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INDEPENDENT AUDITOR’S REPORT

To the Board of Dircctors
Cenier for Excellence in Higher Education, Inc.
Salt Lake City, UT

Financial Statements

We have audited the accompanying consolidated financial statements of Center for Excellence in Higher Education,
Inc. (a nonprofit organization), which comprise the consolidated statement of financial position as of December 31,
2012, and the related consolidated statements of activities and cash flows for the year then ended, and the related
notes to the consolidated financial statements..

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and tair presentation of consolidated
financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We
conducted our audit in accordance with auditing standards gencrally accepted in the United States ol America and
the standards applicable (o financial audits contained in Governiment Auditing Stundards, 1ssucd by the Comptroller
General of the United States.  Those standards require that we plan and performi the audit o obtain reasonable
assurance about whether the financial statements are Iree ol material misstalement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements.  The procedures selected depend on the auditor’s judgmient, including the assessment of the risks ol
material misstatement ol the (inancial statements, whether due 1o fraud or error. In making those risk assessments,
the auditor considers internal control relevant to the entity’'s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion. .
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of the financial
statements..

We believe that the audit evidence we obtained is sufficient and appropriate to provide a basis for our audit opinion.
Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Center for Excellence in Higher Education, Inc. as of December 31, 2012, and the changes in its
net assets and its cash flows for the year then ended in accordance with accounting principles generally accepted in
the United States of America,
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Other Repurting Required by Government Aunditing Standards

In accordance with Government Auditing Standards, we have also issued our reported dated June 7, 2013 on our
consideration of Center for Excellence in Higher Education, Inc.’s internal control over (inancial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreenients and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on internal control over financial
reporting or on compliance. That report 1s an integral part of an audit performed in accordance with Gaovernment
Auditing Standards, and should be considered in assessing the results of our audit,

Other Matters

Our audit was conducted for the purpose of forming an opinion on the consolidated financial statements taken as a
whole. The accompanying Note 13 of the Organization’s calculations of their Title IV 90/10 revenue test is required
by the U.S. Department of Education and the accompanying Note 6 on related party transactions is required by the
LLS. IDepartment of Education and accounting principles generally accepted in the United States of America and are
presented for purposes of additional analysis and are not a required part of the financial statements. The information
1s the responsibility of management and was derived from and relates directly to the underlying accounting and other
records used to prepare the financial statements. The information has been subjected to the auditing procedures
applicd in the audit of the lnancial stalements and certain additional procedures, including comparing and
reconciling such information direetly to the underlying accounting and other records used 1o prepare the financial
statements or 1o the financial statements themselves and other additional procedures, in accordance with auditing
standards generally accepled in the United States of America. In our opinion, the information is fairly stated. in all
material respeets, in relation to the financial statements taken as a whole.

Bountiful, Utah
June 7, 2013



Center for Excellence in Higher Education, Inc.
Consolidated Statement of Financial Position

December 31, 2012
ASSETS
Current asscts
Cash and cash equivalents S 6281927
Restricted cash 620,331
Student receivables, current, net of allowance
tor doubttul accounts of $6,066,795 35,991,175
Promises to give, current portion 108.000
Total current asscts 43.001.433
Fixed asscts, at cost, less accumulated depreciation of $9.435,136 6,054,414
Student receivables, noncurrent, net of allowance
for doubttul accounts of $20.558.457 43,084,934
Promiises (o give, net of current portion 306,338
Goodwill 419,042,664
Deposits 1,067,099
Total asscts $ 512.556.882
LIABILITIES AND NET ASSETS
Current liabilities
Accounts payable S 5991615
Grants payable, current portion 100,000
Accrued liabilitics 966,970
Excess student funds 1,952,584
Deterred wition 37.982 485
Current portion of long-term debt 32.000.000
Total current liabilitics 78.993.654
Grants payable, net of curent portion 283,646
Deterred rent 2.971.040
Long-lerm debt, net of cunent portion 399 000,000
Total liabilities 481,248,340
Net assets
Unrestricled 30,894,204
Temporarily restricted 414,338
Permanently restricted -
Total net assets 31,308,542
Total Liabilitics and net assets S 512,556,882

Sec accompanying notes 1o consolidated financial statcments,

2

]



Consolidated Statement of Activities
For The Year Ended December 31, 2012

Center for Excellence in Higher Education, Inc.

Tempaorarily

Unrestricted Restricted Total
REVENUES AND OTHER SUPPORT
Tuition and tees $ 1836008476 % - § 183668476
Contributions and grants 10,448 458 - 10,448 458
Other income 206,368 - 206,368
Interest income 71,193 - 71,193
Net assets released from restrictions 107,023 (107,023 -
Total revenues and other support 194,501,518 (107,023) 194,394 495
EXPENSES
Admissions and marketing 64,032 460 - 64,032 460
Instructional 36,344,017 - 36,344,017
Administrative 20,415,777 - 20,415,777
Occupancy 10,174,617 - 10,174,617
Student expenses 3,997 746 - 8,997 746
Depreciation 4,627,597 - 4,627,597
Grants 841,953 - 841,953
[nterest 245,680 - 243,680
Total expenses 145,679,847 - 145,679,847
Change in net assets 48,821,671 (107,023 48,714,648
Net assets, beginning of year 41,883,453 521,361 42,404,814
Former stockholder distributions prior to merger {59.810,92( - {59.810,92(

Net assets, end of year

$ 30,894,204 %

414,338 $ 31,308,542

See accompanying notes to consalidated financial statements,
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Center for Excellence in Higher Education, Inc.

Consolidated Statement of Cash Flows
Year Ended December 31, 2012

CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets
Adjustments to reconcile change in net assets to net cash
provided by operating activities:

$ 48,714,648

Depreciation 4,627,597
Bad debt expense 23,601,168
Changes in operating assets and liabilities:

Student receivables {30,870,306)
Promises to give 105,997
Deposits (396,596)
Accounts payable (1,492,944)
Grants payable 383,646
Accrued habilities {4,265,066)
Excess student funds {55,822)
Deferred tuition 10,448,971
Detferred rent 203,157

Net cash provided by operating activities 51,004,450

CASH FLOWS FROM INVESTING ACTIVITIES

Purchase of fixed assets (6,325,963)
Decrease in restricted cash 1,680,295
Net cash used in investing activities (4,645,668)

CASH FLOWS FROM FINANCING ACTIVITIES
Distributions to stockholder, prior to merger

{59,810.920)

Net cash provided by financing activities (59,810,920

Net change in cash and cash equivalents (13,452,138}

Cash and cash equivalents, beginning of year 19,734,065

Cash and cash equivalents, end of year $ 6,281,827
SUPPLEMENTAL DISCLLOSURE OF CASH FLLOW INFORMATION

Cash paid for interest $ 181,766

Cash paid for income taxes [,

SUPPLLEMENTAL SCHEDULE OF NONCASH ACTIVITIES

As part of the merger transaction, the Organization issued two notes payable for $431,000,000 as part of the purchase

transactions and the recording of goodwill on the consolidated statement of financial position.

See accompanying notes to consalidated financial statements,
5
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Center for Excellence in Higher Education, Inc.
Notes to Consolidated Financial Statements
December 31, 2012

DESCRIPTION OF BUSINESS

Center for Excellence in Higher Education, [nc. (the “Organization”} is a non-profit corporation established
in December 2006 to promote excellence in higher education by working with philanthropists and others
interested in reforming American colleges and universities. Education reform, for these purposes, is defined
as increasing access, reducing costs, and improving the quality of higher education with the goal to make
universitics, schools, departments. and ultimately individual faculty members accountable for the quality
and effectiveness of their work,

Eifcctive December 31, 2012, Center for Excellenee in Higher Education, Tne. exccuted merger agreements
Lo merge Stevens-Henager College, Inc. ("SHC™), CollegeAmerica Denver, Inc. (“CAD™), CollegeAmerica
Arizona, Inc. (“CAA”), Califomia College San Dicgo, Inc. ("CCSD”), California College, Inc. ("CCT™), and
CollegeAmerica Services. Inc. (“CASI”) into Center for Excellence in Higher Education, Inc., with Center
for Excellence in Higher Education, Inc. as the surviving Organization. The Organization is engaged in the
following business activities through its divisions:

Stevens-Henager College operates a postsecondary college with campuses located in Utah and Idaho.
CollegeAmerica Denver operates a postsecondary college with campuses located in Colorado and Wyoming.
CollegeAmerica Arizona operates a postsecondary college with campuses located in Arizona and Idaho.
California College San Diego operates a postsecondary college with campuses located in California.
CollegeAmerica Services provides various services to the divisions.

Stevens-Henager College, CollegeAmerica Denver. CollegeAmerica Arizona. and California College San
Diege are accredited by the Accrediting Commission of Career Schools and Colleges ("ACCSC™).
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements ol the Organization have been prepared on the accrual basis. The
Organization follows the provisions of Financial Accounting Standards Board (FASB) Accounting

Standards Codilication (ASC) 958, Not-for-Profit Entities.

The significant accounting policies followed are described below o enhance the usefulness of the financial
statement Lo the reader.

Date of Management's Review

Subsequent events were evaluated through June 7, 2013, which is the date the financial statement was
available to be issued. From their review, management has determined that there were no significant
recognizable or unrecognizable subsequent events that were not properly disclosed.

Basis of Accounting and Principles of Consolidation

These consolidated financial statements are prepared in accordance with accounting principles
generally accepted in the United States of America. The consolidated linancial statements include the
accounts of Center for Excellence in Higher Education, Inc., Stevens-Henager College, CollegeAmerica
Denver, CollegeAmerica  Arizona.  California - College  San Dicgo, California College, and
CollegeAmerica Services. These divisions are under common control and. therefore, are presented on a
conselidated basis. All intercompany accounts and transactions have been climinated.



Center for Excellence in Higher Education, Inc.
Notes to Consolidated Financial Statements (continued)
December 31, 2012

Use of Estimates

The process of preparing conseolidated financial statements in conformity with accounting principles
generally. accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities along with disclosure of contingent
assets and liabilities at the date of the consolidated financial statements and reported amounts of revenue
and expenses during the reporting period. Actual results could differ from those estimates.

Cash and Cash Equivalents

For purposes of the consolidated statement of financial position, cash equivalents include money market
accounts,

Restricted Cash

Short-term restricted cash primarily represents amounts held for students that were received from the CAL
Grants and Direct Loan programs. Restricted cash excludes certain funds that may be required to be
returned if a student who receives Title IV program funds withdraws. These components are a part of
cash, as they are not legally restricted or otherwise segregated from other assets. Restricted cash is
excluded from cash and cash equivalents in the consolidated statement of financial position and is held in
bank deposit accounts.

Student Receivables

Student receivables consist of amounts due for tuition from currently enrolled and former students. Student
reeeivables are stated at the amount management expects to colleet from outstanding balances. Student
receivables with maturitics greater than one year arc presented at their net present value and discounted at
rates commensurale with the underlying student’s borrowing rate.

Fixed Assets

Fixed assets are stated at cost net of accumulated depreciation. Expenditures for maintenance and repairs
are charged to expense as incurred, whereas renewals and betterments that extend the lives of fixed assets
are capitalized. Depreciation of fixed assets other than leasehold improvements is computed using either
straight-line or accelerated methods with lives ranging from eighteen months to five years. Depreciation of
leasehold improvements is computed using the straight-line method over the shorter of the life of the asset
or the life of the lease.

