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Private-Equity Juggernaut Rolls Through Higher Education

With billions to invest, funds are buying colleges and the companies that sell services to them

By GOLDIE BLUMENSTYK

The deluge of money that private-equity investors have been pouring into buyouts of companies in all 
sectors of the economy is having a growing impact on higher education.

Until recently, outside investors were primarily interested in the for-profit college industry, acquiring 
family-owned colleges and chains of colleges.

Now several of those investors are putting their billions into companies that sell services to students and 
colleges, from admissions-marketing firms to the student-loan giant Sallie Mae, and into buyouts of publicly
traded companies, such as Education Management Corporation, Concorde Career Colleges, and, in July, 
internationally focused Laureate Education.

Despite regulatory and cultural barriers, some of the investors are also quietly, and in some cases 
controversially, acquiring nonprofit colleges in need of investment. Palm Ventures LLC, a family fund not 
open to outside investors, is in the process of buying Heald College, a two-year, multicampus institution 
based in San Francisco. Palm bought Salem International College, in West Virginia, which was once 
owned by a Japanese foundation. Another college once owned by that foundation, Post University, in 
Connecticut, was acquired by Generation Partners, with Palm as a minority owner, in 2004.

Private-equity investors were involved in 37 percent of changes in college ownership in the 2006 fiscal 
year, compared with 3 percent in fiscal 2000, according to the U.S. Department of Education. The 
department reviewed an average of 107 ownership changes per year from 2000 to 2006.

Because private-equity investors, a generally secretive crowd, have to disclose only what they pay when
they buy publicly traded companies — and indeed sometimes don't even announce their buyouts at all — it
is difficult to say how much money such investors are putting into higher education. But the sheer size of
some of the public deals, like the $3.4-billion buyout of Education Management and the $3.8-billion for
Laureate, have grabbed people's attention. And deal makers say that on the whole, prices are up and
investors are paying.

The force behind this buyout frenzy in higher education is the same one that feeds the phenomenon in the
economy at large — a huge flow of capital from endowments and pension funds into private-equity funds.
Investors are also realizing that changes in higher education offer prospects of big profits.

"There are things that are happening in education, because of demographics and technology, that are 
creating opportunities for businesses to be spawned and grow," says Steve R. Isaac, chief executive of 
New York-based Halyard Education Partners, which was created by the $500-million private-equity fund 
Halyard Capital. "And that attracts money."

In May, Mr. Isaac's venture made its third and fourth major purchases in two years.

It acquired a Web-based marketing company called WorldClass Strategy and a company called 
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GoalQuest, which sells online services to help colleges use the Internet to stay in contact with applicants 
and their parents, and to continue those connections with applicants as students and alumni.

"Ten years ago," says Mr. Isaac, that kind of business "didn't exist."

Borrowing Made Easier

Investors have always understood that higher education is a thriving business. For years companies have 
profited from managing colleges' bookstores, running their dining halls, or overseeing other operations that 
institutions chose to outsource. The growth of for-profit higher education added a new dimension in the late
1990s, as Wall Street began discovering college companies and the first private investors began to get rich
when providers like the Apollo Group and Education Management went public. About five years ago 
private-equity investors began playing a larger role in buying up small institutions and college chains.

"For 20 years there have been small private-equity firms looking at the sector," says Chas Edelstein, an 
investment banker at Credit Suisse whose purview includes higher education. But the involvement of giant 
Wall Street buyout firms like Goldman Sachs Capital Partners in the June 2006 buyout of Education 
Management, and of Kohlberg Kravis Roberts & Company in the deal for Laureate, represents something 
new, he says: There are now "large opportunities" in higher education to interest the largest of investment 
bankers.

A trend affecting all of private equity is also coming into play. Banks used to be more cautious about
lending money for buyouts of companies lacking hard assets — like buildings, equipment, and land. But it
has become easier for investors to buy companies using greater proportions of borrowed money — a
method known as leverage — as long as they can show that the acquired companies have steady flows of
income.

It was that change in financiers' attitudes that made bankable the pending $25-billion buyout of Sallie Mae, 
led by J.C. Flowers & Company, along with buyouts of publicly traded college companies, says Mr. 
Edelstein. Lenders to private- equity funds have "come to view that predictable cash flow can be just as 
leverageable" as a hard asset, he says.

New and Bigger Players

In the higher-education market, the shift in attitude is hard to miss.

