grew 12.9% to 
$194.8 million. The Professional and Training segment grew 13.5% y/y to $18.3 million, while the 
Medical & Healthcare segment grew most robustly, up 22.1% y/y to $37.2 million. Cost of educational 
services of 48.3% plummeted 653 bps y/y, driven in large part by cost savings from the company's real 
estate rationalization strategy, while student services and administration expense dropped 253 bps to 
36.6% of revenue. This resulted in an operating margin of 15.0% (+906 bps y/y), compared to the 7.1% 
we had estimated. The margin on DeVry University made the biggest contribution to the surprise quarter, 
rising 995 bps y/y to 9.9% and trouncing our estimate for 0% margins. The Professional and Training 
segment continued its strength, rising 340 bps y/y to 45.6%, while margins at the Medical & Healthcare 
segment dropped to 36.6% (-353 bps y/y). Driven by the strong margin upside, EPS of $0.40 beat our 
estimate of $0.20 and consensus estimate of $0.21.  

During the quarter, the company only reports enrollment for Keller Graduate School of Management and 
Ross University. Keller September session coursetakers increased 12.7% to 15,857 and beat our forecast 
for 6.7% growth. Ross University enrollment of 3,885 (+4.3% y/y) was below our forecast for 7.3% 
growth and according to management was capacity constrained. While management was unclear about 
how long it would take for new construction plans to alleviate this problem, it did indicate, however, that 
demand was robust.  

ITT Educational Services 
(NYSE: ESI; Buy) 
Q3:07 (Sep.) 
 

Reported: $0.98 
Prior Yr:  $0.88 
First Call: $0.92 
Growth: 26.3% 

Reported: $217.9 
Prior Year: $189.7 
First Call: $219.8 
Growth: 14.9% 

Revenue of $217.9 million (+14.9% y/y) was slightly below our estimate of $219.0, as an 11.5% growth 
in student population was augmented by an average revenue-per-student increase of 3.5%. Cost of 
educational services decreased as a percentage of revenue by 382 bps due to operating initiatives 
implemented in Q3:06 that continued to produce additional efficiencies as employees have gained 
experience with those initiatives. G&A, in contrast, increased 192 bps y/y driven by higher advertising 
spend. Advertising costs were up 20.2% y/y in the quarter as the company restored the advertising it 
withheld during Q2 when advertising rates jumped. The company expects to spend similar levels on 
advertising during Q4. Bad debt rose to 1.8% from 1.1% y/y. The company attributed the higher bad debt, 
in part, to a new credit agreement with a supplemental loan provider that results in lower interest rates for 
students, but transfers some default risk back to the company. These results translated into an operating 
margin of 28.9%, up 191 bps y/y, and 289 bps better than we had forecast. EPS of $0.98 (+26.3% y/y) 
beat our estimate of $0.88. During the quarter, the company repurchased 829,100 shares of stock for $87.3 
million at an average price of $105.31 per share.  

New enrollments rebounded from last quarter's valley. New enrollments of 18,270 grew 8.8% y/y, less 
than our 10.0% forecast, but still rebounding from the 3.2% recorded last quarter when enrollments were 
impacted as the company reduced advertising due to higher ad rates. Total population of 53,675 was up 
11.5% y/y, beating our 10.6% forecast due to a persistence rate of 72.4%, which was better than last year's 
71.2%. All six of ITT's schools of study saw y/y increases in total student enrollment, while five of the six 
saw increases in new student enrollment, with the school of business described as flat. Management 
pointed to particular strength at its core technology programs. 

Source: Company Reports and First Call. 
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Investools 
(NASDAQ: SWIM; NR) 
Q3:07 (Sep.) 
 

Reported: $0.20 
Prior Yr:  $0.12 
First Call: $0.10 
Growth: 40% 

Reported: $84.4 
Prior Year: $40.0 
First Call: $77.5 
Growth: 111% 

The company generated sales transaction volume of $80 million and non-GAAP adjusted EBITDA of $20 
million. During the quarter, the Investor Education Group achieved revenue of $52 million (+30% y/y), 
sales transaction volume of $47 million (-16% y/y), paid graduates of 9,470, and active investor toolbox 
subscribers of 98,000 (+15%). During the quarter, the thinkorswim segement achieved brokerage revenue 
of $32 million (+108% y/y), new opened accounts of 17,900 (+201% y/y), and new accounts funded of 
9,400 (+280%). Management reconfirmed that it expects the company to generate positive GAAP 
earnings for the balance of 2007 and 2008. 

Strayer Education 
(NASDAQ: STRA; Buy) 
Q3:07 (Sep.) 
 

Reported: $0.64 
Prior Yr:  $0.44 
First Call: $0.61 
Growth: 45.4% 

Reported: $69.8M 
Prior Year: $56.7M 
First Call: $69.4M 
Growth: 1.2% 

Revenue of $69.8 million (+23.1% y/y) was in line with the Street consensus of $69.4 million, driven by 
enrollment growth of 15% and a tuition increase of 5%. EPS of $0.64 (+45.4% y/y) beat consensus by 
$0.03. Operating margin of 18.7% rose 283 bps y/y, as cost of educational services of 37.6% fell 53 bps 
y/y, and sales and marketing expense dropped 262 bps to 25.9%. G&A expense climbed 32 bps y/y. We 
note that this is the second consecutive quarter in which sales & marketing has provided leverage – a 
circumstance that has not occurred since Q2:04. Furthermore, the company is track to finish the year with 
sales and marketing expense lower as a percent of revenue for the first time since the New Mountain 
recap. Management attributed the sales and marketing leverage to the maturation of many of its expanded 
markets where the advertising gains clout over time as it begins to resonate with an already present brand 
identity.  

Student enrollment continues to exhibit strength, spurred by new campus openings. Total enrollment grew 
15.0% to 28,461 students, as ground enrollments grew 10.4%. Online enrollments of 21,394 climbed 
18.2% y/y. Continuing students grew 15% y/y, below the 20% achieved last quarter, as management 
pointed to stable retention rates. New students were added at a 16% clip, on par with last quarter’s 16% 
y/y, and the 17% reported the quarter previous to that.  

The company plans to open nine campuses during 2008, up from eight each in 2007 and 2006. New 
campuses in Charlotte and Raleigh, North Carolina, are slated to open during Q1, which will be the third 
campus in each of those locations. The board of directors authorized an additional $88 million in share 
repurchase authorization bringing the total to $100 million. In addition, the company also increased its 
annual common dividend by 20% to $1.50 per share and announced that it would pay a special dividend 
of $2 per share to shareholders of record on January 2, 2008. 

 

Source: Company Reports and First Call. 