Goodwill

Goodwill represents the excess of the purchase priee paid over the Fair value of the net assets acquired in
connection with a business combination. The Organization reviews goodwill for possible impaimment on an
annual basis or when triggering events oceur in accordance with FASB ASC 330 fntangibles — Goodwill
and Other. Goodwill 1s tested Tor impairment at the reporting unit level. The Organization utilizes a two-
part impairment test. First, the fair value of the reporting unit is compared o the carrying value (including
goodwill). If the carrying value is greater than the fair value, the second step is performed.  In the second
step, the implied fair value of the reporting unit goodwill is compared (o the carrying amount of goodwill.
Il the carrying value is greater, a loss is recognized. The goodwill impairment test considers the impact of
current conditions and the cconomic outlook for the Organization’s industry, the general overall cconomic
oullook including market data, governmental and environmental [actors, in establishing assumptions used
o compulte the lair value of the reporting unit.  The Organization also takes into account the historical,
current and future operating results and any other facts and data pertinent to valuing the reporting unit.



Center for Excellence in Higher Education, Inc.
Notes to Consolidated Financial Statements (continued)
December 31, 2012

Revenue Recognition

The Organization’s revenue consists of ition revenue and contributions (sce below). Tuition revenue
is recognized on a straight-line basis over the applicable period of instruction net of expected refunds.
The Organization’s students generally enroll in a program that encompasses a series ol modules which are
taken consecutively over the length of the program.

I a siudent’s attendance precedes the receipt of tuition payments, the Organization cstablishes a student
receivable for tuition charges i the amount reasonably assured ol collection. Tuition payments received
reduce the balance of accounts receivable due from the student.

If a student withdraws from a program prior to a specified retund date. a portion of such student’s tuition is
refunded. The Organization records a provision for expected refunds and reduces revenue for the amount
that is expected to be subsequently refunded.

Bad debt expense is offset against gross taition and fees revenue.

Advertising Costs

Advertising costs are charged to operations when incurred. Advertising expense for the year ended
December 31, 2012 was approximately $39,553,000.

Concentrations of Credit Risks

The Organization maintains its cash in bank deposit accounts, which at tinmes, may exceed flederally insured
limits. The Organization has not experienced any losses in such accounts and believes il is not exposed o
any significant credit risk on cash.

Contributions

Unconditional promises to give are recognized as contributions when received at the net present value of
the amounts expected to be collected. Contributions are considered available for unrestricted vse unless
specifically restricted by the donor. Amounts received that are restricted for future periods or by the donor
for specific purposes are reported as temporarily restricted or permanently restricted support that increases
those net asset classes,

When a donor-imposed time restriction ends or purpose restriction is accomplished, temporarily restricted
net assets are reclassified to unrestricted net assets and reported in the statements of activities and changes
in net assets as net assets released from restriction. Donor-restricted contributions whose restrictions are
met in the same year the contribution is received are reported as unrestricted.

Promises to give

Promiscs 1o give are recorded at their estimated fair value.  Amounts duc later than one year, il any, arc
recorded at the present value of estimated Tuture cash flows.  The Organization estimates the allowance
based on analysis of specific donors, taking into consideration the age of past due pledges and an
assessment of the donor’s ability to pay. At December 31, 2012, management of the Organization
considers all promises to be collectible: therefore, no allowance has been recorded.

Income laxes

The Organization is exempt from federal income taxes under section 501(c}3) of the Internal Revenue
Code and therefore has made no provision for federal income taxes in the accompanying financial
statement. In addition, the Organization has been determined by the Internal Revenue Service not to be a
“private foundation™ within the meaning of Section 50%(a} of the Internal Revenue Code.



Center for Excellence in Higher Education, Inc.
Notes to Consolidated Financial Statements (continued)
December 31, 2012

The Organization's Forms 990, Return of Organization Exempt from Income Tux, for the years ending
December 31, 2012, 2011, 2010, and 2009 arc subject to examination by the IRS. gencrally for three years
after they were filed. Generally acceptled accounting principles require tax cffects [rom an uncertain tax
position 1o be recognized in the financial statemient only if the position is more likely than not o be
sustained if the position were W be challenged by a laxing authority. The assessment of the lax position is
based solely on the technical merits of the position, without regard (o the likelihood that the 1ax position
may be challenged. I an uncertain tax position meets the more-likely-than-not threshold, the largest
amount ol tax benelit that is greater than 50% likely to be recognized upon ultimate settlement with the
taxing authority is recorded. The Organization’s primary 1ax positions relate o its status as a not-for-profit
entity exempt from income taxes and classification of activities related to its exempt purpose. Management
has evalvated the tax positions reflected in the Organization’s tax filings and does not believe that any
material uncertain tax positions exist.

Prior to the merger, SHC. CAD, CAA, CCSD, CASI, and CCI filed their tax returns as subchapter “S”
Corporations. Under those provisions, the companies generally do not pay income taxes on their taxable
income. Instead, the stockholder is liable for individval income taxes on the Companies’ taxable income.
Accordingly, no provision for income taxes is included in the consolidated financial statements,

The Companies’ Forms 11208, U.S. fncome Tax Return for an S Corporation, for the vears ending
December 31, 2012, 2011, 2010, and 2009 are subject to examination by the IRS, generally for three years
after they were filed. Generally accepted accounting principles require tax effects from an uncertain tax
position to be recognized in the financial statement only if the position is more likely than not to be
sustained if the position were to be challenged by a taxing authority. The assessment of the tax position is
based solely on the technical merits of the position, without regard to the likelihood that the tax position
may be challenged. If an uncertain tax position meets the more-likely-than-not threshold, the largest
amount of tax benefit that is greater than 50%: likely to be recognized upon ultimate settlement with the
taxing authority is recorded, Management has evaluated the tax positions reflected in the Companies™ tax
filings and does not believe that any material uncertain Lax positions cxist.

Fair Value of Financial Instruments

The Organizalion has a number of financial instruments, none of which are held lor trading purposes. The
Organization estimates that the fair value of all financial instruments at December 31, 2012 does not difter
materially from the aggregate carrying values of its financial instruments recorded in the accompanying
consolidated statement of financial position.

PROMISES TO GIVE
Promises to give as of December 31, 2012 consist of the following:

Amounts due in:, . .

Less than one year b 108.000

One to five years 324.000
432,000

Less: discount to net present value (1.89%) {17.662)

$ 414338

Management reviews contributions and pledges receivable quarterly and writes-oll the amount of
individual pledges, if any, it determines to be uncollectible. A discount rate commensurale with the
risks involved in holding pledges receivable due in future years was used in calculating the present
value of future cash Mlows. There was no allowance lor doubtlul pledges as of December 31, 2012.
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Center for Excellence in Higher Education, Inc.
Notes to Consolidated Financial Statements (continued)
December 31, 2012

FIXED ASSETS

Fixed asscts as of December 31, 2012 consist of the fellowing:

Furniture and equipment S 7,942,944
Soltware 716.605
Student computers 4,672,761
Leaschold improvements 2,157.240

15,489,550
Less: accumulated depreciation 9,435,136

$ 6,054.414

Depreciation expense for the year ended December 31, 2012 was 84,627,597,

GRANTS PAYABLE
Grants payable as of December 31, 2012 consist of the following:

Amounts payable in less than one year S 100.000

Amounts payable in one to five years 300,000
. 400,000

Less: discount to net present value (1.89%) {16,354)
$  383.646

The grants payable is closcly tied to the promise Lo give (sce Note 3).  Management reviews grants
payable quarterly and writes-off the amount of grants payable, if any, it determines to be not payable
in the future. A discount rate commensurate with the risks involved in the payment of grants due in
[uture years was used in calculating the present value of [uture cash (lows. There was no allowance
for grants payable as of December 31, 2012,

RELATED PARTY TRANSACTIONS

The Orgamization derives a substantial portion of its revenue from Student Financial Aid {SFA) received by
its students under the Title IV programs administered by the U.S. Department of Education pursuant to the
Higher Education Act of 1965, as amended (HEA). To continue to participate in the SFA programs, the
Organization must comply with the regulations promulgated under the HEA. Those regulations require that
all related party transactions be disclosed, regardless of their materiality to the financial statements.

The chairman of the board of directors owns and operates real estate leasing companies from which the
Organization leases some campus facilities. The amounts paid for the yvear ended December 31, 2012 was
approximately 54,644,000, The chairman of the board made a cash contribution of $10,075,000 1o the
Organization during the vear ended December 31, 2012. The Organization also has two notes payable to a
related party trust (see Note 8).

In addition, the corporations (which were previously owned by the chairman of the board of directors)
merged mto the Organization (sce Note | and Note 11). The corporations contributed o the Organization
some of their accounts reecivable. The contribution was recorded net of the allowance for doubtiul
accounts. The net amount of the contribution was $46,185,367. Also, prior to the merger, the stockholder
of the Companics (now chairman of the board) operated CollegeAmerica Services., Ine. (CASI, a related
party which provided various administrative services to the Companics. During the year ended December
31, 2012, the Companics recorded expense of approximately $28.910,000, for services performed and
expenses paid by CASL



Center for Excellence in Higher Education, Inc.
Notes to Consolidated Financial Statements (continued)
December 31, 2012

ECONOMIC DEPENDENCY

The Organization (SHC, CAD. CAA, and CCSD) receives significant revenue from Title TV, sources.
Continuing participation in Title TV programs requires compliance with numerous federal regulations.
Future noncompliance with these regulations or a change in the laws governing these programs could
severely imipact 1he operations of the Organization. Further, ineligibility o participate in Title IV programs
would have a material adverse effect on the Organization's enrollment, revenue and resulls of operations.

LONG-TERM DEBT

In connection with the merger, the Organization entered into two notes payable with the seller, a related
party trust. The senior note matures December 31, 2017 and the junior note matures December 31, 2019,
Both notes bear interest at 1% and require quarterly interest payments. Principal payments on the senior
note are required based on a formula which takes into account cash flow and revenue of the organization.
Ne principal payments are due on the junior note until after the senior note is paid in full. The notes
contain certain events which could result in an adjustment to the interest rate in the future and acceleration
of principal payments. No triggering events have occurred as of December 31, 2012,

The balance of the senior note at December 31, 2012 was $200,000,000. The balance of the junior note at
December 31, 2012 was $231,000,000. The current portion of the notes payable has been calculated based
upon management’s expectation for payment of principal in 2013 in accordance with the formula,
Projected future minimum principal payments are as follows:

Year ended December 31,

2013 . $ 32,000,000
2014 . _ 36,000,000
2015 40,000,000
2016 44 000,000
2017 48,000,000
Thercalicr 231.000.000

$ 431,000,000

COMMITMENTS AND CONTINGENCIES

Operating lease agreements

The Organization leases its campus facilities under operating lease agreements. The operating lease
agreements contain provisions which allow for rent increases on an annual basis, subject to limits. The
Organization recognizes rent expense on a straight-line basis over the lease period. Rent expense for the
year ended December 31, 2012 was approximately $10.174,000. Future mininum lease payments are as
follows;

Year Ending December 31, Amount

2013 $ %,134.510

2014 7,925.002.

2015 7,926,534

2016 6,592,334

2017 5,788,700
Thercafter 10,272,334
46,639,414
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Center for Excellence in Higher Education, Inc.
Notes to Consolidated Financial Statements (continued)
December 31, 2012

Letters of credit

The Organization has four leters of credit outstanding at December 31, 2012, Three letters of eredit are o
the Division of Private Qccupational Schools, Colorado Departiment of Education on behalf of
CollegeAmerica Denver. One letter of credit is in licu of a security deposit o & landlord.  The amount
outstanding under the letters of credit is $2,731.394 at December 31, 20120 The letters of credit are
guaranteed to the issuing bank by the chairman ol the board of directors of the Organization. All letters of
credit will expire in 2013,

Legal proceedings

From time to time, the Organization may be invelved in various legal proceedings that are incidental to its
business. However, to management’s knowledge, there currently are no material pending legal proceedings
involving the Organization.

