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Executive Summary 

The emergence in recent years of promising, non-
traditional higher education programs—includ-

ing competency-based education, workforce-oriented 
boot camps, and unbundled course providers—has led 
to a growing interest in ways to facilitate innovation 
in higher education. This interest has typically taken 
the form of proposals to provide taxpayer support for 
innovative new offerings. However, private financing 
options can also help achieve the same goal of a more 
dynamic and high-quality higher education system, 
especially given the risks associated with expanding 
access to taxpayer funding.

More specifically, the policy conversation on 
innovation has centered around ideas to create new 
pathways to federal-aid eligibility for nontraditional 
programs. After all, the fact that a program is inno-
vative does not mean it is inexpensive, and because 
many nontraditional programs lack access to federal 
aid, their growth may be limited if potential students 
cannot cover the costs out-of-pocket. Furthermore, 
restricted access to financial aid may limit the types of 
students who can benefit from these programs, a sig-
nificant shortcoming for those concerned with equal 
access to educational opportunities. At the same 
time, several researchers have raised the alarm at the 
potential for new pathways to become avenues for 
low-quality programs to expand via access to federal 
programs—harming both students and taxpayers.

A larger and more diverse market of private financ-
ing options for students could contribute significantly 
to innovation in the higher education system. This 
includes not only traditional private student loans 
but also income share agreements (ISAs), in which a 
student agrees to pay a fixed percentage of his or her 
after-school income for a set time period in exchange 
for funds to pay for school. Private funders bring 

additional money to the table and have built-in incen-
tives to ensure that a program actually lives up to its 
promise. Several private funders have also entered 
into risk-sharing arrangements with their institu-
tional partners, helping to further align incentives 
among students, schools, and funders.

There are compelling examples of how private 
financing options are currently expanding the array 
of innovative offerings for students. A diverse set of 
startup lenders has arisen to help fund the expansion 
of new and seemingly high-quality boot camp pro-
grams, built around highly relevant workforce skills, 
as well as other innovative programs. On a more lim-
ited scale, some institutions and funders have begun 
using an ISA financing model to expand access and 
demonstrate a commitment to student success 
through risk-sharing. As a result, institutions and pro-
grams in these nontraditional spaces have been able 
to increase the number of students they serve.

These ideas and examples offer a road map for 
both institutions and policymakers interested in 
innovation. An institution considering a nontradi-
tional program—that is, one that might not be eligible 
for federal aid—could look to other, potentially more 
nimble sources of financial aid in the private sector. 

For their part, policymakers can take steps to 
foster a wider array of beneficial private financing 
options, which can in turn contribute innovation to 
the system as a whole. To accomplish this, policymak-
ers should consider creating voluntary data systems 
for postsecondary programs interested in validating 
their student outcomes. Policymakers can also take 
steps to clear up several legal and regulatory issues, 
surrounding ISAs in particular but also affecting pri-
vate student loans, which would help provide needed 
clarity for lenders and ISA providers.
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New Funding, Aligned Incentives: 
How Private Financing Options Can 
Foster Higher Education Innovation

This paper is the second in a series examining private financing in higher education from a number of perspectives.

Few topics in higher education policy have sparked 
as much bipartisan interest as the need for innova-

tion in higher education. Policymakers and researchers 
of all stripes have praised new models emerging in the 
postsecondary marketplace—ones that appear to offer 
students the ability to earn a credential more quickly, 
at a lower cost, and with greater confidence that their 
efforts will bear fruit after graduation. These mod-
els include nimble boot camp programs built around 
highly relevant workforce skills, competency-based 
education (CBE) programs designed to break free 
from the traditional credit hour, and unbundled online 
courses such as those offered by StraighterLine and 
other similar providers.1

However, these new institutions and programs 
have been fairly limited in terms of scale. As a result, 
there is a lively debate about ways to expand their 
reach to more students, potentially through access 
to federal-aid programs.2 After all, many innovative 
programs—while employing promising new delivery 
models—are still too expensive for many students to 
pay for out-of-pocket. For example, tuition for pro-
grams at General Assembly, a provider focused on 
short-term, highly relevant skills training, can range 
from close to $10,000 to more than $20,000 for pro-
grams lasting less than a year.3 