Investors, lawyers, and analysts who advise higher-education companies about deals, and company 
owners themselves say private-investment firms' interest in the market is greater than ever.

"The [Education Management] deal pulled the covers off," says Jeffrey T. Leeds, head of the private-equity
firm Leeds Equity Partners, in New York, which participated in the sale. That was the first buyout of a 
publicly traded college company by a private-equity firm. Leeds Equity, which has bought and sold 
education companies for more than a decade, bought a 10,000-student career college in Puerto Rico in 
March, and in July it acquired a company called eInstruction Corporation, which provides classroom testing
technology.

Mr. Leeds would not say how much the Puerto Rico college cost; he gave the price for eInstruction at 
upward of $150-million.

The new interest from other firms brings "a different quality of legitimization" to the for-profit college 
industry, he says, but makes acquisitions more challenging for his firm. Before, other investors "put their 
noses up, so we had a little more straightforward opportunity."

Adam Newman, who fields investors' inquiries as a managing vice president at the education-consulting 
company Eduventures, in Boston, says he has never seen it so hectic.

"I got three calls between 2 p.m. and 5 p.m. on the day before the Fourth of July," says Mr. Newman, 
whose company itself became majority-owned by two private-equity firms in February 2006.
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The investments he advises on and tracks now differ from the venture-capital investments that flooded 
higher-education-technology start-ups in the heady days of the late 1990s, he says. Some of those 
companies would later flounder or go belly up.

"There's not as much speculative investment" as there was during the heyday of the dot-com boom, says 
Mr. Newman. Investors today want to see that the companies have revenues and real growth potential. 
"Investors are not investing in concepts."

A New 'Ecosystem'

A host of societal factors make higher education, or at least certain segments, attractive to investors. 
Nursing schools are popular because the aging population of baby boomers will have a growing need for 
medical and nursing care. Colleges that operate internationally are hot because demographic trends 
portend a growing middle class overseas. The greater acceptance of distance education makes any 
institution with a vibrant online operation, or the ability to create one, an attractive target.

If you own a college that fits those trends, or a company that helps such a college, say, manage its 
admissions or run its distance-education program, "it's hard not to make money," says Michael B. 
Goldstein, a lawyer in Washington whose firm juggles many of those deals right now. "It's not like the 
pharmaceutical industry, where you can do everything right and still go down the tubes."

Daniel S. Pianko, a principal in the $100-million private-equity arm of Knowledge Investment Partners, says
a change in how colleges operate is also creating new opportunities. More colleges than ever are hiring 
outside companies to help them find and enroll students, track their academic progress, and even help 
them find jobs when they graduate. Ready & Motivated Minds, one such career-advising company, which 
was founded nine years ago and now works with 60 colleges, is on the market.

"What you see is an ecosystem developing," says Mr. Pianko. For-profit colleges and entrepreneurial 
nonprofit colleges are "are now a large enough segment of the market to build a business around."

One way his firm has tried to take advantage of that trend is with its investment in Eduventures, which has 
expanded significantly since it was bought last year.

Knowledge Investment is making other moves as well. It was a minority partner in the buyout of a nonprofit 
college this summer, and it is in the final stages of buying a college overseas. Officials at the firm declined 
to provide further details on the transactions.

Flip My College?

In most cases, when private-equity funds do the buying, they do so with an overriding strategy in mind: 
Acquire the college or company, often with a lot of borrowed money, find ways to make it bigger and more 
profitable, and sell it at a higher price, either to other private investors or through a public offering. Since 
most private-equity funds are organized as limited partnerships, with 10-year life spans, they hope to pull 
off these sales in five to seven years.

TA Associates of Boston, which until recently was one of the largest private-equity firms to invest in college
companies, managed to work even faster with its stake in Florida Career College. In December 2004, the 
firm, which has $10-billion under management, paid $53-million for a majority stake in the parent company 
of what was then a four-campus system with 2,500 students. This past June, having added three 
campuses and overseen an expansion of enrollment to 4,000, TA sold its interest to two other 
private-equity firms. They paid about $192-million, although it could not be determined if the entire amount 
went to TA.

Mindful of the new dynamics at work, accreditors like the Western Association of Schools and Colleges are
concerned. In some instances, companies may buy colleges simply to "pull out all the profits" by scrimping 
on resources, or may make other significant and detrimental changes, says Ralph A. Wolff, executive 
director of the association's senior-college commission.
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This May the directors of the seven regional accrediting groups agreed to adopt new common policies to 
ensure that their agencies have a right to obtain financial information from companies that own colleges. 
The new policies would apply to religious bodies that sponsor colleges and to states.