REGULATORY

The Organization is subject to extensive regulation by federal and state governmental agencies and
accrediting bodies. In particular, the Higher Education Act and the regulations promulgated there under by
the U.S. Department of Education subject the Organization to significant regulatory scrutiny on the basis of
numerous standards that schools must satisfy in order to participate in the various federal student financial
assistance programs under Title [V of the Higher Education Act.

To participate in Title TV programs, an institution niust be authorized w oflfer its programs of instruction
by the relevant agency of the state in which it is physically located, aceredited by an accrediting agency
recognized by the U.S. Departmient of Education and certified as cligible by the U.S. Department of
Education. The U.S. Department ol Education will certify an institution to participate in Title TV programs
only alter the institution has demonstrated compliance with the Higher Education Act and the ULS.
Departmient of Education's extensive regulations regarding institutional eligibility. An institution must also
demonstrate its compliance 1o the U.S. Department of Education on an ongoing basis. As of December 31,
2012, management believes the Organization is in compliance with the applicable regulations in all material
respects.

The Higher Education Acl requires accrediting agencies o review many aspecls of an institution's
operations in order to ensure that the education oftered 1s of sufticiently high quality to achieve satisfactory
outcomes and that the institution is complying with accrediting standards. Failure to demonstrate compliance
with accrediting standards may result in the imposition of probation, the requirements to provide periodic
reports, the loss of accreditation or other penalties if deficiencies are not remediated.

Student Default Rate

For each federal fiscal year, the U.S. Department of Education calculates a rate of student defaults for each
educational institution which is known as a “cohort default rate.” An institution may lose its eligibility to
participate in some or all Title TV programs il for cach of the three most recent federal fiscal years for
which imlormation is available, 255 or more of its students who became subject W a repayment obligation
in that federal fiscal year defanlted on such obligation by the end of the following federal fiscal year. In
addition, an institution may lose its cligibility to participate in seme or all Title IV, programs if its cohon
default rate exceeds 405 in the most recent federal [fiscal year for which default rates have been
calculated by the U.S. Department of Education. The divisions’ cohort delault rates for the 2010,
2009 and 2008 federal fiscal years were the [ollowing:
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Center for Excellence in Higher Education, Inc.
Notes to Consolidated Financial Statements (continued)

December 31, 2012
2010 2009 2008
Stevens Henager College 18.4 15.0 10.6
CollegeAmerica Denver 26.0 R AT 18.5
CollegeAmerica Arizona 19.9 24.5 18.6
California College San Dicgo _ 15.3 19.7 15.0

Financial Responsibility

The U.S. Department of Education caleulates an institution’s composile score for linancial responsibility
based on its (i} equity ratio, which measures the institution’s capital resources. ability to borrow and
financial viability: {1i) primary reserve ratio, which measures the institution’s ability to support current
operations from expendable resources: and (iit) net income ratio, which measures the institution’s ability to
operate at a profit. An institution that does not meet the U.S. Department of Education’s minimum
composite score may demonstrate its financial responsibility by posting a letter of credit in favor of the
U.S. Department of Education and possibly accepting other conditions on its participation in the Title 1V
programs. The composite score, using the proprietary ratios, for the Organization for the year ended
December 31, 2012 was 0.2.

The composite score, using the non-profit ratios, for the Organization for the year ended December 31,
2012 was 0.2

Becuause the Organization operates in a highly regulated industry, they, like other industry
participants, may be subject from time to time to audits, investigations. claims of noncompliance or lawsuits by
governmental agencies or third parties, which allege statutory violations, regulatory infractions or comman
law causes of action. While there can be no assurance that regulatory agencies or third parties will not
undertake investigations or make claims against the Organization, or that such claims, if made, will not
have a material adverse effect on the Organization’s business, results of operations or financial condition,
management belicves it has materially complied with all regulatory requirements.

MERGER

Eifective December 31, 2012, Center for Excellence in Higher Education, Inc. exccuted merger agreements
lo merge Stevens-Henager College, Inc.. CollegeAmerica Denver, Inc., CollegeAmerica Arizona, Inc.,
California College San Diego, Inc.. Calilornia College, Inc., and CollegeAmerica Services, Inc. inte Center
for Excellence in Higher Education. Inc., with Center for Excellence in Higher Education, Inc. as the
surviving Organization. As part of the merger, all trade names, domain names, and other intellectual
property tormerly held by the divisions were acquired by the Organization. The acquisition was recorded
at fair value and goodwill was recorded. Total consideration was $480.864,694 which includes liabilities
assumed of $49.864,694. Through the transaction, the Organization recognized cash of ($3.725,228),
restricted cash of $620,331. net accounts receivable of $32.890,742, deposits of S1,067,099, property and
equipment of $6,054,414, and goodwill of $419.042,664.

LINE OF CREDIT

At December 31, 2012, the Organization has a line of credit with a bank in the amount of S3.600,000 which
expires on August 31, 2013, Any unpaid advances bear interest at an adjusted [LIBOR rate. As of
December 31, 2012, the line of credit contains a sublimit for letters of credit of $3.600,000, of which four
letters of credit were oulstunding in the amount of $2,731,394. The line of credit is guaranteed by the
chairman ol the board of directors.
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Center for Excellence in Higher Education, Inc.
Notes to Consolidated Financial Statements (continued)

December 31, 2012

ATTESTATION OF REVENUE SOURCES

Regulations restrict the proportion of cash receipts for tuition and fees from cligible programs to not
more than 90 percent from Title IV programs. The (ailure of the Companies 10 meet the 90 percent
limitation could result in the loss of the Companies™ ability to participale in Title IV programs. For

the year ended December 31, 2012, the Companies received the Tollowing (in thousands):

Stevens- College College Calilornia

Henager America America College

College Denver Arizona San Diego
Revenue from Title I'V sources 104,008 23.249 13.325 17,660
Total cash basis revenue 118,999 27,477 15,033 25,872
Percentage of revenue from Title 1V B7.40% 84.61% 83.04% 68.26%
Percentage of revenue from Non-Title IV 12.6% 15.39% 11.36% 31.74%



Center for Excellence in Higher Education, Inc,

Notes to Consolidated Financial Statements (continued)
Drecember 3, 2012

In accordance with 34 C.F.R. 668.23, further analysis of Title IV revenues and total cash basis revenue for 2(12:

(o thumsandsy Stewens Hemager College Corllege Amenies Denver Clollege Armericit Arizami Cabifurnia College Sun Dicgo
Amount Amount Amount Amount
Dishuraed Adjused Amount [Hubursed Aclqusted Amwomni Dishuraed Adjused Amount [Hubursed Adljusted Amwomni
Adjusted student Title TV revenue
Subsidized loan b s S 32570 % 7.359 % 7359 0§ 40288 4,128 % 5429 % 5429
Llnenhsiclized loan 40,144 4,144 H.752 .75z 41476 4,576 6,342 f.342
Federal pell grant 30740 3740 6,934 64934 4239 4,739 S5 577
FSEQG {Subjeet o nmatching reduction 554 554 i a4 82 hitd 16% 168
Federal waonk study applicd o tuition and
Tes [Subject to matching reduction)
Student Tithe 1% revenue 10,00 23,2449 13,323 1 7.6600
Revenue adjustroent
I the st off Funds Applicd Firad
phas Student Tithe 1Y Bovenue is mome thin
taitiom o Tees, then reduee Tithe 1V revenue
by the st over taition s Tees
Adjuaed Student Title 1% revenue b 104,000 % 23249 b 13.323 % | 7,660
Student Non Tite I'V revenie
Cirant Tunds for the siwden from womlederal
pubbic agencies or private sonrces independien
ol the nsditution S 115 11 % (5 % 5y % s s s % L T6
Funds prowiced for the student under o contrictoal
ATl nl with a Fuderul, State, or Local
government ageney Tor the purpose
of providing job trining o low income individuals 3564 3569 | %58 1831 N6 ROl 5.751 375
Funds used by a sndent from savings plns for
cdneational cipenses estiblished by or on behal?
ol the siwdenn tha qualily for special L reament
uniler the Tnermal Revenoe Cuade
Selwwol selwrlrships disbursed trthe student
Amounts of ushsidized Loan over the
pre ECAST A loun liirs {19 119 {5 (5 2y [§3] 13} (6}
Sudent paymients Tz 70172 1,212 o Uiy 939 O3 1.038
Stucdent Nom Tithe TV revenue b} 141,573 h 3060 b} 1448 t 6,459
Fovenue foon oither sonicces (Tuotals for the Gseal year)
Activities conducted by the school thit are
necessary {or ciducanon and rouining
(34 CFER.Sa6E 28K 3m) 5 5 i3 i) 5 5 3 3

Fumls panl by a stulent, or oo behall of wosoudent
by w purty ather thao a school, fur an cdocation
ar tmining o a qualificd progouon that s oot eligible
{34 C.ER.Sa68 28K 310

The Net Present Value (NPY) of wchool loans

disburscd o students (34 CF R S668 28{a10510 and {h) 3418 441 L.16% 1.la8 26i) 2l 1,353 1,353
Revenue fonn other suurces k) 4,418 t 1. 168 k) 2641 t 1.353
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ASSETS
CLrrent assets
Cash and cash equivalents
Restricted eash
Student receivables. current, net of allowance
ferr bl aecounts
Promuses o pive. cwtent portion

Total current ussets

Fixed assets, at cost

Student recervables, noncurrent, net of alluvance
Tor doubtful aceounts

Promises to give, net of current puortion

Goodwall

Thepusats

Tonal assets

LIABILITIES AND NE'T ASSETS
Current Tiabiliies

Accounts payable

Grants payable, current poetion

Accrued hiatnlities

Taxcess student funds

Deferred tntion

Current portion of long-teem deht

Total current liabilities
Grants payshle, net of curent portion
Deferred rent
Long-term debt. net of current partion
Total Tiahilities
Net assets
Lnrestricted
Temporanly restricted

Tutul net assels

Tonal liabilities and net assets

Center for Excellence in Higher Education, Inc.
Drelail of Consoliduled Statement of Finaneial Positivn

December 31, 2012

Stevens Califorma
Henager CollegeAmerica CallegeAmerica College San
College Denver Arizona Die o CASL CEHE Eliminations Tukals
5 (IHL68E9) § [3.290) § [(R07) % (36823 8§ (3563419 5 07158 8 -5 62nlu2y
491 846 41647 J7RTR 38.960 2 - - 620331
23710604 4.996.608 L.979.626 8304536 4 4 3A0GL1TS

- L0800

- L0800

24.080.762

o
pt
it
e
T
Th

20015497

5.6 4T3

13.563.419) LO 115155

- 43.001.433

3048097 16155 32971 T 433 L 465 858 - - 6053314
25115840 TRE1.093 1608150 BATORSI - - - 43084934

= = = = = 316,338 - 316,338

- - - - - A3 000000 (11.957.336) 419.042.664

207,797 RLTTYG R4.53401 127 6480 47T 142 - - 1,067 000

§ 51556396 8 13610332 0§ 4014919 0§ 14330447 0§ (L620369) S 431421493 S (1L93T.3360) S 512550882
S ARATALE S SOR.164 S 336595 0§ 67080 S 1.348.649 8 -5 B T Y )
- - - - - 140,000 - 1) 040)

674,695 ®9.247 62.275 64.761 75992 - - YhH.ST)
1155244 150,773 127,198 541,369 : 2 1.952.584
25087760 5.277.655 2,669,931 4947139 - - - AT.URIARS

= = = = = 320000000 - 320000000

29733007 6,115,830 31095 0049 6233078 1634 641 32 HHLAHN) - TH.O03 A%

: : : ; : 283,646 : 283 646

2167110 219,340 MIL1TR 276,748 16,364 - - 297104

- - - - - 300 {HH)IHH) - 300 {HH)IHH)

900,207 6,323,220 3497177 6,300,876 L.6d 1 A 431,383 646 - 481,248 340
H1636, 180 TR 103 17,742 R.030.571 (3,261,374 96235300 (11,937 336) 3,864 24

: : : : : 114,338 : 414,338

H).636, 189 7285 103 317,742 RAO30.57TI (3.261.5374) 10037 847 (11937 336) 31,308 5342

$ 52556306 % 13610337 0% 40134019 0§ 14531347 08 (LAE6Y) S4413201403 0§ (L1.957.336) § 517550842

See independent auditor's report and sccompanying notes to conselidated Hnancial statement.
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REVENUES
Tuition and fees
Contributions and grants
Other income
Interest income

Total revenucs

EDUCATIONAL EXPENSES
Admissions and markcting
Instructional
Administrative
Occupancy
Student expenscs
Depreciation
Grants
[nterest

Total cxpenses
Change in net assets
Nel assels, beginning of year
Stockholder distributions prior (0 merger

Net asscts, end of year

Center for Excellence in Higher Education, Inc.