Providing access to federal aid could therefore 
allow a much wider range of students—particularly 
low-income students—to benefit from these pro-
grams. At the same time, several researchers have 
expressed reservations about efforts to open federal 
programs in these ways out of fear that it could lead to 

an expansion of low-quality programs or even dimin-
ish the incentives for existing high-quality actors to 
serve students well.4

While finding the right balance of access to 
federal-aid programs is important, reform-minded 
policymakers and institutional leaders interested 
in promoting innovation need not focus exclusively 
on expanding access to the federal purse. Expanding 
the universe of private financing options available to 
students is another way to foster innovation—and 
importantly, one that is free of many of the risks of 
taxpayer-funded approaches. In particular, private 
financing tools—including private student loans 
and income share agreements (ISAs), in which stu-
dents pay a percentage of their income for a set time 
period—can bring additional funding to the table for 
these types of nontraditional programs.5 In addition, 
because private funders, rather than taxpayers, would 
be on the hook if the investments were low-quality, 
they would have a strong incentive to ensure poten-
tially innovative programs are actually worthwhile.

This is not to say that policymakers should not con-
tinue to experiment with reforms designed to make 
federal-aid programs more conducive to innovation. 
Structured soundly, such proposals could poten-
tially offer students a wider array of high-quality, 
lower-cost educational options.6 Rather, policymak-
ers can take other steps in parallel with these efforts, 
which will help achieve the same goals. By not put-
ting all their innovation eggs in the single basket of 
expanded access to taxpayer dollars, policymakers 
can be more conservative in their approach to those 
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reforms, helping protect against unintended conse-
quences and abuse.

The paper is organized as follows: the first section 
elaborates more fully how private financing options 
could help foster innovation in higher education. The 
next section spotlights some areas in which private 
financing tools are helping to expand innovative pro-
grams, or at least offering a model of how they might 
do so in the future. The final section outlines several 
recommendations for policymakers seeking to maxi-
mize the value private financing has to offer in terms 
of an overall innovation agenda, as well as for institu-
tions in need of financial-aid options for innovative 
programs not eligible for federal aid.

How Can Private Financing Options 
Foster Innovation?

Policymakers who wish to promote innovation 
through reforms to federal-aid programs are currently 
walking something of a tightrope. On the one hand, 
there are many proposals to create new pathways into 
federal-aid programs for nontraditional educational 
models.7 On the other, these efforts have raised con-
cerns about the potential risk that low-quality insti-
tutions might take advantage of such pathways if 
oversight is too lax.8 

While there are steps policymakers can take to 
mitigate these risks—such as establishing robust 
performance standards based on student outcomes 
or limiting such reforms to demonstration or pilot 
projects—these approaches have their own limita-
tions. Robust performance standards can be difficult 
to implement effectively, particularly given data lim-
itations, and pilot projects could severely restrict the 
number of students who could benefit from an inno-
vation, potentially for years.

Can private financing options help promote the 
same goals? There are good reasons to think they 
could. To understand how, it first helps to define 
these options more specifically. 

The most common is private student loans, in 
which a borrower receives money for school and sub-
sequently is required to pay back the amount bor-
rowed with interest through a series of fixed payments 

over the course of the payment term. In this context, 
private loans include only loans made independently 
from the federal student loan program, without any 
federal subsidies or guarantees. The lender thus bears 
the full risk of nonrepayment or default. These loans 
currently constitute a small portion (roughly 8.7 per-
cent) of the nearly $96 billion in student loan dollars 
originated in the 2013–14 academic year.9

A newer type of private financing option is an ISA, 
a tool in which a student receives private financing in 
exchange for agreeing to pay a set percentage of his 
or her income for a set number of years after school. 
Unlike a traditional student loan, an ISA has no prin-
cipal balance or interest rate—the student is simply 
agreeing to make payments tied to a percentage of his 
or her income over the payment term. As a result, he 
or she may pay back more than received initially, less 
than that amount, or potentially even nothing at all. 

