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Report of Independent Auditors

The Shareholder and Board of Trustees of
Miami International University of Art & Design (Combined)

We have audited the accompanying combined balance sheet of Miami International University of
Art & Design, The Art Institute of Tampa, and The Art Institute of Jacksonville (collectively,
“Miami International University of Art & Design (Combined)” or the “School”) as of June 30,
2011, and the related combined statements of income, of shareholder’s equity, and of cash flows
for the year then ended. These financial statements are the responsibility of the School’s
management. Our responsibility is to express an opinion on these financial statements based on
our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. We were not engaged to perform an audit of the
School’s internal control over financial reporting. Our audit included consideration of internal
control over financial reporting as a basis for designing audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
School’s internal control over financial reporting. Accordingly, we express no such opinion. An
audit also includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements, assessing the accounting principles used and significant estimates
made by management, and evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the combined financial position of The Miami International University of Art & Design
(Combined) as of June 30, 2011, and the combined results of its operations and its cash flows for
the year then ended in conformity with U.S. generally accepted accounting principles.

In accordance with Government Auditing Standards, we have also issued our report dated
December 22, 2011 on our consideration of the School’s internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements 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 the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.
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Our audit was performed for the purpose of forming an opinion on the basic combined financial
statements taken as a whole. The accompanying Supplemental Information section, containing
the combining balance sheet, combining statement of income, 90/10 ratios and Composite
Scores, and supplemental schedules of related-party transactions and of expenditures of state
financial assistance, is presented for the purposes of additional analysis and is not a required part
of the basic combined financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic combined financial statements and, in our opinion, is
fairly stated, in all material respects, in relation to the basic combined financial statements taken

as a whole.
St 4 MLLP

December 22, 2011
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Miami International University of Art & Design (Combined)

Combined Balance Sheet

(In Thousands)

June 30, 2011

Assets
Current assets:
Cash and cash equivalents
Restricted cash
Student accounts receivable, net of allowance of $4,245
Notes, advances, and other receivables
Inventory
Deferred income taxes
Other current assets
Total current assets

Property and equipment, net
Other long-term assets
Intangible assets, net
Goodwill

Total assets

Liabilities and shareholder’s equity
Current liabilities:

Accounts payable

Accrued liabilities

Advance payments
Total current liabilities

Deferred income taxes
Other long-term liabilities

Shareholder’s equity:
Additional paid-in capital
Receivable from EDMC
Retained earnings
Total shareholder’s equity
Total liabilities and shareholder’s equity

$ 7,631
2,219

2,908

274

446

1,926

49

15,453

20,743

163

686

21,748

$ 58793

$ 301
1,179
3,691
5,171

3,600
4,109

50,681
(63,887)
59,119
45,913
$ 58,793

The accompanying notes are an integral part of these combined financial statements.
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Miami International University of Art & Design (Combined)

Combined Statement of Income
(In Thousands)

Fiscal Year Ended June 30, 2011

Net revenues $ 95572
Costs and expenses:

Educational services 45,254

General and administrative 21,721

Depreciation and amortization 5,070
Total costs and expenses 72,045
Income before income taxes 23,527
Provision for income taxes 8,565
Net income $ 14,962

The accompanying notes are an integral part of these combined financial statements.
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Miami International University of Art & Design (Combined)

Combined Statement of Shareholder’s Equity
(In Thousands)

Additional Total
Paid-in Receivable from Retained Shareholder’s
Capital EDMC Earnings Equity
Balance, June 30, 2010 $ 50,681 $ (48,115) $ 44157 $ 46,723
Increase in receivable from
Education Management Corporation - (15,772) - (15,772)
Net income - - 14,962 14,962
Balance, June 30, 2011 3 50,681 $ (63.887) $ 59,119 $ 45913

The accompanying notes are an integral part of these combined financial statements.
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Miami International University of Art & Design (Combined)

Combined Statement of Cash Flows
(In Thousands)

Cash flows from operating activities
Net income
Adjustments to reconcile net income to net cash provided by
operating activities:
Depreciation and amortization
Bad debt expense
Non-cash adjustments related to deferred rent
Deferred income taxes
Changes in assets and liabilities:
Restricted cash
Receivables
Reimbursements for tenant improvements
Inventory
Other assets
Accounts payable
Accrued liabilities
Advance payments
Total adjustments
Net cash flows provided by operating activities