Detail of Consolidated Statement of Activities

For The Year Ended December 31, 2012

California
Stevens CollegeAmerica CollegeAmerica  College San

Henager College Denver Arizona Dicgo CASI CEHE Climinations Totals
S TI2538438 S 29190732 § 16427264 S 25512042 S 28909790 S -5 (28909.790) S 183668476
- - - - - 10.448.458 - 10.448.458
169,052 39.785 13.174 44,357 - - - 206,368
17.720 13,925 3.129 36419 - - - 71.193
112,665.210 29.244.442 16,443,567 25,592 818 28.909.790 10.448 458 {28.909.790) 194,394,495
39.950.643 10.559.411 5.539.466 7.929 855 52.585 500 - 64.032.460
21.306.024 7.140.725 2404143 5473136 19.959 - - 36.344.017
27.770.641 6.657.130 3.753.595 5.714.086 5.322.633 107.482 (28.909.790) 20.415.777
5.796.248 1.696.101 1.144.395 1.517.294 20.579 - - 10.174.617
6.228.459 1.601.637 506.103 635.266 26.281 - B 8.997.746
3.239.094 602,306 318.380 335.236 132,581 - = 4.627.597
- - - - - 841.953 - 841.953
- 15952 - 5 229,723 - - 245.680
104,291,109 28,273,262 13,666,082 21,604,878 5,804,371 949,935 {28.909,790) 145,679,847
8,374,101 971,180 2,777 485 3,987,940 23,105,419 9,498,523 - 48,714,648
25,365,000 7,703,000 2,680,000 10,147,000 7,927,826 539,324 (11,957,336) 42,404,814
{13.082.912) {1.389.077) {4.939.743) (6.104.369) (34.294.819) - - {59.810.920)
S 20,656,189 S 7285103 § 517,742 % 8,030,571 5 (3.261,574) S 10,037,847 S (11,957.336) S 31,308,542

See independent auditor’s report and accompanying notes to consolidated tinancial statements,
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON
AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

The Board ol Directlors
Cenier for Excellence in Higher Education, Inc.
Salt Lake Ciuty, UT

We have audited. in accordance with the auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Anditing Standards issued by the Comptroller
General of the United States, the consolidated financial statements of Center for Excellence in Higher Education,
Inc. (a nonprofit organization), which comprise the consolidated statement of financial position as of December 31,
2012, and the related consolidated statements of activities and cash. flows for the year then ended, and the related
notes to the consolidated financial statements, and have issued our report thereon dated June 7, 2013.

Internal Control Over Financial Reporting

In planning and performing our audit of the consolidated financial statements, we considered Center for Excellence
in Higher Education, Inc’s internal control over financial reporting (internal controly 1o determine the audit
procedures that are appropriate in the circumstances lor the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of Center for Excellence in Higher
Education, Inc.’s internal control. Accordingly, we do not express an opinion on the cffectiveness ol the
Organization’s internal control.

A deficiency in internal control cxists when the design or operation of a control does not allow management or
employees. in the normal course of performing their assigned [unctions, o prevent, or detect and correct,
misstatements on a limely basis. A material weakness 15 a deliciency. or a combination of deficiencies, in intermal
control, such that there is a reasonable possibility that a material misstatement of the entity's financial statements
will not be prevented, or detected and corrected on a timely basis. A significant deficiency 1s a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet important enough to
merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this section and
was not designed to identify all deficiencies in internal control that might be material weaknesses or significant
deficiencies. Given these limitations, during our audit we did not identity any deficiencies in internal control that we
consider to be material weaknesses. However, material weaknesses may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Center for Excellence in Higher Education. Inc.’s
consolidated financial statements are free from material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit, and accordingly, we do not express such an
opinion. The results of our tests disclosed no instances of noncompliance or other matters that are required w be
reported under Government Auditing Standards.

15464 South 500 West, Ste. 201

Bountiful, UT 84010-7400

Phone: (801} 294-3155

Fax: (801) 294-3120 1%
www.shaw-cpa.com

info@shaw-cpa.com




Purpose of this Report

The purpose ol this report is solely to deseribe the scope of our testing of internal control and compliance and the
results of that testing, and not t provide an opinion on the ¢ffectiveness of the entity’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing Standards
in considering the entity’s internal contrel and compliance. Accordingly, this communication 1s not suitable for any
other purpose.

.Boumiful,. Utah
June 7, 2013
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Center for Excellence in Higher Education, Inc.
Schedule of Findings and Disposition of Prior Year Findings
Year Ended December 31, 2012

Section I - Summary of Auditor’s Results
Consolidated Financial Statements
Type of auditor’s report issued: Unqualified

Internal control over financial reporting:

s Material weaknessies) identitied? . . Yes V¥ No
o Signilicant deficiency(ies) identified that are
not considered to be material weaknesses? Yes V¥ None reported
Noncompliance material to linancial statements noted? Yes ¥ No

Section II - Financial Statement Findings

No findings related o the consolidated (inancial statements were noted which are required 0 be reported in
accordance with Government Auditing Standards tor the year ended December 31, 2012,

Disposition of Prior Year Findings

Ne findings related to the combined financial statements were noted which are required to be reported in accordance
with Government Auditing Standards for the year ended December 31, 2011,



Center for Excellence in Higher Education, Inc.

Stevens-Henager College

EIN: 20-8091013, DUNS: 830967790, OPE ID: 00367400
CollegeAmerica Denver

EIN: 20-8091013, DUNS: 869303586, OPE ID: 02594300
CollegeAmerica Arizona

EIN: 20-8091013, DUNS 148984107, OPE ID: 03120300

California College San Diego
EIN: 20-8091013, DUNS: 626397678, OPE ID: 02110800

Years Ended December 31, 2013 and 2012

Consolidated Financial Statements
With Supplementary Information
And Compliance Report

And

Independent Auditor’s Report

v
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INDEPENDENT AUDITOR’S REPORT

To the Board of Dircctors
Cenier for Excellence in Higher Education, Inc.
Salt Lake City, UT

Financial Statements

We have audited the accompanying consolidated financial statements of Center for Excellence in Higher Education,
Inc. (a nonprofit organization}, which comprise the consolidated statements of financial position as of December 31,
2013 and 2012, and the related consolidated statements of activities and cash flows for the years then ended, and the
related notes to the consolidated financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and tair presentation of consolidated
financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Governiment Auditing Stundards, 1ssucd by the Comptroller
General of the United States.  Those standards require that we plan and perform the audit o obtain reasonable
assurance about whether the consolidated financial stalements are (ree of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements.  The procedures selected depend on the auditor’s judgment, including the assessment of the risks of
material misstalement of the consolidated linancial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the
consolidated financial statements in order to design andit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity's internal control. Accordingly, we
express no such opinion. An andit also includes evaluating the appropriateness of accounting policies vsed and the
reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the consclidated financial statements.

We believe that the audit evidence we obtained is sufficient and appropriate to provide a basis for our audit opinion,
Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Center for Excellence in Higher Education, In¢, as of December 31, 2013 and 2¢12, and the
changes in its net assets and its cash flows for the years then ended in accordance with accounting principles
generally accepted in the United States of America,

1564 South 500 West, Ste. 201

Bountiful, UT 840310-7400

Phone: (801). 284-3155

Fax: (801) 294-3180 1
www.shaw-cpa.com
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Other Repurting Reguired by Government Anditing Standards

In accordance with Government Auditing Standards, we have also issued our reported dated June 6, 2014 on our
consideration of Center lor Excellence in Higher Education, Inc.’s imternal contrel over [inancial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreenients and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on internal control over financial
reporting or on compliance. That report 1s an integral part of an audit performed in accordance with Gaovernment
Auditing Standards, and should be considered in assessing the results of our audit,

Other Matters

Our audit was conducted for the purpose of forming an opinion on the consolidated financial statements taken as a
whole. The accompanying Note 16 of the Organization’s calculations of their Title [V S0/10 test is required by the
LLS. Department of Education and the accompanying Note 10 on related party transactions is required by the U.S.
Department of Education and accounting principles generally accepted in the United States of America and are
presented tor purposes of additional analysis and are not a required part of the consolidated financial statements. [n
addition, the detail of consolidated statement of financial position on page 18 and the detail of consolidated
statement of activities on page 20 are presented for purpose of additional analysis and are not a required part of the
consolidated financial statements. The information is the responsibility of management and was derived from and
relates directly Lo the underlying accounting and other records used to prepare the consolidated finaneial statements.
The information has been subjected o the auditing procedures applied in the audit of the consolidated financial
statements and certain additional procedures, including comparing and reconciling such information directly 1o the
underlying accounting and other records used o prepare the consolidated financial statemients or 1o the consolidated
financial statements themselves and other additional procedures, in accordance with auditing standards generally
accepled in the United States of Anierica. In our opinion, the information is lairly stated, in all material respects, in
relation o the linancial statements taken as a whole.

Bountiful, Utah
June 6, 2014



Center for Excellence in Higher Education, Inc.
Consolidated Statements of Financial Position
December 31, 2013 and 2012

12/31/2013 12/31/2012

ASSETS

Current asscts
Cash and cash equivalents

S OB255514 % 6,281,927

Restricted cash 369,987 620,331
Student receivables, current, net of allowance
tor doubttul accounts of $5,933,88% and $6,066,795 43,945,162 35,991,175
Promises to give, current portion 108.000 108,000
Total current asscls 52,678,663 43,001,433
Fixed asscts, at cost, less aceumulated depreciation of
$10.491,574 and $9.435,136 9,332,524 6,054,414
Student recervables, noncurrent, net of allowance
for doubttul accounts of $22,189.505 and $20,558.457 50,155,920 43,084,934
Promiises (o give, net of current portion 208,128 306,338
Goodwill 419,042,664 419,042,664
Deposits 1,464,325 1.067.099

Total asscts

LIABILITIES AND NET ASSETS

Current liabilities

S 532.882.224

S 512,556,882

Accounts payable S 6,834814 5 3991615
Grants payable, current portion 100,000 100,000
Accrued liabilities 4,529,961 966,970
Excess student funds 1.306.140 1,952,584
Delerred tuition 28,510,505 37.982.485
Current portion of long-term debt 20,000,000 32.000.000
Total current liabilitics 61,281 420 78.993.654
Grants payable, net of current portion 692,711 283.646
Deferred rent 3,109,290 2,971.040
Long-lterm debt, net of current portion 403,000,000 399,000,000
Total liabilities 468,083,421 481,248,340
Unresiricled 64.482.675 30,894,204
Temporarily restricted 316,128 414,338
Permanently restricted - -
Total net asscts 64,798,803 31,308,542

Total habilitics and net asscts

5 532,882,224

5 512,556,882

Sec accompanying notes 1o consolidated financial statcments.
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Center for Excellence in Higher Education, Inc.