ED OIG Raids Corinthian NST School 
On October 16 one of four NST campuses in Ft. Lauderdale owned by Corinthian Colleges 
closed for the day after federal agents presented local management with a subpoena from the 
Office of the Inspector General of the U.S. Department of Education. The warrant included a 
range of documents and records. The company stated that it has not been informed why this 
action has been taken, but is cooperating. The raid at the Corinthian campus follows similar raids 
the previous day at two Florida Career College campuses (not owned by Corinthian) in 
Lauderdale Lakes and Pembroke Pines. In the Florida Career College raids, officials with the 
Office of the Inspector General were accompanied by FBI agents and Broward County Sheriff 
deputies who retrieved boxes of documents. The National School of Technology campus in 
question is not material to the company’s operations, but the possibility remains that the OIG 
could expand its investigation to include other Corinthian schools. Corinthian has 15 campuses in 
Florida, including FMU Online, its primary online brand. 
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Blackboard Scholar Incorporates New Functionality 
Blackboard Inc. (NASDAQ: BBBB) announced that faculty and students at academic institutions 
spanning more than 20 countries are connecting and sharing resources through its social 
bookmarking service Scholar. Customized for education, Scholar enables users to organize and 
manage their own collection of online educational resources they find valuable, share them 
among other Scholars and discover more relevant and valuable resources through them. It is also 
integrated directly into the Blackboard(R) course environment, allowing instructors to 
supplement course material with rich, dynamic information, while also enabling students to 
contribute to the course content. Scholar recently incorporated new social networking 
functionality so that users can connect in new ways and build relationships and networks within 
the site. With this new functionality, users can create and manage networks of Scholar Friends, 
Scholar Favorites and Scholar Fans to share information and resources.  

Sakai Improvements in the Works 
In his blog, e-Literate, Michael Feldstein writes that Sakai is close to overcoming some “fairly 
serious usability problems” and that many expect significant improvements in the open source 
CMS software system’s next release. He notes that the Sakai Foundation Board has re-started a 
project aimed at delivering usability improvements to the platform within six months. In publicly 
available materials, the Board’s head describes his desire to have the project “interact with Fluid 
in a meaningful way.” Fluid is an effort to improve user experience across multiple open source 
higher education projects. Recently, Fluid published a list of usability problems in Sakai based on 
a review that its members performed. The next critical question, according to Feldstein, will be 
whether the Sakai community can execute by integrating these usability inputs into their normal 
release scoping prioritization. In our opinion, Sakai adoption is not meaningfully hampered by 
usability issues, but by obstacles to the risk/rewards of an open source solution to begin with. 
Wider Sakai adoption, we think, is more likely to come about by increased activity among its 
commercial supporters than by tweaks to the platform itself. 

Survey Describes Traditional School Approach to Web Courses  

Career College News reports on figures from to The Survey of Distance Learning Programs in 
Higher Education, 2007-2008 edition, just published by Primary Research Group. According to 
the survey, distance learning revenues grew by a mean of 15.5% in 2006. More than a third of the 
enrollment increase came from increased enrollment from students that already attend traditional 
classes. The study is based on data from 45 higher education distance learning programs, with 
mean revenues of approximately $2.35 million. Data is broken out by size and type of college, for 
public and private colleges and for high, medium and low growth enrollment distance learning 
programs. Other findings include: 

• More than two-thirds view their distance learning program as a financial resource that is 
expected to produce a surplus for the college.  

• More than 57% of the students in the sample live within 75 miles of the college.  

• Less than 10% of the programs in the sample require all students to pay full tuition.  

• More than 45% of the programs had their own enrollment marketing director, as did more 
than 62% of the PhD granting universities. One-sixth of the programs in the sample use paid 
advertising services from Google.  

• Nearly 23% of the programs in the sample provide custom courses to the U.S. armed forces.  

• Only 6.9% of the programs in the sample plan to change their course 
management/authoring/maintenance program within the next two years.  

• Private colleges use adjunct faculty for 64.5% of the courses that they offer, with a low of 
20% to a high of 100%. 

The overwhelming majority of colleges that offer or plan to offer courses in healthcare found 
growth prospects to be excellent or good. Public colleges were far more enthusiastic about their 
growth prospects in this area than were the private colleges. We suspect this last discrepancy is a 
function of public colleges general lack of awareness regarding competition. 

“There isn't an education 
company that has the type of 
revenue growth performance 
that we have. Of course, we 
want to grow margins. But we 
want to continue to have 
businesses that we can reinvest 
in for future growth. I'm making 
it a priority to grow cash flow 
in the long term.” 

-- Kaplan Inc. CEO Jonathan 
Grayer describing Kaplan’s 
emphasis on top-line growth 
over margin growth. The 
company did not describe how 
much of its anticipated 19% 
growth in 2007 is likely to be  
achieved through business 
acquired in the past 12 months. 

Career College Central notes 
that legislation currently before 
Congress will allow 
institutional scholarships to be 
included in a school’s total 
revenue calculation for 90/10 
purposes if they set up a 
501(c)(3) corporation.  
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Boom in Masters Programs 
The New York Times reports that the number of students earning master’s degrees around the 
country has nearly doubled since 1980. Since 1970, the growth is 150 percent, more than twice as 
fast as bachelor and doctorate programs. The reason, according to the article has to due with the 
lucrative nature of the programs both for universities as well as for students in terms of added 
earnings power a masters tends to convey. For students, says the Times, the degrees are often 
expensive; at private universities, many students take out $50,000 in loans for every year of 
school. And scholarships and fellowships are rare, unlike doctoral programs, which are usually 
fully financed by universities. Still, many say the price is worth it. The University of Phoenix 
awarded 24,788 master’s degrees last year, mostly for work completed online in business and 
education. That was at least a thousand more than the number of bachelor’s degrees it awarded.  

Top-Ranked Business Schools Worldwide  

School                                                                 Country 2007 Rank 2006  Rank 

University of Chicago Graduate School of Business                  US 1 4 

Stanford Graduate School of Business               US 2 3 

IESE Business School - University of Navarra       Spain 3 1 

Dartmouth College - Tuck School of Business US 4 2 

International Institute for Management Development (IMD)    Switzerland 5 5 

University of California -- Haas School of Business US 6 10 

University of  Cambridge - Judge Business School   UK 7 11 

New York University - Stern School of Business                    US 8 8 

IE Business School                                                Spain 9 16 

Henley Management College                                            UK 10 14 

Source: Economist Intelligence Unit. 

Local Accreditor May Lose Advantage in California 
According to Inside Higher Ed, a preliminary court ruling finds that the state of California may 
not favor the Western Association of Schools and Colleges (WASC) over non-WASC accredited 
institutions. The preliminary ruling resulted from the case of Saro Daghlian vs. DeVry 
University, in which the plaintiff alleges that DeVry failed to disclose that its credits would likely 
not transfer to other colleges. DeVry has argued in its defense that California’s now defunct 
Private Postsecondary and Vocational Education Reform Act (PPVERA), which included the 
state’s student protection provisions, was unconstitutional, as it exempted all WASC-accredited 
colleges, but not those accredited by other regional agencies. DeVry argued that the WASC 
exemption defies the commerce clause of the Constitution, which gives to Congress the power to 
regulate commerce, thereby prohibiting states from favoring a local entity over an out-of-state 
rival. The tentative order would grant partial summary judgment to DeVry but not end the case. 

 

“We are really conscious of the 
fact that master’s degrees are 
becoming the coin of the realm. 
And because M.B.A.s can offer 
tremendous salary boosts down 
the road, we can charge higher 
tuitions to students.”  

-- Gary W. Reichard, the 
executive vice chancellor and 
chief academic officer for the 
California State University 
system.  



 

November 9, 2007   14  

Education Signals
First-Year Medical Students Grows 2.3% 
According to statistics released by the Association of American Medical Colleges, the number of 
first-year students enrolled in U.S. medical schools grew 2.3% to 17,759, a new all-time high. The 
2007 first-year students also possessed the highest grad-point averages and MCAT scores on 
record. Two years ago the Association urged medical schools to increase enrollment by 30% by 
2015. Currently, six new medical schools are in the pipeline to be established, and others have 
added programs and campuses.  