Cash flows from investing activities
Expenditures for long-lived assets
Reimbursements for tenant improvements
Net cash flows used in investing activities

Cash flows from financing activities
Payments to EDMC
Net cash flows used in financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

Supplemental disclosure of cash flow information
Capital expenditures in current liabilities

For the Fiscal
Year Ended
June 30,
2011

$ 14,962

5,070
2,837

(462)
501

709
(2,681)
178
33
782
(329)
(2,347)
436

4,727

19,689

(1,900)
(178)

(2,078)

(15,818)

(15,818)

1,793
5,838

$ 7,631

As of June 30,
2011

$ 160

The accompanying notes are an integral part of these combined financial statements.
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Miami International University of Art & Design (Combined)

Notes to Combined Financial Statements

June 30, 2011

1. Ownership, Operations, and Governance

Miami International University of Art & Design, The Art Institute of Tampa and The Art
Institute of Jacksonville (collectively, “Miami International University of Art & Design
(Combined)” or the “School”) is wholly owned by Education Management Corporation
(“EDMC”). The School focuses on applied arts in creative professions such as graphic design,
interior design, web design and interactive media, digital filmmaking, media arts and animation,
game art and design, fashion design, marketing and culinary arts. The School offers Associate’s,
Bachelor’s and Master’s degree programs, as well as selective non-degree diploma programs.
Students pursue their degrees through a local campus and blended formats, which combine on-
campus and online education. These programs typically are completed in 18 to 48 months.

EDMC operates other postsecondary institutions similar to the School. Each of EDMC’s
institutions is directed by its own Board of Trustees or Directors that have fiduciary and
operational authority. The Board of Directors of EDMC is responsible for the overall
establishment of the financial goals of the School and monitors the setting of standards and
policies to ensure quality and integrity among all EDMC-owned institutions.

Change in Ownership of EDMC and Initial Public Offering

On June 1, 2006, EDMC was acquired by a consortium of private equity investment funds led by
Providence Equity Partners, Goldman Sachs Capital Partners and Leeds Equity Partners
(collectively, the “Sponsors”). The acquisition was accomplished through the merger of an
acquisition company into EDMC, with EDMC surviving the merger (the “Transaction”).

The Transaction was accounted for as a purchase; however, the impact of the purchase
accounting related to the Transaction is not allocated to the School’s financial statements. The
School’s assets and liabilities, where applicable, continue to be recognized on a historical basis.

EDMC completed an initial public offering of its common stock on October 7, 2009 in which
23.0 million shares of common stock were sold for $18.00 per share. Net proceeds from the
initial public offering were used by EDMC to repay indebtedness and pay a termination fee
under a management agreement with the Sponsors.
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Miami International University of Art & Design (Combined)

Notes to Combined Financial Statements (continued)

2. Summary of Significant Accounting Policies
Basis of Combination and Presentation

The accompanying combined financial statements have been prepared in accordance with
accounting principles generally accepted in the United States. All significant intercompany
transactions and balances have been eliminated in combination. Unless otherwise specified, any
reference to a “year” is to a fiscal year ended June 30.

Use of Estimates

The preparation of 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 and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenue
and expenses during the reporting period. Management bases its estimates on assumptions that
management believes to be reasonable under the circumstances, the results of which form a basis
for making judgments about the carrying value of assets and liabilities that are not readily
available from other sources. Actual results may differ from these estimates under different
assumptions or conditions. However, management believes that its estimates are reasonable.

Cash and Cash Equivalents and Restricted Cash

The School holds funds from the United States government under various student aid grants and
loan programs in separate bank accounts. The School also serves as trustee for the U.S.
Department of Education or respective lender, guaranty agency or student borrower, as
applicable. The funds held in these bank accounts are not shown as cash or restricted cash on the
balance sheet until the authorization and disbursement process has occurred. Once the
authorization and disbursement process to the student has been completed, the funds are
transferred to unrestricted cash accounts and become available for use in current operations.