The purpose of this payment structure is to shift 
risk from the student to the funder, who is in a better 
position to hold and diversify that risk. In contrast, 
traditional student loans force the student to bear sig-
nificant financial risk; a student is on the hook for both 
the principal and interest, regardless of whether his or 
her educational investment actually generates future 
earnings high enough to cover the debt obligation.10 

ISAs are relatively new to the marketplace and 
therefore do not have any significant presence com-
pared to traditional student loans, public or private. 
In the US, for example, the market consists of a small 
number of companies, nonprofits, and schools offer-
ing or planning to offer ISAs to students.11

While distinct in important ways, both private 
loans and ISAs could bring about a greater variety of 
innovative educational institutions and programs. 
The most obvious way they can do so is simply by 
bringing additional funding to the table. In some 
cases, this additional funding could be helpful if fed-
eral aid falls short of covering the cost of an innova-
tive program that is expensive but still yields benefits 
in excess of its costs. In other cases, however, a par-
ticular institution will not be eligible for federal-aid 
funds because it cannot—or chooses not to—meet 
the various requirements for federal-aid eligibility. 
Thus, private financing can fund promising programs 
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that have not gone through the hoops required to 
access federal-aid programs—without creating addi-
tional risk for taxpayers.

For similar reasons, private financing options 
can be more flexible in terms of the types of pro-
grams financed. Whereas policymakers are some-
times restricted to various types of pilot programs 
due to the potential risks to taxpayers, private lend-
ers or ISA providers could seek out and fund innova-
tive programs that policymakers and other observers 
had not even considered yet. In fact, the develop-
ment of boot camp programs, occurring outside the 
scope of federal-aid programs, is a good example of 
a new innovation that most observers did not antici-
pate. Having private financing options that are more 
broadly accessible could help accelerate these kinds 
of disruptive innovations.

Just as important as bringing money to the table are 
the incentives funders face. This is another area where 
private financing has advantages over federal-aid pro-
grams. Because private funders bear the risk of loss 
if students they finance fare poorly in the labor mar-
ket, they have stronger incentives to ensure that 
students are making worthwhile investments. In con-
trast, federal-aid dollars tend to be available at a wide 
array of institutions and programs, including many of 
dubious quality.12 Furthermore, reform efforts to add 
additional accountability measures to federal-aid pro-
grams face a steep uphill climb, as policymakers and 
other stakeholders have difficulty agreeing on what 
those measures should look like—or whether they 
should be added at all—given concerns about ensur-
ing access and the fact that federal-aid dollars are the 
lifeblood of many institutions.13

In addition to evaluating an institution’s merit 
themselves, some private funders actually require 
that institutions bear some risk of loss when a stu-
dent’s education does not pan out. Skills Fund 
is one private lender using this approach, and as 
Rick O’Donnell, the company’s founder and CEO, 
described it, “For every student we finance, we have 
a model in which if there are defaults of their stu-
dents on a loan, those losses are first covered by 
funds from the school. The school has real skin in 
the game in terms of defaults.”14 

Risk-sharing models such as these help limit the 
potential losses a lender faces because, as O’Donnell 
put it, “when we align these incentives” with an insti-
tution, “it’s more likely we’ll have a strong student 
outcome.”15 Such institutional risk-sharing arrange-
ments could be particularly useful for innovative 
programs that have yet to prove their worth on any 
significant scale and thus are a bit unknown to stu-
dents and funders.

At the same time, private lenders and ISA funders 
face different incentives. Consider private student 
loans: the lender is bearing a risk of loss if the stu-
dent does poorly and is unable to meet his or her loan 
obligation. The lender thus has an incentive to ensure 
that loan dollars are effectively underwritten. How-
ever, the student is still ultimately on the hook for the 
entire balance, particularly given that private student 
loans have a very strict standard for bankruptcy dis-
charge.16 This could weaken a lender’s incentive to 
look carefully at the quality of the program a student 
is pursuing. 

In contrast, with an ISA, a student’s obligation 
varies with his or her income after school. There is 
no balance that the student is ultimately responsi-
ble for, and as a result a student could pay less than 
what he or she received—or potentially even noth-
ing at all, in the case of a bad outcome. Therefore, 
the funder is bearing much more of the financial risk 
and may have stronger incentives to carefully evalu-
ate a program’s merit.