First-Year Medical Student Enrollments 

16,488 16,541
16,648

17,361

17,759

17,003

15,500

16,000

16,500

17,000

17,500

18,000

2002 2003 2004 2005 2006 2007
0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

Number of Students Growth Rate
 

Source: Association of American Medical Colleges 

Study Shows Increase in Starting Salary for Class of 2007 
According to National Association of Colleges and Employers’ (NACE) Fall 2007 issue of Salary 
Survey, average starting salary offers to class of 2007 college graduates rose in many academic 
disciplines. Preliminary results from NACE’s annual Job Outlook survey suggests that the class of 
2008 should also enjoy a healthy job market.      

Major  Starting Salary  % Increase from 2006 

Accounting  $46,292 3.0 

Business Administration $43,256 5.1 

Economics and Finance $47,782 4.7 

Management Information $47,407 4.7 

Marketing $39,269 5.6 

Computer Science $53,051 4.5 

Information Science  $49,966 5.9 

Chemical Engineering $59,218 5.2 

Civil Engineering $48,998 6.3 

Electrical Engineering $55,333 3.8 

Mechanical Engineering  $54,057 4.3 

History $35,092 6.1 

Political Science/Government $35,261 6.5 

English $31,924 1.7 

Sociology $32,161 3.4 

Source: National Association of Colleges and Employers. 
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Debt Service Burden Outpacing Earning Power  
The average student loan debt for graduating seniors was 8% higher in 2006 than in 2005, while 
starting salaries only increased by 4% in the same period, according to a new report by the 
Project on Student Debt. The average student loan debt nationwide is $19,646 for 2006 graduates, 
although the Project on Student Debt estimates that this reported number is likely $1,500 lower 
than the actual average – over $21,000 – because of flaws in the available data. The report, 
Student Debt and the Class of 2006, is based on data reported by four-year institutions for 2005 
and 2006.  

Private Loan Borrowing Snapshot 

Private loan borrowing totaled $17.3 billion in 2005–06, accounting for 20% of all education borrowing.         

Private loan borrowing grew by more than 900% in inflation-adjusted terms between 1995/96 and 2005/06.   

80% percent of private loan borrowers are undergraduates. 

Private loan borrowers are more likely than other undergraduates to attend full time.   

Private loan borrowers are disproportionately dependent students. 

90% of private loan borrowers apply for other types of aid, and 64% receive some type of grant assistance. 

77% of private loan borrowers also borrowed a Stafford loan. 

Source: U.S. Department of Education's National Postsecondary Student Aid Study. 

New Degree Program in “Motorsports Management” 
The Wall Street Journal recently wrote about a new business concentration in Motorsports 
Business being offered by a catholic university in North Carolina called Belmont Abbey College. 
The college houses a working monastery in what is by tradition a largely protestant state. But a 
new president, in an effort to make the school more financial viable, fixed on the offering after 
arriving at the school three years ago. Though no academician, the president Dr. Thierfelder has a 
solid sports background, having earned an education doctorate in sports psychology and having 
run an agency with National Football League players as clients. By the spring of this year, the 
Motorsports Management program's first class had started, with students hailing from California, 
Nebraska, Ohio and Alabama. Though sensitive to criticism that the program seems faddish, 
school officials counter that Nascar represents nearly $6 billion to the North Carolina economy 
and that sponsors expect professionalism and “worldly, talented people” to deal with. 

Candidate Clinton Unveils Higher Ed Proposal 
According to the Chronicle of Higher Education, Democratic Presidential frontrunner, Sen. 
Hillary Clinton (D-NY), has unveiled her higher-education platform. Under the proposal, Clinton 
promises to raise the HOPE tax credit from $1,650 to $3,500, increase the maximum federal Pell 
Grant and adjust it annually taking into account rising college costs, and also create three new 
grants for colleges and job-training programs. The first grant would provide $500 million to 
community colleges; the second proposed grant would provide $250 million in funds for grants to 
four-year institutions, while the third grant would set aside $250 million for on the job training 
and apprenticeship programs. In order to finance her plan, she plans to abolish the guaranteed-
loan program and freeze the estate tax.          
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Students, Teachers, & Parents Enthusiastic About Online 
Blackboard Inc. and Project Tomorrow, a national education nonprofit group, announced the 
release of a joint report titled Learning in the 21st Century: A National Report of Online 
Learning. Key findings from the report include:  

• 47% of surveyed students in grades 9-12 and 32% of students in grades 6-8 would pursue 
online learning to secure courses not offered at school; 

• One in five student respondents in grades 6-12 have taken an online or distance learning  
course at school or on their own, and one in three students selected online classes as a 
component of their ideal school; 

• 77% of teachers believe that technology makes a difference in learning and 28% would like 
to see online courses offered as an alternative in their district; and  

• 42% of parents believe that online classes are a good investment to improve student 
achievement and to track their child's progress. 

The findings of Learning in the 21st Century are based upon data collected as part of the Speak 
Up 2006 survey conducted from over 250,000 students, teachers and parents representing almost 
3,000 schools in the United States.  

First U.S.-based For-Profit Med School One Step Closer 
American Medical News writes that Rocky Vista University College of Osteopathic Medicine in 
Parker, Colorado received provisional accreditation from the Commission on Osteopathic College 
Accreditation in August, moving it one step closer to becoming the first for-profit, accredited 
medical school in the United States. Faculty insist the board is free to determine the school's 
mission and budget, without interference from the school's chancellor and chief investor, Florida-
businessman Yife Tien, who is not on the board. Tien is involved in managing the American 
University of the Caribbean School of Medicine on Montserrat, according to the Rocky Vista 
Web site. The school's auditing firm projects that there will be no return on the $100 million 
investment for the first two to three years. The firm predicts that it will take 17 years to break 
even. 

Dept. of Ed to End Program that Prevents Loan Defaults 
According to the Chronicle of Higher Education, the U.S. Department of Education is 
terminating a federal program enacted in 1998 that help students avoid defaulting on their college 
loan. Under the program, select guarantee agencies are reimbursed based on their success in 
preventing student loan defaults, rather than success in collecting defaulted loans. However, the 
program has failed to remain cost neutral as mandated by Congress and is otherwise expected to 
cost the federal government approximately $2 billion over the next 10 years. 

Berkeley Posts Lectures on YouTube  
According to an AP report, the University of California, Berkeley is collaborating with YouTube 
by posting lecture, campus news and event videos on the popular video sharing site. Lecture 
videos that were previously distributed through Google scored more than a million hits and an 
estimated 700,000 downloads. In 2006, UC Berkeley also became one of the first universities to 
launch a podcast program with more than 25 courses. Currently, the university is delivering audio 
and video for 86 courses and more than 100 other campus events, for a total of 3,500 hours. The 
free videos are intended for personal enjoyment and information only; students will not be given 
course credit for watching the lectures.   

 

“Throughout history the 
expansion of education has 
been held back by the insidious 
assumption that quality and 
exclusivity are inextricably 
linked: you cannot have quality 
education without excluding 
most people from it. This 
assumption is, of course, the 
basis of the perceived quality of 
our prestigious institutions: 
Oxford, Harvard and the Indian 
Institutes of Technology. Their 
quality is based on a selective 
admissions policy of ‘good little 
piggies in make good bacon 
out’. Quality is defined by those 
you exclude. 