U.S. Department of Education regulations require Title IV Program funds received by the School
in excess of the charges applied to the relevant students at that time to be, with these students’
permission, maintained and classified as restricted cash. Funds transferred through electronic
funds transfer programs are held in a separate cash account and released when certain conditions
are satisfied. These restrictions have not significantly affected the School’s ability to fund daily
operations.
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Miami International University of Art & Design (Combined)

Notes to Combined Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
Student Receivables

The School records student receivables at cost less an estimated allowance for doubtful accounts.
The School determines its allowance for doubtful accounts by categorizing gross receivables
based upon the enrollment status of the student. The reserve is established based on the
likelihood of collection considering the School’s historical experience, which is updated on a
frequent basis. The reserve methodology results in a higher reserve rate for out-of-school
students compared to in-school students. Student accounts are monitored through an aging
process whereby past-due accounts are pursued. When certain criteria are met, which is generally
when receivables age past the due date by more than four months and internal collection
measures have been taken without success, the accounts of former students are placed with an
outside collection agency. Student accounts that are in collection are reserved for at a high rate
and are written off after repeated collection attempts have been unsuccessful.

Inventory

Inventory consists mainly of textbooks and supplies held for sale to students enrolled in the
School’s educational programs. Cost is determined using the average cost method, and inventory
is valued at the lower of cost or market.

Leases

The School leases certain classroom, dormitory, and office space as well as equipment under
operating leases. Before entering into a lease, an analysis is performed to determine whether a
lease should be classified as a capital or an operating lease.

Certain of the School’s lease agreements include tenant improvement allowances. Once the lease
agreement is signed, these tenant improvement allowances are recorded as other current assets
with the offset to deferred rent liabilities on the combined balance sheet. As spending occurs, the
School records increases to leasehold improvement assets in property and equipment. Other
current assets are reduced once the landlord reimburses the School. The deferred rent liabilities
related to tenant improvements are amortized over the term of the lease as a reduction to rent
expense upon possession of the lease space.
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Miami International University of Art & Design (Combined)

Notes to Combined Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

Certain of the School’s lease agreements include rent escalation clauses, which if fixed and
determinable are recognized on a straight-line basis over the life of the lease. Lease terms range
from 11 to 16 years with one or more renewal options. For leases with renewal options, the
School records rent expense and amortizes the leasehold improvements on a straight-line basis
over the original lease term, exclusive of the renewal period. When a renewal occurs, the School
records rent expense over the new term.

Property and Equipment

Property and equipment is recorded at cost less accumulated depreciation. Leasehold
improvements are amortized using the straight-line method over estimated useful lives ranging
from 11 to 16 years. The remainder of the School’s property and equipment is depreciated over
estimated useful lives ranging from 3 to 10 years using the straight-line method, depending on
the asset. Accelerated depreciation methods are generally used for income tax purposes. The
School evaluates the recoverability of property and equipment whenever events or changes in
circumstances indicate the carrying amount of such assets may not be fully recoverable. No
impairments were recorded in fiscal 2011.

Goodwill

The School was acquired by EDMC in fiscal 2002. As part of this purchase business
combination, goodwill was recorded, which consists of the cost in excess of the fair value of the
identifiable net assets acquired. The School is required to perform a goodwill impairment test
based upon anticipated cash flows on a stand-alone basis. Absent impairment indicators, this test
is performed on an annual basis. No impairments were recognized in fiscal 2011 as a result of
this testing.

Revenue Recognition

The School’s net revenues consist primarily of tuition and fees, student housing fees, bookstore
sales, restaurant sales in connection with culinary programs, workshop fees and sales of related
study materials. Net revenues are reduced for student refunds and scholarships.

Tuition revenue varies based on the average tuition charge per credit hour, type of program,
specific curriculum, average student population and number of credit hours taken. The School
derived over 92% of its net revenues from tuition and fees in fiscal 2011. Bookstore and housing
revenues are largely a function of the average student population.
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Miami International University of Art & Design (Combined)

Notes to Combined Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)

The School bills tuition and housing revenues at the beginning of an academic term and
recognizes the revenue on a pro rata basis over the term of instruction or occupancy. Advance
payments represent that portion of payments received but not earned and are recorded as a
current liability in the accompanying combined balance sheet. These payments are typically
related to future academic periods and generally are refundable.

If a student withdraws from the School, a student’s obligation for tuition and fees is limited
depending on when a student withdraws during an academic term. Student refunds are regulated
by the standards of the U.S. Department of Education, the state of Florida, the Commission on
Colleges of the Southern Association of Colleges and Schools (“SACS”) and the School’s
institutional policies (collectively, “Refund Policies”). The limitations imposed by the Refund
Policies are generally based on the portion of the academic term that has elapsed at the time the
student withdraws. The greater the portion of the academic term that has elapsed at the time the
student withdraws, the greater the student’s obligation is to the school for the tuition and fees
related to that academic term. The School records revenue net of any refunds that result from any
applicable Refund Policy.