'Business Builders'

In some instances, investors' purchases of nonprofit colleges have been controversial, particularly when 
the buyers alter the institutions' structure or mission.

The conversions of Barat College, in Illinois, and Grand Canyon University, in Arizona — both formerly
liberal-arts colleges — are two such examples. Barat is now focused purely on teacher education. Grand
Canyon has become a base for an expanded distance-education operation that now enrolls about 10,000
students.

Elsewhere, buyouts have been welcome.

Peter Chepya, president of the Faculty Senate at Post University, says the private-equity owners who 
bought his institution in 2004 have been "respectful of our academic traditions" and provided capital for 
better administrative systems, more-sophisticated marketing, and new academic programs, including some
in the legal-studies department, which he runs. The college, which has nearly doubled its enrollment, to 
about 1,600, has also built a new residence hall and added new sports teams.

"We view ourselves as business builders," says Mark Jennings, the Generation Partners principal who sits 
on the board of Post University's parent company. "We're not just interested in ramping up a big online 
university."

The private-equity firm, which has $325-million under management, has hired Tom Samph, formerly 
director of online education at Drexel University, as chief executive of Post Education, the parent company.

Generation Partners will probably look to sell the university in about five years, but if protecting its quality 
requires Post's leaders to take longer to establish its value, the firm has the patience to wait, Mr. Jennings 
says. He notes that it held onto a more prominent company in its portfolio, the Johnny Rockets chain of 
diners, for 12 years before selling it earlier this year.

"Everything we're doing here is not about the quick flip," says Mr. Jennings.

No Letup

Although the conversions are not easy — Mr. Jennings says it took Post two years to get its various
approvals — they are likely to continue, if only because there is no shortage of potential takeover targets
among the legions of small, private colleges facing financial difficulties. If they are regionally accredited,
they are considered valuable because the new owners are often able to keep that accreditation, which
allows students to remain eligible for federal aid.

Neil Lefkowitz, a lawyer in Washington who represents buyers and sellers, says colleges with such 
accreditation can have an easier time getting approvals for certain kinds of programs, such as nursing.

Conversions are also attractive to at least some investors because there are very few high-quality bargains
left in the for-profit college sector, he adds. "After a while, there's not a lot left to consolidate."

Some of his private-equity clients, Mr. Lefkowitz says, are turning instead to companies that sell services to
higher education because they believe the Education Department is taking a tougher line when colleges 
are sold, in some cases imposing limits on new branch campuses

Neither he nor anyone else, however, foresees any slowing of private equity's investments in higher 
education, despite the prospect of rising interest rates, which would make borrowing more expensive, or 
talk on Capitol Hill of raising taxes on the profits that private-equity fund managers make.
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If anything, higher education continues to be a draw, with some Wall Street analysts openly predicting that 
at least two other publicly traded college companies could become targets.

This summer the investment bank UBS identified the Apollo Group and Corinthian Colleges as attractive 
buyout candidates, based on their profitability and share prices.

A June announcement by Sterling Capital Partners, of Baltimore and Chicago, that it had raised $1-billion 
for its third fund suggests no letup in interest.

As with its two previous funds, which raised about $950-million in all, education is expected to make up 
about 40 percent of the new fund's investments.

One of the earlier Sterling funds is an owner of InfiLaw Systems, a company that bought Florida Coastal 
School of Law and subsequently started two other law schools. Sterling was also one of the partners in 
buying Laureate.

Investors and dealmakers say the future of private equity is likely to involve some unorthodox transactions.

One possible bellwether is the pending attempt by nonprofit Touro University to sell off its online division, 
Touro International.

Other investors are also drawn to spinoff companies like the SCAD Group, which the nonprofit Savannah 
College of Art and Design created in 2004 to manage its administrative functions, in return for a fee.

Leaders of the fast-growing college say they would consider selling the company as a way to build up 
Savannah's endowment, which stands at about $10-million, if the trustees could ensure that the college 
itself did not lose control over academic quality.

"There are lots of places for private money to go," says Mr. Goldstein, one of the lawyers in the thick of 
these discussions. "We're still at the beginning."

http://chronicle.com
Section: Money & Management
Volume 53, Issue 48, Page A23 

Copyright © 2007 by The Chronicle of Higher Education

Subscribe | About The Chronicle | Contact us | Terms of use | Privacy policy | Help