This insidious link between 
quality and exclusivity has been 
blown apart by technology in 
other areas of life. A good 
modern production line 
produces thousands of cars, 
each one of which is of higher 
quality than any vehicle that a 
group of enthusiasts could build 
by hand in a garage.” 

-- Sir John Daniel, President 
and Chief Executive Officer of 
The Commonwealth of 
Learning as quoted in The 
Economist Debate Series. 
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“ANGEL is a rock solid 
company with rock solid 
products and phenomenal 
support. We converted to 
ANGEL in just one semester. 
We’ve been through two full 
semester starts and everything 
is working absolutely 
flawlessly. In addition since we 
implemented ANGEL, support 
requests have decreased 
significantly, and functionality 
new to us in ANGEL is helping 
us proactively build 
relationships with our students, 
impacting retention. We are 
truly excited about ANGEL.”   

-- Mike Lacrosse, chief 
information officer, Grand 
Canyon University.  

Political 

A new law in New Jersey requires that, upon
acceptance, an associate degree awarded by a
county college must be fully transferable and count
as the first two years toward a baccalaureate degree
at any of the state’s public institutions. 

The Department of Education announced a $2.4 
million grant to three college associations — the 
Association of American Colleges and Universities,
the American Association of State Colleges and
Universities, and the National Association of State
Universities and Land-Grant Colleges — to help 
them assess existing, and develop new, tests and 
other tools to measure student outcomes on a wide
range of skills.  

According to Career College Association, a special
legislative study committee is reviewing
Tennessee’s statutory and regulatory oversight in
regards to creation and operation of career colleges 
in the state. The special hearings by the legislatures
are taking place to address the quality of education
being provided by for-profit postsecondary 
institutions in Tennessee, and whether the
education provided by these institutions has long 
term educational benefits for the students. 

Corporate 

ANGEL Learning announced that Grand Canyon 
University (GCU) has adopted the ANGEL 
Learning Management Suite (LMS) to deliver
classes to its more than 18,000 students. GCU
serves traditional undergraduate students as well as
working professionals with online and campus-
based bachelor and masters degree programs.
Grand Canyon University is a regionally
accredited, private Christian university based in
Phoenix, Arizona.  

Apollo Group announced that University of 
Phoenix has received approval from the Higher
Learning Commission to offer its first doctor of
philosophy degrees. The initial degrees offered will
be a Ph.D. in industrial/organizational psychology
and higher education administration. 

Blackboard Inc. (NASDAQ: BBBB) and Wimba
announced a definitive agreement to distribute
Wimba Collaboration Suite Express to Blackboard
K-12 schools and districts in the U.S., Canada and 
Mexico. This alliance will provide new and existing
Blackboard Learning System clients (including
Blackboard Learning System -- Basic Edition 
clients) access to the Wimba Collaboration Suite
Express, at no additional cost.  

According to an AP story, CampusU Inc., creator 
of online communities marketed to college
students, is expected to raise $17.3 million in an
IPO of 3.5 million shares, priced between $5.50
and $6.50 per share. The company plans to use the
capital to repay debt, develop new media
properties, make potential acquisitions, expand
business operations and for other corporate 
purposes. CampusU generates revenue by selling
products and services to college students, often at

Briefly Noted 

academic discount prices. For the six months
ended June 30, CampusU widened its loss to $3.8
million, from $3.5 million in the first half of 2006.
During the same period, the company doubled its
revenue to $9.9 million, from $4.9 million in the
prior-year period. It expects to trade on the
NASDAQ under the ticker CMPS. 

Corinthian Colleges announced that it has
changed the name of Florida Metropolitan
University to Everest University. The name is
consonant with the branding of its allied health
education programs. 

DeVry University, announced that it has begun
recruiting for the university’s soon-to-open center
in Chesapeake, Va. DeVry will begin offering
undergraduate and graduate programs in January,
2008 at its South Hampton Roads site, which is
the third DeVry location in Virginia, joining
Arlington and McLean (Tyson’s Corner).   

eCollege announced upgrades to its online
learning system designed to increase efficiency
and provide eCollege users with even greater
performance and reliability through integration
with the Microsoft SQL Server 2005 database
infrastructure. Based on internal eCollege testing,
the upgrade to Microsoft SQL Server 2005 should
result in 130% increase in available database
production server memory, a 30% increase in
database infrastructure capacity, and a 20%
increase in overall database system performance. 

Lincoln Educational Services Corporation
(NASDAQ: LINC; Hold) announced management
changes including the departure of Lawrence
Brown, and the promotion of Scott Shaw to the
role of Chief Administrative Officer. Together
with Shaun McAlmont, President & COO, and
Cesar Ribeiro, Mr. Shaw will occupy the “office
of the CEO.” Shaw will report to Lincoln
chairman & CEO David F. Carney. 

Washington Post Co. (NYSE: WPO; NR) has
acquired CourseAdvisor Inc., which is an online
search engine that matches users’ interest and
skills with college programs, for an undisclosed
price.  

Starting in January, Brown Mackie College, part
of Pittsburgh-based Education Management
Corp., will open its 18th campus, with capacity for
400 to 500 students in downtown Indianapolis.
Brown Mackie will offer programs in business,
criminal justice, health care and legal studies.
Enrollment starts this week. 

Regent Education, a provider of financial aid
management software solutions for higher
education institutions, announced that Carnegie
Mellon University’s H. John Heinz III School of
Public Policy and Management has selected
Regent Enterprise as its financial aid management
solution.    

Universal Technical Institute Inc. (NYSE: UTI -
Sell), announced that it has completed a sale
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sector, although the institutions continue to
educate a relatively small proportion of the
overall total college population. 

An Imagine America Foundation study found that 
a total of 2,694 career colleges in the 2004-2005 
academic year generated $14.6 billion in direct
institutional impact, $4 billion in related student
fees and expenses, $3.5 billion in higher career
college graduate starting salaries and other
benefits, and $16.5 billion in indirect economic
activity associated with the industries in which
the graduates are employed, adding to a total 
economic impact of  $38.6 billion. 

Analyst Actions 

William Blair & Company initiated research
coverage of ITT Educational Services, Inc. 
(NYSE: ESI; Buy) with a Market Perform rating.

Signal Hill upgraded shares of Apollo Group
(NASDAQ: APOL; Hold) to Hold from Sell. 

BMO Capital Markets downgraded shares of
Capella Education (NASDAQ: CPLA; Buy) to 
Market Perform from Outperform. 

BMO Capital Markets upgraded shares of Career 
Education to Outperform from Market Perform. 

Stifel Nicolas downgraded shares of Capella 
Education to Hold from Buy. 

Signal Hill upgraded shares of Corinthian 
Colleges (NASDAQ: COCO; Buy) to Buy from 
Hold. 

Signal Hill downgraded shares of ITT
Educational Services (NYSE: ESI; Hold) to Hold 
from Buy. 

Lehman Brothers downgraded its rating of
Universal Technical Institute to Underweight 
from Equal Weight. 

Kaufman Brothers initiated coverage of
INVESTools (NASDAQ: SWIM; NR) with a Buy
rating. 

Robert W. Baird downgraded shares of 
Blackboard to Neutral from Outperform. 