Costs and Expenses

Educational services expense consists primarily of costs related to the delivery and
administration of the School’s educational programs. Major cost components are faculty
compensation, administrative salaries, costs of educational materials, facility occupancy costs,
information system costs, school occupancy costs and bad debt expense.

General and administrative expense primarily consists of marketing and student admissions
expenses and departmental costs such as executive management, finance and accounting, legal,
corporate development and other departments that do not provide direct services to the School’s
students.

Marketing costs are expensed in the fiscal year incurred and are classified as general and

administrative expense in the accompanying combined statement of income. The School’s
marketing expense was approximately $7.8 million in the fiscal year ended June 30, 2011.
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Miami International University of Art & Design (Combined)

Notes to Combined Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
Income Taxes

The School accounts for income taxes using the asset and liability method. Under this method,
deferred tax assets and liabilities result from (i) temporary differences in the recognition of
income and expense for financial and income tax reporting requirements, and (ii) differences
between the recorded value of assets acquired in business combinations accounted for as
purchases for financial reporting purposes and their corresponding tax bases. Deferred income
tax assets are reduced by a valuation allowance if it is more-likely-than-not that some portion of
the deferred income tax asset will not be realized.

The School is included in the consolidated tax return filed by EDMC. The School and EDMC do
not have a formal tax-sharing agreement. The provision for income taxes in the accompanying
combined statement of income is calculated on a separate-entity basis, giving recognition to the
impact of filing in a consolidated group. The effective tax rate differs from the combined federal
and state statutory rates primarily due to expenses that are non-deductible for tax purposes. State
taxes are accrued and reported to the states where the School provides services.

Subsequent Events

The School has evaluated subsequent events through December 22, 2011 the date through which
these financial statements were available to be issued.

3. Government Regulations

The School participates in various federal student financial aid programs (“Title IV Programs”)
under Title IV of the Higher Education Act of 1965, as amended (“HEA”). As such, the School
is required to comply with certain federal regulations established by the U.S. Department of
Education, including financial responsibility regulations. These requirements include specific
financial responsibility measures relating to expendable resources, shareholder’s equity, and net
income, as well as the 90/10 Rule. As described in Note 2, the School is also required to classify
as restricted certain Title IV Program funds in excess of charges currently applicable to students’
accounts.

The School had less than $0.1 million of such funds at June 30, 2011, which is reported as

restricted cash in the accompanying combined balance sheet. Restricted cash also includes
$2.2 million related to an account required to be maintained in connection with an operating
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Miami International University of Art & Design (Combined)

Notes to Combined Financial Statements (continued)

3. Government Regulations (continued)

lease at the School. Student refunds of $2.2 million were recorded for the fiscal year ended
June 30, 2011 and are presented within net revenues on the combined statement of income.
There was less than $0.1 million accrued for student refunds as of June 30, 2011, which were
recorded in accrued liabilities in the combined balance sheet.

The School is required to administer Title IV Program funds in accordance with the HEA and
U.S. Department of Education regulations and must use due diligence in approving and
disbursing funds. In the event the School does not comply with federal requirements or if student
loan default rates are at a level considered excessive by the federal government, the School could
lose its eligibility to participate in Title IV Programs or could be required to repay funds
determined to have been improperly disbursed. If the School loses or suffers limited access to
Title IV Program funds, that loss could have a materially adverse effect on the results of
operations.

The School has historically made contributions to the Federal Perkins Loan Program. At June 30,
2011, accumulated contributions since the inception of the program totaled less than $0.1 million
and were included within other long-term assets, net of an allowance, in the combined balance
sheet.

Under the 90/10 Rule, a for-profit institution will become immediately ineligible to participate in
Title IV Programs if, on a cash accounting basis, more than 90% of its revenues for two
consecutive fiscal years were derived from Title IV Programs. If the 90/10 Rule is violated for
two consecutive fiscal years, the School immediately becomes ineligible to participate in Title IV
Programs and is unable to apply to regain eligibility until the end of the following two fiscal
years. The Schools 90/10 ratio was 70.0% during fiscal 2011.