Consolidated Statement of Activities
For The Year Ended December 31, 2013

Tempaorarily

Unrestricted Restricted Total
REVENUES AND OTHER SUPPORT
Tuition and tees $ 186,128,271 % - § 186,128,271
Contributions and grants 2,014,098 - 2,014 098
Other income 258,689 - 258,689
Interest income 37,442 - 37,442
Net assets released from restrictions 98,210 {98,210) -
Total revenues and other support 188,536,710 {93,210) 188,438,500
EXPENSES
Admissions and marketing 65,189,923 - 65,189 923
Instructional 34,620,237 - 34,620,237
Administrative 25,088,042 - 25,088,042
Occupancy 10,928,712 - 10,928,712
Student expenses 5.014,092 - 9,014,092
Depreciation 5,052,929 - 5052929
Grants 759,065 - 759,065
[nterest 4,295,235 - 4,295,235
Total expenses 154,948,239 - 154,948,239
Change in net assets 33,588,471 {98,210 33,490,261
Nei assets, beginning ol year 30,894,204 414,338 31,308,542
Net assets, end of year $ 64482675 % 316,128 % 64,798,803

See accompanying notes to consolidated financial statements,
4



Consolidated Statement of Activities
For The Year Ended December 31, 2012

Center for Excellence in Higher Education, Inc.

Tempaorarily

Unrestricted Restricted Total
REVENUES AND OTHER SUPPORT
Tuition and tees $ 183.6008476 % - § 183668476
Contributions and grants 10,448 458 - 10,448 458
Other income 206,368 - 206,368
Interest income 71,193 - 71,193
Net assets released from restrictions 107,023 (107,023) -
Total revenues and other support 194,501,518 (107,023) 194,394 495
EXPENSES
Admissions and marketing 64,032 460 - 64,032 460
Instructional 36,344,017 - 36,344,017
Administrative 20,415,777 - 20,415,777
Occupancy 10,174,617 - 10,174,617
Student expenses 3,997,746 - 8,997 746
Depreciation 4,627,597 - 4,627,597
Grants 841,953 - 841,953
[nterest 245,680 - 243,680
Total expenses 145,679,847 - 145,679,847
Change in net assets 48,821,671 (107,023) 48,714,648
Net assets, beginning of year 41,883,453 521,361 42,404,814

Former stockholder distributions prior to merger

Net assets, end of year

{59,810,920)

{59,810,920)

$ 30,894,204 %

414,338 $ 31,308,542

See accompanying notes to consolidated financial statements,
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Center for Excellence in Higher Education, Inc.

Consolidated Statements of Cash Flows

For The Years Ended December 31, 2013 and 2012

CASH FLOWS FROM OPERATING ACTIVITIES
Chuange in net assets
Adjustments to reconcile change in net assets to net cash
provided by operating activities:
Depreciation
Bad debt expense
Changes in operating assets and liabilities:
Student receivables
Promises to give
Deposits
Accounts payable
Grants payable
Accrued liabilities
Excess student funds
Deferred tuition
Deferred rent

Net cash provided by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES

Purchase of fixed assets
Decrease in restricted cash

Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES

Principal payments on long-term debt
Distributions to stockholder, prior to merger

Net cash used in financing activities
Net change in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year
SUPPLEMENTAL MSCLOSURE OF CASH FLOW INFORMATION

Cash paid for interest

Cash paid for income taxes

12/31/2013

12/31/2012

$ 33,490,261

$ 48,714,648

5,052,929 4,627,597
25,691,492 23,601,168
(40,716,466)  (30,870,306)
98,210 105,997
(397,226) (396,596)
843,199 (1,492,944)
409,065 383,646
3,562,992 (4,263,006)
(646,444) (55,822)
(9,471,980} 10,448,971
138,250 203,157
18,054,282 51,004,450
(8,331,039) (6,323,963)
250,344 1,680,295
(8,080,695} (4,645,668)
(8,000,000} =
- {59,810,920)
(8,000,000 (59,810,920}
1,973,587 (13,452,138}
6,281,927 19,734,065
$ 8255514 % 6,281,927
$ 3234378 % 181,766

See accompanying notes to consolidated financial statements,
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Center for Excellence in Higher Education, Inc.
Notes to Consolidated Financial Statements
December 31, 2013 and 2012

DESCRIPTION OF BUSINESS

Center for Excellence in Higher Education, [nc. (the *Organization™) is a non-profit corporation established
in December 2006 w promote cxcellence in higher education by working with philanthropists and others
interested in reforming American colleges and universities. Education reform, for these purposces, is defined
as increasing access, reducing costs, and improving the quality of higher education with the goal to make
universities, schools, departments, and ultimately individual faculty members accountable (or the quality
and effectiveness of iheir work.

Effective December 31, 2012, Center for Excellence in Higher Education, Inc. exccuted merger agreements
o merge Stevens-Henager College, Inc. ("SHC™), CollegeAmerica Denver, Inc. (“CAD™). CollegeAmerica
Arizona, Inc. (“CAA”), Califomia College San Dicgo, Inc. ("CCSD”), California College, Inc. ("CCT™), and
College America Services, Inc. (“CASI”Y into Center for Excellence in Higher Education, Inc., with Center
tor Excellence in Higher Education, Inc. as the surviving Organization. The Organization is engaged in the
tollowing business activities through its divisions:

Stevens-Henager College operates a postsecondary college with campuses located in Utah and Idaho. .
CollegeAmerica Denver operates o postsecondary college with campuses located in Colorado and Wyoming,
College America Arizona operates a postsecondary college with campuses located in Arizona and Idaho.
California College San Diego operates a postsecondary college with campuses located in California.

College America Services provides various services to the divisions.

Stevens-Henager College, CollegeAmerica Denver. CollegeAmerica Arizona, and California College San
Diege are accredited by the Accrediting Commission of Career Schools and Colleges ("ACCSC”).
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements ol the Organization have been prepared on the accrual basis. The
Organization follows the provisions of Financial Accounting Standards Board (FASB) Accounting

Standards Codilication (ASC) 958, Not-for-Profit Entities.

The significant accounting policies followed are described below to enhance the uselulness of the financial
statement o the reader.

Date of Management's Beview

Subsequent events were evaluated through June 6, 2014, which is the date the financial statements were
available to be issued. From their review, management has determined that there were no significant
recognizable or unrecognizable subsequent events that were not properly disclosed.

Basis of Accounting and Principles of Consolidation

These consolidated financial statements are prepared in accordance with accounting principles
generally accepted in the United States of America. The consolidated lnancial statements include the
accounts of Center for Excellence in Higher Education, Inc., Stevens-Henager College, CollegeAmerica
Denver, CollegeAmerica  Arizona.  California College  San Dicgo, California  College, and
CollegeAmerica Services. These divisions are under common control and, therefore, are presented on a
consolidated basis. All intercompany accounts and transactions have been eliminated.



Center for Excellence in Higher Education, Inc.
Notes to Consolidated Financial Statements (continued)
December 31, 2013 and 2012

Use of Estimates

The process of preparing consoelidated financial statements in conformity with accounting principles
generally aceepted in the United States of America requires managementl o make estimates and
assumptions that affect the reported amounts of asscts and labilities along with disclosure of contingent
assels and liabilities at the date of the consolidated financial statements and reported amounts of revenue
and cxpenses during the reporting period. Actual results could differ from those estimaltes.

Cash and Cash Equivalents

For purposes ol the consolidated statement of [inancial position, cash equivalents include money market
accounts.

Restricted Cash

Short-term restricted cash primarily represents amounts held for students that were received from the CAL
Grants and Dircet Loan programs. Restricted cash excludes certain funds that may be required 1o be
returned if & student who receives Title IV program funds withdraws. These components are a parl of
cash, as they are not legally restricted or otherwise segregated [rom other assets. Restricted cash s
cxcluded from cash and cash equivalents in the consolidated statement of financial position and 1s held in
bank deposit accounts.

Student Receivables

Student receivables consist of amounts due for tuition from currently enrolled and former students. Student
receivables are stated at the amount management expects to collect from outstanding balances. Student
receivables with maturities greater than one year are presented at their net present value and discounted at
rates commensurate with the underlying student’s borrowing rate.

Fixed Asscls

Fixed assets are stated at cost net of accumulated depreciation. Expenditures for maintenance and repairs
arc charged to cxpense as incurred, whereas renewals and betterments that extend the lives of [ixed assets
arc capitalized. Depreciation of fixed assets other than leaschold improvements is computed using cither
straight-line or aceelerated methods with lives ranging from cighteen months 1o five years. Depreciation of
lcaschold improvements is compuled using the straight-line method over the shorter of the life of the asset
or the life of the lease.

Goodwill

Goodwill represents the excess of the purchase price paid over the fair value of the net assets acquired in
connection with a business combination. The Organization reviews goodwill for possible impairment on an
annual basis or when triggering events occur in accordance with FASB ASC 350 fatangibles — Goodwill
and Other. Goodwill is tested for impairment at the reporting unit level. The Organization utilizes a two-
part impairment test. First, the fair value of the reporting unit is compared to the carrying value (including
goodwill). If the carrying value is greater than the fair value, the second step is performed. In the second
step, the implied fair value of the reporting unit goodwill is compared to the carrying amount of goodwill.
If the carrying value 1s greater, a loss is recognized. The goodwill impairment test considers the impact of
current conditions and the economic outlook for the Organization’s industry, the general overall economic
outlook including market data, governmental and environmental factors, in establishing assumptions used
to compute the fair value of the reporting unit. The Organization also takes into account the historical,
current and future operating results and any other fucts and data pertinent to valuing the reporting unit.



Center for Excellence in Higher Education, Inc.
Notes to Consolidated Financial Statements (continued)
December 31, 2013 and 2012

Revenue Recognition

The Organization's revenue consists of tuition revenue and coniributions {see below). Tuition revenue
is recognized on a straight-line basis over the applicable period of instruction net of expected refunds.
The Organization’s students generally enroll in a program that encompasses a series of modules which are
taken consecutively over the length of the program.

If a student’s attendance precedes the receipt of tuition payments, the Organization establishes a student
receivable for tuition charges in the amount reascnably assured of collection. Tuition payments received
reduce the balance of accounts receivable due from the student.

If 4 student withdraws from 4 program prior to a specified refund date. a portion of such student’s tuition 1s
refunded. The Organization records a provision for expected refunds and reduces revenue for the amount
that is expected to be subsequently refunded.

Bad debt expense is offsel against gross tuition and fees revenue.

Advertising Costs

Advertising costs are charged 10 operations when incurred. Advertising costs for the years ended December
31,2013 and 2012 was 837,184,420 and $39,370,092, respectively.

Concentrations of Credit Risks

The Organization maintains its cash in bank deposit accounts, which at times, may exceed federally insured
limits. The Organization has not experienced any losses in such accounts and believes it is not exposed to
any significant credit risk on cash.

Contributions

Unconditional promises 1o give are recognized as contributions when received at the net present value of
the amounts expected 1o be collected. Contributions are considered available for unrestricted use unless
specilically restricted by the donor. Amounts received that are restricted for future periods or by the donor
for specific purposes are reported as emporarily restricted or permanently restricted support that increases
thosc nel assct classes.

When a donor-imposed Gme restriction ends or purpose restriction is accomplished., temporarily restricted
net assets are reclassificd o unrestricted net assels and reported in the stalements ol activities and changes
in net assets as nel assets released from restriction. Donor-restricled contributions whose restrictions are
mel in the same year the contribution is received are reported as unrestricted.

Promises 10 give

Promises to give are recorded at thelr estimated fair value. Amounts due later than one year, if any, are
recorded at the present value of estimated future cash flows. The Organization estimates the allowance
based on analysis of specific donors, taking into consideration the age of past due pledges and an
assessment of the donor’s ability t© pay. At December 31, 2013 and 2012, management of the
Organization considers all promises to be collectible; therefore, no allowance has been recorded.