Furthermore, because in many cases a parent 
cosigns a student’s private loan, the lender could be 
even less incentivized to underwrite the actual qual-
ity of the program the student is pursuing—seeing it 
more as a family loan rather than one made on the 
basis of the student’s educational investment.17 In the 
2014–15 academic year, roughly 93 percent of under-
graduate private student loans were cosigned.18 In 
this case, the underwriting process—if chiefly built 
around a coborrower’s credit history—may not always 
protect the student from low-quality programs.

To be sure, private loans can still play an import-
ant role in helping to vet nontraditional providers. 
However, they are better suited to this role when they 
adopt a forward-looking posture—one that explicitly 
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examines the quality of the investment the student 
is making—rather than relying largely on a cosigner. 
To this point, because a student’s payments under an 
ISA derive from his or her future income, ISA provid-
ers must evaluate students based on how they expect 
them to do after school, rather than on the credit-
worthiness of a coborrower. This not only provides 
stronger incentives for funders to look at whether 
innovative programs are actually worth their salt, but 
it also ensures that students are well-protected from 
the risks of pursuing nontraditional offerings.

Fundamentally, private financing options, both 
private loans and ISAs, can play a valuable role in 
helping to foster innovation in American higher edu-
cation. The next section looks at some examples of 
how these options are doing so currently or may do 
so in the future.

Where Is Private Finance Fostering 
Innovation?

The previous section spelled out why, in theory, pri-
vate financing options can advance innovation in 
higher education. However, it is also helpful to look 
at cases in which they are already doing so, or at 
least offering a model of ways they might do so in 
the future. This section therefore highlights several 
examples, some involving private loans and others 
focused on ISAs, including additional qualitative feed-
back through a series of interviews with some of the 
institutions and funders involved.

Private Student Loans

The following examples highlight how private lenders 
have contributed to the development and expansion 
of a variety of innovative educational programs.

Skills Fund. A Texas-based company founded in 
late 2015, Skills Fund offers a compelling model as 
to how a private lender can help support innovative 
programs in higher education.19 Skills Fund devel-
ops partnerships with institutions that meet its 
quality-assurance standards—lending to just boot 
camps at the moment—and then offers financing to 

students attending those institutions. As Skills Fund 
Founder Rick O’Donnell pointed out, the lender 
looks at a range of student outcomes such as com-
pletion rates, job-placement rates, employer engage-
ment, graduate satisfaction with their program, the 
quality of the program’s curriculum, instructors 
and management, and the institution’s financial 
wherewithal.20

In helping students attend some of the high- 
performing boot camps that have cropped up in 
recent years, Skills Fund is directly contributing to 
higher education innovation. In fact, in describing 
the company, O’Donnell used concepts that closely 
mirror the conversations taking place around inno-
vation in Washington, arguing that “the original con-
ception for Skills Fund was this analogy: colleges 
and universities need accreditation to get access 
to the federal purse, so let’s create an innovative 
quality-assurance body for innovative higher ed that 
has its own purse.”21 Said differently, Skills Fund can 
provide a means for students to finance these pro-
grams in which all parties’ interests are aligned—
students, institutions, and funders—and in which 
taxpayers are not put at risk.

In addition, while Skills Fund’s current partners 
are all boot camps, that need not always be the case. 
As O’Donnell noted:

There are huge pockets of higher ed that are 
underserved from a financing perspective. It’s 
not just new innovative coding boot camps. 
Medical technology training schools have a hard 
time getting funding, as do business skills boot 
camps, digital media, digital arts, digital editing 
schools. Students attending postsecondary pro-
viders that are not traditional degree-granting 
institutions or old-fashioned vocational propri-
etary schools have a gap in financing.22