Pursuant to the Title IV regulations, as revised, each eligible higher education institution must
satisfy the minimum standard of financial responsibility established for three tests which assess
the financial condition of the institution at the end of its fiscal year. The tests provide three
individual scores which must then satisfy a composite score standard. The maximum composite
score is 3.0. If the institution achieves a composite score of at least 1.5, it is considered
financially responsible. A composite score from 1.0 to 1.4 is considered financially responsible,
subject to additional monitoring, and the institution may continue to participate as a financially
responsible institution for up to three years. An institution that does not achieve a satisfactory
composite score will fall under alternative standards. As of June 30, 2011, the School’s
composite score was 2.31.
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Miami International University of Art & Design (Combined)

Notes to Combined Financial Statements (continued)

3. Government Regulations (continued)

The U.S. Department of Education (“DoE”) requires EDMC to maintain a letter of credit due to
EDMC’s failure to satisfy certain regulatory financial ratios after giving effect to the
Transaction. The amount of this letter of credit was $361.5 million at June 30, 2011, which is
15% of the total Title IV aid received by students attending EDMC’s institutions during fiscal
2010. On June 1, 2012, the capacity on EDMC’s revolving credit facility, which is permitted to
be used for letters of credit, will decrease to $328.3 million. As a result, Education Management
LLC, a wholly owned subsidiary of EDMC, entered into a separate $150.0 million letter of credit
facility with a private lender in November 2011 to help meet DoE requirements in the future.

Program Integrity Regulations

In November 2009, the U.S. Department of Education convened two negotiated rulemaking
teams primarily related to Title IV program integrity issues. The resulting program integrity rules
promulgated in October 2010 and June 2011 address numerous topics. The U.S. Department of
Education published the final program integrity regulations on October 29, 2010, with most of
the final rules effective July 1, 2011. On June 13, 2011, the U.S. Department of Education
published final regulations on metrics for gainful employment programs effective July 1, 2012.

4. Property and Equipment

Property and equipment consisted of the following as of June 30, 2011 (in thousands):

Asset Class
Leasehold improvements $ 31,495
Technology and other equipment 9,826
Furniture and equipment 5,453
Library books 1,032
Total 47,806
Accumulated depreciation (27,063)
Property and equipment, net $ 20,743

The School’s depreciation and amortization expense of property and equipment was
approximately $5.0 million in the fiscal year ended June 30, 2011.
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Miami International University of Art & Design (Combined)

Notes to Combined Financial Statements (continued)

5. Intangible Assets
Intangible assets consisted of the following at June 30, 2011 (in thousands):
Gross

Carrying Accumulated
Amount  Amortization

Curriculum $ 880 $ (509)
Other intangibles 604 (289)
Total intangible assets $ 1484 $ (798)

The School’s amortization expense related to intangible assets was approximately $0.1 million
for the fiscal year ended June 30, 2011.

Estimated annual amortization expense for each of the years ending June 30, 2012 through 2016,
and thereafter is as follows at June 30, 2011 (in thousands):

Amortization

Fiscal years Expense
2012 $ 185
2013 81
2014 80
2015 80
2016 81
Thereafter 179
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Miami International University of Art & Design (Combined)

Notes to Combined Financial Statements (continued)

6. Accrued Liabilities

Accrued liabilities consisted of the following at June 30, 2011 (in thousands):

Employee compensation $ 669
Landlord payables 450
Other 60
Total accrued liabilities $ 1,179

7. Related-Party Transactions
Coordinating and Support Services

The School receives coordinating and support services from EDMC, such as legal, insurance,
and information technology-related services. EDMC allocates costs to the School based upon
certain factors, including revenue and student body, which estimate the amount that the School
would pay for these services to an unaffiliated entity. Allocated costs of approximately
$6.9 million were included in general and administrative expense in the combined statement of
income in the fiscal year ended June 30, 2011.

Cash Management

The School participates in a cash management program operated by EDMC. This program
allows EDMC to consolidate most cash for investment purposes from all its locations in order to
maximize investment income. EDMC funds checks written on the School’s disbursement bank
account as they clear the disbursing bank. The difference between the cash provided to EDMC
by the School and the day-to-day funding provided by EDMC to the School has been classified
in shareholder’s equity as a receivable from EDMC in the combined balance sheet as there is no
formal repayment schedule related to this amount.