Income taxes

The Organization is exempt from federal income taxes under section 501{c}3) of the Internal Revenue
Code and therefore has made no provision for federal income taxes in the accompanying financial
statement. In addition, the Organization has been determined by the Internal Revenue Service not to be a
“private foundation”™ within the meaning of Section 509(a) of the Intermal Revenue Code.



Center for Excellence in Higher Education, Inc.
Notes to Consolidated Financial Statements (continued)
December 31, 2013 and 2012

The Organization's Forms 990, Return of Organization. Exempt from Inconre Tax, for the years ending
December 31, 2013, 2012, 2011, and 2010 are subject to examination by the IRS, generally for three years
after they were filed. Generally accepted accounting principles require tax effects from an uncertain tax
position to be recognized in the financial statement only if the position is more likely than not to be
sustained if the position were to be challenged by a taxing authority. The assessment of the tax position is
based sclely on the technical merits of the position, without regard to the likelihood that the tax position
may be challenged. If an uncertain tax position meets the more-likely-than-not threshold, the largest
amount ot tax benefit that is greater than 50% likely to be recognized upon ultimate settlement with the
taxing authority is recorded. The Organization’s primary tax positions relate to its status as a not-for-profit
entity exempt from income taxes and classification of activities related to its exempt purpose. Management
has evaluated the tax positions reflected in the Organization’s tax filings and does not believe that any
material uncertain tax positions exist.

Prior to the merger, SHC. CAD, CAA, CCSD, CASI, and CCI filed their tax returns as subchapter “8"
Corporations. Under those provisions, the companies generally do not pay income taxes on their taxable
income. Instead, the stockholder is liable for individual income taxes on the Companies’ taxable income.
Accordingly, no provision [or income taxes is included in the conselidated financial statements.

The Companics’™ Forms 11208, LS. fcome Tax Return for an § Corporation, for the years ending
December 31, 2012, 2011, and 2010 arc subject 10 examination by the IRS, generally for three years after
they were (iled. Generally accepled accounting principles require tax effects from an uncertain tax position
to be recognized in the financial statement only if the position is more likely than not (o be sustained if the
position were o be challenged by a taxing authority. The assessment ol the tax position is based solely on
the technical merits of the position, without regard Lo the likelihood that the tax position may be challenged.
Il an uncertain tax position meets the more-likely-than-not threshold. the largest amount of tax benefit that
is greater than 50% likely W be recognized upon ultimale sctilement with the taxing authority is recorded.
Management has evaluated the tax positions reflected in the Companies® tax filings and does not believe
that any material uncertain tax positions exist.

Fair Value of Financial Instruments

The Organization has a number of financial instruments. none of which are held for trading purposes. The
Organization estimates that the fair value of all financial instruments at December 31, 2013 and 2012 does
not differ materially from the aggregate carrying values of its financial instruments recorded in the
accompanying consolidated statements of financial position,

PROMISES TO GIVE
Pronuises to give as of December 31, 2013 and 2012, consist of the Tollowing:
. 2013 2012
Amounts due in: .
Less than one year . $ 108,000 S 108,000
One to. five yvears _ 216,000 324.000
324,000 432,000

Less: discount to net present value (1.89%) {7.872% {17.662)

$ 316,128 S 414,338

Management reviews contributions and pledges receivable quarterly and writes-off the amount of
individual pledges, if any, it determines to be uncoellectible. A discount rate commensurate with the
risks involved in holding pledges receivable due in future years was vsed in calculating the present
value of future cash flows., There was no allowance for doubtful pledges as of December 31, 2013 and
2012,



Center for Excellence in Higher Education, Inc.
Notes to Consolidated Financial Statements (continued)
December 31, 2013 and 2012

4. RECEIVABLE FACTORING
In December 2013, the Organization factored an accounts receivable portfolic with a book value of
$1.464,399 to a credit agency. Under the arrangement, the Organization transferred $1.464,399 of accounts
receivable to the credit agency in exchange for cash proceeds of $1.400,000. . The terms of the agreement
allow the credit agency to require the Organization to repurchase all uncollected receivables in the portfolio
it 70% or more of the receivables are not considered current on June 30, 2014,

5. FIXED ASSETS

Fixed assets as of December 31. 2013 and 2012 consist of the following:

2013 2012
Furniture and equipment S 8,346,391 $ 7.942.944
Soltware 2,893,503 716,605
Student compulters 6,270,943 4,672,761
Leaschold improvements 2,313.261 2,157,240
19,824,008 15,489,550
Less: accumulated depreciation (10.491,574) _ (9,435,136)

$ 9332524 § 6,054.414

Depreciation expense for the years ended December 31, 2013 and 2012 was $5.052,929 and $4,627.597.

6. GRANTS PAYABLE

Grants payable as of December 31, 2013 and 2012 consist of the following:

. _ 2013 2012
Amounts payable in less than one year 350,000 % 100,000
Amounts payable in one to five years 450.000 300,660
800,000 400,000
Less: discount to net present value (1.89%) {7.289) {16,354)

§ 792711 S 383.646

The Organization has two grants payable over multiple years. Ome ol the grants payable is closely
ticd 1o the promise to give (sce Note 3). Management reviews grants payable quarterly and writes-
off the amount of grants payable, if any, it determines 1o be not payable in the future. A discount
rate commensurate with the risks invelved in the payment ol grants due in fulure years was used in
calculating the present value of future cash flows. There was no allowance [or grants payable as of
December 31, 2013 and 2012,



Center for Excellence in Higher Education, Inc.
Notes to Consolidated Financial Statements (continued)
December 31, 2013 and 2012

LINE OF CREDIT

At December 31, 2012, the Organization had a line of ¢redit with a bank in the amount of $3.600,000
which expired on August 31, 2013, The balance on the line of credit as of December 31, 2012 was S-0-,

LONG-TERM DEBT

In connection with the merger, the Organization entered into two notes payable with the seller, a related
party trust. The senior note matures Idecember 31, 2017 and the junior note matures December 31, 2019,
Both notes bear interest at 1% and require quarterly interest payments. Principal payments on the senior
note are required based on a formula which takes into account cash flow and revenue of the Organization.
No principal payments are due on the junior note until after the senior note is paid in full. The notes
contain certain events which could result in an adjustment to the interest rate in the future and acceleration
of principal payments. No triggering cvents have oceurred as of December 31, 2013, Both notes are
sceured by the assets of the Organization.

The balance of the senior note at December 31, 2013 and 2012 was $192.000,000 and $200.000,000.
respectively. The balance of the junior note at December 31, 2013 and 2012 was $231.000,000 and
$231,000,000, respectively.

The current portion of the notes payable has been calculated based upon management’s expectation for
payment of principal in accordance with the formula. Projected uture minimum principal payments are as

lollows:

Year ended December 31,

2014 $ 20,000,000
2015 24,000,000
2016 28,000,000
2017 120,000,000
2018 32,000,000
Thereafter 155,000,000

$ 423,000,000
Interest expense on the notes lor the years ended December 31, 2013 and 2012 was $4,295,239 and $-0-,
respectively.
TEMPORARILY RESTRICTED NET ASSETS

Temporarily restricled net assels consist ol a promise 1o give (Sce Note 3). The balance of temporarily
restricted net assets as of Decernber 31, 2013 and 2012 was $316,128 and $414.338, respectively.
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Center for Excellence in Higher Education, Inc.
Notes to Consolidated Financial Statements (continued)
December 31, 2013 and 2012

RELATED PARTY TRANSACTIONS

The Organization derives a substantial portion of its revenue from Student Financial Aid (SFA) received by
its students under the Title 1V programs administered by the U.S. Department of Education pursuant to the
Higher Education Act of 1965, as amended (HEA). To continue to participate in the SFA programs, the
Organization must comply with the regulations. promulgated under the HEA. Those regulations require that
all related party transactions be disclosed, regardless of their materiality to the financial statements.

A member of the board of directors owns and operates real estate leasing companies from which the
Organization leases some campus facilities. The amounts paid to these companies for the years ended
December 31, 2013 and 2G12 were as follows;

2013 2012
Company | $ 3,859487 § 3,451,292
Company 2 851,564 822,556
Company 3 386.458 369,737

$ 5097509 3 4,643.585

A member of the board of directors made a cash contribution of $2.000.000 1o the Organization during the
year ended December 31, 2013 and a cash contribution of $10,075,000 o the Organization during the year
ended December 31, 2012, The Organization also has two notes payable to a related party trust (see Note
3.

A member of the board of directors owns a company which provided accounting services to the
Organization. During the year ended December 31, 2013, the amount paid to this company was $601,286.

A member of the board of directors owns a company which provided consulting services to the
Organization. During the year ended December 31, 2013, the amount paid to this company was $5,000,

In addition, the corporations (which were previously owned by a member of the board of directors) merged
into the Organization (see Note 1 and Note 12). The corporations contributed to the Organization some of
their accounts receivable, The contribution was recorded net of the allowance for doubtful accounts. The
net amount of the contribution was $46.185,367.  Also, prior to the merger, the stockholder of the
Companies {(now a member of the board of directors) operated CollegeAmerica Services. Inc. (CASI), a
related party which provided various administrative services to the Companies. During the year ended
December 31, 20012, the Companics recorded expense of $28.809,790, for services performed and expenses
paid by CASL

ECONOMIC DEPENDENCY

The Organization (SHC, CAD, CAA, and CCSD) receives signilicant revenue from Title TV sources.
Continuing participation in Title IV programs requires compliance with numerous federal regulations.
Future noncompliance with these regulations or a change in the laws goveming these programs could
severely imipact the operations of the Organization. Further, ineligibility to participate in Title IV programs
would have a material adverse effect on the Organization's enrollment, revenue and resulls of operations.
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Center for Excellence in Higher Education, Inc.
Notes to Consolidated Financial Statements (continued)
December 31, 2013 and 2012

MERGER

Eiffcctive December 31, 2012, Center for Excellenee in Higher Education, Tne. executed merger agreements
to merge Stevens-Henager College, Inc., CollegeAmerica Denver, Inc., CollegeAmerica Arizona, Inc..
Califormia College San Dicgo, Inc.. California College, Inc., and CollegeAmerica Scervices, Ine. into Center
for Excellence in Higher Education, Inc., with Centler for Excellence in Higher Education, Inc. as the
surviving Organization. As part of the merger, all trade names, domain names, and other intellectual
property lormerly held by the divisions were acquired by the Organization. The acquisition was recorded
at fair value and goodwill was recorded. Total consideration was $480.864,694 which includes liabilities
assumed of 349,864,694, Through the transaction, the Organization recognized cash of (83,725,228},
restricted cash of $620,331. net accounts receivable of $32.890,742, deposits of $1,067,099. property and
equipment of $6,054,414, and goodwill of $419.042,664.