Source: Company announcements and published
news reports including the Chronicle of Higher
Education and Inside Higher Ed. 

 

Post-Secondary 

“It’s not the superrich who are 
seeking us out, it’s the 
professional class in the 
suburbs whose children attend 
large public high schools. 
Those families are concerned 
because the counselors at their 
children’s high schools don’t 
have the resources or time to 
provide them individual advice 
and attention.”  

-- Mark Sklarow, executive of 
the Independent Educational 
Consultants Association quoted 
in the Chronicle of Higher 
Education on the growing 
popularity of college 
admissions consultants by 
middle class families.  

leaseback transaction for its campus located in
Norwood, Massachusetts. Under the terms of the
transaction, UTI sold the building and land at its
Norwood, Massachusetts campus for $33 million.
The transaction resulted in a $0.4 million gain that
will be amortized over the lease term. Concurrent
with the sale transaction, UTI entered into a long 
term lease with the purchaser for an initial term of
15 years with the option to extend for up to an
additional 20 years. 

Other 

A new report by Educause suggests that increasing
number of colleges are outsourcing their
information-technology functions. The percentage
of institutions using external vendors to operate
various IT functions increased to 62% from 57%
during fiscal year 2006. 

According to Eduventures, the academic
computing market is forecast to grow at a CAGR
of 5.2% to $419 million by 2010, up from $342
million in 2007, spurred by accountability, a shift
to Web-based education. 

According to CampusTechnology.com, a study by 
a professor at Coppin State University shows that
class capture technology allowing students to view
lectures online after the initial class session can
improve retention rates and student grades. 

A study from the Community College Research
Center finds that dual enrollment programs, in
which students earn high school and college credits
concurrently, are associated with improved high
school graduation and college enrollment rates,
and improved college grade point averages.
Researchers in Florida found that low-income 
students particularly benefited from dual
enrollment programs. 

Career College Central reports that Jonathan A. 
Kaplan has been appointed as the new president of
Walden University. In addition to the new position,
Kaplan will continue his role as the chief operating
officer for Laureate Online Education’s North and
South America division. Kaplan will report to 
Walden Chairman & CEO Paula Singer. 

Quest Career College, a vocational school in
Parma Heights, Ohio has closed abruptly amid
financial difficulties. The school offers computer
training in addition to dialysis technician and
medical support and billing training. According to
the school’s director and co-owner, Quest is in
debt, and could not meet the U.S. Department of
Education's demand for a $142,000 letter of credit.  

Inside Higher Ed reports that the National Center
for Education Statistics has issued a new report
indicating that the number of American
postsecondary institutions grew by 1.5% from fall
2005 to fall 2006, and that the number of degrees
they awarded grew by 3% from academic 2004-5 
to academic 2005-6. Almost all of the growth in
the number of institutions came in the for-profit 

Briefly Noted 
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Quarterly Earnings 
 
 
 
 
 

International 
Company/Event EPS Revenue ($MM) 

New Oriental Education & 
Technology 
(NASDAQ: EDU; Buy) 
Q2:07 (June) 
 

Reported: $0.00 
Prior Yr:  $0.04 
First Call: $0.00 
Growth: NM 

Reported: $76.3M 
Prior Year: $75.4 
First Call: $78.3M 
Growth: 1.2% 

Revenue was very strong against estimates, but margin was slightly weaker than expected. Revenue of 
USD $81.1 million (RMB 612.0 million, +40.4% y/y) was significantly ahead of Street consensus and our 
expectations of USD $71.6 million. Q1 is the company's seasonally strongest of its fiscal year. Revenue 
from educational programs and services was 612.0M RMB (+42.5% y/y), while books and other was 
33.7M RMB (+93.8% y/y). Revenue was driven by enrollment growth of 30.6% y/y and price increases 
and mix shift towards more expensive, smaller classes. 

Gross margin of 68.3% improved 58 bps y/y. Selling & marketing expense of 7.6% was 76 bps below last 
year, but up on an absolute basis as the company increased spending to promote its brand. Though 
management acknowledged some competitive pressure to spend, most of the additional spending was 
undertaken in an effort to deepen its penetration of more mature markets. Management reiterated 
expectations for sales and marketing to be approximately 10-12% in FY:08. G&A expense of 16.8% 
declined 62 bps y/y. Overall, operating margin of 43.9% compared to 42.0% last year. EPS of USD $0.87 
beat consensus of $0.79 and our $0.84. 

Total student enrollment of 440,500 increased 30.6% y/y, but the strength indicated by the growth is 
overstated as management believes that some students that would typically enroll in Q2 likely enrolled 
early. Management expects that enrollment growth for the year will be in the low 20% range, which is up 
from previous guidance of 15-18%. During Q1, the company opened two new schools, one in Jingzhou in 
the Hubei Province and one in Dalian in the Liaoning Province, 17 additional learning centers and one 
bookstore. 

Source: Company Reports and First Call. 

European Court Rules against Turkey’s Religious Instruction 
Bloomberg News reports that the European Court of Human Rights has ruled that Turkey needs to 
ensure that religious education in schools is objective and gives additional weight to beliefs other 
than Sunni Islam. This overturned a ruling by national courts in Turkey that a student could not 
be exempt from the religious culture and ethics classes that the family argued were incompatible 
with her faith. The Strasbourg, France-based court ruled today that such a refusal breached the 
European Convention on Human Rights, which says “the state shall respect the right of parents to 
ensure such education and teaching in conformity with their own religious and philosophical 
convictions.” Turkey should bring its educational system and domestic law into conformity with 
that legislation, the seven-judge panel said in its unanimous ruling.  

Laureate Makes Bid for Malaysian University 
Laureate Education has announced an offer to acquire 51% of the major shareholder in a 
company that owns the Malaysia-based university INTI International University College, for $36-
million. INTI International, which specializes in programs in hospitality, multimedia design, and 
mobile telecommunications, has eight colleges in Malaysia, as well as operations in China, 
Indonesia, and Thailand. The university is owned by a company called INTI Universal Holdings 
Bhd. The company that Laureate is seeking to buy, INTI Supreme Holdings Sdn Bhd, said it 
would negotiate exclusively with Laureate for three months. According to Thomson Financial 
News, Laureate said that if it completed the deal, it would then move to acquire the rest of INTI 
Universal Holdings that is not already owned by INTI Supreme.   

For-Profit Firms Enter U.K.’s Postsecondary Education Market  
According to The Financial Times, for-profit education companies based in the U.S. are planning 
to offer postsecondary degrees in the U.K., as they are tempted by U.K.’s introduction of top-up 
fees and its attractiveness to foreign students. Bridgepoint and Kaplan are two for-profit 
education companies leading the charge into U.K.’s postsecondary market, as both companies 
plan to first focus on offering a postgraduate business-related degrees. Estimated postgraduate 
fees in the U.K. for business related courses averages £15,000 a year. Bridgepoint estimates that 
it can charge as little as $8,000 per year. 