In short, while still small—Skills Fund raised $11.5 
million in seed funding in late 2015—the lender has 
plans to finance a range of programs that meet its 
standards, not just boot camps.23 Thus, over time 
Skills Fund could be a growing catalyst for innovation 
in many areas of higher education.
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Climb Credit. Founded in 2014, Climb Credit is 
similar to Skills Fund in that it seeks out programs 
that meet a certain level of quality.24 As Zander 
Rafael, the company’s cofounder and CEO, described, 
“What we saw in the United States was a whole lot 
of high-quality, skill-based training programs strug-
gling to find funding for students because many of 
those students had poor credit backgrounds.”25 How-
ever, he said, “If you could find the good programs, 
you could actually help the students change their lives 
by offering better financing.” And as the company 
learns more about which programs are worthwhile, 
he noted, “We can share that, saying, ‘you want to go 
to a school in this geography and you want to work in 
the following field, well here’s what the best schools 
are—and by the way you’re preapproved for a loan at 
any one of them.’”26

While still relatively new, Climb Credit works with 
more than 70 campuses nationwide, financing a diverse 
array of programs. This includes boot camps, CBE pro-
grams, online learning, and a variety of skill-focused 
programs.27 Rafael noted that the company’s focus 
is on American higher education broadly, not just 
top-tier institutions. In terms of quality, distinguish-
ing between an MIT program and an online criminal 
justice program at Corinthian Colleges is easy, he said, 
“but if I ask you to tell me the best competency-based 
training program for a nursing program, no one has 
any idea.”28 Lenders like Climb Credit, therefore, can 
help identify and grow programs that serve students 
with a wide variety of backgrounds, rather than just 
elite students or institutions.

Finally, as with Skills Fund, Climb Credit asks 
institutions to bear some of the risk of their students’ 
outcomes, enabling them to offer financing to a larger 
fraction of students. “One of the things we do in order 
to [expand access to credit] is that we actually ask the 
schools to participate in some of the risk with us,” 
Rafael said.29 This arrangement helps ensure insti-
tutions have a strong incentive to consider their stu-
dents’ outcomes.

Minerva Schools, General Assembly, and Other 
Institutions. One important example of how pri-
vate student loan options can foster innovation is 

nontraditional institutions that are successfully grow-
ing without access to federal loans and grants. One 
such example is Minerva Schools, a fully accredited 
university that follows an intensive, seminar-based 
model of undergraduate education. Regarding finan-
cial aid, Ben Nelson, founder and CEO of Minerva, 
stated, “We have access to federal loans and grants 
but refuse to take the money,” citing concerns that 
federal-aid programs can decrease an institution’s 
incentive to contain its costs.30 

Instead, to help students afford tuition and other 
costs, Minerva has relied on a combination of con-
trolling costs—tuition is $10,000 per year—and non-
governmental sources of funding, such as private 
student loans.31 Nelson pointed out that Minerva has 
been able to do this while maintaining a “completely 
need-blind admissions process.”32 In terms of the 
private financing market though, Nelson noted that 
more options would absolutely be helpful, because 
three-quarters of his students depend on financial aid.

Another example is General Assembly (GA), an 
institution founded in 2011 that offers, according to its 
founder and CEO Jake Schwartz, “immersive, trans-
formative skills training” focused on providing skills 
integral to labor market needs.33 GA has served more 
than 25,000 students to date and operates in 15 cit-
ies across 5 countries.34 Like Minerva’s students, GA’s 
students cannot use federal loans and grants to cover 
its tuition, which can run as high as $20,000 or more.35 

That said, Schwartz noted that “our students have 
a lot of financial options. There are plenty of lenders 
who want to lend to our students, and we continue to 
evaluate additional options.”36 In general, Schwartz 
believes accountability for institutions is fundamen-
tal, and therefore funding options that lend against 
students’ postgraduation workforce outcomes are far 
more effective because institutions are held account-
able for whether their students can repay their obli-
gations—a characteristic he emphasized is lacking in 
federal lending programs.