COMMITMENTS AND CONTINGENCIES

Operating lease agreements

The Organization leases its campus facilities under operating lease agreements. The operating lease
agreements contain provisions which allow for rent increases on an annual basis. subject to limits. The
Organization recognizes rent expense on a straight-line basis over the lease period. Rent expense for the
vears ended December 31. 2013 and 2012 was $10,913,104 and $10,169.996, respectively. Future
minimum lease payments are as follows:

Year Ending December 31, . Amount

2014 $ 7,879.382

2015, 7,976.718

2016 6,654,600

2017 5,883,206

2018 4,804,529
Thercalter 5.033,7%0
38,332,225

Letters of credit

The Organization has four letters of credit outstanding at December 31, 2013, Three letters of credit are to
the Division of Private Occupational Schools, Colorado Department of Education on behalf of
CollegeAmerica Denver. One letter of credit is in lieu of a security deposit to a landlord. . The amount
outstanding under the letters of credit 1s $2,681.394. at December. 31, 2013, As of January 31, 2014, the
three letters of credit were reduced to $733,105. The letters of credit are guaranteed to the issuing bank by
the chairman of the board of directors of the Organization. All letters of credit will expire in 2014,

The Organization has four letters of credit outstanding at December 31, 2012, Three letters of credit are to
the Division of Private Occupational Schools, Celorado Department of Hducation on behalf of
CollegeAmerica Denver. One letter of credit 1s in lieu of a security deposit to a landlord, The amount
outstanding under the letters of credit is $2,731.394 at December 31, 2012,

Legal proceedings

From time to 1ime, the Organization may be involved in various legal proceedings that are incidental o its
business. However, o management’s knowledge, there currently are no material pending legal proceedings
involving the Organization.
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14. REGULATORY

The Organization is subject to extensive regulation by federal and state governmental agencies and
accrediting bodies. In particular, the Higher Education Act and the regulations promulgated there under by
the U.S. Department of Education subject the Organization to significant regulatory scrutiny on the basis of
numercus. standards. that schools must satisfy in order to participate in the various federal student financial
assistance programs under Title ['V of the Higher Education Act,

To participate in Title 1V programs, an institution must be authorized to offer its programs of instruction
by the relevant agency of the state in which it is physically located, accredited by an accrediting agency
recognized by the U.S. Department of Education and certified as eligible by the U.S. Department of
Education. The U.S. Department of Education will certify an institution to participate in Title 1V programs
only after the institution has demonstrated compliance with the Higher Education Act and the U.S.
Department of Education's extensive regulations regarding institutional eligibility. An institution must also
demonstrate its compliance to the U.S. Departmient of Education on an ongoing basis. Ax of December 31,
2013, management believes the Organization is in compliance with the applicable regulations in all material
respects.

The Higher Education Act requires accrediting agencics 1o review many aspecls of an institution's
operations in order to ensure that the education offered is of sulliciendy high quality to achieve satisfactory
outcomces and that the institution is complying with accrediting standards. Failure 1o demonstrate compliance
with accrediting standards miay result in the imposition of probation, ihe requirements o provide periodic
reports. the loss of acereditation or other penalties il deliciencics are not remediated.

Student Delault Rate

For each federal fiscal vear, the U.S. Department of Education calculates a rate of student defaults for each
educational institution which is known as a “cohort default rate.” An institution may lose its eligibility. to
participate in some or all Title 1V programs if, for each of the three most recent federal fiscal vears for
which information is available, 25% or more of its students who became subject to a repayment obligation
in that federal fiscal vear defaulted on such obligation by the end of the following federal fiscal vear. In
addition, an institution may lose its eligibility to participate in some or all Title [V programs if its cohort
default rate exceeds 40% in the most recent federal fiscal year for which default rates have been
calculated by the U.S. Department of Education. The divisions’ cohort default rates for the 2011,
2010 and 2009 federal fiscal years were the following:

2011 2010 2009
Stevens Henager College 21.8 18.4 15.0
CollegeAmerica Denver 19.8 26.0 2283
CollegeAmerica Arizona 23.8 19.9 245
California College San Diego 18.3 15.3 19.7

Financial Responsibility

The U.S. Department of Education calculales an institution’s composile score for [inancial responsibility
based on its (i} equity ratio, which measures the institution’s capital resources. ability to borrow and
financial viability; {11) primary reserve ratio, which measures the institution’s ability to support current
operations from expendable resources: and (iit) net income ratio, which measures the institution’s ability to
operate at a profit. An institution that does not meet the U.S. Department of Education’s minimum
composite score. may demonstrate its financial responsibility by posting a letter of credit in favor of the
U.S. Department of Education and possibly accepting other conditions on its participation in the Title 1V
programs. The composite score, using the non-profit ratios, for the Organization for the vear ended
December 31, 2013 was -0.2.
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Because the Organization operates in a highly regulated industry, they, like other industry
participants, may be subject from time to time to audits, investigations, claims of noncompliance or lawsuits by
governmental agencies or third parties. which allege statutory violations. regulatory infractions or common
law cauvses of action. While there can be no assurance that regulatory agencies or third parties will not
undertake investigations or make claims against the Organization, or that such claims, if made, will not
have a material adverse effect on the Organization's business, results of operations or financial condition,
management believes it has materially complied with all regulatory requirements.

FUNCTIONAL EXPENSE ALLOCATION

The Organization’s expenses by function for the year ended December 31, 2013 were as follows:

Program Scrvices Support Services
Morality of Management and
Colleges Capitalism General Total

Grants 3 - 3 759,065 S - $ 759.065
Salaries and wages 59,226,341 - 5,363,071 64,539,412
Pension plans 99.161 - 17,514 116,675
Employee benefits 3.320.344 - 303.275 3623619
Payroll taxes. 5,026,164 - 565,934 5,592,098
Fees for services 2,434,773 - 2,564,537 4,899,310
Advertising 37,184,420 - - 37.184.420
Office 2,352.973 - 203,495 2,556,468
Technology 1,283,180 - 673,258 1,956,438
Occupancy 10,617.048 - 296,056 10.913,104
Travel 982.587 - 402,791 1,385,378
Conferences 60,440 - 123.057 183,497
Interest = = 4,295,239 4,295,239
Depreciation 5,052,929 - - 5,052,929
Insurance - — 364674 3od,674
Acereditation 605,891 - 15.991 621,882
Administrative 251,865 - 282,771 534,636
Student support 10,219,395 - - 10,219,395

Total S 138,717,511 $ 759.063 $ 15,471,663 $ 154,948,239

ATTESTATION OF REVENUE SOURCES

Regulations restrict the proportion of cash receipts lor tuition and fees from eligible programs (o nol
more than 90 percent from Title IV programs. The [ailure of the Companies 10 meet the 90 percent
limitation could result in the loss of the Companies™ ability to participate in Title IV programs. For
the year ended December 31, 2013, the Companies received the Tollowing (in thousands):

Stevens- College College California

Henager America America College

College Denver Arizona San Diego
Revenue from Title 1V sources S 83912 % 17,895 § 12,270 S 14,344
Total cash basis revenue, S 104710 % 21.250 % 13772 S 21,248
Percentage of revenue from Title 1V 89.69% 84.68% 89.09%¢ 67.51%
Percentage of revenue from Non-Title I'V 10.31% . 15.32% 143.91% 32.49%.
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In accordance with 34 C.FR. 668.23, lurther analysis of Title IV revenues and (otal cash basis revenue for 2013:

Adjusted student Title 1Y revenue

Subsidized loan

Unsubsidized loun

Federal pell grant

FSECHG (Subject tor nutching reduction)

Federal work study applied o tuition and
fees (Subject w matching reduction?

Student Tithe TV revenue

Revenue adjustment

I the amount of Funds Applied First
plus Student Title IV Revenue is more than
twition and fees. then reduece, Tithe TV revenue
by the, ameunt over titien, and fees

Adjusted Student Title IV revenue

Student Non Title IV revenue

Crant funds for the student from nenfederal
public agencies or private sources independent
o the, institution

Funds provided Tor the student undet o contractual
arrangement with a Federal. State. or Local
sovernment agency for the, purpose
of, providing, job training 1o kow-income individuals

Funds used by astudent from suvings plans for
educational expenses established by or on behalf
o the student that gualify. for special tux treatment
under the Internal Revenue Code

School scholarships disbuwrsed to the student

Amounts of unsubsidized Loan over the
pre-ECASLA loun limits

Student payments

Student Non Tithe TV revenue

Revenue from other sourees (Totals for the fiseal yeor)

Activities condueted by the school that are
nevessary Tor education and training
134 C.F.R. 8668 2841t 3)0i)

Funds paid by a student, vr on belalf of 4 stodent
by party ather than o school. for an education

ar training in a qualified program that is not eligible

134 C.F.R.SOO8. 28t 3)(iii)
The Net Present Valoe iINPV ol school loans

disbursed W students (34 CF R, 5668 28051 and (h)

Revenue from other sources

Sevens Hemager College College Amwenes Denver

Aamount Aamount Aamouni
Drisbursed Adjusted Amount Drisbursed Adjusted Amount Drisbursed
....... 2E.104.951 % IR MMASL 5. 5537920 % SAFTOXG 3. 3ATLG4

39495495 L 30495495 OO3MLTRG H.93.TEA 4.556.888
25756220 25750226 5.326.515 LA326.515 3095400

555.474 200223 20.223 47790
......... 934912.146 e JT95A50
b 434912146 b3 17995450
............... 2587 % 2587 %o R0 GAY6 %3 EY
IO56RT 3959687 200957 2004057 AM.55]
(5.005) (5,605} (R043 (3043 [1.845)
6.843.059 0343050 1.351.%80 1251 880 1095404
3 10799728 3 5.290
- % - 5 -3 - 5 -
b - h =

Adjusted Amount

b

Corllege Ao Aoz

3.070.6d1
4550888

J3R05 406

$

b

b

b 1227725

3R9L

44551

(1.8451

L5404

L502.001

3

Cabforma College Sun Diegn

Aamouni

Drisbursed Adjusted Amoumt
......... 4 1T77EDT % A 1TTRL2
SELTREIAY oo 5.111.242
44017170 AR
[37.749 137749

......... 14.344 053

b 14344053

............. MRS % 38.525
ST29008 57249108
L (995}

1.137.575 1.137.575

$ 0.904.213
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Center for Excellence in Higher Kducation, Inc,
Dretail of Cansolidated Statement of Financial Pasition
Decemnber 31, 2013

Stevens CollepeAmerica Collepedmerica Culifornis
Henager College Drenwver Arizona College San Dicgo CASFCEHE Eliminations Tonals
ASSETS
Current assels
Cash il cash cyuvalents b3 (41,7891 % n143 % (3679 % (F012) 5 RIS RS S S H.255514
Ruuricted cish 277192 18,164 33,581 414046 RIRY
Studdent receivables, current, net of allowance
Tor doubtlul accounts 307630272 4.7M).525 2604623 S.ESHYZ 43,945,162
Aceonnts recetvible, nlercompany T MLEST 1,453,046 5080, 1635 (B.68d Rany
Promises to give. current porton - - - - 108000 - 108000
Tutal current assets 30.998.425 4.746.836 4. 785382 7344 872 13.488.016 (K.0K4. 8081 S2.6OTE.HO3
Finel wssers, at cost, net of seoommlated deprecision 4.501.333 438,630 308,931 723314 3358316 G335
Student receivables, noncurrent, net ol allowance
lor doubtiul accounts 31233373 BAE5.283 1844420 Y032 R S 153920
Promises to give, net of current pumtion 8128 I 2R
Croodwill 431 LA {11.957.336) 414,042 fiad
Deposits 370 532 91.736 78.691 122000 R41.466 - L. d6d. 325
Tuital asscts 3 67012663 3 13322445 3 7017424 % 17.225.930 5§ 448945026 5 (20642204 § 532.882.224
LIABILITIES AND NET ASSETS
Courrent habilines
Accounts payuhle % 3 3 3 5 6EIRI4 S 5 6aKidHl4
Aceonnts payithle, intereompany £.418.606 261,774 3 48R (H.60d Rary §
Cirants payithle, current portion THLAKON JILSRLSIN
Acerued liahilitics 2SS0 443,159 22,448 296 862 ALK 453996
Exvess student Tunds RRS 13 73247 FhaN 296812 1,306, 140
Deferred mition 1%.595.243 306442 2.301,640 KREENLE 2R.F10.505
Current partivn ol lang-term deht - - - - 200000000 - 2000000
Tutal current Labilities 30.038.472 F. 447508 2890056 53T HOR 28343384 [EREER IS LR
Cicunts pavable, nel of cucent poction a2 711 a2 711
Deferred rent 1.961.664 308.761 341443 480858 L6564 - 31089290
Lo tenn debt, net of curcent poction 203,000,000 43,000,000
Tarul Kubilities 3 000,1360 3,756,269 2 U U9 A01E.726 432 032 65 (H.68d 368 468,083 421
Net assets
Unrestricted 35.012.527 XA06.216 4076925 12.207.204 16.577.13¢ (11,957 336} 04 482675
Temporiuily resricied RIT N R RIT N R
Torl ner wssers 3541125827 £.560.214 3.076,925 12,407,204 16,543 267 {11.957.336) 6, TUK 803
Torul Kubilities winl et assers toe7012.663 % 13322485 % TT424 % 17225030 5§ 448.945926 5 (MLad? 204y 5 532 ER22M4