Employee Scholarships

The School records revenues and expenses related to its internal tuition grant policy on a gross
basis. The School received approximately $0.6 million in fiscal 2011 relating to employees of
other EDMC-owned entities attending the School. In addition, the School paid $0.8 million in
fiscal 2011 to other EDMC-owned entities relating to its employees attending another EDMC-
owned institution.
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Miami International University of Art & Design (Combined)

Notes to Combined Financial Statements (continued)

7. Related-Party Transactions (continued)
Leases

The School’s Tampa campus shares its physical location with the South University of Tampa, a
wholly owned subsidiary of EDMC, and EDMC splits certain building costs, primarily rent
expense, between South University of Tampa and the Art Institute of Tampa. Total rent expense
of $2.6 million was incurred relating to this location, of which $1.8 million has been allocated to
The Art Institute of Tampa for the year ended June 30, 2011, and is included in the
accompanying combined statement of income within educational services expense.

8. Income Taxes

The components of the income tax provision reflected in the combined statement of income for
the year ended June 30, 2011 was as follows (in thousands):

Current taxes:

Federal $ 7,329
State 735
Total current tax provision 8,064
Deferred tax provision 501
Total provision for income taxes $ 8,565
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Miami International University of Art & Design (Combined)

Notes to Combined Financial Statements (continued)

8. Income Taxes (continued)
Net deferred income tax assets and liabilities consisted of the following at June 30, 2011:

Current deferred tax assets:

Allowance for doubtful accounts $ 1,708
Other 218
Total current deferred tax assets $ 1,926

Noncurrent deferred tax assets:

Property and equipment $ 898
Deferred rent 288
Other 190
Total noncurrent deferred tax assets 1,376

Noncurrent deferred tax liabilities:
Intangible assets 4,976
Total net noncurrent deferred tax liabilities $ 3,600

9. Commitments and Contingencies
Incentive Compensation Matters

On May 3, 2011, a qui tam action captioned United States of America, and the States of
California, Florida, Illinois, Indiana, Massachusetts, Minnesota, Montana, New Jersey, New
Mexico, New York and Tennessee, and the District of Columbia, each ex rel., Lynntoya
Washington and Michael T. Mahoney v. Education Management Corporation, et. al
(“Washington”) filed under the federal False Claims Act in April 2007 was unsealed due to the
U.S. Department of Justice’s decision to intervene in the case under the federal False Claims Act.
Five of the states listed on the case caption and the District of Columbia have joined the case
based on qui tam actions filed under their respective False Claims Acts. The State of Kentucky,
which does not have a False Claims Act, filed a motion to intervene in the case under its
consumer protection laws which was denied by the Court. The case, which is pending in the
Western District of Pennsylvania, relates to whether the defendants’ compensation plans for
admission representatives violated the HEA, and U.S. Department of Education regulations
prohibiting an institution participating in Title 1V programs from providing any commission,
bonus or other incentive payment based directly or indirectly on success in securing enrollments
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Miami International University of Art & Design (Combined)

Notes to Combined Financial Statements (continued)

9. Commitments and Contingencies (continued)

to any person or entity engaged in any student recruitment or admissions activity. On October 5,
2011, EDMC filed a motion to dismiss the case with prejudice due to its failure to state a claim
upon which relief can be granted. EDMC believes the claims to be without merit and intends to
vigorously defend itself.

State Attorney General Investigation

In October 2010, Argosy University, wholly owned by EDMC, received a subpoena from the
Florida Attorney General’s office seeking a wide range of documents related to its institutions,
including EDMC’s nine institutions located in Florida, from January 2, 2006 to the present. The
Florida Attorney General has announced that it is investigating potential misrepresentations in
recruitment, financial aid and other areas. EDMC is cooperating with the investigation, but has
also filed a suit to quash or limit the subpoena and to protect information sought that constitutes
proprietary or trade secret information. EDMC cannot predict the eventual scope, duration or
outcome of the investigation at this time.

From time to time, the School could be subject to certain legal proceedings arising out of the
conduct of its businesses. When these proceedings arise, management will make a determination,
based upon its investigation of these claims and discussion with legal counsel, the possible
adverse material effect on the combined financial position, results of operations, or liquidity of
the School. At June 30, 2011, the School was not subject to any legal proceedings that are
expected to have a material adverse effect on its combined financial position, results of
operations, or liquidity of the School.