These two institutions are certainly not the only 
ones sustaining themselves and growing with private 
loan options. According to CourseReport, a website 
that follows the boot camp industry, Skills Fund and 
Climb Credit are just two examples of a robust group 
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of new private lenders serving the population of boot 
camp students. A survey of boot camp students found 
that for those who used an external lender, 21.5 per-
cent used Climb Credit, the highest of any lender in 
the survey. However, students used a variety of other 
lenders as well, including Affirm (20 percent), Earnest  
(8.5 percent), Upstart (7.5 percent), and several 
smaller lenders.37 

Furthermore, as the boot camp industry has 
grown—serving around 16,000 students in 2015 
compared to around 2,100 in 2013—the fraction of 
students relying on an external lender has grown as 
well. In 2013, only 3.7 percent of students took out a 
private loan to pay for their boot camp expenses.38 
In 2015, that number jumped to almost one in four 
(24.8 percent).39 The existence of lenders will-
ing to help students cover these programs’ upfront 
costs—which are $11,800 on average—has therefore 
contributed to the expansion of these innovative 
options for students.40

Income Share Agreements

The following examples highlight how ISA providers 
have contributed to the development of innovative 
educational options and provide models of how they 
might do so in the future.

Lumni and Other ISA Providers. Lumni is a com-
pany that has financed more than 7,000 students 
using ISAs in four Latin American countries and in 
the US (under a pilot project).41 While many Lumni 
students attend traditional institutions, the com-
pany has financed students at nontraditional pro-
grams in Latin America, such as flight attendant 
training, mine equipment operation, and occupa-
tional safety courses. 

Regarding innovative and nontraditional pro-
grams in the US, Miguel Palacios, a finance profes-
sor at Vanderbilt University and cofounder of Lumni, 
said that the company would certainly consider such 
programs.42 “If you consider successful programs,” 
he said, “programs with near universal completion 
rates and high starting salaries relative to their cost, 
then there would be no particular barrier to financing 

them.”43 Regarding boot camps in particular, he noted 
that “the fact that they are short and skill-focused 
suggests that they could be, actually, quite safe.”44

Lumni is not currently offering ISAs in the US, 
partly due to legal and regulatory concerns (described 
further below).45 That said, there is a budding indus-
try of new firms looking to offer ISAs to US students. 
One example is Education Equity Inc., which has 
focused on teachers pursuing graduate education.46 
While all the students financed so far have been at tra-
ditional programs based within colleges of education, 
Andy Davis, the company’s founder and CEO, said 
they have recently pursued nontraditional teacher 
preparation programs launched outside academia. 
“I don’t think there’s anything inherently more risky 
about them due to their not having the department’s 
approval,” he noted, and “it seems like an obvious 
place to go look because of the fact that the federal 
option isn’t there.”47 Other newer entrants to the ISA 
market include Base Human Capital, Vemo Educa-
tion, and FitBux.48

App Academy and Other Institutions Using an 
Income-Share Model. Founded in 2012, App Acad-
emy is a coding boot camp offering 12-week courses 
in San Francisco and New York City.49 As with many 
other boot camps, its graduates appear to be very 
successful in the labor market: the school reports 
that 98 percent get hired and earn an average salary 
of $105,000 in San Francisco and $89,000 in New 
York City.50 

What makes App Academy unique, however, is 
its tuition policy: students are not required to pay 
any tuition upfront. Instead, they pay a fraction of 
their first-year salary to compensate the boot camp. 
“This model really solves the problems of access to 
education because students don’t have to pay a huge 
fee upfront,” Cofounder Kush Patel said. “I think it’s 
greatly increased the number of folks that we can pro-
vide this education to.”51

In addition to providing capital, however, the 
tuition-deferment policy acts as a form of risk-sharing. 
To this point, Patel noted, “I think it makes the course 
much more appealing, especially without having a 
brand name like MIT or Berkeley. . . . We can show 
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that our product is valuable in a very real way. We’re 
standing behind it with the ISA model.”52 

Using an ISA financing model in lieu of charging 
tuition has not been without its challenges, though. “I 
wouldn’t call it easy,” Patel noted. “There is definitely 
legal uncertainty around the ISA model, so I think 
clarity on that would definitely help more schools to 
kind of adopt this approach.”53 

App Academy is not the only institution to adopt 
this financing model. Viking Code School, an online 
coding boot camp, is another example.54 Another is 
Holberton School of Engineering, a two-year higher 
education program for software and operations engi-
neers that charges a percentage of graduates’ earnings 
for three years after school, rather than charging tui-
tion upfront. 