See indepemleot authtor's cepurt and secompunymg notes w consobidated fmactal statement.
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Center for Excellence in Higher Education, Inc.
Detuil of Consolidated Statement of Finaocial Position
December 31, 2012

Slevens Calilirnia
Henager CollegeAmerica CollegcAmerica College San
Collepe Denver Arizona Dhego CASUCEHE Eliminations Totals
ASSETS
Current assels
Cash anel cash cquivalents S (111,680 & (52900 % (8.007y % (36,823 $ 6443736 S - 8 A2R1.927
Restrivted cash 44] 846 41.647 47,878 38.96() - 620331
Student receivables, current, net of allowanee
for doubeful accounts 237006050 R N 1,979,620 3.3MKL 330 = % 330 073
Prosmises to mive. current portion - {35 {HH} - 101%,000)
Total current assets 24 0 TH3 A.032 965 20194497 5306473 6.551.736 - 43001 433
Fined wssets. at cost BRI 516.155 302,971 T20.433 1463858 - 60154414
Student receivables, noncurrent. net of allowance
for doubeful accounts 251 18840 TOE].003 1,608,150 8,376,851 43084934
Pronmises to give, net of current pewtion N s - - MM 33 - 06338
Croodwill - - - - 431000000 (1 1LU37 336) 419,047 bt
Depusits PRI q0.1149 543001 127.690) 477192 - 1.067.089

Total assets

LIABILITIES AND NET ASSETS
Current Tiabilities

Accounts payable

Grants payable, current portion

Accrued liubilities

Excess student funds

Drelermed wition

Current portion of lomg-term debt

Total current liabilities
Grrants payahle, net of curent portion
Deferred rent
Long-term clebt, net of current portion
Total liabilitics
MNet assets
Unrestricted
Tempocardy restricted

Tutal net assets

Total labilities and net assets

b 52.556.3Y96

$ 13610332 %

4.014.9149

$ 14531447

$ 43081124

S {11LY57.336)

S 512556882

50 ZRITAuK % S9K.164 % 336,505 % HB7OE09 $ 1548640 § - 5 3uuLels
- - - - H{HLIHK} - [RELEREIFH

674.695 §9.247 62.275 64,761 75992 - 966,970
1.133.244 150L773 127.198 541.369 - - 1.952.584
25.087.760 5.277.655 2.669.93] 4.947.139 - - IT.982.485
....................... . Z 32 AHHY{HH} 3 32.000.000
29,733.097 6.115.839 3,195,999 6,224,078 3374641 TR.993.654

- - - - 283,646 - IR3.646

2.167.110 209,390 301178 276,798 16.564 - 2.971.040
....................... g e e e z 5 RECRLUIZNLY - 394000000
31.900.207 6,325.229 3497177 6,500,876 433.024.851 481.248.340)
20.656.189 7.285.103 517.742 8.030.57] 6,361,935 i11.8957.336) 30,894,204

- - - 414338 - 414338

20.656.189 7.285.103 517,742 8.030.571 6.776.273 {11.957.336) 31308542

8§ 52.556.3Y96

$ 13610332 %

4.014.9149

$ 14531447

$ 43081124

S {11LU57.336)

S 512556882

See independent auditar's report and accompranying notes o comsalidated financial statements.

19



Center for Excellence in Higher Education, Inc.

Detail of Consolidated Statement of Activities
For, The Year Ended December 31, 2013

REVENUES
Toition and fees
Contributions and grants
Other income
[nterest income

Total revenues

EDUCATIONAL EXPENSES
Admissions and marketing
Instructional
Administrative
Administrative, intercompany
Occupancy
Student expenses
Depreciation
Grants
Interest

Total expenses
Change in net assets
Net assets, heginning of year

Net assets, end of year

Stevens Calilornia
Henager CollegeAmerica CollegeAmerica  College San
College Denver Arizona Dicgo CASI/CEHE Eliminations Totals

$ 122,641,678 § 24293670 § 15762407 § 23430517 § 26095718 § (26.095.719) § 186,128,271
2,160 - 1.200 1,008 2,009,790 - 2,014,098
85.409 48,166 13,081 40,115 71918 - 258,689
2,926 5,539 4 26,509 2,464 - 37,442
122,732,113 24.347.375 15.776.692 23,498,149 28,179,890 {26.,095,719) 188,438,500
46,942,516 6.741.529 4,254,471 6,469,380 782,027 - 65,189,923
20,350.686 6.067.747 2,502,294 5125177 574,333 - 34,620,237
8.518,509 3.380.013 1.066.131 1.277.245 10.846.144 - 25.088.042
16.948.986 3.393.504 2.264.604 3.488.625 - {26.095.71M -
6.030.070 1.715.401 1.278.458 1.608.728 296,055 - 10928712
6.005.845 1.319.928 384.697 971,673 131.949 - 9.014.092
3.579.163 448,140 266,854 380,688 378,084 - 5.052.929
- - - 759,065 - 759,065
- - - - 4,295,239 - 4,295,239
108,375,775 23,066,262 12,217,509 16,321,516 18,062,896 {26,095,719) 154,948,239
14,356,338 1.281.113 3.559.183 4,176,633 10,116,994 - 33.490.261
20,656,189 7,285,103 517,742 8,030,571 6,776,273 {11,957,336) 31,308,542
§ 35012527 § 8566216 § 4076925 § 12207204 § 16.893.267 $ (11.957.336) § 64.798.803

20

See independent auditor's report and accompanying notes to consolidated financial statements.



REVENUES
Tuition and fees
Contributions and gra
Other income
Interest income

Total revenues

Center for Excellence in Higher Education, Inc.
Detail of Consolidated Statement of Activities

Stevens Henager

For The Year Ended December 31, 2012

CollegeAmerica  CollegeAmerica

California
College San

EDUCATIONAL EXPENSES

Admssions and mark
Instructional
Administrative
Occupancy

Student expenses
Depreciation

Grants

Interest

Total expenses
Change in net assets
Net assets, beginning of
Stockholder distributions

Net assets, end of year

College Denver Arizona Diego CASI/CEHE Eliminations Totals
$  112,538.438 29,190,732 16427264 § 25,512,042 S 28.909,790 (28.909,790) 183,668,476
- . . - 10,448,458 - 10,448,458
109,052 39,785 13.174 44,357 - - 206,368
L 17,720 13925 _3.128 36419 - - C 71,193
112,665,210 20,244,442 16,443,567 25,592,818 39.358.248 (28.909,790) 194,394,495
39,930.643 10,359,411 5,539,466 7.929.855 53,085 - 64.032.460
21,306,024 7.140.725 2,404,143 5,473,136 19,989 - 36,344,017
27.770.641 6,657,130 3,753,595 5,714,086 5.430,115 {28.,909,790) 20,415,777
5,796,248 1,696,101 1,144,395 1,517,294 20,579 - 13,174,617
6,228,459 1,601,637 506,103 635,266 26,281 - 8,997,746
3.239.094 602,306 318,380 335,236 132,581 - 4,627,597
- - 841,953 - 841,953
- _ 15952 - 5 229,723 - 245,680
104,291,109 28,273,262 13,666,082 21,604,878 6,754,306 (28.909,790) 145,679,847
8,374,101 071,180 2,777.485 3.987.940 32,603,942 - 48,714,648
25,365.000 7.703,000 2,680,000 10,147,000 8.467,150 {11,957.336) 42 404 814
(13,082,912) (1.389.077) {4.939.743) (6,104.36%)  (34.294,819) - _(59.810.920)
3 20,656,189 § 7,285,103 % 517,742 & 8,030,571 6,776,273 % (11,957,336) § 31,308,542

See independent auditor’s report and accompanying notes to consolidated financial statements.
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shaw & Co.

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON
AN AUIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

The Board ol Directors,
Cenier for Excellence in Higher Education, Inc.
Salt Lake City, UT

We have audited. in accordance with the auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Governnent Auditing Standardy 1ssued by the Comptroller
General of the United States, the consolidated financial statements of Center for Excellence in Higher Education,
Inc. (a nonprofit organization), which comprise the consolidated statement of financial position as of December 31,
2013, and the related consolidated statements of activities and cash flows for the year then ended, and the related
notes to the consolidated financial statements, and have issued our report thereon dated June 6, 2014,

Internal Control Over Financial Reporting

In planning and performing our audit of the consolidated financial statements, we considered Center for Excellence
in Higher Education, Inc.’s internal control over financial reporting (internal control} to determine the audit
procedures that are appropriate in the circumstances for the purpose of expressing our opinion on the consolidated
financial statements, but not for the purpose of expressing an opinion on the effectiveness of Center for Excellence
in Higher Education, Inc.’s internal control. Accordingly, we do not express an opinion on the effectiveness of the
Organization’s internal control.

A deficiency in internal control exists when the design or operation of a control docs not allow management or
employees. in the normal course of performing their assigned [unctions, o prevent, or detect and correct,
misstatements on a limely, basis. A material weakness 1s a deliciency, or a combination ol deficiencics, in intermal
control. such that there is a reasonable possibility that a material misstatement of the entity’s consolidated (inancial
statements will not be prevented, or detected and corrected on a timely basis. A significant deficiency 1s a deficiency,
or a combination of deficiencies, in internal control that is less severe than a material weakness, yel important
gnough to merit attention by those charged with governance.

Our consideration of internal control was tor the limited purpose described in the first paragraph of this section and
was not designed to identify all deficiencies in internal control that might be material weaknesses or significant
deficiencies. Given these limitations, during our audit we did not identity any deficiencies in internal control that we
consider to be material weaknesses. However, material weaknesses may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Center for Excellence in Higher Education. Inc.’s
consolidated financial statements are free from material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit, and accordingly, we do not express such an
opinion. The results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

1564 South 500 West, Ste. 201

Bountiful, UT 840310-7400

Phone: (801). 284-3155

Fax: (801) 294-3180 22
www.shaw-cpa.com

info@shaw-cpa.com




Purpose of this Report

The purpose ol this report is solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to provide an opinion on the cffectiveness ol the organization’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing Standards
in considering the organization’s internal control and compliance. Accordingly, this communication is not suitable
for any other purpose. .

Bountiful, Utah
June 6, 2014



Center for Excellence in Higher Education, Inc.
Schedule of Findings and Disposition of Prior Year Findings
Year Ended December 31, 2013

Section I - Summary of Auditor’s Results
Consolidated Financial Statements
Type of auditor’s report issued: Unqualified

Internal control over financial reporting:

o Material weakness(es) identitied?, Yes V¥ No
o Signilicant deficiency(ies) identified that are
not considered to be material weaknesses? Yes V¥ None reported
Noncompliance material 1o linancial statements noted? Yes ¥ No

Section II - Financial Statement Findings

No findings related to the consolidated financial statements were noted which are required o be reported in
accordance with Government Auditing Standards tor the year ended December 31, 2013,

Disposition of Prior Year Findings

Ne findings related to the combined financial statements were noted which are required 1o be reported in accordance
with Government Auditing Standards for the yvear ended December 31, 2012,