Lease Commitments
The School leases its facilities under various operating leases that expire on various dates

through 2018. Rent expense under these leases was approximately $8.6 million in the fiscal year
ended June 30, 2011.
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Miami International University of Art & Design (Combined)

Notes to Combined Financial Statements (continued)

9. Commitments and Contingencies (continued)

The minimum future cash commitments for the fiscal years ending June 30 under the School’s
noncancelable, long-term operating leases are as follows at June 30, 2011 (in thousands):

2012 $ 7,274
2013 7,424
2014 7,415
2015 5,973
2016 4,781
Thereafter 8,344

10. Employee Benefit Plans

EDMC sponsors a 401(k) plan that covers substantially all employees. In January 2011, EDMC
changed its policy and now matches dollar for dollar up to 6% of employee contributions to the
retirement plan. This change also allows all participants in the plan to vest in EDMC’s matching
contributions immediately. The School recorded expense related to the retirement plan of
approximately $0.5 million for the fiscal year ended June 30, 2011.
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Report on Internal Control Over Financial Reporting and on Compliance
and Other Matters Based on an Audit of the Financial Statements
Performed in Accordance with Government Auditing Standards

The Shareholder and Board of Trustees of
Miami International University of Art & Design (Combined)

We have audited the accompanying combined financial statements of Miami International
University of Art & Design, The Art Institute of Tampa, and The Art Institute of Jacksonville
(collectively, “Miami International University of Art & Design (Combined)” or the “School”) as
of and for the year ended June 30, 2011, and have issued our report thereon dated December 22,
2011. We conducted our audit in accordance with auditing standards generally accepted in the
United States and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the School’s internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our
opinion on the combined financial statements, but not for the purpose of expressing an opinion
on the effectiveness of the School’s internal control over financial reporting. Accordingly, we do
not express an opinion on the effectiveness of the School’s internal control over financial
reporting.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A material weakness is a
deficiency, or combination of deficiencies, in internal 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.

Our consideration of internal control over financial reporting 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 deficiencies, significant deficiencies, or material weaknesses. We
did not identify any deficiencies in internal control over financial reporting that we consider to
be material weaknesses, as defined above.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the School’s combined financial
statements are free of 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.

This report is intended solely for the information and use of the Board of Trustees, management,

the Commission on Colleges of the Southern Association of Colleges and Schools and the
Department of Education and is not intended to be, and should not be, used by anyone other than

these specified parties.
ém ¥ MLL?

December 22, 2011
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Miami International University of Art & Design (Combined)

Supplemental Schedule of Related-Party Transactions

June 30, 2011

Miami International University of Art & Design, The Art Institute of Tampa, and The Art
Institute of Jacksonville (collectively, “Miami International University of Art & Design
(Combined)” or the “School”) participates in the Student Financial Aid under the Title IV
programs administered by the U.S. Department of Education pursuant to the Higher Education
Act of 1965, as amended (“HEA”). The School 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.

Coordinating and Support Services

The School receives coordinating and support services from EDMC, such as legal, insurance,
and information technology-related services. EDMC allocates costs to the School based upon
certain factors, including revenue and student body, which estimate the amount that the School
would pay for these services to an unaffiliated entity. Allocated costs of approximately
$6.9 million were included in general and administrative expense in the combined statement of
income in the fiscal year ended June 30, 2011.

Cash Management

The School participates in a cash management program operated by EDMC. This program
allows EDMC to consolidate most cash for investment purposes from all its locations in order to
maximize investment income. EDMC funds checks written on the School’s disbursement bank
account as they clear the disbursing bank. The difference between the cash provided to EDMC
by the School and the day-to-day funding provided by EDMC to the School has been classified
in shareholder’s equity as a receivable from EDMC in the combined balance sheet as there is no
formal repayment schedule related to this amount.

Employee Scholarships

The School records revenues and expenses related to its internal tuition grant policy on a gross
basis. The School received approximately $0.6 million in fiscal 2011 relating to employees of
other EDMC-owned entities attending the School. In addition, the School paid $0.8 million in
fiscal 2011 to other EDMC-owned entities relating to its employees attending another EDMC-
owned institution.
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Miami International University of Art & Design (Combined)

Supplemental Schedule of Related-Party Transactions (continued)

Leases

The School’s Tampa campus shares its physical location with the South University of Tampa, a
wholly owned subsidiary of EDMC, and EDMC splits certain building costs, primarily rent
expense, between South University of Tampa and the Art Institute of Tampa. Total rent expense
of $2.6 million was incurred relating to this location in which $1.8 million has been allocated to
The Art Institute of Tampa for the year ended June 30, 2011, and is included in the
accompanying combined statement of income within educational services expense.
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Miami International University of Art & Design (Combined)