Finally, in 2015, Purdue University announced 
its interest in piloting a new financial-aid option for 
its students, specifically allowing them to take ISAs 
as an alternative to private and Parent PLUS loans, 
which offer little protection against financial risk.55 
While innovation is not the primary intent of the Pur-
due program, this model is one that could easily be 
adapted for those purposes by, for example, offering 
financing for programs, such as CBE, that might not 
be eligible for federal aid.

Challenges and Recommendations

As shown in the previous section, private financ-
ing options are already playing some role in funding 
nontraditional higher education providers and pro-
grams. But there are steps that policymakers can take 
to address challenges that may limit the availability of 
these finance options and, commensurately, to make it 
easier for promising innovative programs to enter the 
market and serve more students. In addition, institu-
tions considering experimenting with nontraditional 
models can look to some of the examples highlighted 
in this paper as ways to finance those offerings.

Policymakers

Policymakers should consider these two reforms as 
ways to foster additional private financing options 

that could be conducive to innovation in higher edu-
cation more broadly.

Create Voluntary Data Systems to Enable 
Transparent, Validated Institutional Outcomes. 
While many boot camps appear to be very success-
ful in helping students find employment in their 
respective fields, some observers have questioned 
the placement numbers these institutions advertise. 
For example, a recent International Business Times 
article argued that there are no common standards 
to determine how boot camps should calculate their 
outcomes, and in many cases, no independent third 
party has verified those outcomes.56 Furthermore, the 
author notes that while the industry has attempted to 
organize an association dedicated to creating a com-
mon set of standards around outcomes reporting, the 
effort has stalled over disagreements regarding the 
formula for such calculations.

To help address these issues, policymakers can cre-
ate voluntary mechanisms that drastically simplify the 
task of validating certain institutional outcomes, most 
notably after-school earnings. For example, some 
states now report earnings information for graduates 
of different institutions and programs within their 
state (aggregated to protect individual privacy).57 
Importantly, rather than relying on unreliable surveys 
of alumni, these states have connected wage informa-
tion—often through public unemployment insurance 
databases—to postsecondary enrollment records. 
This creates a straightforward and administratively 
efficient mechanism for reporting reliable and inde-
pendent information about the outcomes of different 
educational institutions while still ensuring the pri-
vacy of individual students is protected. Such data 
would likely help private lenders and ISA providers as 
they consider which institutions appear to be prepar-
ing students well for the workforce.

While built around traditional institutions, states 
could adapt these systems by enabling nontraditional 
programs to also have their outcomes reported pub-
licly if desired. Specifically, institutions could have 
the option to submit enrollment records, ideally bro-
ken down by program. The state agency overseeing 
such a system could then match those records with 
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wage data in state databases, creating a summary of 
the earnings information for graduates of that insti-
tution’s programs. 

States could also construct similar systems, where 
possible, to report on the outcomes of state licensing 
processes and other relevant student outcomes that 
the state may already track through other administra-
tive processes. As an additional benefit, states could 
provide for streamlined authorization processes—
ones focused on student outcomes rather than insti-
tutional processes, as is the norm—for institutions 
willing to participate in such a system.58 Over time, 
the federal government could also help track students 
who cross state lines or offer a similar service using 
federal data.

Provide Legal and Regulatory Clarity for ISAs 
and Private Student Loans. While there are some 
promising examples of how ISAs could help fos-
ter innovation, the market for ISAs is still relatively 
new, limiting their potential benefits. To a certain 
degree, developing a more robust market may just 
take time.59 However, as other researchers have men-
tioned, the lack of clarity in terms of the legal and reg-
ulatory treatment of ISA contracts—including how 
ISAs should be treated regarding taxes, consumer dis-
closure, bankruptcy, and other areas of regulation—
appears to have significantly slowed the development 
of an ISA market for students.60 

By taking steps to resolve these questions, poli-
cymakers would provide entities offering ISAs con-
fidence in their interpretation of the law and, even 
more importantly, ensure students have adequate 
protections against abuse.61 Establishing a clear oper-
ating environment for ISAs would thus make it more 
likely that a robust ISA market would develop, serv-
ing a wide array of students and institutions—and 
enhancing the potential benefits for innovation in 
higher education.62 