 

November 9, 2007   20  

Education Signals

Chinese Post-Grads Becoming Dissatisfied with Quality of Education
In a recent report by Chinaview, Chinese postgraduate students are finding their studies not as 
rewarding as they had expected. According to the survey, 53% of the 7,730 respondents said that 
it was not worthwhile to pursue a postgraduate degree, while 36% of the alumni said that they 
regretted their graduate experience. In addition, 39% of the respondents said that they felt 
confused and empty during graduate studies, while 27% said that they felt nervous and 29% felt 
disappointed. The survey also showed that 45% of students chose postgraduate studies in hope of 
finding a better job. The number of students that applied to take the national postgraduate 
qualification exam grew in excess of 20% annually from 2001-2005, and decelerated to 9% in 
2006. However, the number of students that took the exam grew only 1% this year. In a related 
story, Chinaview is reporting that the Chinese Education Ministry will be carrying out a 
nationwide review of doctoral studies as some critics have charged that quality levels have fallen 
as the number of Chinese students seeking doctorate degrees has increased from 67,300 in 2000 
to 208,000 in 2006. For a story such as this to come through the official government-sanctioned 
news agency suggests to us that the government is working to actively discourage post-graduate 
enrollment.  

India Struggles to Find New Professors as Demand Grows 
According to the Chronicle of Higher Education, Indian universities are struggling to find new 
professors as college enrollment continues to soar amid a booming economy. Some institutions 
are unable to fill as much as 35% of faculty positions, a trend that is likely to continue unless the 
federal government addresses the issue. The new report suggests that the shortage of professors is 
mainly caused by India’s thriving economy as increasing number of college graduates are 
entering the job market instead of seeking careers in academia. Other reasons for the shortage are 
poor compensation for professors, low levels of federal research grants and competition from 
international universities.  

Chinese Government Touts Continuing Ed Program 
According to Chinaview, continuing education programs in China have trained more than 60 
million “person-times” in the past eight years. The report suggests that various personnel 
departments have organized over 4,000 training courses for about 300,000 professionals 
throughout the country. China’s Education Ministry has also launched national campaigns to 
foster continuing education programs in industries that require professional training. The 
Professional Knowledge Renewal Project is aimed at offering continuing education to three 
million intermediate and advanced professionals in the fields of agriculture, manufacturing, 
information technology, energy and management between years 2005-2010. 

International 

Corporate 

ChinaCast Education Corporation (NASDAQ: 
CAST; NR) announced that it received
approval to move its listing from the OTC to
the NASDAQ Global Market. As part of that 
process it has changed its ticker from CEUC to 
CAST. 

Analyst Actions 

William Blair initiated coverage of New 
Oriental with an Outperform rating. 

Briefly Noted 
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Knowledge Services 

Quarterly Earnings 

Company/Event EPS Revenue ($MM) 

HealthStream 
(NASDAQ: HSTM; NR) 
Q3:07 (Sep.) 
 

Reported: $0.03 
Prior Yr:  $0.02 
First Call: $0.04 
Growth: NM 

Reported: $11.8 
Prior Year: $7.5 
First Call: $12.1 
Growth: 57.3% 

Revenues for the research business increased by approximately $3.3M when compared Q3:06, resulting 
primarily from the impact of the acquisition of TJO. Revenues from the learning business increased by 
$1.0M when compared to Q3:06. $728K of the increase derived from Internet-based subscription learning 
products. Gross margin in the quarter declined to 63% from 68% y/y primarily as a result from change 
revenue mix, including increased revenue from lower margin research products. Revenue for Q4 is 
expected to be $12M, up 40% y/y, with Q4 margins comparable to Q3 margins. Sales and marketing 
expense as a percentage of revenue is expected to comparable to the prior year, with G&A expected to 
decline y/y due to lower corporate personnel expenses. Q4 EPS is expected to be $0.03-$0.04. 

iLinc Communicatons 
(AMEX: ILC; NR) 
Q2:08 (Sep.) 
 

Reported: ($0.01) 
Prior Yr:  $0.00 
First Call: NE  
Growth: NM 

Reported: $3.9 
Prior Year: $3.5 
First Call: NE 
Growth: 11.4% 

The company reported adjusted EBITDA of $352K for the three-month period ended 9/30. During the 
quarter, management cited momentum from booking a record 56 contracts. However, three large 
transactions that were expected to close have been delayed to Q3. Management expects the company’s 
pipeline will provide an increased number of large deals and average sales prices above current levels. 
Management gave guidance for FY:08 revenue of $17-18M and net income of $500K-$1M. 

SumTotal Systems Inc. 
(NASDAQ: SUMT; NR) 
Q3:07 (Sep.) 
 

Reported: ($0.06) 
Prior Yr:  ($0.11) 
First Call: $0.05 
Growth: NM 

Reported: $29.3 
Prior Year: $27.0 
First Call: $30.3 
Growth: 8.5% 

The company announced that it will eliminate a number of positions to save approximately $4 million on 
an annual basis. The company will take a restructuring charge in Q4 in connection with these actions, with 
savings expected to commence in Q1:08. For Q4:07, SumTotal estimates its GAAP revenue will be 
between $27.8 million and $29.8 million. GAAP net income per share is estimated to be between $0.02 
and $0.05 per share.  

The company announced that Ray Villareal joined the company as SVP Field Operations and will be 
responsible for sales, marketing, services and support. Most recently, Mr. Villareal was VP of Field 
Operations at WebEx. During the quarter, the company approved a $15 million share repurchase program 
and signed contracts with a number of customers including Citrix Systems, Jenny Craig International, 
Toshiba Medical Systems Corporate, Vodafone, among others.  

Source: Company Reports and First Call. 

Aberdeen Says Learning Becoming More Strategic 
In a study co-sponsored by SkillSoft plc. (NASDAQ: SKIL; Buy), the Aberdeen Group asserts 
that learning and development is taking on a more strategic role across the enterprise as 
organizations look toward human capital as a means to establish competitive advantage. 
Aberdeen designated as “Best in Class” those companies that are leveraging learning into critical 
pre- and post-hire initiatives in order to maximize their ability to attract, retain and develop top 
talent. The Aberdeen Group found that those businesses embracing a best-in-class training 
approach were 95% more likely to improve customer satisfaction, 77% more likely to improve 
employee performance, and 65% more likely to improve workforce turnover. These organizations 
were characterized as those that had a learning and development strategy that had buy-in and 
support from senior management and was integrated with the organization's overall strategic plan; 
actively promoted learning programs to those who can benefit from participating; and had 
integrated learning with both performance management and assessments. Researchers at the 
Aberdeen Group surveyed and interviewed 687 organizations globally for the study. 
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Corporate 

GeoLearning, Inc. announced that Trojan
Technologies, a leading water treatment
technology company, has selected the GeoExpress
Learning Management Suite (LMS) to manage 
training delivery as part of a managed learning
services contract. 

GP Strategies Corporation (NYSE: GPX; NR)
announced that it has acquired Via Training, LLC
(Via), a custom e-learning sales training company.
The cash purchase price paid at closing was $1.8 
million. In addition, GP may be required to pay up
to an additional $3.3 million, contingent upon Via
achieving certain earnings targets during the two
twelve-month periods following the completion of
the acquisition. Via offers custom e-learning sales 
training and GP anticipates that Via will generate
approximately $8 million of revenue on an annual
basis. The acquisition is anticipated to be
accretive to earnings per share.  

Learning Tree International (NASDAQ: LTRE;
NR) has added a new course to its SQL Server
curriculum entitled SQL Programming Language:
A Comprehensive Hands-On Introduction. It also 
added a new 4-day course to its Web-related 
offerings titled Securing Web Applications,
Services and Servers: Hands-On. The company 
also announced the opening of a new education
center in Alexandria, VA.  