Supplemental Schedule of Expenditures of State Financial Assistance

For the Year Ended June 30, 2011

CSFA Grant Transfers to
No. No. Expenditures Subrecipients
FLORIDA DEPARTMENT OF EDUCATION
Direct Projects:
Florida Student Assistance Grant 48.054 N/A $ 432,309 $ -
Florida Access to Better Learning and
Education Grant - NA 962,955 -
Florida Children and Spouses of Decreased or
Disabled Veterans and Service members
Scholarship 48.055 N/A 12,816 -
Florida Bright Futures Scholarship 48.059 N/A 485,740 -
TOTAL DIRECT PROJECTS $ 1,893,820 $ -
Indirect Projects: $ - 3 —
Passed Through: $ - $ -
TOTAL FLORIDA DEPARTMENT OF
EDUCATION $ 1,893,820 $ -
TOTAL EXPENDITURES OF STATE
FINANCIAL ASSISTANCE $ 1,893,820 $ -

NOTES TO SCHEDULE OF EXPENDITURES OF STATE FINANCIAL ASSISTANCE
BASIS OF PRESENTATION

The information in this schedule is prepared on the accrual basis of accounting and is presented in
accordance with Chapter 691-5, Rules of the Florida Department of Financial Services, Florida
Administrative Code, Schedule of Expenditures of State Financial Assistance.
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Miami International University of Art Design (Combined)

Assets
Current assets:
Cash:
Cash and cash equivalents
Restricted cash
Total cash

Student account receivables
Allowance for doubtful accounts
Notes, advances, and other receivables
Inventories

Deferred income taxes

Other current assets

Total current assets

Property and equipment, net
Deferred income taxes

Other long-term assets

Intangible assets, net of amortization
Goodwill

Total assets

Liabilities and shareholder’s equity
Current liabilities:

Accounts payable

Accrued liabilities

Advance payments
Total current liabilities

Deferred income taxes
Other long-term liabilities

Shareholder’s equity:

Additional paid-in capital

Retained earnings

Payable to (receivable from) EDMC
Total shareholder’s equity
Total liabilities and shareholder’s equity

1111-1310894

Combining Balance Sheet

(In Thousands)

June 30, 2011

Miami
International
Miami University
International of Art &
University The Art The Art Design
of Art & Institute of Institute of (Combined)
Design Tampa Jacksonville Reclassifications ~ OPEID# 008878

$ 5388 $ 129 $ 2,114 % - $ 7,631
2,213 6 - — 2,219

7,601 135 2,114 — 9,850

2,928 2,922 1,303 - 7,153

(1,509) (1,855) (881) - (4,245)

(537) 606 205 - 274

192 166 88 - 446

836 735 355 - 1,926

9 40 — — 49

9,520 2,749 3,184 - 15,453

10,516 4,414 5,813 - 20,743

. 846 - (846) -

143 15 5 - 163

686 - - 686

21,748 - — - 21,748

$ 42613 $ 8024 $ 9,002 $ (846) $ 58,793
$ 69 $ 47 % 185 $ - $ 301
834 228 117 - 1,179

1,937 1,381 373 — 3,691

2,840 1,656 675 — 5171

4,257 - 189 (846) 3,600

1,641 1,024 1,444 - 4,109

40,671 10,010 - - 50,681

55,490 8,155 (4,526) - 59,119
(62,286) (12,821) 11,220 — (63,887)

33,875 5,344 6,694 — 45,913

$ 42613 $ 8024 $ 9,002 $ (846) $ 58,793
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Miami International University of Art Design (Combined)

Combining Statement of Income
(Dollars in Thousands)

For the Fiscal Year Ended June 30, 2011

Miami University of
International The Art The Art Art & Design
University of Institute Institute (Combined)
Art & Design of Tampa  of Jacksonville OPEID# 008878
Net revenues $ 53,267 $ 27,634 $ 14671 $ 95,572
Costs and expenses:
Educational services 23,785 12,664 8,805 45,254
General and administrative 9,790 7,572 4,359 21,721
Depreciation and amortization 2,296 1,593 1,181 5,070
Total costs and expenses 35,871 21,829 14,345 72,045
Income before income taxes 17,396 5,805 326 23,527
Income tax provision 6,249 2,128 188 8,565
Net income 3 11,147 3 3677 % 138 $ 14,962
School “90/10” Ratio:
Numerator $ 60,463
Denominator $ 86,421
Rate 70.0%
Composite Score 2.25 2.34 2.07 2.31
1111-1310894 27
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