In a similar vein, regulatory uncertainty can also 
impede the development of private student lending 
options that could advance innovation in higher edu-
cation. As mentioned earlier, private student loans 
are most helpful in this regard when lenders scru-
tinize the institutions and programs students are 

pursuing rather than simply relying on a student’s 
credit history. However, as discussed at length in a 
recent paper focused on private student loans, fair 
lending laws could potentially be slowing the devel-
opment of these types of “forward-looking” private 
lending options.63 

Policymakers and researchers should therefore 
devote more attention to examining this question. 
If fair lending laws conflict with beneficial under-
writing practices, lawmakers and regulators could 
seek ways to provide additional clarity to the mar-
ket—potentially through safe harbors—without 
undermining the basic antidiscrimination goals that 
motivate these laws.

Institutions

Institutions wishing to bring in additional financial-aid 
dollars for innovative programs not eligible for fed-
eral aid should consider these options.

Consider Private Financing Options to Fund 
Innovative Models. Many institutions are experi-
menting with different types of educational models, 
and in some cases, these new offerings are not eligi-
ble for federal financial aid. The most common exam-
ple is CBE programs, of which there are now more 
than 300 at institutions nationwide.64 While both the 
Department of Education and Congress are working 
on carving out space for these types of programs in 
federal-aid programs, representatives from a number 
of leading CBE institutions have cautioned against 
making federal aid generally available to CBE offer-
ings until policymakers and practitioners have devel-
oped adequate policies for both ensuring quality and 
preserving space for innovation.65 As a result, any new 
flexibilities could be limited to a relatively small num-
ber of programs in the near future.

Interested institutions, however, could partner 
with private lenders or ISA providers to offer finan-
cial aid to students in nontraditional programs. An 
institution could even follow a model that is closer 
to that used by App Academy if it wishes to just defer 
tuition entirely while having former students pay 
a flat percentage of after-school earnings, ensuring 
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their obligation will always remain affordable. These 
options would allow institutions to start experi-
mental programs without relying solely on students 
who can pay out-of-pocket or waiting for a waiver or 
broader effort from Congress or the Department of 
Education. Furthermore, relying on private financ-
ing would likely offer students an additional degree of 
confidence that the program is worthwhile.

Consider Risk-Sharing Arrangements. Several 
newer, nontraditional lenders require that institu-
tions they partner with retain some amount of risk 
of student default. As Rick O’Donnell of Skills Fund 
noted, this can help align the incentives between the 
student, the lender, and the institution—particularly 
in a market where many institutions may be relatively 
new and therefore lack lengthy track records. 

Innovative programs and institutions that would 
benefit from additional financing sources should con-
sider such a risk-sharing arrangement. This is in part 
because it reveals a confidence in the institution’s 
outcomes; it is also because it may increase the num-
ber of lenders willing to finance the institution’s stu-
dents—providing students with greater choice and 
potentially better pricing on their loans as a result of 
greater competition for their business.

Concluding Remarks

Policymakers and institutional leaders are right to 
focus on the need for innovation in higher educa-
tion. Institutions new and old are experimenting 
with promising new models that could offer stu-
dents substantially better value for their educational 
dollar. And because high-value options are often not 
cheap, it is important to consider what financial-aid 
options are available so students of all backgrounds 

can benefit from these encouraging innovations. In 
that same vein, access to financial aid will help insti-
tutions experimenting with new models grow to scale 
because students will have a mechanism to cover a 
program’s costs at the time of enrollment.

But financial aid need not always mean govern-
ment funding. Given the risks involved in allowing 
new actors into federal-aid programs, policymakers 
would be wise to proceed cautiously on that front 
while taking steps, in parallel, to grow the array of 
private financial-aid options available to students. In 
doing so, they can strike the right balance of expand-
ing access to these potentially beneficial educational 
programs while ensuring students and taxpayers 
remain protected. And institutions exploring new 
types of programs, for their part, could potentially 
benefit from partnering with private funders to offer 
their students a new source of financial aid when 
federal-aid programs might not be available—ensur-
ing a wide range of students have access to innovative 
new offerings. 
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