NetDimensions, which counts Midwest Airlines,
Shanghai Airlines and Cathay Pacific Airways
among its aviation sector customers, announced
the sale of 3500 licenses of it's EKP to Hong
Kong-based international airline Dragonair. The
new licenses will cover nearly all of Dragonair’s
3,600 staff worldwide.  

Personnel Decisions International (PDI), a global 
leader in human resources consulting, and Saba 
Software, Inc. (NASAQ: SABA; NR), announced 
that they have formed an alliance to offer PDI's
premier integrated competency architecture on
Saba Enterprise. By integrating PDI competencies
into Saba's people management platform,
organizations can build custom competency
models to facilitate employee development, 
growth, promotion and retention. 

Saba also announced Saba Workforce Planning,
designed to enable organizations to model the
future based on unique employee attributes and
position requirements. As part of a unified people
management platform that includes learning,
performance and talent management, Saba
Workforce Planning will provide organizations
with the dynamic decision support tools they need
to model different organizational scenarios to
identify risk and take action. 

Saba also announced that Overture K.K., a
subsidiary of Yahoo! Japan Corporation that
provides search engine marketing, went live with
the Saba Learning Suite to provide educational
and training support to its distributors. 

Briefly Noted 

SumTotal Systems, Inc. (NASDAQ: SUMT;
NR) announced that Tencent, a leading China-
based Internet and telecom value-added service
provider, will use SumTotal’s talent management
software to transform e-learning capabilities for
Tencent’s 3,000 employees. 

SkillSoft PLC announced the availability of the
KnowledgeCenter Editor and the expansion of its
KnowledgeCenter Portals offering. SkillSoft
currently offers 17 KnowledgeCenters, which are
pre-packaged, user-friendly targeted learning
portals that allow learners instant access to
targeted content. 

Other 

GreenTree Gazette recently shared the results of
a survey of 40 human resources and training
managers at the LearnShare 2007 Conference.
Fifteen percent of the respondents said that there
is a labor shortage at their firm and 45% believe
that there is also a skill shortage. Only 12% said
that newly hired college graduates are prepared
to perform useful duties in their first two weeks
of employment, while 60% would like to see
more collaboration among colleges and their firm
to design courses relevant to the skills required at
their firm. Almost 50% said that such a
collaboration would save their firm money.  

Based on input from more than 775
organizations and interviews with 40 senior HR
and learning executives responsible for
leadership development, a new Bersin Associates
study found 53% of surveyed organizations now
face leadership shortages, most of which are at
the mid-management and director level.
According to respondents, the biggest business
drivers for leadership development programs are
to increase the pool of internal leadership
candidates (44%), to reduce gaps in leadership
skills (42%), and to grow leaders more quickly
(35%).  

Analyst Actions 

JMP Securities downgraded its rating of
SumTotal Systems to Market Outperform from
Strong Buy. 

Source: Company announcements and published 
news reports including Learning Circuits, T+D, 
and Training Magazine. 

 

 

Knowledge Services 

“How can companies help 
prevent security problems that 
stem from employee error? 
Controlling the flow of sensitive 
information is essential, but 
first organizations must restrict 
the information collected to that 
which is absolutely necessary 
(Better Business Bureau, 2006). 
Policies need to clarify how 
information is handled, where it 
can be stored and who can 
access it. This limits 
"employees' access to personal 
information to just what is 
necessary for them to perform 
their duties" (California Office, 
2006).  

Proper training is essential to 
support the regular use of 
security policies. While 42% of 
organizations participating in 
an InfoWorld survey reported 
the existence of a security 
policy, 18% provide no training 
on the policy and 55% do not 
use encryption. Even more 
troubling is that 56% report 
that employees often fail to 
adhere to company security 
policies (Goodin, 2006). 
Training should not only 
revolve around security policies 
but should educate employees 
to recognize fraudulent e-mails 
and the tactics of criminals 
(Greenberg, 2007)”. 

-- i4cp 
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Education Universe – Comparable Company Analysis
Performance & Valuation Data
$ millions, except per share amounts

Price Performance

11/08/2007 YTD CY:06A CY:07E CY:08E CY:09E CY:06A CY:07E CY:08E CY:06A CY:07E CY:08E
 K-12 Education

  Bright Horizons Family Solutions, Inc. BFAM Buy $37.37 $1,008 -3.3% 25.1x 22.0x 18.9x 16.6x 1.2x 1.1x 0.9x 11.7x 10.3x 8.9x
  Leapfrog Enterprises, Inc. LF NR $6.97 $249 -26.5% NM NM NM 15.8x NM NM NM NM NM 9.9x
  Nobel Learning Communities NLCI Buy $15.10 $156 +31.9% 29.4x 24.9x 20.7x 18.1x 1.5x 1.2x 1.0x 9.5x 8.8x 8.1x
  Plato Learning, Inc. TUTR NR $4.01 $94 -25.9% NM NM NA NA NM NM NA 22.4x NM 28.2x
  Princeton Review, Inc. REVU NR $7.79 $219 +47.5% NM NM 155.8x NA NM NM 12.0x NA 35.8x 25.1x
  Voyager Learning Company VLCY NR $7.67 $229 -26.6% NA NA NA NA NA NA NA 19.4x NA NA
  Renaissance Learning, Inc. RLRN NR $13.24 $384 -25.3% 32.3x 57.6x 33.1x NA 1.4x 2.5x 1.4x 13.1x 18.8x 8.2x
  Scholastic Corp. SCHL NR $37.50 $1,373 +4.6% 25.3x 17.6x 15.3x 15.1x 2.5x 1.8x 1.5x 9.1x 6.4x NA
  School Specialty, Inc. SCHS Buy $32.29 $740 -13.9% 22.1x 16.4x 13.4x 11.6x 1.6x 1.2x 1.0x 10.7x 9.7x NA
  Scientific Learning, Inc. SCIL Buy $5.97 $103 +8.7% NM 83.2x 45.8x 24.8x NM 3.3x 1.8x 889.6x 155.5x 29.2x

Mean 26.8x 36.9x 43.3x 17.0x 1.6x 1.9x 2.8x 123.2x 35.0x 16.8x
 Post-secondary Education

  Apollo Group, Inc. APOL Hold $75.00 $13,097 +92.5% 31.9x 31.8x 28.3x 24.6x 3.2x 3.2x 2.8x 17.6x 17.9x 16.0x
  Blackboard, Inc. BBBB Hold $43.19 $1,248 +43.8% 776.1x 47.8x 32.4x 25.7x 38.8x 2.4x 1.6x NM 25.5x 17.7x
  Capella Education, Inc. CPLA Buy $74.00 $1,237 +205.2% 69.8x 57.1x 44.4x 34.0x 2.8x 2.3x 1.8x 39.1x 26.4x 21.1x
  Career Education Corp. CECO Buy $33.33 $3,155 +34.5% 19.1x 34.1x 28.8x 20.9x 1.3x 2.3x 1.9x 9.7x 16.0x 13.2x
  Corinthian Colleges, Inc. COCO Hold $16.75 $1,438 +22.9% 46.9x 76.6x 29.5x 22.5x 2.3x 3.7x 1.4x 17.6x 17.4x 14.2x
  DeVry, Inc. DV Buy $58.02 $4,165 +107.2% 77.9x 41.9x 32.3x 25.8x 3.7x 2.0x 1.5x 30.6x 21.9x 18.3x
  ITT Educational Services, Inc. ESI Buy $130.29 $5,259 +96.3% 48.2x 35.2x 28.7x 24.3x 2.7x 2.0x 1.6x 25.1x 19.2x 16.3x
  Lincoln Educational Services Corp. LINC Hold $14.16 $361 +5.0% 22.7x 33.3x 27.6x 22.9x 1.4x 2.1x 1.7x 9.0x 11.8x 9.9x
  Strayer Education, Inc. STRA Buy $194.26 $2,819 +83.2% 53.8x 43.6x 37.2x 31.1x 3.0x 2.4x 2.1x 26.3x 21.5x 18.3x
  Universal Technical Institute, Inc. UTI Sell $19.93 $562 -10.3% 23.1x 26.7x 25.2x 21.5x 1.4x 1.7x 1.6x 9.8x 9.8x 8.9x

Mean 43.7x 42.3x 31.3x 25.3x 2.4x 2.4x 1.8x 20.5x 18.0x 15.1x
 Corporate Training

  Healthstream, Inc. HSTM NR $3.19 $71 -19.2% 29.0x 35.4x 15.2x 1.5x 1.8x 0.8x NA NA NA
  Learning Tree International, Inc. LTRE NR $21.85 $360 +145.8% 416.2x 27.0x NA 20.8x 1.3x NA 48.1x 28.8x NA
  Saba Software, Inc. SABA NR $5.05 $146 -18.9% 94.7x 41.2x 22.0x 4.7x 2.1x 1.1x NA 9.3x NA
  SkillSoft, plc. SKIL Buy $8.75 $971 +40.9% 37.7x 43.5x 27.0x 1.9x 2.2x 1.4x 27.0x 18.8x 12.6x
  SumTotal Systems, Inc. SUMT NR $4.98 $163 -17.7% 19.9x 23.7x 11.1x 0.9x 1.1x 0.5x 8.0x 7.2x NA

Mean 119.5x 34.2x 18.8x 6.0x 1.7x 0.9x 27.7x 16.0x NA
 International

New Oriental Education & Technology EDU Buy $78.00 $3,002 +420.0% 106.5x 69.5x 49.0x 37.3x 3.0x 1.9x 1.4x NA 57.1x 41.1x
Chinacast Education CAST NR $6.68 $181 +0.5% 41.8x 31.8x 31.8x NM

Mean 74.1x 50.6x 40.4x 37.3x
  S&P500 SPX 1475.62 16.7x 15.6x 14.6x

* Post-secondary mean does not include Blackboard
Sources: SEC documents, FirstCall, FactSet, Signal Hill estimates.

EV/EBITDAP/E-to-GrowthPrice/EarningsCompany Ticker Market 
Cap.

Rating 
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Education Universe – Comparable Company Analysis
Revenue & Earnings Data
$ millions, except per share amounts

Revenue Cash Debt
CY:06A CY:07E CY:08E CY:06A CY:07E CY:08E  

 K-12 Education

  Bright Horizons Family Solutions, Inc. BFAM 20% 698         776         853         1.49         1.70         1.98         7              39            1,040          
  Leapfrog Enterprises, Inc. LF 18% 502         433         543         (2.31)        (1.18)        (0.25)        72            -               178             
  Nobel Learning Communities NLCI 20% 171         193         216         0.51         0.61         0.73         4              -               153             
  Plato Learning, Inc. TUTR 10% 87           70           NA (0.53)        (0.58)        NA 22            -               72               
  Princeton Review, Inc. REVU 13% 141         147         158         (0.34)        (0.18)        0.05         44            3              177             
  Voyager Learning Company VLCY NA NA NA NA NA NA NA 31            534          732             
  Renaissance Learning, Inc. RLRN 23% 112         106         113         0.41         0.23         0.40         6              -               378             
  Scholastic Corp. SCHL 10% 2,223      2,343      2,357      1.48         2.13         2.44         43            654          1,373          
  School Specialty, Inc. SCHS 14% 1,048      1,061      1,079      1.46         1.97         2.41         1              465          1,203          
  Scientific Learning, Inc. SCIL 25% 41           46           55           0.01         0.07         0.13         20            -               83               

Mean  
 Post-secondary Education

  Apollo Group, Inc. APOL 10% 2,517      2,803      3,080      2.35         2.36         2.65         690          95            12,502        
  Blackboard, Inc. BBBB 20% 183         240         280         0.06         0.90         1.33         208          161          1,201          
  Capella Education, Inc. CPLA 25% 180         226         283         1.06         1.30         1.67         41            -               1,196          
  Career Education Corp. CECO 15% 1,786      1,702      1,902      1.75         0.98         1.16         200          15            2,970          
  Corinthian Colleges, Inc. COCO 21% 922         993         1,134      0.36         0.22         0.57         100          128          1,466          
  DeVry, Inc. DV 21% 889         996         1,115      0.75         1.39         1.80         150          -               4,015          
  ITT Educational Services, Inc. ESI 18% 758         877         1,009      2.71         3.70         4.54         10            150          5,399          
  Lincoln Educational Services Corp. LINC 16% 319         332         350         0.62         0.42         0.51         6              31            386             
  Strayer Education, Inc. STRA 18% 264         317         376         3.61         4.45         5.22         86            -               2,732          
  Universal Technical Institute, Inc. UTI 16% 351         352         365         0.86         0.75         0.79         30            -               532             

Mean
 Corporate Training

  Healthstream, Inc. HSTM 20% 32           44           52           0.11         0.09         0.21         3              2              70               
  Learning Tree International, Inc. LTRE 20% 157         169         NA 0.05         0.81         NA 52            -               309             
  Saba Software, Inc. SABA 20% 88           106         117         0.05         0.12         0.23         12            3              137             
  SkillSoft, plc. SKIL 20% 225         278         339         0.23         0.20         0.32         36            200          1,136          
  SumTotal Systems, Inc. SUMT 23% 106         118         136         0.25         0.21         0.45         29            13            147             

Mean
 International
New Oriental Education & Technology EDU 36% 125         177         233 0.73         1.12         1.59         233.9       0.0 2,768          
Chinacast Education CAST 18           NA NA 0.16         0.21         0.21         

S&P500 SPX  88.18       94.88       101.00     

Sources: SEC documents, FirstCall, FactSet, Signal Hill estimates.

Company Ticker Growth EPS Enterprise 
Value
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Education Signals is prepared using sources we deem to be reliable but we do not guarantee its accuracy and 
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research reports. 
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report, please write to Signal Hill Research Department, 300 East Lombard Street, Suite 1700, Baltimore, 
MD, 21202. 

 
Analyst Certification 

I, Trace Urdan, hereby certify that all of the views expressed herein accurately reflect my personal views 
about the subject securities or issuers. I also certify that no part of my compensation was, is or will be directly 
or indirectly related to the specific recommendations or views expressed in this research report. 

I, Jeff Lee, hereby certify that all of the views expressed herein accurately reflect my personal views about the 
subject securities or issuers. I also certify that no part of my compensation was, is or will be directly or 
indirectly related to the specific recommendations or views expressed in this research report. 

Signal Hill does not compensate its equity research analysts based on specific investment banking 
transactions. Signal Hill equity research analysts receive compensation based on several factors, including 
overall profitability and revenues of the firm, which include investment banking revenues. 


